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From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 
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Who  knows  what  the  crazy,  unpredictable 

world  of  the  internet  will  look  like  tomorrow? 

With  this  access  switch,  why  worry? 


*  Digital  DN  A 


from  Motorola 


THE  OF   SMART, 


The  Nortel  Networks™  CVX™  1800  access  switch  leads  the  industry  in  reliability, 
capacity  and  stress  relief.  Because  DigitalDNA™  microprocessors  from  Motorola 
enable  it  to  adapt  to  future  standards  and  services.  So  however  the  internet  changes 
in  the  future,  the  CVX  1800  will  be  ready  for  it.  DigitalDNA  is  chips,  systems,  software 
and  the  ideas  of  thousands  of  innovative  engineers  dedicated  to  helping  smart 
companies  like  Nortel  Networks  build  smarter,  more  reliable  products.  How  can  we 
help  your  business  prepare  for  tomorrow?  Contact  us  today  at  www.digitald  na.com. 


MOTOROLA      EMBEDDED      SOLUTIONS 


Experience  DeVille's  intuitive 

©1999  GMCorp  All  rights  reserved.  Cadillac®  DeVllle® 


technologies.  Visit  cadiLLac.com  or  caLL  I.800.333.4CAD. 


I  he  All-New  DeVille  V  I  b 


What  if  you  could  see  in  the  dark?  Up  to  five  times  farther  than  the  vehicle's 


low-beam  headlamps.  Suddenly  night  is  illuminated   by  a  Head-Up 


Display  that  projects  infrared  images 


of  the  road  ahead.  Introducing  the 


world's  first  car  available  with  Night 


Vision.  The  all-new  DeVille  DTS. 
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An  open  email  from  Eric  Schmidt, 
Chairman  and  CEO  of  Novell 
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SOFTWARES  TOUGH  GUY 

Most  people  have  never  heard  of 
Computer  Associates  because  it  doesn't 
sell  to  consumers.  But  Chinese 
immigrant  Charles  Wang  has  built  CA 
into  the  most  profitable  software 
company  not  named  Microsoft.  His 
hardball  tactics,  however,  have  made 
him  an  info-tech  pariah.  Now,  he's 
trying  to  get  the  respect  he  craves 
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Up  Front 


EDITED  BY  ROBERT  McNATT 

SLUGFESTS 

GALL  HIM  THE 
STREETFIGHTER.COM 

IT  SEEMS  HELL  HATH  NO  FURY 
like  a  talking  head/financial 
columnist/money  manager 
whose  stock  is  in  the  tank — 
even  if  he  singes  a  few  feath- 
ers of  potential  suitors. 
TheStreet. corn's  James 
Cramer  is  blaming  Market- 
Watch  for  sinking  his  com- 
pany's stock  price.  And  he  is 
flaming  CNBC  over  ethics. 

He's  particularly  upset  with 
MarketWatch,  even  though 
one  well-placed  source  says 
MarketWatch  is  in  discussions 
with    Cramer's    investment 
banker.    "CBS    MarketWatch 
tried    to    drive    our    stock 
down  as  low  as  possible 
and  buy  us,"  Cramer  told 
business  week.  "If  that's 
their  game  plan,  you  can 
forget  about  it."  Stock  of 
TheStreet.com,  whose  IPO 
was  priced  at  19  last  May, 
and  which  hit  its  high  of  11% 
the  day  it  began  trading, 
closed  at  a  low  of  12/4  on 
Feb.  23. 

When  asked 
how      Market- 
Watch had  ac- 
complished such 
a  feat,  Cramer, 
who  is  known  for  his  off-the- 
cuff  remarks,   lit   into   cbs 
MarketWatch   editor  Thorn 
Calandra:  "There  are  a  series 
of  things  a  company  can  do 
to  manipulate  a  stock  down. 
Why  don't  you  ask  them? 
Thom  Calandra  can't  keep  his 
mouth  shut  and  tries  to  at- 
tack us  every  day." 

Larry  Kramer,  ceo  of  Mar- 
ketWatch, denied  trying  to 
drive  the  stock  down.  Joel 
Krasner,  an  analyst  at  First 
Albany  who  follows  both 
companies,  agrees:  "I've  nev- 
er observed  any  negativity 
toward  TheStreet.com  on  be- 
half of  MarketWatch." 

On  Feb.  16,  TheStreet.com 
said  it  had  hired  Wasserstein 


Perella  to  seek  strategic  part- 
nerships or  buyers.  Besides 
Market  Watch,  other  potential 
buyers  include  the  New  York 
Times  Co.,  which  is  already 
an  investor  in  TheStreet.com, 
News  Corp.'s  Fox,  and  CNBC, 
a  unit  of  General  Electric. 

Ironically,  CNBC  has  come 
in  for  a  lashing  from  Cramer 
in  recent  columns  for  allowing 
guests  to  promote  small-cap 


'heSt  reet.com 


CRAMER:  Look  what  they  did  to  my  stock 


stocks  that  they  had  invested 
in.  He  wras  particularly  criti- 
cal of  a  January  segment  in 
which  Gregg  Hymowitz,  a 
money  manager  with  En- 
Trust  Capital,  "pumped"  Epi- 
cor  Software.  An  EnTrust 
spokesman  said  the  firm  did 
not  trade  on  the  basis  of  the 
appearance. 

Sound  familiar?  Cramer 
admits  that  he  is  still  smart- 
ing from  an  incident  in  1998 
when  he  was  accused  of 
bashing  a  stock  he  had  short- 
ed, prompting  cnbc  to  sus- 
pend him  from  its  "Squawk 
Box"  segment.  "I  made  a 
mistake,  but  I  paid  for  it  in  a 
way  that  still  gets  my  back 
up,"  he  says.  Marcia  Vickers 


TALK  SHOW  441  just  hope  this  doesn't  cast  a  bad  light 
sham  marriages." 

Jay  Leno,  speaking  about  the  Fox  network's  Wlio  Wt  I 
Marry  a  Multimillionaire? 


I-WAY  PATROL 

DEMOCRATIC  RULE 
FOR  THE  NET 

FOUNDED  by  ex- 
President  Jimmy 
Carter  to  watch 
elections  in  the 
likes  of  East  Tim- 
or, the  Carter  Cen- 
ter has  never  seen 
anything  like  this 
before.  At  the  end 
of  February,  a 
grand  experiment 
in  democracy  be- 
gins on  the  Web. 
The  Internet  Cor-  " 
poration  for  Assigned  Names 
&  Numbers,  a  global  non- 
profit set  up  in  1998  to  ad- 
minister Web  addresses,  is 
seeking  Netizens  around  the 
world  to  elect  a  board  of  di- 
rectors by  September. 

Yet  there  are  few  formal 
election  rules  so  far — and  mil- 


DYSON:  The  Web 

address  czarina 


lions  of  Net  users  with  l 
terest    in    domain    r  m 
icann   Chairperson   I  ll 
Dyson     war 
broad-based   V 
bership  of  ai  e 
5,000     peop 
elect    an    at  n 
council    that  ,1 
chooses  din  t\ 
(Those   who  II 
to  be  membe 
register  at  l<  hi 
Web  site.) 

Will    this  1 1 
form      dem<|i 
work?  "Nobo< 
ever    tried 
anything  likeftl 
says    icann    ceo    M  t 
Roberts.  The  Carter  C  ii 
along  with  other  group  j| 
issue  a  report  on  the  e 
before  icann's  March 
ing   in   Cairo.   That's 
duty,  no  doubt,  than  m 
ing  elections  in  some 
hot  spot.         Catheriru 


THE  LIST   ENABLING  THOSE  WITH  DISABILI 


The  Work  Incentive  Improve- 
ments Act  became  federal 
law  in  December.  It  will  al- 
low up  to  10  million  people 
with  disabilities  to  work  with 
no  loss  of  Social  Security  or 
Medicare  benefits.  John 
Williams,  a  Business  Week 
Online  columnist  and  con- 
tributor at  We,  a  magazine 
for  people  with  disabilities, 
lists  the  top  large  employ- 
ers, based  on  hiring,  train- 
ing, and  technical  help. 


COMPANY 


NO.  EMI 


5.  CHARLES  SCHWAB  1J 

Company  uses  folks  with  disi 
ties  in  ads.  Chairman  Schwal 
dyslexic. 

6.  CRESTAR  BANK 

Special  services  available  fori] 
tomers  with  disabilities. 

7.  WELLS  FARGO  3 

"Superb  track  record"  in  hiri 

8.  FORD  MOTOR  1 

Operates  more  than  100  loca 
ability  councils  worldwide. 


COMPANY 


NO.  EMPLOYEES 


1.  MICROSOFT  22,232 

A  "home  run"  for  its  Able  to  Work 
group  of  companies  that  recruit 
disabled  people. 

2.  JOHNSON  90,500 
&  JOHNSON 

Finds  tailor-made  assignments  for 
disabled  workers. 

3.  IBM  269,465 

Aggressive  recruiting  and  support 
of  students  with  disabilities. 

4.  CATERPILLAR  65,824 

A  "model  of  high-tech  accessibili- 
ty" for  the  disabled. 


9.  BOOZ  ALLEN 

"Advanced"  policies  on  empl 
with  AIDS. 


10.  HONEYWELL  5 

Uses  its  high-tech  innovation 
assist  employees  with  disabil 


DATA:  We  Magazine 
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IF  YOUR  E-BUSINESS  IS  RESTRICTED  TO 
ONE  TECHNOLOGY  IT  MAY  HAVE  TO 
BE  MOVED  TO  ANOTHER  LOCATION. 

Scenario  one:  you  build  an  e-commerce 
system  to  meet  your  needs.  Those  needs 
change.  Technologies  change.  Market 
dynamics  change.  It's  back  to  the  drawing 
board  while  your  competitors  race  past. 
Scenario  two:  you  have  a  B2B  e-commerce 
system  from  NeuVis.  With  a  unique 
architected  design,  rich  industry  frameworks 
and  automated  construction.  Your  needs 
change,  and  your  system  changes  with 
them.  New  technologies?  You  integrate 
them  easily.  Market  dynamics?  Instead  of 
reacting  to  them,  you're  creating  them. 
Call  1-877-NeuVis-l  orvisitwww.neuvis.com. 


/N/EUV7S 

Unlevel  the  playing  field. 


Up  Front 


WEB  WORLD 

A  RADIO  PIONEER 
IN  YEAR  2000? 

COMMUTERS     IN     PORTLAND, 

Ore.,  might  find  themselves 
a  bit  confused  on  their  way 
to  work  this  month.  Tvvo  bill- 
boards loom  over  local  high- 
ways encouraging  them  to 


tune  into  radio  sta 


tion  KUBE93.  Only  one  prob- 
lem: That's  a  Seattle  station, 
some  145  miles  away. 

KUBE93,  part  of  the  publicly 
held  Ackerley  Group,  is  test- 
ing the  waters  to  see  if  it  can 
drum  up  new  listeners  on  the 
Internet.  The  ad  campaign, 
says  the  urban  contemporary 
music  station,  marks  the  first 


time  a  radio  station  has  ad- 
vertised for  Net  listeners  out 
of  its  own  market.  Some  top 
syndicated  programs,  such  as 
Rush  Limbaugh's,  have  ad- 
vertised to  draw  a  national 
audience  to  their  Webcasts. 
But  so  far,  local  stations  with 
a  Net  feed  have  not. 

So  how  is  www.kube93.com 
doing?  The  day  after  the  bill- 
boards went  up,  page  views 
jumped  about  50%,  to  18,500, 
says  Marketing  Director  Gus 
Swanson.  Still,  the  crucial 
question  is  whether  that  au- 
dience will  translate  into 
higher  ad  rates.  The  station 
may  not  find  out  anytime 
soon.  The  $20,000  billboard 
campaign  is  scheduled  to  last 
only  a  month.  But  ultimately, 
if  money  can  be  made  from 
Webcasts,  Swanson  may  one 
day  be  able  to  claim  bragging 
rights  that  KUBE93  led  the 
way.  Jay  Greene 


POLLUTION  SOLUTION 


WHEN  WEEDS  SPROUT  GASH 


HANDS-ACROSS-THE-BORDER 

department:  Thanks  to  an 
agreement  in  Japan,  utilities 
in  Canada  may  pay  farmers 
in  Iowa  to  clean  up  the  air. 


How's  that  again?  Because 
Canada  signed  the  1998 
Kyoto  accord  on  global  warm- 
ing, utilities  there  must  re- 
duce emissions  from  fossil  fu- 
els. Until  they  install  the 
requisite  pollution-reducing 
equipment,  however,  they  can 
comply  by  sweetening  the  air 
somewhere  else,  like  the  U.S. 
They  do  that  by  paying  farm- 
ers to  grow  plants — almost 
any  old  weed  will  do.  Green 


plants,  of  course,  reduce  car- 
bon dioxide,  which  con- 
tributes to  global  warming. 

So  GEMCO,  a  Vancouver- 
based  utility  consortium,  has 
bought  options  on  1.4 
million  acres  of  Iowa 
farmland  that 

could  pay  farmers 
up  to  $11  an  acre 
to  plant  vegeta- 
tion. They're 
called  "carbon 
sequestration" 
deals,  and  farm- 
ers in  others 
states  are  eager 
to  participate.  Says 
Steven  Griffin,  a  vice-presi- 
dent of  IGF  Insurance,  a  crop- 
insurance  company  involved 
in  the  deals:  "The  ability  to 
sell  carbon  sequestration  and 
reduction  of  on-the-farm 
greenhouse  gas  emissions  to 
the  industrial  sector  is  a  boon 
to  the  farm."  But  not  for  all 
farmers,  gemco  paid  big  to 
attract  farmers  at  first.  New 
deals  may  go  for  as  little  as 
$1.50  an  acre.  Dennis  Blank 


I'liM.'fi'i'mag] 

*1      CAN'T  W 
CONte  UP  WITH 


MAD  AVE 


PLAY  SMOKEY 
FORME 


IS   ANTI-SMOKING   SENTIMENT 

so  strong  that  Big  Tobacco  is 
bashing  itself? 

Dial  an  800  cus- 
tomer-service num- 
ber at  Brown  & 
Williamson,  and  you 
hear  an  intentionally 
off-kilter  song  warn- 
ing teens  against  to- 
bacco: "Ohhhh,  the 
tobacco  plant  is  a 
lovely  plant,  its  leaf 
so  broad  and  green, 
but  you  shouldn't 
think  about  the  tobacco  plant, 
if  you're  still  a  teen.  'Cause 
tobacco  is  a  big  person's  plant, 
and  that's  the  way  it  should 
be,  so  if  you're  under  21,  go 
and  climb  a  tree...."  Then  a 
voiceover  says:  "If  you  think 
that  really  sucked,  we  agree. 


PUFF  GRANDDADDY 


Write  a  better  song  about 
tobacco  plant,  and  we'll  | 
it." 

Winners  get  no  mom 
just  the  fame  that  accrue 
people  whose  songs  grace  I 
tomer-service  lines.  B&w| 
received  a  handful  of  sc 
since  posting  th^ 
vite  in  January, 
has  used  800  n| 
bers  for  quirky 
sages    before, 
critics       are 
amused    by   tac 
such  as  calling 
bacco    company| 
write    songs   alf 
not   using  tobal 
Says  D,r.  Gerard 
Patrone,  author  of  Tobacco 
vertising:  Tlie  Great  SeducA 
"If  they  capture  a  few  m\ 
souls  with  this  hokey  mess 
they    have    achieved 
thing."   And  that  is  for 
to  be  amused,  not  appallec 
tobacco.  Roy  Furch 


THE  BIG  PICTURE 


BOARDROOM  DIVERSITY 

The  number  of  black  corporate  directors  has  increasec 

57%  in  six  years,  due  in  part  to  groups  like  Jesse  Jackson 

Operation  Rainbow  Push.  A  lack  of  organized  pressure] 

may  explain  the  smaller  gains 

of  Asians  and  Hispanics. 

PERCENT  CHANGE  IN  NUMBER 

OF  DIRECTORS  AT  THE  1,000 

LARGEST  U.S.  COMPANIES, 

r93-'99 


DATA 


WHITE     BLACK    HISPANIC    ASIAN    FOREIGN-       search 
BORN' 
i  PERCENT  *MAY  BE  OF  ANY  RACE 


GROUP 


FOOTNOTES  Americans  who  doubt  there  will  be  a  woman  President  within  the  next  decade:  74%;  who  expect  one  in  their  lifetime:  6 
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DATA:  DELOITTE  &  TOU 


BUILDING  AN  E-COMMERCE  SYSTEM 
THAT  CAN'T  HANDLE  CHANGE  IS 
A  BIG  ONE. 

Adapting  to  subtle  shifts  in  the  market  is  one 
thing.  But  what  if  you  embrace  a  radical  new 
idea?  Or  change  your  core  business  model? 
Your  e-commerce  system  probably  can't 
handle  it.  Which  is  why  NeuVis  developed  a 
fundamentally  different  technology.  One 
that  uses  architected  design,  rich  industry 
frameworks  and  automated  construction  that 
supports  all  the  latest  technologies.  A  NeuVis  B2B 
system  can  be  upgraded  as  often  as  needed. 
So  instead  of  being  afraid  of  change,  you 
can  actually  use  it  to  your  advantage.  Call 
1-877- NeuVis-1  or  visit  www.neuvis.com. ■'..   , 

A/ELMS 

Unlevel  the  playing  field. 


in  CQ   DU 


Everything  hangs  on  this  moment. 

That  glorious  and  scary  second  your  c-gallery  goes  live. 

You're  expecting  tens  of  thousands  of  global  visitors 
within  the  first  45  minutes. 

You're  projecting  millions  of  hits. 

Your  success  relies  on  whether  the  network  can  handle  the  volume. 

That's  why  Marconi  is  delivering  faster,  more  dependable 
optical  networks. 

Next  generation  networks  with  the  bandwidth  to  handle 
virtually  unlimited  traffic. 

With  this  kind  of  power  at  your  fingertips,  now's  the  time  to  ask — 


When  will  your 


finest  hourbe? 


■ 


■  i 


optical  networks         I         Deep  Fiber   broadband  access         I         internet  switching  and  routing 


voice,  video,  data  ii 


[solutions 


www.marcom.com 


This  could  be  your  finest  hour. 
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ITS  10  CLOCK  DO  YOU  KNOW 
WHERE  YOUR  DATA  ARE? 

Your  issue  of  Feb.  14  contains  two 
contradictory  articles,  "Privacy:  Outrage 
on  the  Web"  (News:  Analysis  &  Com- 
mentary) and  "Park  your  files  on  the 
Net"  (Business  Week  Lifestyle).  The 
first  contains  a  welcome  discussion  of 
many  privacy  issues;  the  second  is  a 
virtual  instruction  manual  on  how  to 
throw  privacy  straight  out  the  window. 
It  suggests  that  one  can  store  sensitive 
information  in  strangers'  databases,  and 
it  completely  ignores  the  privacy  issues 
discussed  in  the  first  piece. 

I  store  my  data  very  securely  on 
high-density  CD-ROMs  that  cost  almost 
nothing.  I  can  scatter-store  multiple 
copies  in  several  different  directions  at 
once.  Only  I  know  where  they  are,  and 
only  I  can  access  them.  I  do  not  at  all 
mind  "lugging  a  laptop  home  from  the 
office."  My  palmtop  tucks  away  in  one 
pocket,  and  a  portable  cd-rom  drive  al- 
most loses  itself  in  the  other.  That  is  all 
the  storage  I  need. 

If  remote  data  storage  were  my  only 
option,  I  would  insist  that  the  company 
allow  me  to  test  their  system  by  storing 
a  secret  file  and  hiring,  with  their  full 
knowledge,  a  "hacker"  to  access  that 
file.  And,  if  distant  data  storers  should 
just  happen  to,  even  unwittingly,  be 
used  by  criminal  money  launderers,  ac- 
tion by  law-enforcement  agencies  could 


go  way  off  the  Richter  scale,  and    ■ 
their  customers'  data  will  be  searc  so; 
Frank  S.  Col 
Bethesda  : 


IN  A  GROWING  MARKET,  MARGI 
DEBT  IS  RELATIVE 


i  - 


"The  risk  that  boom  will  tur  | 
bust"  (Cover  Story,  Feb.  14),  ret. 
that  margin  debt  is  soaring  and 
have  an  impact  on  the  length  of  th#asp^ 
pansion.  I  don't  argue  with  your  ov  i>. )[ 
point,  but  the  data  should  be  prese 
differently,  as  some  kind  of  ratio  n  h  to  f 
than  just  raw  margin  dollars. 

One  ratio  might  be  margin  debt 
percentage  of  total  trading  dollar 
ume.  Another  might  be  margin  sh  n 
as  a  percentage  of  total  trading  s 
volume.  As  trading  volume,  trading 
lars,  and  the  number  of  people  an< 
stitutions  active  in  the  market  incr< 
the  level  of  margin  debt  is  boun  ir 
rise  to  some  predictable  level.  Only 
els  beyond  the  predictable  shouk  mj ... 
cause  for  concern. 


Bob  Mi;. 
Darien,  C 


SHOULD  JOHNNYS  SCHOOL  BE 
THE  BIG  BOARD? 
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The  for-profit  management  compa 
on  which  you  focused  in  "For- 
Schools"  (Cover  Story,  Feb.  7)  are 
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SECTIONS  &  CLARIFICATIONS 

ble  in  "Keeping  cancer  from  taking 

(Science  &  Technology,  Feb.  21)  mis- 

ed  the  drug  Nolvadex  and  incorrectly 

ified  its  maker,  which  is  AstraZeneca. 

>le  was  incorrect  in  "Special  Report:  Eu- 
'  (e.biz,  Feb.  7).  Poland.com  was  one  of 
arn  Europe's  first  portals,  but  onet.pl 
wp.pl  predate  it  in  Poland. 


much  broader  market  that  is 
jing  for  school  reform.  The  handful 
>lic  schools  being  run  by  these  for- 
5  is  dwarfed  by  the  thousands  of 
s  already  transforming  themselves 
rh  comprehensive  school  reform — 
ibination  of  the  best  educational 
•ch,  business  principles  of  sound 
jement,  and  hands-on  assistance 
icators.  More  than  2,400  schools 
50  states  have  contracted  with 
f  the  eight  whole-school  designs 
New  American  Schools  portfolio 

|    and  other  providers,  such  as  Ac- 
ted Schools  and  Core  Knowledge, 
lational  networks  of  their  own. 
;t  of  these  comprehensive  designs 

rej'fered  by  nonprofit  organizations, 
'.e  growth  rate  for  their  services  is 

tit  -  as  great  as  that  of  the  emerging 

o||ofits.  Most  important,  many  of 
models  have  been  around  long 

a  ih  to  prove  their  potential. 
i  bottom  line  of  better  student 
mance  is  what  matters,  and  our 
zation  is  taking  specific  steps  to 

irt  quality  in  the  school  reform 
B.  Our  investment  fund  offers 
i  providers — whether  for-profit  or 
bfit — low-cost  capital  and  unpar- 
market  expertise  to  keep  them 
titive.  We  are  working  with  an 
ndent  blue-ribbon  panel  of  educa- 
rid  business  leaders  to  arm  con- 
s — teachers,    principals,    school 
I  superintendents,  and  parents — 
set  of  quality  standards  for  judg- 
lool-reform  products  and  services. 
Donald  M.  Feuerstein 
President 
New  American  Schools 
Arlington,  Va. 


■profit  schools  are  inevitable.  Pub- 

ools  are  subject  solely  to  the  dis- 

of  politics.  In  these  politically 

x  times,  this  has  produced  bloat- 

ninistrative  staffs  focused  on  the 

of  teaching  and  has  created  a  cli- 

if  politically  correct  teaching  that 

ricted  to  delivery  of  diluted  and 

mes  ersatz  knowledge. 

ly  the  discipline  of  the  market 

3tore  efficiency  and  effectiveness 

i  nation.  For  administrators,  teach- 

d  parents,  the  transition  will  be 


i 


wrenching.  For  students,  it  may  be  the 
equivalent  of  being  released  from  the 
dungeon. 

Glenn  A.  Bassett 
Bridgeport,  Conn. 

It's  too  early  to  say  whether  private 
companies  can  do  a  better  job  of  edu- 
cating America's  kids.  However,  the 
benefits  to  low-income  children  living  in 
urban  areas  appear  promising.  Not  only 
are  for-profit  schools  offering  frustrated 
parents  a  viable  alternative,  they  are 


also  providing  free  research  and  devel 

Opment  to  public  schools.  And  what'- 
wrong  with  being  motivated  to  turn  a 
quarterly  profit?  That  public  education 
would  be  compromised,  as  the  educa- 
tion Establishment  argues,  is  nonsense: 
Companies  have  always  made  money 
from  public  schools,  selling  everything 
from  textbooks  to  school  lunches. 

The  debate  on  whether  private  com- 
panies should  be  in  public  education  in 
the  first  place  is  premature:  They  have 
not  been  around  long  enough  for  anyone 
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Readers  Report 


to  credibly  argue  against  them.  It  is 
because  for-profit  schools  are  still  in 
their  infancy  that  skeptics  and  pundits 
should  withhold  judgment  for  now.  After 
all,  this  is  a  potential  win-win  situation, 
both  for  the  public  system,  which  will 
have  the  motivation  to  improve  from 
the  competition,  and  for  the  education 
companies,  which  will  hopefully  turn  a 
profit  after  surmounting  the  initial  loss- 
es. Of  course,  the  real  winners  will  be 
the  children. 

Dale  Chu 
Harlingen,  Tex. 

SWISS  MISS,  OR  WHY  I'M 

A  GL0B0PH0BE 

In  "Clueless  on  the  Alps — or  why  I'm 
dowTi  on  Davos"  (Economic  Viewpoint, 
Feb.  14),  Robert  J.  Barro  praises  Mexi- 
can President  Ernesto  Zedillo's  speech 
against  the  "globophobes"  and  criticizes 
those  who  protested  in  Seattle.  From 
my  understanding  of  the  World  "Trade 
Organization  protests,  there  were  very 
few,  if  any,  demonstrations  against  "free 
trade"  as  such.  Rather,  protesters  ar- 
gued that  the  WTO  has  forced  member 
nations  to  repeal  laws  that  protect  pub- 
lic health  and  the  environment  and  is 
proposing  rules  that  would  limit  a  coun- 
try's freedom  to  regulate  foreign  in- 
vestment. They  also  protested  WTO  de- 
cisions made  in  secret  by  an 
unaccountable  tribunal. 

If  "free  trade"  and  "globalization"  are 
so  wonderful,  why  do  you  think  so  many 
people  are  protesting?  Might  it  have  to 
do  with  the  fact  that  inequality  is  rising 
in  most  places  around  the  world;  that 
median  incomes,  wages,  and  wealth  are 
falling  in  many  places?  Or  that  levels  of 
poverty  are  increasing?  These  trends 
are  occurring  at  the  same  time  that 
gross  domestic  product  is  increasing — a 
fact  that  would  seem  to  throw  into 
question  the  use  of  gdp  as  a  measure- 
ment of  a  population's  overall  well-being. 

The  entire  line  of  thinking  is  trou- 
bling— that  Zedillo  and  other  "leaders" 
know  what's  best  for  the  public;  that 
the  public  is  not  intelligent  enough  to 
know  what's  in  its  own  best  interest. 
What  is  most  puzzling  to  me  is  the 
condemnation  of  the  protesters'  argu- 
ments in  the  media  and  elsewhere.  This 
condemnation  frequently  occurs  in  ir- 
rational forms — protesters  are  dis- 
missed as  "crazies"  or  "apolitical  Lud- 
dites" and  their  arguments  are  not 
answered  in  a  serious  way.  It's  as 
though  the  beneficence  of  all  of  this 
globalism  is  somehow  self-evident. 

Jeff  Hyslop 
East  Lansing,  Mich. 


WITH  LIBERTY 

AND  COMPUTERS  FOR  ALL 

Rather  than  a  computer  in 
home,  the  nation's  first  objective 
be  ensuring  that  every  family  has 
to  information  technology  ("One 
nation,  indivisible?  Or  one  big  bo< 
gle?"  Washington  Outlook,  Fef. 
Schools,  libraries,  and  neighborhooi 
ters,  such  as  settlement  houses,  ca 
often  do  provide  the  means  for 
community  access  and  the  traininj 
essary  to  use  it. 

In  New  York  City,  United  Is 
borhood  Houses,  the  federation 
settlement  houses,  has  developed 
nology  labs  in  public  housing  pr 
and  other  lower-income  commur 
These  labs  give  some  500,000  indi 
als — from  pre-kindergarteners  t 
niors — access  to  computers  and 
ing.  The  cost  is  substantial  and 
not  have  been  accomplished  wit 
government   support.   Given   th< 
creasing  importance  of  technoloj 
school  and  in  the  workplace,  the  j; 
sector  has  an  important  role  to 
in  directing  resources  to  areas  of 
No  family  or  community  should  b 
behind. 

Emily  Menlo 
Executive  Dir 
United  Neighborhood  H 
New 
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What  Corporate  America  Must  Do  to  Survive 

the  Graying  of  the  Workforce 

By  Beverly  Goldberg 

Free  Press  •  230pp  .  $25.00 


PRIME  TIME 

How  Baby  Boomers  Will  Revolutionize 
Reticement  and  Transform  America 
By  Marc  Freedman 
Public  Affairs  •  292pp  .  $25.00 


GRAY  POWER 
TO  THE  RESCUE! 


The  U.  S.  is  experiencing  unprece- 
dented growth  of  its  older  popu- 
lation. Is  this  something  to  fret 
over  or  something  to  celebrate?  Well,  it 
depends  who  you  ask.  And  in  two  re- 
cent books — Age  Works:  What  Corporate 
America  Must  Do  to  Survive  the  Graying 
of  tlie  Workforce,  by  Beverly  Goldberg, 
and  Prime  Time:  Ho/e  Baby  Boomers 
Will  Revolutionize  Retirement  ami 
Transform  America,  by  Marc  Freed- 
man— you  get  different  perspectives. 

Each  book  takes  as  its  starting  point 
the  fact  that  America  is  aging  rapidly. 
Each  arrives  at  essentially  the  same 
conclusion — that  folks  in  their  third  age 
can  and  should  be  utilized  to  combat 
societal  and  business  problems.  Yet  the 
journeys  the  authors  take  to  get  to  this 
deduction  are  entirely  different,  with 
the  often  gloomy  Goldberg  sticking 
strictly  to  the  facts,  for  better  or  worse, 
while  Freedman  spins  a  sunny,  inspira- 
tional account.  Both  books  tell  only  part 
of  the  story — and  each,  in  the  end,  could 
have  used  a  bit  of  the  other's  approach. 

The  facts  themselves  are 
compelling.  In  the  first  few 
pages  of  her  book,  Gold- 
berg juxtaposes  the  already 
critical  shortage  of  skilled 
workers  against  the  back- 
drop of  some  76  million 
baby  boomers  who  will  be- 
gin to  retire  in  the  next  10 
to  20  years.  If  corporations 
don't  reverse  years  of  dis- 
crimination against  and 
disinterest  in  older  people 
and  find  a  way  to  keep 
them  in  the  workforce,  she  says,  the 
U.  S.  faces  nothing  less  than  "an  eco- 
nomic catastrophe." 

Goldberg,  vice-president  at  The  Cen- 
tury Foundation,  a  think  tank,  denies 
believing  that  demographics  are  des- 
tiny— but  she  sure  cares  about  them. 
Her  first  few  chapters  are  chock-full  of 
statistics  and  history  about  the  aging 
of  the  population  over  the  decades,  the 
slow  transformation  from  manufactur- 
ing to  a  knowledge-based  economy,  and 
the  denning  cultural  and  social  events 
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What  Corporate  America 

Must  Do  to  Survive  the 

Graying  of  the  Workforce 

BEVERLY  GOLDBERG 


since  World  War  II.  Then  she  discusses 
the  corporate  reengineering  movement, 
with  its  massive  layoffs  and  benefits 
cuts,  and  the  collapse  of  corporate  loy- 
alty. These  she  partly  blames  for  the 
increasing  trend  toward  ear-  _mm 
ly  retirement — the  average 
retirement  age  dropped  from 
67  in  1950  to  62.7  in  1995. 
Although  little  of  this  infor- 
mation is  new  and  the  pre- 
sentation is  fairly  dry,  the 
sheer  amount  of  data  helps 
persuade  the  reader  that 
those  over  60  are  a  critically 
underutilized  resource. 

Yet  Goldberg  lingers  far 
too  long  over  her  descrip- 
tion of  historical  develop- 
ments. By  the  time  she  gets  to  the 
moral  of  her  tale — what  companies  can 
do  to  reverse  the  bitterness  and  alien- 
ation they've  wrought — the  reader  has 
begun  to  lose  interest.  That's  a  shame, 
because  it  is  here  that  the  freshest  ma- 
terial shines  through.  She  argues  per- 
suasively that  companies 
must  come  up  with  flexible 
work  environments  in  which 
elderly  people  can  serve  as 
consultants  or  mentors,  il- 
lustrating these  situations 
with  a  few  of  the  rare  cor- 
porate examples  out  there. 
Texas  Refinery  Corp.,  for 
example,  hires  retirees  as 
independent  contractors — 
letting  them  choose  their 
own  hours — and  says  that 
experienced  older  salespeo- 
ple are  more  likely  to  be  self-starters. 

Nothing  less  than  a  new  social  con- 
tract is  needed,  says  Goldberg,  one  that 
will  create  a  flexible  work  environment 
for  all  stages  of  an  employee's  life.  Al- 
though she  concludes  on  an  optimistic 
note,  predicting  that  things  will  change 
for  the  better,  it  feels  a  bit  false,  since 
most  of  Goldberg's  energy  has  been  fo- 
cused on  demonstrating  just  how  much 
of  a  jam  Corporate  America  is  in. 

Even  Goldberg's  most  optimistic 
statement  is  darker  than  practically  any- 


Marc  Freedman 


thing  in  Freedman's  work.  Rather 
filling  his  pages  with  statistics,  he 
the  reader  on  visits  to  a  foster-g 
parents  program  in  hospitals  in 
land,  Me.,  and  with  retiree  volunte< 
schools  in  Portland,  Ore.  Then 
scores  of  anecdotes,  many  of  i 
Freedman  collected  while  in  the  le 
ship  of  such  nonprofits  as  Public 
vate  Ventures  and  the  Exper 
Corps,  an  elite  all-volunteer  orga 
tion  that  uses  older  people  as  mei 
for  both  teachers  and  students.  His 
is  to  show  that  the  elderly  are  w 
and  able  to  give  back  to  their  cor 
nities  if  they're  given  the  opportur 
Freedman  recounts  the  experie 
of  people  like  Cherry  Hendrix,  i 
year-old  Oregon  grandn 
er  who  created  an  a 
school  bowling  prograi 
keep  kids  off  the  str< 
and  Harold  Allen,  a  for 
Philadelphia  Water  E 
employee  who  found  a 
calling  as  a  school  volun 
in  a  troubled  neighborh 
"This  is  about  rejuvenal 
It's  all  about  rejuvenati 
Allen  exclaims  at  one 
perience  Corps  meet  I 
showing  that  such  progr  I 
can  benefit  both  clients  and  the  o  I 
volunteers. 

Freedman's  book  is  clearly  wrii  I 
and  full  of  enthusiastic,  likable  cha  [ 
ters.   Yet   whereas   Goldberg   spe  I 
much  of  her  time  discussing  the  ban  [ 
to  finding  a  place  for  older  worker  I 
today's  corporate  environment,  Fn 
man  avoids  the  tough  problems  a  | 
gether,  preferring  to  focus  exclusively  I 
such  tiny  pockets  of  hope  as  the  Vo!  | 
teers  in  Medicine  clinic,  a  free  Hi]  I 
Head  (S.  C.)  facility  staffed  entirely  | 
retired  doctors,  nurses,  and  other  H 
unteers.  Perhaps  because  of  his  bal 
ground,  Freedman  is  concerned  alrr 
entirely  with  government-funded  or 
nizations,  not  with  the  corporate  wo; 
But  since  only  companies  have  both  J  \// 
critical  skill  shortages  and  the  moi 
to  make  use  of  the  growing  numbeirede,,: 
third-agers,  he  should  have  paid  th^ 
more  attention.  !« 

It  is  a  good  thing  that  the  problel 
of  an  aging  society  are  finally  draw!  j 
some  earnest  attention.  But  it's  too  t « 
that  neither  of  these  serious,  carefu 
researched  books  combines  analys 
readability,  and  real-world  savvy  in  ( 
same  package. 

BYJENNIFER  REING0 
Reingold's  Sept.  20,  1999,  Cover  Sto. 
"Brain  Drain,"  described  tlie  implicatio 
for  companies  of  an  aging  workforce. 
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2  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharon 
Lechter,  CPA  (TechPress  •  $15.95)  Teaching  your  kids  th 
rules  of  money  that  the  rich  play  by. 

3  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  P 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  su 
ways  of  the  wealthy  among  us. 

4  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  T 
Gardner  (Fireside  •  $13)  The  online  duo  puts  it  on  paper 

5  THE  ERNST  &  YOUNG  TAX  GUIDE  2000  by  the  Tax  Partr 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Time  to  sharpen  those  pencils. 

6  WHAT  COLOR  IS  YOUR  PARACHUTE?  2000  by  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The  enduring 
job-search  bible. 

7  24  ESSENTIAL  LESSONS  FOR  INVESTMENT  SUCCESS 

William  J.  O'Neil  (McGraw-Hill  •  $10.95)  The  founder  of 
Investor's  Business  Daily  offers  wisdom  on  stock-picking. 

8  SMART  WOMEN  FINISH  RICH  by  David  Bach  (Broadway 
Books  •  $13)  A  Morgan  Stanley  Dean  Witter  senior  vice-pi 
ident's  personal-finance  guide  for  women. 

9  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Touchstone 
$14)  Why  the  good  times  won't  go  away. 

10  J.  K.  LASSER'S  YOUR  INCOME  TAX  2000  by  the  J.  K.  Las 

Institute  (IDG  Books  •  $14.95)  Urn,  does  the  dog  count  a, 
dependent? 

11  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDS 
MONEY  &  INVESTING  by  Kenneth  M.  Morris  and  Virginia  I 
Morris  (Fireside  •  $15.95)  Concise  explanations,enriched 
with  graphics. 

12  INVESTING  FOR  DUMMIES  by  Eric  Tyson  (IDG  Books  • 
$19.99)  From  stocks  to  small  business — with  cartoons,  to\ 

13  THE  MOTLEY  FOOL'S  RULE  BREAKERS,  RULE  MAKERS  I 

David  and  Tom  Gardner  (Fireside  •  $13)  Investing  in 
upstarts  and  in  established  companies. 

14  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $12.95)  A  Harvard  University  team's  su 
by-step  guide  to  conflict  resolution. 

15  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $13.95)  What  is  an  oligopsony  anyway? 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  reprq 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  January. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


There  may  be  just  2U  Essential 
Lessons  for  Investment  Success  in 
William  J.  O'Neil's  book,  No.  7  on  this  month's  paperback  list. 
But  don't  think  the  173-page  volume  will  make  you  a  market 
whiz  by  the  time  you  step  off  the  plane.  Some  of  his  easy-to- 
read  teachings  could  take  years  to  master. 

The  author,  who  founded  Investor's  Business  Daily,  pro- 
duced these  rules  from  40-plus  years  of  stock  market  experi- 
ence. That  makes  the  book  suspect:  With  a  market  that 
changes  so  quickly,  accumulated  wisdom  is  less  valuable 
than  it  used  to  be.  Warren  Buffett,  perhaps  the  most  suc- 
cessful stock-picker  of  the  last  half-century,  bombed  last 
year.  The  price  of  his  Berkshire  Hathaway  Inc.  dropped  20%. 


O'Neil's  methods  are  better  tuned  to  today's  market:  He| 
lows  a  "momentum"  strategy  that  has  no  problem  buying 
looks  expensive  as  long  as  the  analysis  points  to  the  stol 
going   higher.   That  analysis   includes   "reading"   stock-pj 
charts.  Are  you  good  at  picking  patterns  out  of  seemingly 
dom  movements?   He  also  relies  on  simpler  proprietary 
merical  ratings,  which  appear  in  Investor's  Business  Dam 

If  you  follow  his  teachings,  you're  going  to  be  trading  off 
One  principle  is  to  sell  a  stock  if  it  declines  8%  from  the  | 
price — no  questions  asked.  In  today's  volatile  market,  that's! 
ing  to  lead  to  a  lot  of  churning.  Even  with  cheap  online  cj 
missions,  it's  a  cost  that  can  weigh  you  down. 

BY  JEFFREY  M.  LADERI 


24  BUSINESS  WEEK  /  MARCH  6,  2000 


Your  prize  employee  today, 
may  be  a  tough  competi 


ow  much  data  did  he  take? 


I    eep  your  company's  secrets 
„t.  Confidential  Courier  protects 
i  for  secure  distribution  and 
urpassed  control  over  confidential 
irmation  even  after  it  has 
n  distributed.  The  result  is  a 
rtable  firewall"  that  protects 
r  information  at  all  times. 

g  and  drop 

Simply  drag  and  drop  files  into 
any  file  organization  and  select 
the  typo  of  protection  required. 

tomize  control  by  user,  time 
1  application 

Restrict  access  to  information  by 

user,  when,  how  long,  what  files 

and  by  application.  Choose  from 

'  password-only  access  to  ultimate 

!  control  via  unique  "keys"  plus 

j  application  and  time  restrictions. 

n  thousands  of  files  via 
■  medium 

!  Consolidate  and  secure  tens  of 
thousands  of  files  in  any  digital 
format  (text,  graphic,  dbase, 

:  audio,  etc.)  into  a  single  file 
which  can  be  quickly  distributed 
over  any  medium-hard  media 

.  or  online.  And  still  limit  access 
lo  spe<  ilif  files. 

le  key/unlocking  management 

J  Single  private  keys  can  be 
distributed  electronically  or 
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A  Program  of  tl" 
Ms.  Foundatio 
for  Women 

In  1  993,  the  Ms.  Foundation 
launched  Take  Our  Daughtej 
To  Work    Day,  a  program 
which  has  opened  up  new 
worlds  to  millions  of  girls,  ar 
taught  them  how  to  make  tht 
ideas,  dreams  and  aspiration 
take  flight.  On  April  27, 
2000,  we'll  be  taking  off 
again.  And  you  can  join  in 
the  mission.  Encourage  youi 
company  or  organization  to 
participate  in  Take  Our 
Daughters  To  Work    Day. 
Or  help  a  girl  get  on  board 
Just  call  1-800-676-778C 
or  explore  our  website, 
www.ms.foundation.or 

LSn  to  right: 

Astronauts  Ellen  Ochpa 
Eileen  Collins,  Yvonne  r. 
and  Take 
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,echnology  &  You 


TEPHEN  H.  WILDSTROM 


[GHT  APPLAUSE 
)R  THE  NEW  PAL 


>  handheld  offers 
>r,  but  the  real 
le  may  be  clearer 
±  and  white 

ver  the  past  few 
years,  I  don't  know 
how  many  people 
told  me  they  thought 
Palm  was  the  perfect 
leld  computer  except  for 
thing:  The  screen  was 
lard  to  read,  especially 
w  light.  The  new  Palm 
the  first  color  Palm,  of- 
dramatic  relief.  But  it 
s  at  a  price,  both  in  dol- 
ind  in  battery  life, 
e  much  more  complicat- 
mdhelds  built  around  Mi- 
ff's Windows  ce  software 
irately  needed  color  to 
y  a  jumble  of  icons  and 
is  on  its  display.  The 
works  perfectly  well  in 
ichrome.  So  the  main 
■  you  get  with  color  is 
r  black  and  white, 
at's  nothing  to  sneeze  at, 
ver.  The  Palm  IIIc  dis- 
shows  black  print  against 
y  light  gray  background, 
best  a  monochrome 
n  can  do,  even  the  high- 
ltrast  displays  that  Palm 
hed  to  last  year,  is  al- 
black  on  medium  gray, 
daily  for  aging  boomers 
),  reading  a  monochrome 
ly  in  less-than-ideal  light- 
onditions  can  be  a  chal- 
.  Like  a  laptop,  the  IIIc 
rflso  be  read  in  total  dark- 
though  it  can  be  near- 
ssible  to  see  the  display 
ight  sunlight.  Under  dif- 
conditions,  you  can 
the  background  nearly 
by  turning  up  the 
'in  brightness,  but  you 
i  decrease  battery  life 
*j  atically. 


The  standard  Palm  appli- 
cations    remain     basically 
monochrome.  The  datebook, 
for  example,  highlights  the 
date  and  the  current  day  of 
the  week  in  blue,  while  the 
contact  list,  memo  pad,  and 
to-do    list    remain    strictly 
black  and  white.  The  IIIc 
features   a   new   calculator 
that  uses  color  to  divide  the 
keys     into     groups — green 
keys  for  operations,  blue  for 
memory,  gray  for  numbers. 
Though  it  adds  a  few  busi- 
ness and  math  functions, 
it's  nowhere  near  as  ver- 
satile as  the  calculator  on 
the    Palm-based    Hand- 
spring Visor.  A  backgam- 
mon game  also  uses  color 
effectively. 

The  Palm  IIIc  includes 
one      application      that 
shows  both  the  advan- 
tages and  weaknesses  of 
its  display.  Album-To-Go 
from  Club  Photo  lets  you 
download  pictures  in  the 
widely  used  JPEG  format 
and  display  them  on  the 
Palm.  Of  course,  pictures 
look  a  lot  better  in  color 
than  in  the  16  shades  of 
gray  available  on  other 
Palms.  But  the  IIIc  still 
has  a  display  that's  just  160 
pixels  square  and  can  show 
only   256   colors,   compared 
with  at  least  65,000  on  most 
pc  displays.  No  one  will  con- 
fuse the  grainy  Palm  images 
with  photos. 

The  big  question  about  col- 
or is  whether  it's  worth  the 
tradeoff.  The  IIIc  costs 
$200  more  than  its 
virtual  equivalent, 
the  new  Palm  II- 
Ixe.  And  the  powe 
hungry  color  'display  13H 
a  switch  from  the  two  AA 
batteries  that  give  at  least 


six  weeks  of  use  on  other 
Palm  III  models.  This  model 
uses  a  lithium  ion  recharge- 
able battery  good  for  maybe 
two  weeks  of  moderate  use. 
By  contrast,  the  rechargeable 
battery  in  the  slim  Palm  V 
gives  about  three  weeks  of 
use.  As  with  the  V,  the  IIIc's 
sync  cradle  doubles  as  a 
recharger. 

I  think  the  argument  for 
color  will  become  stronger 
with  the  development  of  more 
applications  and  accessories 
designed  for  it.  For  example, 
Kodak  has  announced  the 
$149  PalmPix  camera,  which 
snaps  on  at  the  bottom  of  the 
Palm  and  turns  it  into  a  digi- 
tal camera.  The  camera  will 
work  with  older  Palms,  but 
the  monochrome  screen  makes 
a  murky  gray  viewfinder.  You 
only  see  the  color  when  you 
put  the  pictures  on  a  PC. 

THE  PALM  GETS 
COLORFUL  

DISPLAY 

3!4in.  active 

matrix,  256  colors 

BATTERY  LIFE 

Approx.  2  weeks   i 

moderate  use      A 

per  charge 

MEMORY 

8  MB 

PRICE 

$449 

DATA:  PALM 
COMPUTING 


AvantGo,  a  service  that 
downloads  reformatted  Web 
pages  to  handhelds,  will  sup- 
plement its  current  mono- 
chrome Palm  offerings  with 
such  colorful  additions  as  maps 
from  MapQuest,  news  from 
Fox  Network  and  USA  Today, 
and  a  Jeopardy  game  from 
Sony  Pictures  Entertainment. 
There  will  also  be  more  color 
products  soon.  Handspring  is 
expected  to  offer  a  color  Visor 
later  this  year,  complete  with 
a  spiffy  snap-in  camera  from 
the   Palo  Alto   design  firm, 

IDEO. 

Color  on  the  Palm  is  cool, 
but  right  now  there's  no  ter- 
ribly compelling  reason  for 
most  people  to  rush  out  and 
spend  the  extra  money  for  it. 
If  you  have  trouble  reading 
the   monochrome   Palm  dis- 
plays, the  IIIc  may  be  just 
what   you   need.   And   over 
time,  with  better  applica- 
tions  and   cheaper  dis- 
plays, color  will  become 
the  standard  for  hand- 
helds. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Good  news,  you're  growing.  Bad  news,  you're  growing 


^^^^^ 

w 

r« 

"'//Sri 

ih«J|ji.| 

V  l_ 

■ ......       -— »- 

ra 


Your  company's  doing  well.  Just  make  sure  it  doesn't  expand  beyond  the  capacity  of 
its  inflexible,  soon-to-be-obsolete,  communication  system.  We  won't  let  that  happen. 
When  you  outsource  your  voice  communications  with  us,  we'll  make  sure  it  evolves 
with  your  business.  Without  additional  capital  investment.  That  way,  you  can  buy  more 
frivolous  things,  like  furniture.  Call  1-877-500-LINE,  or  visit  www.accessline.com. 


HCCESSUDl 

"communications* 
Call  us  at  the  first  sign  of  succes 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WHO  ARE  THE  REAL 
COMPASSIONATE  CONSERVATIVES? 


I 


SURPRISE: 

The  Clinton 
Presidency's 
budgets  have 
cut  spending 
and  improved 
social  welfare 
at  the 
same  time 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  al  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser.  Tyson  provides  economic 
advice  to  the  Gore  campaign. 


Compassionate  conservatism  is  a  felici- 
tous campaign  slogan.  It  is  alliterative 
and  pleasing  to  the  ear.  It  appeals  to 
both  the  hard-headed  and  the  soft-hearted.  It 
conjures  up  a  vision  of  a  federal  government 
that  is  both  fiscally  responsible  and  actively 
engaged  in  helping  its  citizens  share  in  the 
rewards  of  a  prosperous  society.  This  is  pre- 
cisely the  kind  of  government  that  polls  in- 
dicate most  Americans  want.  The  Bush  cam- 
paign, justifiably  proud  of  its  slogan,  has  been 
desperately  searching  for  appropriate  poli- 
cies. Ironically,  the  campaign  need  look  no 
further  than  the  budgetary  policies  pursued 
by  President  Bill  Clinton  and  Vice-President 
Al  Gore  during  the  past  eight  years. 

The  budget  proposals  crafted  by  the  Clin- 
ton Administration  have  been  fiscally  con- 
servative in  both  design  and  effect.  First, 
they  have  consistently  embodied  conserva- 
tive forecasts.  Instead  of  assuming  that  Con- 
gress would  enforce  the  unrealistic  caps  on 
discretionary  spending  it  enacted  2%  years 
ago  but  has  violated  since,  the  Administra- 
tion's latest  budget  realistically  assumes  that 
federal  spending  on  domestic  programs  will 
stay  at  roughly  current  levels  in  real  terms 
over  the  next  decade.  That  means  that  the 
10-year  surplus  outside  the  Social  Security 
system  will  be  about  $750  million,  substan- 
tially short  of  the  amount  needed  to  cover 
the  "conservative"  tax  cut  promised  by  the 
Bush  campaign. 

WORKING  FAMILIES.  Second,  under  the  Clinton 
budgets,  federal  spending  has  fallen  from 
about  22%  of  gross  domestic  product  in  1992 
to  about  19%  in  1999— the  lowest  share  in  30 
years.  During  the  Clinton  Presidency,  real 
discretionary  spending  has  declined  by  about 
1%  per  year  in  real  terms  after  increasing  at 
about  1%  per  year  in  real  terms  during  the 
avowedly  "conservative"  Reagan  and  Bush 
Presidencies.  And  for  the  third  year  in  a 
row,  the  federal  budget  is  projected  to  enjoy 
a  substantial  surplus,  a  far  cry  from  the  $455 
billion  deficit  for  2000  projected  back  in  1992 
when  President  Clinton  was  first  elected. 

The  compassionate  goals  of  the  Clinton 
Administration  are  also  clearly  reflected  in  its 
budgetary  priorities.  From  its  first  to  its 
valedictory  budget,  the  Administration  has 
sought  to  increase  federal  support  for  educa- 
tion and  training,  health  care,  and  tax-relief 
for  low-income  Americans.  Since  1993,  the 
Administration  has  increased  funding  for 


Head  Start,  the  successful  preschool  pr< 
for  low-income  children,  by  90%,  and 
increased  the  maximum  size  of  the 
grants  that  help  economically  disadvan 
students  by  nearly  50%.  Following  the 
of  its  comprehensive  health-care  refo 
1994,  the  Administration  has  worked 
mentally  to  increase  insurance  coverag 
ter  opposing  a  Republican  plan  to  elin 
the  Medicaid  entitlement  in  1995,  the 
ministration  designed  a  new  program 
pand  coverage  for  children  of  working 
ents  who  earn  too  much  to  qualify 
Medicaid  but  too  little  to  cover  the  cc 
private  health  insurance.  The  Admini 
tion's  newest  budget  seeks  funding  t< 
tend  health  insurance  to  workers  bet 
jobs,  people  between  55  and  64,  unins 
parents  of  children  eligible  for  Medicaid 
legal  immigrants. 

LOWEST  ON  RECORD.  Nowhere  has  the 
passion  of  the  Clinton  Administration 
more  apparent  than  in  the  area  of  tax  pi 
As  the  result  of  an  increase  in  the  earne 
come  tax  credit  in  the  1993  budget,  r 
than  2  million  additional  Americans,  over 
of  whom  were  children,  were  raised  oi 
poverty  by  1998.  In  its  last  budget  prop 
the  Administration  is  seeking  an  additi 
expansion  of  the  eitc  to  provide  more 
erous  tax  relief  to  6.4  million  low-inc 
working  families.  In  1993,  a  working  pa 
with  two  children,  earning  the  minin 
wage  and  claiming  the  earned  income 
credit,  lived  well  below  the  poverty  line, 
1998,  as  a  result  of  the  EITC  increase 
the  increase  in  the  minimum  wage  also  ch 
pioned  by  the  Clinton  Administration, 
family's  income  had  increased  by  27%  in 
terms  and  exceeded  the  poverty  line.  ' 
poverty  rate  has  fallen  by  15%  or  more 
all  persons  since  1993  and  is  presently 
lowest  on  record  for  African  America 
African  American  children,  Hispanic  childi 
and  single  mothers.  In  terms  of  income  ( 
tribution,  the  bottom  60%  of  the  populat 
has  enjoyed  the  strongest  growth  in  inco: 
since  the  1970s. 

The  Bush  campaign  can  certainly  cla 
credit  for  coming  up  with  the  slogan  of  co 
passionate  conservatism.  But  the  record  i 
veals  that  the  Clinton-Gore  Administrati 
deserves  the  credit  for  putting  that  philoi 
phy  into  budgetary  practice  during  the  la 
eight  years. 
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15  Smart  Solutions 
for  Better  Retirement 

Planning. 

A  timely  new  brochure,  free  from  Prudential. 


For  smart 

retirement 

solutions, 

I  speak  to  a 
II  Prudential 

I  professional. 


eh 
'  A  knowledgeable 
Prudential 
professional  can 
help  you  analyze 
your  retirement 
needs,  answer 
questions  and 
guide  you  to 
financial  choices 
I  that  are  right  for 
you.  Start  with  a 
free  consultation 
and  learn  about 
the  many  ways 
Prudential  can 
help  you  plan  for 
a  comfortable 
retirement. 
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Take  a  look  at  some  of  today's  top 
retirement  planning  challenges  through 
the  eyes  of  Prudential,  the  company 
that's  helped  thousands  of  people  plan 
their  retirement.  Find  out  which  steps 
you  can  take  now  to  help  you  enjoy  a 
long  and  active  retirement  later. 

How  to  make  your  retirement 

income  last.  (Page  2)  Find  out  what 
options  are  available  to  help  fund  a 
retirement  that  will  probably  last  at 
least  20  years. 

Strategies  for  managing  a  401  (k) 
distribution.  (Page  7)  We'll  explain 
how  you  can  make  these  crucial  assets 
work  harder  for  your  retirement  or  other 
financial  goals. 

Balancing  college  tuition,  elder 
care  and  retirement.  (Page  9) 
Learn  ways  you  can  manage  your  many 
family  and  financial  obligations. 

The  essentials  of  estate 
planning.  (Page  10)  Information  you'll 
need  to  know  if  you  want  to  minimize 
estate  taxes  that  can  run  as  high  as  55%. 


Smart  Solutions 

for  Better  Retirement  Planning 
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Economic  Trends 


BY  LAURA  COHN 

OPTIMISM  ON 
THIRD  WORLD  M&A 

But  there's  still  reason  to  be  wary 

As  more  nations  opened  themselves 
up  to  foreign  investment  in  the 
1990s,  the  dollar  value  of  cross-border 
mergers  and  acquisitions  grew  ten- 
fold—from $85  billion  in  1991  to  $850 
billion  in  1999,  according  to  figures 
compiled  by  the  United  Nations.  And  a 
healthy  share  of  that  M&A  money  has 
gone  into  the  Third  World.  About  13% 
of  acquired  or  merged  assets  in  1991 
were  in  developing  countries.  In  1994, 
developing  countries'  share  peaked 
at  31%.   Since   then   the   percentage 

THE  DEVELOPING  WORLD: 
ITS  M&A  SHARE  HAS  FALLEN 

DEVELOPING  NATIONS  AS  A  PERCENTAGE 
OF  TOTAL  CROSS-BORDER  DEALS 
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has  drifted  back  into  the  low  teens. 

This  year,  the  value  of  M&A  in  de- 
veloping countries  should  rise  as  ac- 
quirers increase  their  efforts  to  globalize 
and  take  advantage  of  the  Internet,  ac- 
cording to  Morgan  Stanley  Dean  Witter 
&  Co.  analysts  Joseph  P.  Quinlan  and 
Andrea  L.  Prochniak.  They  won't  ven- 
ture a  guess  as  to  the  total  dollar  value 
but  say  it  should  rise  somewhat  as  a 
share  of  overall  cross-border  M&A.  Com- 
panies in  the  developing  world  will  con- 
sent to  mergers  because  they  "don't 
want  to  be  left  behind"  by  new  tech- 
nologies, says  Quinlan.  And  barriers  to 
entry  are  falling  in  nations  such  as 
South  Korea,  Mexico,  Brazil,  Russia, 
and  Poland,  adding  to  Quinlan's  upbeat 
outlook  for  more  M&A. 

That  said,  there  are  a  few  hurdles  to 
overcome.  "Any  dramatic  rise  in  U.  S. 
interest  rates  is  going  to  slow  global 
mergers  and  acquisitions,"  says  Quin- 
lan. Also,  fewer  big  privatizations  are  in 
the  works.  Many  former  state-owned 
companies,  such  as  Brazilian  telephone 
company  Telebras,  have  already  been 
sold  to  foreigners.  A  final  reason  to  be 


wary  is  that  leaders  of  certain  coun- 
tries— including  Poland  and  China — 
would  rather  have  multinational  com- 
panies invest  in  their  nations  by  building 
new  factories  as  opposed  to  buying  ex- 
isting companies. 


A  DOUBLE-DIGIT 
EXPORT  JUMP? 

Global  growth  will  fuel  demand 

Now  that  the  world  economy  is  pick- 
ing up  speed,  U.  S.  export  growth 
is  likely  to  take  off  in  a  big  way.  Ac- 
cording to  RFA  Dismal  Sciences  Inc.,  a 
West  Chester  (Pa.)  economic  consultant, 
U.  S.  exports  will  probably  post  double- 
digit  growth  in  the  coming  months. 

Among  the  U.  S.'s  major  trading  part- 
ners, Mexico  should  grow  at  a  3.9%  rate 
this  year  after  expanding  at  a  3%  pace 
in  1999,  according  to  RFA.  Also  this  year, 
growth  in  Western  Europe  should  ex- 
pand by  2.9%,  vs.  last  year's  2.1%  pace. 
The  Asia-Pacific  region  is  likely  to  see 
2.4%  growth,  matching  last  year's  rate, 
but  well  above  the  1.8%  contraction  in 
1998  at  the  height  of  the  global  financial 
crisis.  And  if  domestic  demand  slows  at 
the  same  time,  the  ballooning  U.  S. 
trade  deficit  should  stabilize  by  the  mid- 
dle of  the  year — and  even  start  to  nar- 
row in  late  2000. 

The  net  result:  The  swing  in  trade 
should  add  0.4%  to  growth  this  year 
vs.  a  year  earlier.  Economists  at  the 
consulting  firm  are  looking  for  U.  S. 
gross  domestic  product  to  rise  3.3% 
this  year.  With  no  improvement  in  the 
trade  deficit,  growth  would  be  just 
2.9%,  they  say.  In  1999,  a  worsening 
of  the  trade  deficit  reduced  growth  by 
1.4  percentage  points  from  a  year  ear- 
lier, says  RFA. 

Along  with  some  improvement  in  the 
trade  deficit,  the  U.  S.  economy  could 
see  other  effects  ^^«— — — — 
from   the    global  U.S.  EXPORTS 

rebound,  including         PICK  UP  STEAM 

a  weaker  dollar,         

less  buoyancy  in      20      YEAR-OVER-YEAR 
the  financial  mar- 
kets, and  tighter      16 
labor  conditions.      u 
"With  the  global 
economy   on   the       8 
mend  and  better       4 
prospective      re- 
turns  in   foreign       ° 
markets,  we 

might  see  some 
pressure  on  our 
own     stock     and 
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bond  markets,"  says  Mark  M. 
rfa's  chief  economist. 

Improvement  in  the  trade  defic 
could  make  the  U.  S.'s  tight-as-a-l 
labor  market  even  tighter.  Whe| 
global  economy  was  in  the  doldr 
1997-98,  demand  for  workers  ii 
U.  S.  soared,  leading  to  a  flow  of  I 
tech  employees  to  U.  S.  shores.  Bui 
that  economies  overseas  are  impra 
it  may  be  harder  for  technology  cq 
nies  to  find  workers,  says  Zand] 
great  that  the  trade  deficit  is  narrc 
but  one  drawback  is  that  it  coul<| 
upward  pressure  on  inflation. 


TEEN  SMOKING: 
PRICE  MATTERS 

Higher  cost  is  the  best  prevent] 
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What's  the  best  way  to  curb 
smoking?  Raise  taxes  on 
rettes.  So  says  a  new  National  Bu 
of  Economic  Research  study  that 
plores  the  reasons  behind  the  jun 
teen  smoking  in  the  1990s. 

Teen  smoking  declined  in  the  1!  I 
But  from  1991  through  1997,  the  raff 
smoking  among  teenagers  rose 
third.  The  NBER  study,  by  Jona 
Gruber  of  the  economics  departmei 
Massachusetts  Institute  of  Techno  | 
shows  that  the  sharp  reduction  in 
retail  price  of  cigarettes  in  the  e 
1990s  accounts  for  roughly  30%  of 
increase  in  teen  smoking  in  the  y  g. 
that  followed. 

The  impact  of  higher  prices  va 
by  socioeconomic  status.  Both  Afri  I 
American  teens  and  those  with  less    i 
ucated  parents  are  more  sensitive 
the  price  of  cigarettes  than  are  w  ™,H 
youths  and  those  with  more  educa1^ 
parents,  according  to  the  study. 

Gruber  also  finds  that  while  the 
"some  evidence"  that  limiting  teen  I 
cess  to  cigarettes  reduces  smoking, 
cost  of  tobacco  plays  a  greater  role, 
addition,  he  says,  there's  no  "consist 
evidence"  that  rules  against  smoking  I 
public  places  reduce  the  rate  of  t<' 
smoking. 

The  rising  number  of  youths  M 
smoke  is  bad  news  for  the  future  hea[ 
of  the  nation  because  teens  don't 
smoking  once  they  become  adults, 
study  shows  that  while  56%  of  smo! 
in  their  senior  year  of  high  school 
they'll  quit  in  five  years,  only  31% 
tually  stop  smoking  in  that  time  periifc 
The  most  effective  way  for  policymake 
to  get  teens  to  quit  is  to  make  smoki 
more  expensive,  Gruber  argues 


in 
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VOTHER  TAP  ON  THE  BRAKES 
AY  NOT  BE  ENOUGH 

th  demand  exceeding  supply,  wage  and  price  stability  are  at  risk 


|U.S.  ECONOMY 


This  business  cycle  is  start- 
ing to  take  on  a  look  reminis- 
of  past  cycles:  The  Federal  Reserve  is  tightening 
stary  policy  to  cool  off  excessive  growth  in  de- 
i  that  could  cause  inflation  to  heat  up.  At  this 
-,  one  of  two  things  usually  happens:  The  Fed  lifts 
est  rates  just  enough  to  slow  growth  and  relieve 
ionary  pressures,  or  it  tightens  too  much,  bringing 
expansion  to  a  halt — or  worse, 
itil  recently,  chances  that  the  Fed  could  bring  the 
>my  down  for  a  soft  landing  have  been  good.  That's 
use  costs  of  labor  and  materials  have  been  under 
•ol  and  productivity  gains  have  helped  to  offset 
increases.  Also,  consumers'  and  companies'  expec- 
ns  of  inflation  have  been  effectively  squelched. 
3r  those  conditions,  a  little  preemptive  tightening 
I  have  been  all  that  was  needed. 

Not  anymore.  Based  on 
the  surprisingly  hawkish 
comments  from  Fed  Chair- 
man Alan  Greenspan  during 
his  semiannual  report  to  Con- 
gress on  the  economy  and 
monetary  policy  on  Feb.  17 
and  23,  the  economy  appears 
to  have  crossed  even 
Greenspan's  very  accom- 
modative line,  and  another 
hike  on  Mar.  21  seems  assured.  He  now  says  that 
(i  ;ind  growth,  powered  especially  by  wealth  gains,  is 
(  iding  the  economy's  ability  to  meet  it,  and  that  the 

tlamment  of  overall  demand  with  potential  supply 
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ME  FED'S  VIEW  OF 
THE  ECONOMY 

■NTRAL  TENDENCY  FORECAST 

RIH  QUARTER  TO  FOURTH  QUARTER 


1999 


)P  4.2% 

ON*  2.0% 

.OYMENT"  4.1% 
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ns  more  pressing  today"  because  the  imbalances 
umulating. 

ol]  pending  on  how  advanced  this  process  is,  eco- 

cs  tells  us  that  growth  will  have  to  slow  to  a  pace 

^  the  economy's  noninflationary  trend  for  a  good 

s  in  order  to  reverse  the  inflationary  pressures. 

id  another  way,  if  the  unemployment  rate  has  now 

(  Ded  below  the  level  that  is  consistent  with  wage 

(  price  stability,  then  the  unemployment  rate  will 

to  rise  in  order  to  restore  that  stability. 
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KEY  QUESTION:  How  hard  will  the  Fed  have  to 
ize?  Based  solely  on  the  Fed's  forecast  for  2000 
i),  the  answer  would  be,  not  much.  The  Fed  gen- 
expects  economic  growth  in  the  range  of  S'A%  to 
with  the  rates  for  both  joblessness  and  inflation 


RISING  PRESSURE  ON 
FINISHED  GOODS  PRICES 


CORE  PRODUCER  PRICES* 


holding  steady.  By  definition,  that  would  mean  the 
economy's  sustainable,  noninflationary  pace  is  as  high  as 
3M%.  If  so,  then  growth  would  not  have  to  slow  very 
much  to  rebalance  demand  with  supply. 

The  trouble  is,  for  the  first  time  in  years,  risks  are 
cropping  up  in  the  inflation  outlook.  Clearly,  inflation  is 
under  control  as  of  January.  Producer  prices  of  fin- 
ished goods  were  unchanged  from  December,  and  core 
prices,  which  exclude  energy  and  food,  fell  0.2%.  A 
sharp  drop  in  tobacco  prices  skewed  those  results, 
though.  Excluding  that,  finished  goods  prices  rose  0.2%, 
with  core  prices  up  0.1%.  Also,  the  consumer  price  in- 
dex increased  a  tame  0.2%,  as  did  the  core  cpi. 

However,  the  cpi  may  not 
be  the  index  to  watch  for  signs 
of  an  inflation  upturn.  In  fact, 
it  has  fallen  out  of  favor  with 
the  Fed,  which  now  uses  the 
price  index  for  personal  con- 
sumption expenditures  in  the 
gdp  report  for  its  official  fore- 
cast. Greenspan  has  said  that 
this  is  a  "far  superior  measure 
of  true  underlying  inflation." 

One  reason  is  that  ongoing 
adjustments  to  the  cpi,  without  adjusting  past  data,  are 
biasing  the  index  downward.  That  makes  it  difficult  to 
spot  an  upturn  in  inflation.  In  fact,  inflation  using  the 
Fed's  preferred  measure,  excluding  energy  and  food,  ap- 
pears to  have  bottomed  out  in  the  second  quarter  of 
1998,  while  the  core  cpi  continues  to  trend  down. 

SOME  TROUBLE  IS  BREWING  further  back  in  the 
production  process:  Core  inflation  for  crude  goods  is  the 
fastest  in  414  years,  the  core  rate  for  intermediate 
goods  is  at  a  four-year  high,  and  the  trends  in  both  are 
straight  up.  Moreover,  core  intermediate  prices  are 
now  growing  faster  than  core  finished-goods  prices, 
suggesting  that  cost  pressures  may  soon  work  their 
way  into  finished  goods  (chart).  The  longer  overall  de- 
mand continues  to  exceed  supply,  the  greater  the  like- 
lihood that  cost  pressures  will  feed  into  final  pricing. 

And  that's  true  even  without  considering  $30-a-barrel 
oil,  which  will  start  to  show  up  in  the  February  price 
indexes.  Although  the  Fed  will  be  more  concerned 
about  price  pressures  generally,  the  specific  case  of  oil 
is  still  worrisome  for  Greenspan,  who  is  mainly  con- 
cerned about  low  inventories  of  oil  and  oil  products.  In 
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particular,  U.  S.  gasoline  stocks  are  exceptionally  low, 
and  relief  for  the  summer  driving  season  is  doubtful. 

Energy-led  inflation  could  also  generate  "faster  wage 
growth.  The  slowdown  in  pay  gains  in  1998-99  reflected, 
in  some  part,  the  energy-led  drop  in  inflation  in  1997-98. 
Back  then,  inflation  expectations  of  workers  fell  as 
overall  inflation  was  cut  in  half,  to  1.6%.  Companies 
could  give  real  inflation-adjusted  pay  hikes  even  as 
nominal  pay  growth  slowed.  Now,  that's  set  to  reverse. 
With  overall  inflation  heading  back  up,  real  wages  will 
get  squeezed  and  inflation  expectations  will  rise,  putting 
renewed  upward  pressure  on  nominal  pay  growth. 

EVEN  RAPID  PRODUCTIVITY  GROWTH  may  not  be 

able  to  prevent  inflation  pressures  this  year.  Greenspan 
is  adjusting  his  productivity  sermon  to  justify  higher  in- 
terest rates.  He  now  says  that,  while  stellar  produc- 
tivity continues  to  exert  beneficial  supply-side  effects 
that  restrain  unit  costs,  it  is  also  helping  to  fuel  demand 
because  it  is  lifting  expected  corporate  returns  and, 
thus,  stock  prices  and  household  wealth. 

Greenspan  only  hinted  that  this  was  a  reason  for 
higher  interest  rates,  but  the  Fed's  report  that  accom- 
panied Greenspan's  testimony  was  much  more  blunt.  It 
said:  "The  boost  to  aggregate  demand  from  the  marked 
pickup  in  productivity  growth  implies  that  the  level  of 
interest  rates  needed  to  align  demand  with  potential 
supply  may  have  increased  substantially." 


THE  WEALTH  EFFECl 
STILL  LOOKS  STROM 


To  eliminate  excess  demand  that  wealth  gains] 
generating,  Greenspan  is  implying  that  stock  prices 
have  to  rise  no  faster  than  household  income.  Since  I 
Fed  began  tightening  last  June,  personal  income 
grown  at  an  annual  rate  of  5.8%,  while  the  br| 
Wilshire  5000  Stock  Index,  which  the  Fed  appeai-s  t< 
focusing  on,  has  risen  at  an  annual  rate  of  14.9%. 
three-month  trend  in  the  ratio  of  the  Wilshire  hide 
personal  income  continues  to  rise  (chart). 

Another  problem  facing  the 
Fed  is  that  the  pickup  in  de- 
mand abroad  compounds  the 
difficulty  of  trying  to  slow  U.  S. 
demand.  December  exports 
surged  3.2%  from  November. 
Over  the  past  six  months,  ex- 
ports grew  at  a  17.8%  annual 
rate,  back  to  their  rapid  rate 
before  the  Asian  crisis. 

Greenspan  summarized  all 
these  risks  this  way:  "With  for- 
eign economies  strengthening  and  labor  markets  alre| 
tight,  how  the  current  wealth  effect  is  contained 
determine  whether  the  extraordinary  expansion  tha| 
has  helped  foster  can  slow  to  a  sustainable  pace,  with 
destabilizing  the  economy  in  the  process."  He  didn't 
how  high  rates  need  to  go,  but  his  hawkish  tone  strc 
ly  suggests  that  the  risks  to  the  economy  are  rising] 
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MEXICO 


SECOND  THOUGHTS  ABOUT  PRICEY  OIL 


The  recent  surge  in  oil  prices 
has  been  a  bonanza  for  petro- 
leum-exporting Mexico.  The  price 
jump  has  strengthened  the  peso 
and  lowered  interest  rates,  ensur- 
ing that  the  recovery  that  started 
in  1996  will  continue 
into  2000. 

Mexico's  real  gross 
domestic  product  grew 
a  hefty  5.2%  in  the 
fourth  quarter  from  a 
year  ago.  Growth  has 
accelerated  in  each 
quarter  of  1999  (chart). 
And  for  the  year,  real 
GDP  was  up  3.7%, 
slightly  better  than  ex- 
pectations, although  below  the 
4.8%  pace  of  1998. 

The  oil  spike,  along  with  no 
sign  of  a  slowdown  in  the  U.S.,  is 
prompting  private  economists  to 
revise  their  forecasts  upward,  ex- 
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pecting  Mexico  to  grow  just 
above  4%  in  2000,  instead  of  just 
below  it.  One  danger  from  rising 
domestic  spending,  however,  is 
the  upward  push  on  imports.  As  a 
result,  the  current-account  deficit, 
which  had  been  im- 
proving in  1999, 
might  start  to  deteri- 
orate again  in  2000, 
even  with  better  oil 
exports. 

Also,  keep  in  mind 
that  oil  is  a  key  rev- 
enue source  for  the 
government,  account- 
ing for  32.5%  of  all 
government  receipts. 
So  higher  oil  prices  are  helping  to 
control  the  public  deficit.  The  1999 
fiscal  deficit  came  in  at  1.15%  of 
GDP,  lower  than  the  1.25%  target. 
Even  so,  Energy  Minister  Luis 
Tellez  has  been  among  the  most 
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open  of  the  oil  producers  in  say 
ing  that  the  concern  over  high  oi 
prices  is  justified.  Why  is  he  in- 
terested in  seeing  oil  prices  come 
down?  Mexico  fears  that  high 
prices  in  the  U.S.  will  lead  the 
Federal  Reserve  to  raise  interest 
rates  sharply.  Any  big  U.S.  slow- 
down would  have  a  dramatic  ef- 
fect on  Mexico.  The  export  sectoi 
continues  to  be  the  most  dynamic 
part  of  the  economy,  and  87%  of 
Mexico's  exports  go  to  the  U.S. 

So  Tellez  is  walking  a  fine 
line — persuading  other  oil  producj 
ers  to  cooperate  in  nudging  oil 
prices  down  while  avoiding  any 
kind  of  price  collapse.  To  that  e 
he  will  meet  on  Mar.  2  with  his 
Saudi  Arabian  and  Venezuelan 
counterparts  to  try  to  reach  an 
understanding  before  the  OPEC 
meeting  on  Mar.  27. 
With  Elisabeth  Malkin  in  Mexico  Cit 
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Inside  every  risky, 
under-capitalized  company 
is  a  blue-chip  multinational 
struggling  to  get  out. 


Just  because  a  company  is  small  today  doesn't  mean  it  will  be  small 
tomorrow.  It's  the  size  of  your  idea  that  counts.  That's  why  we  help 
developing  businesses  secure  financing.  We  provide  support  and  give  you 
access  to  all  our  resources.  So  your  big  idea  can  become  a  giant  success. 
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STOCK  MARKET 


SCHISM  ON 
WALL  STREET 


It  seems  as  if  there 
are  two  markets 
lately:  Tech-and 
then  everyone  else 

It  seems  like  only  yesterday  that  the 
stock  market  was  all  smiles.  As  re- 
cently as  Jan.  14,  the  Dow  Jones  in- 
dustrial average  set  a  record.  Since 
then,  though,  there  has  been  plenty  of 
bad  news.  Fears  of  inflation  have  pushed 
up  interest  rates.  The  Dow  industrials 
have  fallen  13%.  Stocks  in  just  a  handful 
of  sectors  have  risen  so  far  in  2000. 
Only  the  Nasdaq  Composite  Index, 
which  hit  a  new  high  on  Feb.  23,  has  es- 
caped. Worst  of  all,  Federal  Reserve 
Board  Chairman  Alan  Greenspan  seems 
to  want  to  put  a  lid  on  stock  prices. 

It's  enough  to  bring  tears  to  the  eyes 
of  a  bullish  investor.  Things  were  bad 
enough    already,    but    "Greenspan 
greased  the  slide,"  says  Al- 
bert   Goldman,    chief 
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market  strate- 
gist    for     brokerage 
A.  G.  Edwards  Inc. 

It's  a  correction,  certainly — but  is  it 
more  than  that?  Stocks  began  sliding 
long  before  Greenspan  went  to  Capitol 
Hill  to  face  a  grilling  from  Congress. 
And  the  performance  of  widely  watched 
market  indexes  doesn't  begin  to  tell  the 
story  of  what  almost  looks  like  a  stealth 
bear  market  in  all  but  technology.  Last 
year,  for  instance,  the  Standard  &  Poor's 
500-stock  index  rose  21% — but  just  20 
stocks  accounted  for  93%  of  the  rise, 
says  Laszlo  Birinyi  Jr.,  global  strategist 
for  Deutsche  Bank  Securities  Inc. 

Most  S&P  sectors  are  down  substan- 
tially since  last  June  30,  when  the  Fed 


began  raising  interest  rates,  according 
to  Standard  &  Poor's  Corp.  Go  down 
the  list:  Consumer  stocks  are  down  20% 
through  Feb.  18.  Financial-services 
companies,  from  banks  to  insurers,  are 
in  the  tank.  Energy  companies  are 
weak  even  though  First  Call  Corp.'s 
survey  says  earnings  should  rise  43% 
this  year.  Drugmakers  can't  win  in- 
vestor interest. 

Indeed,  as  stock  market  troubles 
spread,  the  gap  between  the  fortunate 
few  and  the  rest  of  the  market  is 
widening.  The  Old  Economy  market  is 
limping  along,  while  a  smaller  New 
Economy  market  seems  largely 
impervious  to  higher  interest 
rates,  fears  of  a  slowing 

DOW  JONES 
INDUSTRIAL 
AVERAGE 

economy — or 
just  about  any- 
thing else. 
The  separation  of 
fortunes  was  clear  on 

Feb.  23,  when  Greenspan  defended 
his  controversial  new  strategy  for  rein- 
ing in  the  economy  during  his  annual 
Humphrey- Hawkins  testimony  to  Con- 
gress (page  39).  The  Dow  Jones  indus- 
trial average  fell  79  points  on  the  day,  to 
10,225.  But  the  technology-heavy  Nas- 
daq soared  3.8%,  to  a  record  4,550. 
Amazingly,  the  Nasdaq  has  tripled  since 
October,  1998,  thanks  to  stars  such  as 
Cisco  Systems  Inc.  and  Qualcomm  Inc. 
Also  up  on  Feb.  23  was  the  small-cap 
Russell  2000,  which  has  risen  32%  since 
October  thanks  to  technology  and 
biotech  stocks. 

The  bottom  line:  If  you're  not  heavily 
invested  in  tech  these  days,  you're  out 
of  luck.  The  biggest  gainers  lately  are 
companies  such  as  JDS  Uniphase  Corp., 
a  maker  of  fiber-optic  gear  whose  stock 
is  up  46%  this  year.  But  in  a  jittery 
market,  the  increased  selectivity  that 
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ON  THE  FLOOR 

Says  one  analyst: 
"Good  stocks  are 
going  down. 
Expensive  stocks 
are  getting  more 
expensive" 


v  various  sectors  have 

?  the  Fed  began  raising  rates 
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is  swamping  many  a  nontech  stock  is 
playing  out  even  in  that  charmed  sector: 
Many  of  the  bigger,  more  traditional 
tech  players  are  getting  hit  along  with 
the  broader  market.  IBM  is  trading 
around  109,  down  from  135  last  Decem- 
ber. Microsoft  Corp.,  under  the  shadow 
of  antitrust  litigation,  is  at  94,  down 
from  119.  Dell  Computer  Corp.  is  selling 
for  41,  down  from  a  high  of  52. 

Why  is  the  stock  market  turning 
glum  even  though  the  longest-lived  eco- 
nomic expansion  in  U.  S.  history  con- 
tinues to  boom  along?  One  explanation 
is  a  spreading  fear  that  the  good  times 
can't  possibly  last — that  corporate  prof- 
its are  bound  to  be  whacked  by  higher 
inflation,  higher  interest  rates,  or  both. 
"Investors  are  responding  in  a  Pavlovian 
way  to  the  idea  that  higher  rates  are 
going  to  soften  earnings  for  the  rest  of 
the  year,"  says  one  bull,  Ned  Riley,  chief 
investment  adviser  at  State  Street 
Street  Investment  Advisors  in  Boston. 

But  that  can't  be  the  whole  story, 
because  most  analysts  aren't  lowering 
forecasts  for  corporate  profits.  According 
to  a  First  Call  survey,  consensus  analyst 
estimates  for  profit  growth  in 
2000  have  remained  steady 
at  17%  since  the  end  of 
November. 

Perhaps    the 

bigger  factor, 
then,  is  psycho- 
logical. For  years 
now,  investors  have  piled  into 
stocks  because  they  figured 
they  had  nowhere  to  go  but  up. 
It  was  a  momentum  play,  and  it 
has  paid  off  handsomely — nowhere 
more  so  than  in  Net-related  stocks, 
where  incredibly  outsized  gains  were 
fueled  by  equal  degrees  of  investor  hope 
and  hype.  But  lately,  investors  are  no 
longer  so  confident  about  buying  on  the 
dips — or  waiting  for  an  elusive  payoff  in 
the  absence  of  earnings.  "They're  be- 
coming a  lot  more  selective,"  Riley  says. 
At  the  same  time,  there's  still  a  lot  of 
money  out  there  looking  for  the  next 
Microsoft  or  Dell.  And  with  prospects 
dimming  in  much  of  the  market,  these 
momentum  investors  are  crowding  into 
an  ever-smaller  handful  of  industry 
groups  that  are  still  capable  of  producing 
the  sort  of  breakthrough  that  causes 
earnings — and  stock  prices — to  soar.  To- 
day, that  short  list  includes  genetics  com- 
panies, semiconductors,  and  business-to- 
business  Internet  stocks  (page  38). 

Meanwhile,  even  the  best  among  big, 
established  companies  with  stable  earn- 
ings growth  are  being  sold  off.  General 
Electric  Co.,  for  example,  had  14%  prof- 
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it  growth  last  year  and  l  expected  to 
do  the  same  this  year.  Still,  ii 
19%  off  its  December  high.  Shan 
Wal-Mart  Stores  Inc.  have  plummeted 
30%  in  the  same  stretch  because  in- 
vestors are  worried  that  it  won't  be 
able  to  match  last  year's  20%  earnings 
growth.  And  forget  an  expected  57$ 
jump  in  earnings  this  year  for  Alcoa: 
Its  stock  has  dropped  17%  from  its  Jan- 
uary high.  "Circle  the  wagons,"  coun- 
sels Birinyi.  "Good  stocks  are  going 
down.  Expensive  stocks  are  getting 
more  expensive." 

That  disparity  has  people  who  make 
a  living  selling  stocks  frustrated  that 
Greenspan  seems  to  be  kicking  the 
stock  market  when  it's  down.  They  ar- 
gue that  he's  paying  too  much  atten- 
tion to  highfliers  such  as  Cisco  and  Qual- 
comm.  "Higher  rates  won't  hurt  the 
virtual  economy,  but  they  sure  will  hurt 
everyone  else,"  argues  Jeffrey  Apple- 
gate,  chief  market  strategist  for  Lehman 
Brothers    Inc.    Applegate    compares 
Greenspan's      at- 
tempt to  control 
the     prices     of 
stocks  with  the 
wage-and- 
price    con- 
trols imposed  in 
the  1970s  by  Presi- 
dent Nixon. 

The  idea  that  tech- 
nology is  invulnerable  to 
higher  interest  rates  may  not 
always   hold,   but   it's  widely 
held — and  on  Wall  Street,  per-     r  1021 9.52 
ception  is  reality.  So  far,  there's    .FEB.  18, '00 
little  evidence  that  the  boost  in 
rates  is  hurting  most  tech  stocks.  One 
reason  may  be  that  high-tech  profits 
are  expected  to  grow  29%  this  year. 
And  tech  companies'  revenues  are  per- 
ceived to  be  less  sensitive  to  interest 
rates  than  Old  Economy  companies'. 
For  example,  higher  rates  could  hurt 
sales  at  General  Motors  Corp.  more 
than  EMC  Corp.,  the  nation's  top  com- 
puter-storage company,  because  "people 
can  hold  off  on  buying  cars,  but  compa- 
nies have  to  invest  in  technology,"  says 
Thomas  M.  McManus,  an  equity  strate- 
gist at  Bank  of  America.  Moreover,  the 
strong  cash  flows  that  many  technology 
companies  generate  makes  them  less 
dependent  on  borrowing  to  finance  ex- 
pansion plans  or  other  spending  needs. 

Still,  the  stock  market  might  be  doing 
even  worse  if  investors  were  fully  con- 
vinced that  Greenspan  really  will  aim  to 
limit  the  stock  market's  rise  to  the  rate 
of  income  growth,  as  he  has  signaled. 
But  some  analysts  think  Greenspan  is 
partly  bluffing.  "The  folks  at  the  Fed 


BUSINESS  WEEK  /  MARCH  6.  2000  37 


News:  Analysis  &  Commentary 


are  too  smart  to  do  something  so  polit- 
ically risky,  economically  senseless,  and 
intellectually  flawed,"  argues  Applegate. 
Correctly  or  not,  many  analysts  say 
they  doubt  Greenspan  will  jack  up  rates 
severely  if  inflation  stays  in  check. 

Of  course,  Greenspan  isn't  the  only 
wet  blanket  on  the  stock  market.  Some 
of  the  pressure  is  from  "bond  market 
vigilantes" — bond  investors  who  drive 


up  rates  when  inflation  threatens.  The 
yield  on  10-year  Treasury  notes  has 
risen  fully  2  percentage  points  from  its 
low  in  October,  1998,  to  6.4%.  Higher 
rates  hurt  profits  by  raising  borrowing 
costs  and  choking  off  consumer  demand. 
Also,  higher  yields  on  bonds  make  them 
a  more  attractive  alternative  to  stocks 
for  investors. 

All  in  all,  not  a  pretty  picture.  If  the 


Fed  is  the  new  bete  noir,  what's 
the  stock  market  is  far  more  tha: 
Alan  Greenspan.  And  though  sent] 
could  take  a  sudden  turn  for  the  tl 
for  now,  investors  are  just  hoping 
Dow  industrials  can  hang  in 
10,000. 

By  Geoffrey  Smith  in  Boston, 
Katie  Kerivin  in  Detroit  and  \ 
Zellner  in  Dallas 


E-INVESTORS  EMBRACE  BUSINESS-TO-BUSINESS 


When  Web  superstore 
Buy.com  Inc.  went 
public  on  Feb.  8,  the 
celebration  didn't  last  long. 
After  tripling  on  the  first 
day,  the  stock  quickly  plum 
meted  to  its  original  $13 
asking  price.  Other  recent 
e-tailing  initial  public  offer- 
ings, such  as  Pets.com  and 
VarsityBooks.com,  failed  to 
rise  at  all.  Is  the  ipo  gravy 
train  finally  over? 

Don't  bet  on  it.  Sure,  e- 
tailing  stocks  are  sucking 
wind.  But  other  new  issues 
are  perking  along.  Since 
Jan.  1,  33  Internet  firms 
have  gone  public — logging 
average  first-day  gains  of  160%  in 
January  and  144%  in  February,  ac- 
cording to  market  watcher  Pegasus 
Research  International  LLC.  ipo  data 
service  lPO.com  estimates  there  could 
be  more  than  500  tech  ipos  this  year, 
up  from  387  in  1999.  Argues  lPO.com 
Inc.  analyst  Jeffrey  R.  Hirschkorn: 
"ipos  are  basically  immune  to  what's 
happening  in  the  overall  market." 
COOL  HEADS.  Why?  Even  as  in- 
vestors flee  e-tail  stocks,  they're 
flocking  to  such  new  sectors  as  busi- 
ness-to-business Web  sites  and  soft- 
ware and  services  to  run  them.  Web- 
Methods  Inc.,  which  helps  connect 
buyers  and  sellers  online,  soared 
508%  on  its  first  day  out  Feb.  11. 
Says  Mark  B.  Hoffman,  ceo  of  Com- 
merce One  Inc.,  an  e-commerce  soft- 
ware and  services  company:  "The 
market  is  not  irrational.  It's  trying  to 
pick  the  winners." 

It  may  even  be  getting  a  little 
smarter  about  it.  Business-to-busi- 
ness companies  such  as  WebMethods 
can  boast  real  sales,  clear  cost  sav- 
ings for  customers,  and  a  more 
demonstrable  path  to  profits  than  e- 
tailers,  who  must  spend  millions  to 


k 


get  attention  from  fickle  consumers. 
Says  Yogen  K.  Dalai,  general  partner 
with  venture  capitalist  Mayfield 
Fund:  "People  realize  this  is  where 
the  e-revolution  will  finally  happen." 

Still,  there's  a  large  helping  of  the 
same  e-uphoria  that  drove  the  in- 
credible rise  of  e-tailers.  As  private 
investors  and  institutions  plow  their 
stock  gains  back  into  new  funds  and 
startups,  venture  capital  shows  little 
sign  of  slowing  down  from  its  record 
$48  billion  pace  of  last  year.  "If  you 
can  fog  a  mirror,  you  can  get  fund- 
ed," says  David  P.  Perry,  ceo  of  Ven- 
tre Corp.,  a  Silicon 
Valley  holding  com- 
pany for  online  in- 
dustrial supply  sites. 

The  public  mar- 
kets are  giddy  as 
well.  Long  Beach 
(Calif.)-based  janito- 
rial and  office  sup- 
ply site  b2bstores.- 
com  Inc.,  for 
instance,  has  no  rev- 
enues in  its  five 
months  in  opera- 
tion— yet  it  nearly 
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doubled  in  the  days  after 
its  Feb.  15  ipo.  "Everyon 
smoking  crack,"  snaps  Ma 
Walsh,  ceo  of  VerticalNet 
Inc.,  which  runs  55  indus 
trial  trading  Web  sites. 
"These  companies  may  do 
well  on  their  IPO,  but  in- 
vestors will  quickly  see  ur 
derneath  them." 

Once  they  do,  investors 
may  do  the  same  thing 
they've  done  with  e-tail 
stocks — dump  them,  spur- 
ring consolidation  as  the 
winners  buy  up  the  losers,  I 
That  could  occur  even  moi  m 
rapidly  than  in  e-tailing,  b  riw 
cause  early  entrants  in  on-  fe- 
line business-to-business  can  gain 
traction  so  quickly,  says  Walter  W 
Buckley  III,  ceo  of  Internet  Capita^ 
Group,  which  invests  in  business-to- 
business  Internet  companies. 

Still,  Internet  ipos  aren't  entirely 
immune  from  economic  woes.  Todd 
A.  Dagres,  general  partner  with  verjre 
ture  capitalist  Battery  Ventures, 
says  a  one-percentage-point  hike  in 
interest  rates  would  be  a  "disaster" 
for  ipos  because  investors  could  turrju;: 
to  less  risky  investments  like  bonds 
Jesse  Reyes,  managing  director  of 
the  research  firm  Venture  Econom- 
ics, warns  that  "if 
you  see  four  or  five 
weeks  of  stock  volaj  | 
tility,  you  could  see 
these  ipos  start  to 
dry  up."  The  next 
months  will  deter- 
mine whether  2000 
will  produce  anotb 
ipo  record — or  see 
the  balloon  burst. 
By  Robert  D.  Hi 
in  San  Matei 
Calif.,  with  Geoffn 
Smith  in  Bos, 
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COMMENTARY 

By  Rich  Miller  and  Laura  Colin 

GREENSPAN  SMELLS  SOMETHING  BURNING 


T 

I 


he  grand  experiment  in 
monetary  policy  seems 
to  be  coming  to  an  end. 
?or  the  past  four  years, 
I  he  Federal  Reserve  has 
et  the  economy  grow  far 
~  aster  and  the  unemploy- 
nent  rate  fall  far  lower 
han  almost  anyone  thought 
>ossible.  But  now,  Chair- 
nan  Alan  Greenspan  is 
~aying  enough  is  enough. 
r  le  has  signaled  that  the 
nej^ed  is  ready  to  raise  inter- 
est rates  repeatedly  to  cool 
it  he  economy  before  it  boils 
5-  'Ver  like  an  unwatched  pot 

in  a  high  flame.  And  he's 
lo  sing  a  radical  new  argu- 
nent  about  the  perils  of 
» iroductivity  and  the  stock 
narket's  relationship  with 
he  economy  to  justify  the 
'ed's  actions. 

Has  the  widely  admired 
rreenspan  lost  his  nerve? 
'hat's  what  some  New  Era 
roponents  and  formerly 
iwning  U.  S.  lawmakers 
re  wondering.  At  a  Senate 
ianking  Committee  hear- 
lg  on  Feb.  23,  Greenspan 
•as  peppered  with  occa- 
sionally hostile  questions 
om  the  senators. 
PEED  KILLS?  Confusion 
nd  skepticism  oVer 
reenspan's  new  thinking 
e|re  understandable.  But 
le  chairman  is  on  solid 
round  in  trying  to  throttle  back  de- 
land.  According  to  the  latest  esti- 
mates, the  economy  grew  at  an  an- 
ual  rate  of  over  6%  in  the  fourth 
luarter  of  last  year — a  pace  that 
ren  the  most  ardent  New  Era  ad- 
>cates  concede  is  not  sustainable 
rer  the  long  haul. 

Here's  the  issue  from  Greenspan's 
^rspective:  If  investors  believe  pro- 
activity  will  continue  to  surge, 
iey'11  bid  up  stock  prices  today  in 
le  expectation  that  more  productive 
>mpanies  will  earn  higher  profits  in 
>ming  years.  The  higher  stock 
"ices  make  people  feel  richer,  so 
iey'11  spend  more  on  everything 
om  cars  to  cruises. 
The  difficulty,  Greenspan  believes, 
the  timing.  The  wealth  effect  cre- 
ed by  a  rising  stock  market  boosts 


to 
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He  has  a  radical  argument  about 
how  the  promise  of  productivity 
hikes  can  overheat  the  economy 


consumption  right  away,  before  the 
projected  rise  in  productivity  has  a 
chance  to  kick  in  and  hike  the  econo- 
my's capacity  for  producing  things 
people  want  to  consume.  The  result: 
an  economy  growing  too  fast  for  its 
own  good — and  one  that  risks  skid- 
ding out  of  control.  "It's  the  dark  lin- 
ing in  the  silver  cloud  of  productivi- 
ty," says  Chris  Varvares,  president  of 
Macroeconomic  Advisers  in  St.  Louis. 

Greenspan's  stance  is  putting  him 
at  odds  with  Wall  Streeters  who 
have  long  supported  him.  "It's  ludi- 
crous to  call  good  news  bad  news," 
says  former  Fed  Governor  Wayne 
Angell,  who  is  now  chief  economist 
for  broker  Bear,  Stearns  &  Co.  An- 
gell accuses  Greenspan  of  being  ob- 
sessed with  the  stock  market. 

To  which  the  Fed  chief  might  re- 


ply: guilty  as  charged. 
Greenspan  says  the  Fed 
can't  conduct  policy  without 
taking  into  account  the 
wealth  generated  by  the 
boom  on  Wall  Street.  In  the 
1990s,  stock  wealth  became 
a  far  bigger  factor  in  the 
economy  than  ever  before, 
he  argues.  "It  is  a  new 
world  we  are  dealing  with," 
he  testified  on  Feb.  23. 
NEW  GAUGE.  By  his  reckon- 
ing, the  wealth  effect  from 
bigger  stock  portfolios  has 
added  one  percentage  point 
to  annual  economic  growth 
over  the  past  five  years.  A 
wealth  effect  shows  up  only 
if  stock  prices  rise  faster 
than  household  income.  If 
stock  prices  merely  keep 
pace  with  income,  investors 
don't  feel  the  temptation  to 
dip  into  their  wealth  to  in- 
crease spending.  Without 
that  extra  kick  to  the  econ- 
omy, there's  no  need  for  the 
Fed  to  fear  overheating. 
Hence  the  controversial  use 
of  household  income  as  a 
gauge  for  stock  prices. 

Critics  say  the  Fed  chief 
has  unjustifiably  set  a  speed 
limit  for  the  stock  market — 
that  he's  trying  to  control 
share  prices.  Greenspan  de- 
nies that's  the  case,  but  in 
essence,  the  critics  are  cor- 
rect. The  real  question  is 
not  whether  he's  doing  it — he  is — but 
whether  it's  the  right  thing  to  do  for 
the  economy. 

If  the  wealth  effect  is  a  real  prob- 
lem, why  hasn't  inflation  risen? 
Greenspan  argues  that  the  U.  S.  has 
kept  inflation  in  check  by  importing 
cheap  goods  from  abroad  and  by 
drawing  new  workers  into  the  labor 
force.  But  neither  can  go  on  indefi- 
nitely. Eventually,  the  trade  deficit 
will  grow  so  large  that  it  will  pose 
dangers  for  the  dollar.  And  the  un- 
employment rate  will  fall  so  far  that 
it  will  spark  wage-driven  inflation. 
And  that's  why  Greenspan  has  decid- 
ed it's  time  to  turn  down  the  heat  of 
the  New  Economy. 

Miller  and  Cohn  cover  economic 
policy  from  Washington. 
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WHOSE  VICTORIES 
WERE  THE  FLUKES? 

With  Michigan,  McCain  seems  to  have  broader  political  pull 


When  corporate  chieftains,  Republi- 
can governors,  congressional  GOP 
leaders,  and  the  captains  of  the 
Religious  Right  awoke  on  Feb.  23,  their 
political  world  lay  in  shambles,  gop  front- 
runner  George  W.  Bush,  their 
favorite,  had  been  rocked  by 
maverick  John  McCain's  50%- 
43%  victory  in  the  Feb.  22 
Michigan  primary.  It  was  a  tri- 
umph fueled  by  the  Arizona 
senator's  anti-Establishment 
message  and  a  huge  turnout  from  inde- 
pendents and  Democrats.  "It's  a  hell  of  a 
race,"  says  Stanley  Goldstein,  former 
chairman  of  drug-store  retailer  cvs  Corp., 
who  is  backing  McCain. 

And  a  completely  unexpected  turn  of 
events.  Until  now,  the  cop's  ruling  powers 
were  convinced  that  McCain's  New 
Hampshire  rout  of  Bush  was  a  fluke. 
That's  the  way  things  looked  after  the 
Texas  Governor  bounced  back  on  Feb. 
19  with  a  big  win  in  South  Carolina.  But 
with  McCain's  Rust  Belt  revival,  power 
brokers  are  pondering  a  less  pleasant 
possibility:  Were  Bush's  wins  in  Iowa  and 
South  Carolina — states  where  the  Reli- 
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m 


THE  REPUBLICANS 


gious  Right  dominates  gop  voting — the 
real  flukes?  Bush's  narrow  appeal  to  hard- 
line conservatives  and  evangelical  Chris- 
tians, says  one  unhappy  ceo  contributor, 
"is  a  problem.  I  think  he  dug  a  deep  hole 
for  himself." 

By  upending  Bush  in  Michi- 
gan and  winning  big  on  his 
home  turf  in  Arizona,  McCain 
reinvigorated  his  campaign.  He 
still  faces  a  tough  fight  against 
Bush  in  the  Mar.  7  megapri- 
maries  in  New  York,  California,  Ohio, 
and  nine  other  states,  but  McCain  is  now 
seen  as  the  most  potent  challenger  to 
Vice-President  Al  Gore  in  the  fall.  A  Feb. 
22  CNN/ 'usa  Today/GaRup  poll  shows  Mc- 


In  coming  weeks, 

McCain  will  begin  to 

sound  more  like 

Goldwater  than  a 

centrist 


. 


llkeli 


Cain  besting  Gore  59%  to  35%.  B 
the  Veep  run  about  even. 

The  key  to  McCain's  success?  A 
tion  of  moderate  Republicans,   blue 
Democrats,  union  members,  and 
pendents.  And  he's  snatched  back  tit- 
form  mantle,  which  Bu^h  tempo  t;f_ 
grabbed  in  South  Carolina.  A  Mic  f    , 
poll  showed  voters  believed  by  a   : 
41%  margin  that  McCain  was  the  g«  ( av; 
article.  "They  chose  real  reform  ft  (jj, 
real  reformer,"  he  crowed  on  Feb. ! 
NEW  IMAGE?  There's  just  one  pre  r- 
for  the  Reformer-in-Chief:  Over  the 
few  weeks,  he'll  be  sounding  less  \ 
master  centrist  Bill  Clinton  and 
like  a  Barry  Goldwater  reincarns 
Says  McCain  campaign  manager 
Davis:  "We're  not  going  to  retool  his 
sage  so  much  as  speak  loudly  abou  j 
conservative  voting  record." 

Why  tinker  with  success?  From 
on  out,  the  schedule  gets  tougher!^ 
cause  primaries  are  limited  to  Rep  g] 
cans.  McCain  won't  be  able  to  cour 
support  from  independents  and  De  I 
rats,  and  to  stand  any  chance  of  wini  L 
he  desperately  needs  to  improve  L 
standing  with  rank-and-file  gop  vote  ^  . 
the  Mar.  7  megaprimaries.  New  Y< 
primary,  for  example,  is  restricted  to 
publicans.  And  in  California,  only 
ballots  will  count  when  selecting  i 
gates.  If  only  registered  Republican 
lots  counted  in  Michigan,  Bush  w< 
have  taken  68%  of  the  vote. 

Convincing    the    gop    faithful 
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late? 
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lot 
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ptb 


!:.,:: 


to 


40  BUSINESS  WEEK  /  MARCH  6,  2000 


P'aiii  is  a  true  Republican  may  be  a 

I  ;h  sell.  While  lie's  a  bedrock  eonserv- 
•  mi  free  trade,  deregulation,  and  gun 

Irol,  his  heresies  range  from  shunning 
tax  cuts  to  vowing  to  soften  the  1992 
-abortion  plank  in  the  cop  platform, 
t  has  cost  him  support  from  hard- 
t  Christians  and  business  leaders 
"I  flirted  with  supporting  McCain," 
Richard  A.  Lane,  vice-president  of 
ago's  real-estate  management  com- 
Ravenswood-Wamer  Corp.  "But  his 
3ages  are  much  too  liberal  for  me." 
mphasizing  his  conservative  roots  has 
r  perils.  He  could  alienate  indepen- 
s  and  blue-collar  Democrats.  "You 
n  losing  the  people  who  brought  you 
he  dance  in  the  first  place,"  says 
en  E.  Schier,  a  Carleton  College  po- 
ll scientist. 

•H  CASH.  McCain  may  have  one  ad- 
age heading  into  March  Madness — 
ng  money  on  the  cheap.  Bush  has 
d  $70  million,  but  spent  more  than 
nillion.  Campaign  laws  limit  individ- 
:ontributions  to  $1,000,  and  many 
Bush  execs  have  maxed  out  (page 
By  contrast,  McCain  has  raised  $38 
mi,  and  has  about  $9  million  on  hand, 
need  it  all  in  California,  where  it 
i  s  $1.5  million  a  week  to  stay  on  the 
~~i  major  markets.  But  McCain's  vic- 
iusj  s  could  give  him  plenty  of  new  fund- 
lg  targets,  many  of  whom  send  mon- 
A  i  ia  the  Internet. 

uH)r  his  part,  Bush  must  return  to 
id  j  enter  without  alienating  hard-liners. 
ithfness  backers  say  he  hurt  himself 
p<r  inging  from  compassionate  conser- 
ve to  a  champion  of  the  Religious 
t.  "I  hope  he  lurches  back  to  the 
mr"  says  Henry  T.  Nicholas  III,  ceo 
Jl  -oadcom  Corp.  , 

b.*ish  can  do  that  by  stressing  his  re- 
ph  record  in  Texas,  especially  on  edu- 
3b  in.  That  would  cheer  supporter 
ess|ert  N.  Burt,  ceo  of  Chicago  con- 
ninerate  fmc  Corp.,  who  says  the  Texan 
an  established  track  record  as  a 
r  on  education — the  biggest  issue 
merica  for  the  next  10  to  20  years." 
Bush  will  pound  away  at  McCain 
closet  liberal  while  intensifying 
jes  that  Democrats  are  hijacking  cop 
iries. 

f;epi|ish   still   has   lots   of  advantages: 
-made  organizations  in  most  states, 
Dfijibo  cash  edge,  and  the  resources  of 
rvative  groups  who  will  plaster  the 
ives  with  ads.  And  he  remains  the 
Dlishment  favorite,  though  even  he 
concedes    that    he    may    face    a 
thon  race  to  the  cop  convention  in 
Vugust.  Despite  all  he  has  going  for 
( I  the  cop's  Crown  Prince  just  can't 
to  put  that  pesky  maverick  away. 
Howard  Gleckman,  with  Lee  Wai- 
in  Washington,  Lorraine  Woellert  in 
it,  and  bureau  reports 


STRAIGHT  TALK 
FROM  JOHN  McGAIN 


Still  euphoric  from  his  primary 
victories  in  Michigan  and  Ari- 
zona, a  feisty  and  confident  Ari- 
zona Senator  John  McCain  sat  down 
with  business  week  White  House 
Correspondent  Richard  S.  Dunham 
aboard  Air  Straight  Talk  as  he  flew 
to  a  Feb.  23  town  hall  meeting  in 
Spokane,  Wash.  Here  are  some  high- 
lights of  their  conversation: 

On  his  ability  to  overcome  rival 
George  W.  Bush's  financial  advantage: 

Governor  Bush  had  the  campaign 
Establishment.  That's  great.  But  if 
you  raise  sufficient  money  and  you 
have  better  ideas  and  a  better-run 
campaign,  you  can  win. 

On  Bush's  embrace  of  the  reformist 
tag: 

If  he's  a  reformer, 
I'm  an  astronaut.  The 
fact  that  they  made 
some  progress  in  edu- 
cation [in  Texas] 
doesn't  make  him  a  re- 
former. Texas  ranks 
49th  of  50  states  in  ed- 
ucation. In  a  state  in 
which  virtually  every- 
thing goes  unregulated, 
never  once  did  he  pro- 
pose any  campaign-fi- 
nance reform.  I  passed 
the  aircraft  product  lia- 
bility bill,  Y2K  liability, 
the  Internet  tax  mora- 
torium, line-item  veto, 
the  lobbying  ban,  and  the  gift  ban. 


prive  them  of  sales-tax  receipts: 

That's  the  same  argument  that's 
used  against  any  tax  cut.  Every  state 
is  running  surpluses.  What's  the  point 
of  choking  this  incredible  commerce  in 
its  cradle?  They're  assuming  that  it's  a 
static  economic  equation.  I  believe  that 
this  technology  continues  to  expand 
and  grow  the  economy. 

On  his  plan  to  pay  down  the  debt  vs. 
Bush's  $1.3  trillion  tax  cut: 

My  approach  is  much  more  ma- 
ture. If  these  were  bad  economic 
times,  I'd  be  the  first  to  support  cuts 
in  marginal  tax  rates,  cuts  in  capital 
gains.  We  have  to  think  of  our  other 
obligations.  None  other  than  Alan 
Greenspan  agrees  with  my  approach. 
Conventional  wisdom  held  that  [Re- 
publicans] would  support  the  biggest 
tax  cut.  We've  defied  conven- 
tional wisdom  many  times. 

On  Alan  Greenspan  and  Fed- 
eral Reserve  rate  hikes: 

I  do  not  like  rate  hikes,  but 


ON  LOOPHOLES 

"We've  got 
obligations  to  American 
citizens"  as  well  as  to 
corporate  profits 


On  why  McCain  believes  he  deserves 
more  support  from  business  leaders: 

My  record  is  clearly  deregulatory, 
free  trade,  antiprotectionist.  There's 
nobody  that's  more  of  a  free  trader 
in  the  Senate  today.  I  have  a  record. 
[But]  I  understand  why  they  all  got 
behind  a  perceived  winner  [Bush]. 

On  ending  "Corporate  Welfare": 

I  understand  why  the  ceos  don't 
like  my  proposals  to  close  these  cor- 
porate loopholes.  My  response  to 
them  is,  "Hey,  we've  got  obligations 
to  average  American  citizens  as  well 
a£  the  profits  of  your  corporation." 

On  the  complaints  by  many  governors 
that  a  permanent  ban  on  Internet 
taxes,  favored  by  McCain,  would  de- 


I  have  not  seen  a  false  move  so  far  on 
the  part  of  Alan  Greenspan.  I  have 
enormous  confidence  in  his  actions  as 
far  as  rate  hikes  are  concerned. 

On  antitrust  enforcement: 

I  would  update  the  laws.  Second  of 
all,  I  say  to  Corporate  America:  I  am 
worried  about  these  consolidations. 
These  mergers  are  the  biggest  in  his- 
tory. I  want  them  watched  carefully 
and  I  want  them  carefully  reviewed.  I 
am  a  free  trader  and  I  am  antiregula- 
tion.  But  I  do  read  history  and  I  know 
there  have  been  times  these  consolida- 
tions have  hurt  consumers. 
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For  full  transcript  of  the 

interview  with  John  McCain,  visit 

www.businessweek.com. 
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FUND-RAISING 


MORE  CORPORATE  CHIEFS 
ARE  HEDGING  THEIR  BETS 

Multiple  gifts  increase  as  Bradley  falters,  McCain  surges 


Who  is  really  the  insider  and  who 
is  the  outsider  in  the  race  for  the 
Republican  Presidential  nomina- 
tion? If  America's  chief  executives  are 
any  guide,  the  emphatic  choice  of  the 
Establishment  is  Texas  Governor 
George  W.  Bush.  However,  according  to 
a  business  week  analysis  of  fourth- 
quarter  campaign-disclosure  statements 
filed  with  the  Federal  Election  Com- 
mission, an  increasing  number  of  CEOS 
are  mailing  checks  to  the  insurgent  cam- 
paign of  Arizona  Senator  John  Mc- 
Cain— just  in  case. 

While  the  election  remains  more 
than  eight  months  off,  the  battle  for 
"early  money"  is  long  over.  Now,  the 
whistle  is  blowing  for  "late-train" 
cash.  That's  when  CEOS  who  have 
already  donated  to  one  candidate 
ante  up  for  others. 
"PANIC."  Why  try  to  climb  on 
the  late  train?   Some  execs 
genuinely  admire  multiple  can- 
didates   and    are    willing    to 
shower  several  of  them  with 
$1,000  contributions.   Others 
want  candidates  to  prove  that 
they  are  viable  before  they  in- 
vest their  disposable  income  on 
them.  And  many  pragmatic  ceos 
want  an  open  door  at  the  White 
House     whichever     candidate 
emerges  victorious.  "It's  panic  at 
the  prospect  of  not  being  on  the 
winner's  donor  list.  They're  cov- 
ering bases  and  hedging  against 
all  eventualities,"  says  Rice  Uni- 
versity   political    scientist    Earl 
Black.  Adds  one  Republican  ceo 
who  has  raised  money  in  the  2000 
Presidential  race:  "If  you're  an  ac- 
cess player,  you  have  to 
be  there." 

In  examining  the  do- 
nation patterns  of  the 
chief  executives  of  Amer- 
ica's 1,000  largest  corpo- 
rations, BUSINESS  WEEK — 
with  the  assistance  of  the 
Campaign  for  America,  a 
nonpartisan      watchdog      _?___;...._  __r. 

group — found  that  Bush      BRADLEY  9 

has  the  financial  backing 
of  301  out  of  417  ceos 
who  have  made  contribu- 


tions to  White  House  hopefuls.  Trailing 
far  behind  are  Democratic  contender 
Bill  Bradley  with  101,  Vice-President 
Al  Gore  with  59,  and  McCain  with  39. 


ELECTION 


LATE-TRAIN 
GIVERS 


New  CEO  donors  in 
fourth  quarter,  1999 


WHO  IS  THE 
INSIDER? 


CEO  donors  for 
all  of  1999 


TRUE 
BLUE 


Percentage  of  CEO  donors 
who  gave  exclusively 


BUSH 


16 


GORE 


6 


BUSH 

301 

BRADLEY 

101 

GORE 

59 

McCain 

39 

BUSH 

76% 

GORE 

51% 

BRADLEY 

48% 

McCAIN 

39% 

DATA:  FEDERAL  ELECTION  COMMISSION,  CAMPAIGN  FOR  AMERICA,  BUSINESS  WEEK 


Bush  also  commands  the  greatt    I 
ty  from  his  ceo  allies:  76%  of  t 
runner's  backers  give  only  to  h  , 
pared   with   51%   for   Gore,   • 
Bradley,  and  just  39%  for  McC 

Still,  the  number  of  ceos     u 
hedging  their  bets  has  shot  up  : 
months  as  McCain  has  emerg 
the  pack  as  Bush's  strongest  cl 
and  Bradley,  an  early  favoriti  j 
boardroom  set,  has  struggled  t  id 
Gore.  In  the  last  quarter  of  1 
majority  of  ceo  donors  had  pr 
sent  checks  to  another  Whit 
hopeful.    That's 
shift  from  the  thi 
ter,  when  only  2%c,  3 
contributors  wen  1 
ing  to  multiple  car 
"We've  seen  a  lot 
candidate  and  cro  | 
donations,"    says  L 
Makinson,  execu ,' 
rector  of  the  Ce  el 
Responsive  Politic 
tracks  campaign 
Amerada    He 
John  B.  Hess  aire 
donated        to 
Bradley,  and  Gc 
with  McCain  su: : 
New  Hampshir 
Hess  sent  him 
.   for  $1,000  on  I 
Ditto  for  Dana  ( 
of  Tenneco  Aut 
Inc.,  who  matcp 
i   earlier  $1,000 
Bush  with  one 
Cain  on  Nov.  3(|J 
was  CEO  when 
the    donations; 
now     chairman] 
U.S.    Cellular 
Donald  Nelson,  a 
financial  backer 
President  Gore,  sentjl 
to  Senate  Commerc 
mittee  Chairman  Mel 
October  and  December 
fourth  quarter,  McCain  m 
first-time  financial  backiri 
CEOs,  compared 
for  Bush. 

The  recent 
windfall  has  beat 
issue  in  the  pri  e 
with  Bush  blasting 
val  for  taking 
from  the  busines 
ests  he  denounces 
of  the  "iron  tria 
corporate  mone 
priced  lobbying, 
islation.  "He's  be 
ing  that  iron  trian 
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McCain's  recent  windfall  has  become  an  issue:  "He's  be( 
ringing  that  iron  triangle  like  a  dinner  bell,"  says  Bush 


a  dinner  bell,"  Bush  charged  on  Feb. 
21  in  Michigan. 

Many  of  McCain's  ceo  supporters  are 
like  Morton  H.  Fleischer  of  Franchise 
Finance  Corp.  in  Scottsdale,  Ariz.,  which 
provides  financing  for  chain  restaurants. 
Fleischer,  who  has  donated  to  both  Bush 
and  McCain,  calls  McCain  "a  hero"  and 
attributes  his  fund-raising  boomlet  in 
corporate  suites  to  the  notion  that  "the 
world  loves  a  winner."  Still,  Fleischer 
remains  a  big  fan  of  Bush,  with  whom 
he  served  on  the  board  of  Touchstone 
Pictures.  "He's  an  extremely  capable 
and  thoughtful  man,"  Fleischer  says  of 
Bush.  "If  I  had  to  pick  between  the 
two  of  them,  I'd  choose  George  Bush." 
TOP  COMBO.  In  fact,  both  Bush  and  Mc- 
Cain are  the  beneficiaries  of  late-train 
multiple-giving.  Bush  has  picked  up 
backing  from  CEOs  who  earlier  donated 
to  Bradley  or  failed  GOP  candidate  Eliz- 
abeth Dole.  The  favorite  ceo  donation 
combination  this  campaign  season  is 
Bush  and  Bradley,  with  26  of  the  417 
execs  giving  across  party  lines.  Of  the 
chief  executives  who  have  divided  their 
money  between  Bush  and  his  rivals, 
two-thirds  first  backed  another  candi- 
date, then  later  mailed  a  check  to  Bush. 
Last  June,  rpm  Inc.  ceo  Thomas  C.  Sul- 
livan sent  a  $1,000  donation  to  Bradley. 
But  by  late  December,  with  Dollar  Bill 


sinking  in  the  polls,  Sullivan  sent  an- 
other check — this  time  to  Bush. 

Still,  there's  some  evidence  that  Bush's 
efforts  to  woo  the  corner-office  set  may 
be  close  to  topping  out.  While  Bush 
raised  $165,333  from  top  ceos  in  the  sec- 
ond quarter  of  1999,  his  return  fell  to 
$93,700  in  the  third  quarter  and  $20,500 
in  the  fourth.  Bush  finance  director  Don 
Evans  attributes  the  falloff  to  a  conscious 
campaign  strategy.  "You  raise  money  ear- 
ly and  then  you  spend  it  relatively  late," 
the  Midland  (Tex.)  oilman  says.  Evans 
says  that  Bush's  fund-raisers  will  active- 
ly solicit  top  execs  again  in  the  spring  for 
the  general  election  effort.  The  goal:  "Sin- 
gle-digit millions."  Boasts  Evans:  "When 
you've  got  this  kind  of  leadership,  it's 
easy." 

Despite  the  recent  fund-raising  lull, 
Bush  remains  dominant  in  virtually  all 
economic  sectors.  Bush  has  the  backing 
of  every  single  top  energy-company  ceo 
who  has  written  a  check  in  Campaign 
2000,  along  with  84%  of  utilities  chief 
executives,  76%  of  food,  beverage,  and 
consumer-product  corporation  execs, 
74%  of  technology  CEOs,  73%  of  indus- 
trial corporation  bosses,  71%  of  phar- 
maceutical ceos,  and  67%  of  both 
service-industries  and  transportation- 
company  chiefs.  In  entertainment, 
Bradley  holds  a  narrow  lead,  and  the 


INDUSTRY  FAVORITES 


ENERGY 

ENTERTAINMENT 

BUSH 

100%* 

BRADLEY                     45%* 

GORE 

11% 

BUSH                           36% 

BRADLEY 

5% 

GORE                           36% 

mccain 

0% 

McCAIN                          0% 

INDUSTRIAL 

PHARMACEUTICAL 

BUSH 

73%* 

BUSH                           71%* 

BRADLEY 

24% 

BRADLEY                     43% 

mccain 

13% 

GORE                             7% 

GORE 

6% 

McCAIN                          0% 

TECHNOLOGY 

TELECOMMUNICATIONS 

BUSH 

74%* 

BUSH                           42%* 

BRADLEY 

19% 

GORE                           30% 

GORE 

14% 

McCAIN                       24% 

McCAIN 

13% 

BRADLEY                      12% 

FINANCE 


telecommunications  industry  remain 
for  grabs,  with  Bush  facing  stiff  cor 
tition  from  both  McCain  and  Gore. 

The  Veep  is  hoping  to  win  the  fi 
cial  backing  of  a  few  more  late-t 
ceos.  And  even  if  Corporate  Ameri< 
unwilling  to  embrace  Gore,  "we  v 
them  to  not  be  out  there  aggressi 
trying  to  defeat  us,"  says  Gore 
paign  director  Tony  Coelho.  At  lea 
few  ceos  are  likely  to  open  their-  wa 
to  him  as  political  insurance.  Says  E 
backer  Jim  Karman,  vice-chair  of  rp; 
Medina,  Ohio,  a  paintmaker  with 
plants  around  the  world:  "Some  i 
give  to  Gore  for  business  reasons,  bi 
doesn't  mean  anything." 

What  does  mean  something  is  Bu 
huge  financial  edge,  fueled  in  part  by 
corporate  following.  Despite  spenc 
over  $50  million  to  date,  Bush  still 
$20    million — more    than    double 
amount  in  McCain's  coffers.  That 
could  prove  crucial  in  the  megaprima   I 
between  Mar.  7  and  14,  when  20  sti 
select  gop  delegates.  But  with  McCs   * 
wins  in  Arizona  and  Michigan,  more  1 
train  ceos  must  be  wondering  whet 
it's  time  to  send  him  a  check,  too. 

By  Richard  S.  Dunham  and  Su; 
Straight  in  Washington,  with  Lorra  F 
Woellert  in  Detroit  and  Fred  Jesper 
in  New  York 


FOOD,  BEVERAGE, 
CONSUMER  PRODUCTS 


BUSH 

58%* 

BRADLEY 

27% 

GORE 

12% 

McCAIN 

3% 

REAL  ESTATE 

BUSH 

67%* 

GORE 

17% 

McCAIN 

17% 

BRADLEY 

0% 

TRANSPORTATION 

BUSH 

67%* 

BRADLEY 

33% 

GORE 

22% 

McCAIN 

11% 

BUSH 

76%* 

BRADLEY 

35% 

McCAIN 

12% 

GORE 

6% 

SERVICES 

BUSH 

67%* 

BRADLEY 

31% 

GORE 

7% 

McCAIN 

4% 

UTILITIES 

BUSH 

84%* 

BRADLEY 

13% 

GORE 

3% 

McCAIN 

0% 

'Percentage  of  ceo  donors  in  that  sector.  Numbers  add  up  to  more  than  100%  because  of  multiple  donations    DATA:  FEDERAL  ELECTION  COMMISSION.  CAMPAIGN  FOR  AMERICA,  BUSINESS  WEEK 
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troducing  i2i.  Now  there's  a  revolutionary  new  concept  in 
lline  trading  for  global  businesses.  It's  called  i2i,  an  Internet- 
pnning  network  of  world-class  companies  that  connects  buyers 
ltd  sellers  into  an  industrial-strength  e-marketplace.  There's  never 
jen  anything  quite  like  it.  i2i  gives  you  a  choice  of  three  forms 
^transactions — classifieds,  auctions,  and  exchanges — on  a 
Impletely  secure  and  confidential  trading  platform  that  you  can 
ktomize  to  fit  your  particular  needs.  In  addition,  you  can  click 
iir  way  through  the  transaction  with  support  services  ranging  from 
pection  to  shipping.  And  because  of  our  partnership  with  SAP, 
ii  can  seamlessly  integrate  your  company's  operations  with  our 
ding  platform.  i2i.  The  click  you've  been  waiting  to  hear. 


industrytoindustry 
Trade  With  Industrial  Strength 


become  a  member  today,  please  visit  us  at  www.i2i.com  or  call  1-888-840-4490. 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Mike  McNamee 


CAN  THE  SEC  MAKE  FOREIGN  COMPANIES  PLAY  BY  ITS  RULES 


Securities  &  Exchange  Commis- 
sion Chairman  Arthur  Levitt  Jr. 
has  put  accounting  abuses  near 
the  top  of  his  agency's  target  list.  To 
protect  investors,  the  sec  has 
launched  high-profile  cases  against 
U.  S.  companies  that  fiddled  with 
their  books,  as  well  as  accountants 
and  auditors  who  turned  a  blind  eye. 
But  now  the  commission  is  debating 


has  applied  to  put  its  terminals  in 
New  York  to  let  U.S.  investors  trade 
on  European  markets.  The  U.  S. 
markets  hope  to  fight  back  by  giving 
European  and  Asian  companies  di- 
rect access  to  the  world's  richest  cap- 
ital market.  But  many  foreign  com- 
panies won't  list  on  Wall  Street  if 
they  must  meet  American  rules. 
They  want  the  U.S.  to  accept  the 


tional  rules  won't  be  applied  very 
rigorously.  They  deliberately  allow 
inconsistencies,  which  will  likely  cor 
fuse  investors.  The  rules  will  set  a 
"benchmark"  for,  say,  valuing  finan- 
cial assets,  then  offer  options  that  a 
company  can  choose  instead.  Ac- 
counting rules  in  the  U.  S.  allow  sue 
exceptions  only  rarely. 

Fans  of  the  international  stan- 


letting  European  and  Asian  compa- 
nies trade  their  stocks  in  U.  S.  mar- 
kets without  adopting  American 
number-crunching,  relying  instead  on 
looser  international  rules  that  give 
investors  less  data.  Is  Levitt  turning 
in  his  green  eyeshade  and  sleeve 
garters? 

Hardly.  The  SEC's  Feb.  16  request 
for  comments  on  how  well  the  inter- 
national standards  work  is  a  shrewd 
ploy  by  the  SEC  chief.  His  hope:  to 
bolster  his  stand  against  the  weaker 
accounting  rules  by  building  support 
from  U.  S.  companies.  The  idea  is 
that  Corporate  America  won't  want 
to  compete  at  home  for  capital  with 
foreign  firms  that 
are  trumpeting  big 
earnings  calculated 


International  Accounting  Standard 
Committee's  way  of  toting  up  assets 
and  earnings. 

"BENCHMARK."  Levitt's  challenge  to 
IASC  supporters:  Prove  that  the  new 
global  math  is  as  good  as  U.  S.-style 
generally  accepted  accounting  princi- 
ples. It's  a  hurdle  proponents  will 
have  a  hard  time  leaping.  IASC  rules 
usually  are  looser  and  require  less 
disclosure  (table).  That  means  that 
earnings  and  other  data  could  be  less 
reliable.  Research-and-development 
expenses  can  be  amortized,  for  exam- 
ple, giving  managers  a  pot  of  money 
useful  for  smoothing  earnings. 
The  SEC  also  fears  that  interna- 


COUNTING  DIFFERENCES 


dards  say  that  flexibility  is  a  plus 
For  example,  the  IASC  requires 
a  company  building  its  own  facilitie 
write  off  interest  on  the  project  im- 
mediately— but  also  accepts  a  U.  S. 
rule  requiring  that  the  interest  be 
spread  out.  "We  thought  that  would 
help  win  more  support,"  says  IASC 
vice-chair  Pat  McConnell,  an  accoun 
ing  analyst  at  Bear,  Stearns  &  Co. 
So  far  it  hasn't.  But  in  the  end, 
that  Chinese-menu  flexibility  could 
help  the  SEC's  quest  for  the  best 
standards.  For  foreign  firms,  the 
commission  could  specify  internation 
al  rules  in  the  few  cases  when 
they're  tougher  and  GAAP  from  the 
U.  S.  elsewhere.  In- 
vestors would  get  i 
clear  picture  be 


under  easier  inter-  How  international  and  U.S.  accounting  rules  vary  cause  every  foreigr 


national  rules.  If 
Levitt  succeeds,  the 
result  could  be  bet- 
ter accounting  for 
all  companies — for- 
eign and  domestic. 
The  forces  push- 
ing for  easier  ac- 
counting are  formi- 
dable. Near  the 
front  are  the  New 
York  Stock  Ex- 


FIXED  ASSETS  International  standards  allow  companies  to  revalue 
buildings  and  equipment  when  they  choose,  creating  an  opportunity  to 
boost  equity  if  assets  increase  in  value.  U.S.  rules  value  assets  at  cost. 

MERGERS  International  rules  almost  completely  bar  "pooling  of  in- 
terest" in  mergers,  since  it  allows  companies  to  ignore  the  full  cost 
of  acquisitions.  Pooling  is  easier  under  U.S.  rules,  but  rule-makers 
are  trying  to  limit  it. 

R&D  COSTS  Under  U.S.  accounting,  research  and  development 
must  be  subtracted  from  current  earnings.  International  standards 
allow  companies  to  spread  out  some  development  expenses,  which 


company  trading  in 
the  U.  S. — and  per- 
haps eventually 
even  domestic  com- 
panies— would  fol- 
low the  same  sys- 
tem. And  U.  S. 
leadership  could 
someday  make  this 
rulebook  the  worldl 
standard.  Long  af- 
ter he's  left  the 


change  and  Nasdaq.      could  enable  them  to  smooth  annual  earnings  growth.  SEC,  Levitt's  eye- 

shade  may  shield 
investors  around 
the  globe. 


They  face  growing 
competition,  both 
from  electronic  mar- 
kets at  home  and 
from  foreign  ex- 
changes such  as 
Deutsche  Bourse.  It 


GOODWILL  U.S.  rules  set  a  40-year  maximum  for  writing  off  good- 
will, which  reduces  earnings.  International  standards  don't  specify  a 
maximum.  That  allows  companies  to  reduce  the  impact  on  profits  by 
taking  smaller  write-offs  over  a  longer  period. 

DATA:  SEC,  FINANCIAL  ACCOUNTING  STANDARDS  BOARD 


McNamee  covers, 
finance  from  WashA 
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Success  Story 


Inventory 


in  someone's  basement.  While  you've  been 
building  your  inventory,  they've  been  building 
their  technology.  Now  they're  selling  to  your 
customers... over  the  Internet.  It's  up  to  you  to 
turn  the  tables.  How  are  you  going  to  do  it? 


•  Building  Net  Busine: 


0  '  0  Building  Net  I 

cmg/  solutions 


WWW.CMGISOLUTIONS.COM 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Amy  Borrus 


GIVE  ME  YOUR  TIRED,  YOUR  POOR-AND  ALL  YOUR  TECHIES 


HELP 

WANTED 


Help-wanted  signs  are  every- 
where. Texas  Instruments  Inc.  is 
beating  the  bushes  for  more 
than  500  skilled  workers,  from  clean- 
room  technicians  to  electrical  engi- 
neers. At  Loews  Philadelphia  Hotel, 
a  January  job  fair  filled  only  180  of 
550  available  positions.  From  coast  to 
coast,  jobs — many  with  fat  paychecks 
attached — are  going  begging. 

The  shortage  of  workers — highl- 
and low-skilled  alike — could  stall 
America's  boom.  But  there's  a  ready 
solution:  a  rethinking  of  immigration 
policy.  Welcoming  more  newcomers 
may  help  quell  inflation  and  prolong 
robust  growth. 

The  political  climate  for  opening 
America's  doors  to  im- 
migrants has  never 
been  brighter.  Even 
organized  labor,  which 
has  long  viewed  im- 
migrants as  a  threat, 
is  changing  its  tune. 
At  a  Feb.  16  meeting 
in  New  Orleans,  the 
executive  council  of  the 
afl-cio  called  for  an  amnesty 
for  illegal  immigrants  and  a 
repeal  of  most  sanctions 
against  their  employers.  The 
reason:  Union  leaders  in- 
creasingly see  illegal  work- 
ers as  potential  recruits. 
QUICK  FIXES.  Few  on  Capi- 
tol Hill  go  that  far,  but  atti- 
tudes are  changing  there, 
too.  To  relieve  pressures 
on  the  low  end,  lawmakers 
are  considering  more  tem- 
porary visas  for  season 
al  workers.  More  im- 
portant, they're 
putting  out  the  wel- 
come mat  for  high-tech 
workers,  gop  senators 
led  by  Michigan's 
Spencer  Abraham 
have  proposed  lifting 
the  annual  cap  on  H- 
1B  visas — temporary 
work  permits  for  for- 
eign professionals — 
from  115,000  to 
195,000  annually 
through  2002.  De- 
mocrats are  push- 


EMPLOYER- 

SPONSORED 

77,517 


REFUGEES 
61,690 


* 


ing  for  special 
visas  for  foreigners 
who  earn  science 
and  engineering 
degrees  at  U.S. 
universities. 

These  proposals 
don't  go  far 
enough.  At  a  time 
of  47c  unemploy- 
ment, Washington 
has  an  opportunity 
to  do  more  than 
pass  a  few  quick 
fixes  for  companies 
that  need  computer  programmers. 
First,  the  system  for  doling  out 
permanent  visas  for  skilled  work- 
ers— green  cards — needs  an  over- 
haul. Country-by-coun- 
try quotas  for 
employment-based  im- 
migration cause  long 
waits  from  countries 
such  as  India  and  Chi- 
na with  many  qualified 
applicants — while  visas 
earmarked  for  countries 
like  Poland  and  Bangladesh  go  un- 
used. In  1998,  only  77,500  of  the 
140,000  green  cards  reserved  for 
skilled  foreign  nationals  were  is- 
sued. "With  the  economy  rolling  at 
full  speed,  those  visas  shouldn't  be 
lost  to  business,"  says  Jeanne  A. 
Butterfield,  executive  director  of  the 
American  Immigration 
Lawyers  Assn.  Ditch 
the  country  quotas  or 
give  unused 
slots  to  appli- 
cants from  over- 
subscribed 
countries. 
Washington 
also  should  fo- 
cus more  at- 
tention and  resources 
on  whittling  down 
the  backlog  of  im- 
migration applica- 
tions. Because 
Congress  ear- 
marked a  big 
chunk  of  the 


IMMIGRATION:  WHO  GETS  IN 


LOTTERY 
45,499 


FISCAL  YEAR  ENDED  SEPT  30. 1998 
DATA  IMMIGRATION  &  NATURALIZATION  SERVICE 


Immigration  & 
Naturalization  Ser 
vice's  budget  for 
border  police  and 
raids,  the  ins 
couldn't  cope  with 
a  surge  of  690,000 
applications  be- 
tween 1995  and  '98 

While  the 
process  of  getting 
H-lB  visas  is  faster, 
enough  aren't  avail 
able.  This  fiscal 
year's  quota  of 
115,000  immigrants  let  in  on  these 
three-year  visas  may  be  reached  by 
March,  and  it's  unclear  how  soon 
Congress  will  debate  the  proposed 
increase.  When  it  does,  a  broader 
question  should  be  asked:  Why  not 
eliminate  the  H-lB  caps  altogether? 
Since  these  workers  are  protected  bj 
labor  rules,  there's  little  reason  to 
fear  they'll  be  exploited.  And  pres 
sure  on  pay  may  abate,  since  demand 
for  skilled  workers  in  many  booming 
sectors  far  outweighs  supply. 
REAL  RIVALS.  Of  course,  taking  these 
steps  would  not  resolve  all  the  issues 
raised  by  immigration.  Greater  de- 
bate is  needed  on  how  to  meet  the 
increased  demand  for  low-skilled 
workers,  for  example,  as  the  risks 
there  are  higher.  A  1997  study  by 
the  independent  National  Research 
Council  showed  that  earnings  of  na- 
tive-born Americans  without  high 
school  diplomas  fell  by  5%  over  the 
last  15  years  because  of  competition 
from  immigrants.  It  would  be  a  mis- 
take to  open  America's  doors  wide  to 
people  with  no  sought-after  skills. 

Yet  with  growing  support  in  labor 
and  both  political  parties,  and  with 
even  Federal  Reserve  Chairman 
Alan  Greenspan  cheering  for  more 
immigration,  it's  time  to  bring  in 
more  newcomers.  By  keeping  the  la- 1 
bor  pool  growing  as  baby  boomers 
age  and  U.S.  birthrates  stagnate, 
overhauling  America's  creaking  immi-| 
gration  system  will  help  us  all. 
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Borrus,  a  second-generation 
American,  covers  policies  affecting 
high-tech  industries  from 
Washington. 
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;NT.  TECHNOLOGY 
CLIENTS    WITH    AN 


Now  that  you've  spent  years  and  years 
building  your  business,  are  you  going  to  let 
some  Internet  start-up  come  in  arA 
your  customers?  Here's  ' 
peculators  of  the  New  Economy  are  winning 
3  battle  for  your  customer  base.  And  do  you 
how?  Technology.  They  are  using  it  to 


.selves    flexible. ..to    meet    the 


ever-changing  needs  of 


the,rous, 


omers.  Your 


are  you  going  to  do  it? 
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cmgx  solution 
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TECHNOLOGY 

WHAT'S  3COM 
WITHOUT  PALM? 

If  it  uses  its  windfall  wisely, 
3Com  could  come  back 

In  today's  tech-crazed  stock 
market,  owning  shares  of  a 
highflier  is  the  next  best 
thing  to  being  one.  That's  the  J 
lesson  from  3Com  Corp.'s  pending 
spin-off  of  Palm  Computing,  the  wildly 
successful  handheld-computer  maker.  If 
a  public  offering  of  4%  of  Palm  goes  off 
as  planned  on  Feb.  28,  3Com  will  own  a 
stake  analysts  peg  at  $9  billion.  And  if 
Palm  shares  head  north,  as  expected, 
3Com's  stake  could  exceed  the  current 
$24  billion  value  of  the  parent  company. 

That  could  be  enough  to  help  the 
struggling  maker  of  networking  gear 
buy  itself  a  brighter  future.  But  if  the 
Santa  Clara  (Calif.)  company  doesn't  de- 
vise a  new  game  plan  before  it  hands 
off  over  500  million  more  Palm  shares  to 
3Com's  shareholders  later  this  year,  its 
renewed  prospects  could  evaporate  as 
quickly  as  they've  arrived.  Says  Paul 
Sagawa,  a  Sanford  C.  Bernstein  &  Co. 
analyst:  "They  understand  they  need  to 
have  a  coherent,  focused  strategy." 

It's  a  second  lease  on  life  for  3Com. 
In  the  early  1990s,  the  company  dabbled 
in  everything  from  $50  network  cards  to 
$10,000  routers.  It  lost  ground  to  more 
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ANNOUNCEMENT  OF  PALM  PILOT  SPIN-OFF 
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focused  rivals  such  as  Cisco  Systems 
Inc.  in  lucrative  high-end  markets  while 
grabbing  the  No.  1  position  in  cutthroat, 
low-end  lines.  Sales  have  grown  just 
■  \',  since  1997,  to  $5.8  billion,  and 
3Com's  stock  has  stagnated. 
The  Palm  payday  is  a 
stroke  of  luck.  When 
3Com  bought  Palm  via  its 
merger  with  modem  maker 
U.S.  Robotics  in  1997,  the 
startup  had  little  value,  and 
3Com  considered  selling  it  im- 
mediately. Good  thing  it  didn't. 
Today,  with  $563  million  in  sales, 
Palm  dominates  the  handheld  mar- 
ket (page  25).  Investors  value  Palm 
so  highly  that  since  3Com  announced 
the  partial  spin-off  on  Sept.  13,  its 
shares  have  soared  from  29  to  a  recent 
high  of  77. 

HOLDING  SOME  ACES.  That  could 
bankroll  a  buying  spree.  Analysts  say 
the  company  should  divest  businesses 
such  as  the  modem  banks  it  sells  to  In- 
ternet service  providers  and  buy  com- 
panies that  play  to  its  strength  in  con- 
sumer and  small-business  network  gear. 
3Com  won't  comment,  but  recent  sig- 
nals suggest  a  return  to  the  company's 
roots.  It  still  dominates  the  analog-mo- 
dem market,  which  has  done  little  for 
profits  but  has  earned  3Com  ample  space 
on  retailers'  shelves  and  unmatched 
brand  recognition.  The  company  aims  to 
parlay  that  position  to  be  a  major  player 
in  the  market  for  cable  and  digital-sub- 
scriber-line (dsl)  modems,  but  it's  late  to 
the  market  in  both  categories.  "I  can't 
say  they'll  be  No.  1  in  any  one  market, 
but  they've  got  their  feet  in  some  hot 
markets  at  the  right  time,"  says  Cynthia 
Brumfield,  president  of  researcher 
Broadband  Intelligence  Inc.  She  figures 
3Com's  share  of  the  cable-modem 
market  will  grow  to  9%  in 
2000  from  5%  last  year. 
3Com's  core  businesses  are 
stabilizing,  too.  Non-Palm  sales 
should  grow  4.8%  in  the  fiscal  year 
that  ends  this  May  and  8.7%  the  year 
after,  following  a  4.8%  decline  last  year. 
But  that  may  not  satisfy  investors 
used  to  high  double-digit  growth.  In- 
deed, some  shareholders  fear  that  af- 
ter the  Palm  spin-off,  3Com's  shares 
could  fall  back  to  20.  "The  only  reason 
to  hold  3Com  is  if  you  think  Palm  will 
skyrocket,"  says  a  major  shareholder 
who  plans  to  dump  his  entire  stake  af- 
ter the  initial  runup.  But  thanks  to 
Palm,  3Com  will  get  to  play  one  more 
hand  to  prove  the  doubters  wrong. 

By  Peter  Burrows  and  Janet  Rae- 
Dupree,  with  Andy  Reinhardt,  in  San 
Mateo 


sbc  chief 
•executive 

EDWARD 
WHITACRE 


TELECOMMUNICATIONS 

A  BABY  BELLS 
GROWTH  F0RMUI 

SBC  seeks  Web  cachet  with 
its  Sterling  Commerce  deal 


You  can't  blame  sbc  Communicati 
Inc.  for  trying  to  break  out  of 
straitjacket.  With  sbc  stock 
guishing  in  the  mid-30s,  and  sa 
growth  in  single  digits,  the  San  Antoi 
based  telecommunications  giant  has  b 
seeking  a  growth  engine  with  zip.  Th 
why,  on  Feb.  23,  SBC  announced  a  i 
billion  deal  for  Sterling  Commerce  ] 
The  business-to-business  e-comme 
company  boasts  $561  million  in  sa 
and  anticipated  revenue  growth  of  | 
this  year  and  27%  in  2001. 

Chairman  and  ceo  Edward 
Whitacre  Jr.  is  betting  that  the  mi 
into  high-margin  e-biz  services  will  H 
convince  customers  and  investors  tl 
SBC  is  more  than  a  fuddy-duddy  Bd 
Bell  stuck  in  slow  growing  traditio] 
telephone  markets.  "This  opportun 
gives  us  instantaneous  leadership  in 
e-businesss  world,"  declares  Richard] 
Dietz,  president  of  sbc's  Global  MarM 
group.  At  that,  sbc  isn't  alone.  Analy 
say  that  other  regional  phone  com] 
nies  are  also  on  the  prowl  for  acqu 
tions  that  could  provide  the  cache' 
and  the  stock  boost — of  operating  in 
sexier  e-biz  markets. 

Still,    investors    aren't    convin 
Whitacre  made  the  right  move.  1 
see  Sterling  as  a  laggard  compared 
such  high-flying  e-commerce  stocks 
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CLIENTS    WITH    AC 

UJIeCEDENTED  BREADTH  OF  INTERNET  BUSINESS  SOLUTIONS. 


Ever  wonder  how  a  six-month-old  start-up 
company  with  a  12-year-old  CEO  can  launch 
the  most  successful  IPO  on  the  Street?  While 
your  solid,  steeped-in-tradition  corporation, 
with  money  in  the  bank,  seems  grossly 
undervalued?  That's  the  Internet  Age  for  you. 
The  real  question  is,  what  are  you  going 
to  do  about  it? 


•  _  •  Building  Net  Busine 

gi  solutions 


HI 

a  cmgi   company 


OLUTIONS.COM 


News:  Analysis  &  Commentary 


Ariba  Inc.  That's  one  reason  sbc's  stock 
slipped  62(2  to  $36  on  news  of  the  deal. 
"It  seems  like  a  strange  choice,"  moans 
Jane  A.  Snorek,  research  analyst  at 
Firstar  Funds  in  Milwaukee,  which 
holds  sbc  stock. 

SBC  officials  play  down  investor  pes- 
simism, suggesting  the  market  doesn't 
understand  the  entree  Sterling  can 
bring  to  the  business-to-business  e-com- 
merce  world.  That  market  is  expected 
to  grow  from  $200  billion  in  2000  to  a 
robust  $2.5  trillion  in  2004,  says  research 
firm  International  Data  Corp.  As  telcos 
wrestle  with  how  to  offset  eroding  rev- 
enues in  traditional  voice  services,  cy- 
berspace has  emerged  as  an  alluring 
new  market,  where  companies  trade  as 
high  as  200  times  sales.  The  telephone 
companies  are  now  scrambling,  saying: 
'"My  God,  I've  got  to  pump  some  more 
volume  through  these  networks,'"  says 
Ford  D.  Cavallari,  executive  vice-presi- 
dent of  the  Internet  practice  of  Renais- 
sance Strategy,  a  consulting  firm. 
cross  selling.  The  Sterling  deal  is  the 
latest  of  several  in  Whitacre's  attempt 
to  remake  sbc  as  an  Internet  player. 
He's  also  investing  about  $6  billion  to  of- 
fer high-speed  Internet  service  that 
could  reach  as  many  as  1  million  sub- 
scribers by  yearend.  sbc  and  other  tel- 
cos realize  that  instead  of  buying  just  a 
pipeline  for  voice  and  data,  businesses 
want  to  buy  global  systems  that  enable 
them  to  trade  with  their  partners  or 
find  new  customers.  Sterling,  which  fea- 
tures electronic  marketplaces  where 
businesses  can  buy  and  sell  services  live 
over  the  Web,  allows  sbc  to  offer  a 
broader  palette  of  services.  It  will  also 
offer  sbc  access  to  its  customer  lineup  of 
nearly  500  multinationals.  "They  have 
the  opportunity  to  do  some  cross-sell- 
ing," says  Guy  W.  Woodlief,  a  Prudential 
Securities  Inc.  analyst. 

If  sbc  leverages  its  Sterling  acquisi- 
tion into  new  customers  and  higher  rev- 
enues, other  telcos  are  sure  to  follow 
suit.  The  most  likely  targets  after  Ster- 
ling are  ge  Information  Services  (geis) 
and  Harbinger  Corp.  They  offer  a  full 
suite  of  e-commerce  services,  from 
transaction  software  to  consulting  on 
building  e-communities.  BellSouth  Corp. 
may  go  beyond  its  venture  with  Com- 
merce One  and  buy  an  e-commerce  com- 
pany, consultants  close  to  BellSouth  say. 
Bell  Atlantic  and  gte  also  have  had  dis- 
cussions with  e-biz  companies.  "If  sbc 
has  any  success  at  all,  you'll  see  more 
acquisition  activity  for  geis  and  Har- 
binger," says  Cavallari.  For  the  growth- 
hungry  telcos,  it  looks  as  if  e-commerce 
has  the  right  ring. 

By  Roger  O.  Crockett  in  Chicago 


FOOD 


KEEPING  THE  BUGS 
OFF  THE  BEEF 

A  new  process  could  drastically  reduce  food-borne  disease 


Each  year,  more  than  four  million 
Americans  get  sick  after  eating  bac- 
teria-tainted foods,  and  more  than 
1,200  die.  Despite  hot-water  rinsing  and 
steam  pasteurization,  common  bacteria 
such  as  E.  coli  and  Salmonella  still  vex 
meat  handlers.  Indeed,  just  last  Sep- 
tember, more  than  300  people  were  sick- 
ened by  E.  coii-infected  beef  at  a  party 
in  Petersburg,  111. 

Now,  researchers  at  California  State 
Polytechnic  University  at  Pomona  and 
packing  giant  Farmland  National  Beef 
Packing  Co.  say  they've  come  up  with  a 
natural  way  to  neutral- 
ize these  microbes.  The 
solution:  a  spray  that  de- 
taches the  contaminants 
from  meat,  preventing   the  prOtem  WardS 


Researchers  say 


opened.  And  equipment  to  apply 
spray  would  be  cheaper  than  the  i 
timillion-dollar  cost  of  radiation  dev 
says  Farmland's  Miller,  who  plan 
commercialize  it. 

Farmland,  which  is  based  in  Kar 

City,  Mo.,  still  needs  regulatory 

proval,  but  if  the  spray  works,  it  cc 

stem  the  rise  in  bacteria-caused  rec 

for  all  kinds  of  meats,  which  now  a\ 

age  one  a  week.  So  far,  tests  in  1 

and  at  a  pilot  slaughterhouse  at 

Poly  look  encouraging.  A.  S.  "Nara 

Naidu,  head  of  the  school's  Center 

Antimicrobial  Reseai 

found  the  spray  wo: 

against  E.  coli,  Salr 

nella,  and  even  10  rac 

tion-resistant   bactei 

"We  took  a  natural  co 


eenob 


bacteria  from  binding  to 

iron  and  starving  them    riff  Viapf  priQ  "for  4-^    pound,  an  innate  defei 


r 


so  they  can't  reproduce 
The  spray,  to  be  detailed 
at  a  Feb.  29  Agriculture 
Dept.  conference,  uses 
activated  lactoferrin,  a 
protein     derived     from 
cow's  milk.  "It's  a  very 
novel  approach  to  food 
safety,"    says    John    R. 
Miller,  chief  executive  of 
Farmland. 
KEY    ADVANTAGES.    Novel— 
and  less  politically  sensitive — than 
irradiation  of  beef,  which  is  now 
the  most  effective  weapon  against 
E.  coli.  Irradiation  was  cleared  by 
the  Agriculture  Dept.  on  Feb.  22, 
but  with  "Frankenfood"  fears  on  the 
rise,  industry  insiders  fret  it  will 
never  catch  on. 

By  contrast,  researchers 
at    Farmland    and    Cal 
Poly  believe  lactoferrin 
offers  key  advantages. 
They  claim  the  protein 
can  ward  off  bacterial 
contamination  for  45 
days  or  more,  so  treat- 
ed  meat   will   remain 
safe     long    after    it's 
bought      or      opened. 
That's  a  big  leap  over 
protection  from  irra- 
diation, which  ends 
when  a  package  is 


days  or  more 
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factor  in  the  cow,  and 
replenished  it  back  ii 
the  cow  after  slaught 
ing,"  he  says. 

While  details  of 
work    have    not    be 
widely     disclosed     1 
food-safety      advocat 
and    industry    inside 
alike  are  intrigued.  "Th 
sounds  like  the  kind  of  tec 
nology  that  provides  minim 
input    into    the     productit 
process  but  can  deliver  a  si 
nificant  safety  result,"  sa; 
Caroline  Smith  DeWaal,  ri 
rector  of  food  safety  at  tl 
Center  for  Science  in  tl 
Public  Interest,  a  watcl 
dog    group.    For    n<W 
testing  is  still  at  earl 
stages,  and  many  que' 
tions — including    th 
spray's  effectivenes 
on  poultry  or  pork- 
remain     to    be    an 
swered.       But      the 
prospect  of  a  more  ef 
fective     antibacterk 
treatment    is    clearlj 
the  most  savory  nev 
the  beef  industry  ha> 
had  in  some  time. 
By  Joseph  Webe 
in  Chicago 


For  the  first  time  ever,  common  sense  has  been  sighted  in  the  world  ol  e-Business 
traducing  ActivHra"  Solutions  from  J. D.  lidwards.  This  complete,  end-to-end  solution 
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GATEWAY:  GOING  FOR 
BRICKS  AND  MORTAR 

WHEN  GATEWAY  CHAIRMAN 
Theodore  Waitt  decided  three 
years  ago  to  set  up  retail  out- 
lets, industry  insiders  scoffed. 
Why  invest  in  bricks  and 
mortar  when  the  Internet 
was  creating  the  most  effi- 
cient sales  channel  possible? 
Now,  nobody's  laughing. 
The  company's  240  Country 
stores  are  driving  big  profits 
from  e-commerce,  Net  access, 
training,  and  other  sources. 
And  on  Feb.  23,  the  leading 
seller  of  pes  to  consumers  an- 
nounced strategic  partner- 
ships with  OfficeMax,  Sun 
Microsystems,  and  eSoft  that 
will  expand  its  retail  pres- 
ence. Gateway  will  set  up 
outlets  in  more  than  1,000  Of- 
ficeMax stores  over  the  next 


CLOSING  BELL 


FADING  MIRAGE? 

Kirk  Kerkorian,  MGM  Grand's 
83-year-old  majority  stock- 
holder, has  been  in  the  gam- 
bling business  a  longtime. 
Now  he's  wagering  $5.4  bil- 
lion in  a  bid  to  buy  rival  Mi- 
rage Resorts,  run  by  the 
flamboyant  Steve  Wynn.  Mi- 
rage profits  have  been  hit  by 
big  spending  on  Vegas'  Bel- 
lagio  casino  and  the  Beau  Ri- 
vage  in  Biloxi,  Miss.  Shares 
had  dipped  below  11,  from 
30  in  late  '97;  the  news  sent 
the  stock  to  14&  Mirage  says 
its  board  will  consider  the  bid 
"in  the  near  future." 


MIRAGE  RESORTS  INC. 
STOCK  PRICE 

Ol 1 1 1 1 1 1 1— T 1 1 

FEB.  9, '00  FEB.  23 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


14  months.  The  move  could 
also  boost  nonhardware  prof- 
its to  as  much  as  40%  of  total 
income  by  yearend,  up  from 
20%  last  year.  By  2004,  total 
revenues  could  reach  $30  bil- 
lion— three  times  the  level  in 
1999,  says  the  San  Diego- 
based  company.  Happy  in- 
vestors bid  up  Gateway's 
shares  18%  for  the  day. 

CLEANING  HOUSE 
AT  UNILEVER    

IN   AN    EFFORT   TO   SHORE    UP 

its  lagging  stock  and  profits, 
AngloDutch  consumer-prod- 
ucts giant  Unilever  plans  to 
close  100  plants  and  shed 
25,000  employees— about  10% 
of  its  workforce.  The  compa- 
ny wants  to  focus  on  about 
400  top  brands  such  as  Lip- 
ton  tea  and  Calvin  Klein  fra- 
grances and  lose  1,800  mar- 
ginal ones. 

Unilever  is  also  signaling 
that  it's  in  the  market  for 
U.  S.  acquisitions — and  would 
like  its  first  nibble  to  be  Ben 
&  Jerry's  Homemade  to  com- 
plement its  ice  cream  empire. 
It  also  may  bid  for  Gillette, 
the  shaving  products  maker, 
and  cereals  giant  Kellogg. 

For  the  last  year  or  two, 
Unilever  has  shied  away 
from  big  acquisitions,  prefer- 
ring to  return  $8  billion  from 
the  sale  of  its  specialty-chem- 
icals division  to  shareholders. 
But  now  Chairman  and  ceo 
Niall  Fitzgerald  says  the 
stocks  of  consumer-products 
companies  are  sufficiently 
beaten  up  that  they're  worth 
considering. 


MICKEY 

TO  THE  RESCUE? 

WALT  DISNEY  KNOWS  WHEN  TO 

pull  out  the  heavily  artillery. 
With  its  vaunted  $3  billion- 
a-year  merchandising  machine 
in  a  funk,  the  media  giant  is 
gearing  up  to  reintroduce 
America  to  Mickey  Mouse.  It 
plans  a  flood  of  TV  commer- 
cials, featuring  the  likes  of 


HEADLINER:   MICHAEL  SOVERN 


He's  more  familiar  with  ar 
bitratioh  battles  than  auc- 
tion bids,  but  that  should 
make  Michael  Sovern  the 
perfect  man  to  head 
Sotheby's  right 
now.  The  be- 
sieged New 
York  auction 
house  named 
Sovern,  68,  as 
its  new  chairman 
following  the  Feb. 
21  resignations  of 
Chairman  Alfred  Taubman 
and  high-profile  Chief  Ex- 
ecutive Diana  D.  Brooks. 
Both  quit  three  weeks  after 
rival  Christie's  said  it  was 
cooperating  in  a  Justice 
Dept.  probe  of  collusion  in 
the  auction  houses'  commis- 
sion rates,  in  return  for  con- 
ditional amnesty.  Sovern,  a 
former  Columbia  Universi- 


ty president  and  law  pro 
fessor  who  is  often  consu 
ed  to  resolve  disputes,  h; 
had  little  to  do  with  th 
lofty  art  world.  B 
now  he's  charge 
with  repairing 
Sotheby's  repi 
tation  while 'a 
peasing  share 
holders,  who 
had  pummeled 
the  stock  to  one- 
third  its  52-week 
high  of  47.  Manhattan  art 
dealer  Richard  Feigen  sus 
pects  that  Sovern  is  probs 
bly  an  interim  CEO  and  ar- 
gues that  "D.D.  Brooks  is 
not  going  to  be  easy  to  re- 
place." Maybe  so,  but 
Sotheby's  board  sees  the 
experienced  troubleshoott 
as  a  priceless  addition  to 
their  collection. 


basketball  star  Shaquille 
O'Neal,  actor  Kelsey  Gram- 
mer,  and  game  show  host 
Regis  Philbin,  all  wise-crack- 
ing their  way  through  testi- 
monials for  The  Mouse.  Dis- 
ney is  introducing  yet 
another  line  of  Mickey  cloth- 
ing, will  soon  release  a  La 
Vida  Mickey  album,  and  just 
shipped  a  Mickey  interactive 
car-racing  game.  The  Mouse 
again  will  appear  regularly 
on  TV:  Disney  introduced 
Mickey  Mouse  shorts  on  its 
ABC  Saturday  morning  shows 
and  next  year  will  give  him 
his  own  House  of  Mouse 
show. 


WEB  FOR 
THE  WIRELESS 

ORACLE  CORR  CHAIRMAN  LAR- 

ry  Ellison  is  never  shy  about 
jumping  on  the  latest  tech- 
nology bandwagon.  His 
newest  passion:  wireless  com- 
munications. On  Feb.  22,  El- 
lison   introduced    its    Ora- 


cleMobile.com  subsidi; 
which  aims  to  be  a  Web 
tal  for  wireless  services 
consumers  and  busines 
People  using  cell  phones 
other  wireless  devices  can 
into      the      Web      s 
(www.oramobile.com)  to  hi 
up  with  specially  adapted 
vices  from  the  likes  of  Aj 
zon.com   for   shoppi 
E*Trade  for  stock  tradj 
and  Sabre  for  travel  arran 
ments.  "No  one  has  done  I 
yet.  We  have  a  chance  tq 
the  wireless  Yahoo!"  Ellj 
says. 


ET  CETERA . . . 

■  Priceline.com  names 
group  Chief  Financial  Of 
Heidi  Miller  as  its  cfo. 

■  AT&T  and  Cablevision 
co-market  phone  and  cap 
service  in  greater  New  Y<j 

■  Upstart  carrier  Pro 
gets  a  chunk  of  a  $36  mil] 
private  placement  from 
United  Auto  Workers. 
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EUROPE 


TAX-CUT 
FEVER 

The  only  question  is  how  much  to  slash 


When  Strasbourg-based  Trans- 
gene  needed  to  create  a  sub- 
sidiary to  test  a  new  kind  of 
gene  therapy,  it  shunned  the 
vine-trellised  region  of  Alsace-Lorraine 
as  a  site  for  the  new  business.  Keenly 
aware  that  it  takes  more  than  a  good 
Riesling  to  lure  biotech  specialists, 
Transgene  instead  set  up  the  unit  in 
Massachusetts.  One  reason:  punishing 


French  taxes,  which  can  gobble  up  more 
than  60%  of  the  gross  earnings  of  high- 
ly paid  workers.  "We  are  facing  more 
and  more  difficulties  attracting  people  to 
France,"  says  Bernard  Gilly,  Transgene's 
ceo.  "If  the  French  government  does 
not  react  very  rapidly,  there  will  be 
enormous  difficulty  for  the  high-tech- 
nology sector." 

After  years  of  resistance,  European 


;^:' 


IH  |  ■ 


governments  may  be  starting  to  h  a(je,  i 
the  message  Gilly  and  other  corpor  fc  a, , 
chiefs  have  been  sending  with  increas  $ 
urgency.  Leaders  of  both  left  and  ri{  in,- 
in  Germany,  France,  Spain,  and  It>B(.i 
are  either  cutting  taxes  or  thinki|Fry 
about  it.  The  net  result  could  be  a  roi  er 
of  reductions  that  pumps  hundreds  hjj 
billions  into  the  European  economy. 
The  numbers  under  discussion 
huge.  Take  Germany.  Chancellor  G 
hard  Schroder's  government  is  set 
slash  corporate  and  personal  taxes 
$36  billion  by  2005.  It's  his  bid  to  stent 
years-long  flood  of  jobs  and  investment 
not  to  mention  celebrity  tennis  pig 
ers — to  places  where  levies  are  less  9 
vere.  France  is  planning  $18  billion  _ 
tax  relief  by  2003.  Other  European  coup 
tries  are  paying  attention.  Italy's  cej 
tral  bank  has  hired  a  Frankfurt  law  fie 
to  provide  an  analysis  of  the  planne 
German  tax  cuts.  Spain's  ruling  PartM 
Popular  party,  which  has  already  ci} 
corporate  and  personal  income  taxes 
has  made  more  cuts  a  central  theme  i 
elections  in  March.  Smaller  countrie 
like  the  Netherlands,  which  cut  tax  rate 
years  ago  to  boost  growth,  may  hav 
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Taxes  in  Europe's  biggest  economies  are 
heading  south,  and  business  is  cheering. 
A  bidding  war  for  investment  and 
enterprise  may  be  breaking  out 


to  cut  further  to  maintain 
their  competitive  edge. 

Could  this  be  the  begin- 
ning of  a  European  bidding 
war,    in    which    countries 
scramble  to  offer  the  lowest 
tax  rates  and  lure  invest- 
ment? "You  are  seeing  com- 
petition already,"  maintains 
Michael  Saunders,  head  of 
Western  Europe  economics 
for  Salomon  Smith  Barney 
in    London.     Fast-growth 
countries  such  as  Ireland, 
which  lured  foreign  manu- 
facturers and  financial  ser- 
vice companies  with  a  tax 
Irate  of  just  10%,  are  watch- 
ing nervously.  "It  increases 
the  pressure,"  concedes  Pat 
Byrne,  vice-president  for 
marketing     at      Ireland's 
Industrial      Development 
Agency. 
One  thing  is  certain:  Tax- 
es   in    Europe's    biggest 
economies  are  heading  de- 
.  auth   for   the   first   time   in 
1  lades.  The  euro  single  currency  has 
»i  le  capital  more  portable  than  ever 
ea  ore,  so  that  investment  flows  quickly 
nlvherever  conditions  are  most  favor- 
Before  the  euro's  launch,  Germany 
France  moved  only  tentatively  to 
ruler    taxes,    while    other    countries 
ind  the  world  moved  much  more  ag- 
^sively.  Now  the  big  European  gov- 
:  inents  realize  they  are  dangerously 
of  step. 

luckily,  better  times  are  giving  gov- 
inents  more  breathing  room.  Euro 


countries  will  see  growth  of  2.8%  this 
year,  up  from  2.1%  last  year,  according 
to  Goldman,  Sachs  &  Co.  estimates. 
That  boosts  tax  revenue  and  makes  cut- 
ting less  painful.  And  Germany  politi- 
cians have  discovered  tax  cuts  are  a 
popular  way  to  ease  the  otherwise 
painful  process  of  reform. 

The  effect  on  the  European  economy 
could  be  dramatic,  especially  if  others 
follow  Germany's  example.  Besides  cut- 
ting the  corporate  rate,  Schroder  wants 
to  eliminate  the  capital  gains  tax  compa- 
nies pay  when  they  sell  stakes  in  other 
companies,  a  measure  that's  expected  to 
create  a  wave  of  restructuring  and  boost 
company  profit.  The  Chancellor  also  plans 
to  cut  the  top  income  tax  rate  to  45%  by 
2005  from  53%  last  year.  The  measures 
could  add  1.25  percentage  points  to  the 
annual  growth  rate  within  two  years, 
says  Goldman  Sachs  economist  Thomas 
Mayer.  "Germany  has  made  a  significant 
step  forward,"  he  says.  "It  has 
leapfrogged  France  and  Italy." 

But  France  could  go  further.  The 
government  is  trying  to  figure  out  what 
to  do  with  a  $4.7  billion  surplus  in  1999 
caused  by  economic  growth.  A  similar 
windfall  of  up  to  $5  billion  is  expected 
this  year.  Amid  a  predictable  debate 
about  what  to  do  with  the  money, 
what's  striking  is  that  even  die-hard  So- 
cialists like  National  Assembly  Speaker 
Laurent  Fabius  agree  taxes  need  to  be 
cut.  It's  likely  that  individual  taxpay- 
ers, rather  than  businesses,  will  benefit 
from  the  planned  $18  billion  cut. 

The  European  Commission  is  also 
looking  more  favorably  on  tax  cuts.  Un- 
der EU  President  Romano  Prodi,  the 


commission  has  been  l<  -.-  nl,-.  <-<|  than 
before  with  forcing  governments  to  cul 
deficits.  "The  previous  commission  didn't 
want  to  hear  about  tax  cuts,"  says  Geras- 
sitnos  Thomas,  an  EU  official  "But  now 
we  see  room  for  cuts,  provided  there's  no 
problem  with  the  public  finances." 
FEW  CHOICES.  One  country  absent  from 
the  tax-cutting  party  so  far  is  Italy.  I  in- 
corporate tax  rate  of  41%  will  be  the 
highest  in  Europe  after  German  reforms 
take  hold.  Italy  also  has  one  of  the  high- 
est rates  of  income  taxes  and  social  se- 
curity levies,  measured  as  a  percentage 
of  labor  costs.  "It  is  very  possible  that 
Italian  companies,  when  expanding,  will 
take  advantage  of  the  more  business- 
friendly  environment  in  other  European 
countries,"  warns  Antonio  D'Amato,  ad- 
viser for  southern  Italy  of  industry 
group  Confindustria.  Although  it's 
watching  its  neighbors  with  concern, 
Italy  probably  can't  do  much  to  respond. 
With  growth  at  just  1%,  big  tax  cuts 
are  unlikely. 

And  Germany  and  France  still  have  a 
lot  of  work  to  do.  Even  after  reforms, 
Germany's  effective  corporate  tax  rate 
will  be  38.6%  in  2001.  France's  rate  is 
40%,  even  after  several  cuts.  That  com- 
pares with  30%  in  Britain,  which  began 
cutting  corporate  rates  in  the  mid-1980s. 
Companies  aren't  going  to  flee  Ireland 
for  Germany  just  yet.  "The  tax  rate 
was  very  attractive  to  us  when  we 
made  our  decision  to  locate  here  and  it 
remains  very  attractive  to  us,"  says  Bill 
Riley,  public  affairs  manager  for  semi- 
conductor maker  Intel  Ireland  Ltd., 
which  employs  nearly  4,000  people.  Still, 
tax  cuts  say  a  lot  about  the  changing 
business  climate.  "For  foreign  investors 
it's  very  important,"  says  Wolfgang  Al- 
thaus,  a  Frankfurt  tax  lawyer.  "I'm  sure 
companies  are  already  starting  to  think 
and  plan."  If  so,  2001  could  be  a  vintage 
year  for  the  European  economy. 

By  Jack  Ewing  in  Frankfurt,  ivith 
Carol  Matlack  in  Paris,  Heidi  Dawley 
in  London,  William  Echikson  in  Brus- 
sels, and  Kate  Carlisle  in  Rome 


RELIEF  IS  IN  SIGHT 

Europe's  big  economies — except  for  Italy — are  gearing  up  to  cut  taxes 
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ins  to  cut  corporate 
<es  to  38.6%  from 
8%  and  eliminate  a 
y  corporate  capital- 
ins  tax.  Also  will 
t  top  income  tax 
,e  to  45%  from  53%. 


FRANCE 


Cutting  $18  billion  by 
2003,  probably  in  tax- 
es paid  by  individuals. 
Prodded  by  Germany, 
may  use  $9  billion 
budget  surplus  to 
make  additional  cuts. 


SPAIN 


Ruling  Partido  Popu- 
lar party  has  cut  cor- 
porate taxes  to  35% 
and  promises  more. 
Tax  cuts  are  central 
theme  of  campaign  for 
elections  in  March. 


BRITAIN 


Its  corporate  tax 
rate  of  30%  is  the 
lowest  among  Eu- 
rope's big  five.  Could 
trim  taxes  further  to 
maintain  its  competi- 
tive edge. 


Tax-simplification 
plans  seen  as  little 
more  than  numbers- 
shuffling.  Probably 
can't  make  big  cuts 
without  running  into 
fiscal  problems. 
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RUSSIA 


A  NEW  HOME  FOR 
RUSSIAN  CAPITAL-RUSSIA 

The  flight  of  cash  seems  to  be  abating  as  faith  builds  in  Putin 


It  sounds  like  the  last  chapter  of  a  legal 
potboiler.  Lucy  Edwards,  a  former 
Bank  of  New  York  Co.  executive, 
pleads  guilty  to  a  scheme  to  help  spirit 
$7  billion  out  of  Russia  through  accounts 
set  up  at  the  bank  Her  husband,  a  Russ- 
ian businessman,  admits  to  participating 
in  the  scam,  which  U.  S.  prosecutors  say 
included  the  laundering  of  a  $300,000  kid- 
napper's ransom.  In  post-Soviet  Russia, 
it's  an  all-too-common  story.  Everyone 


billion  stays  put,  it  can  do  plenty  of  good 
for  this  capital-starved  economy. 

Whether  capital  flight  continues  to  slow 
depends  on  Putin.  He  is  vowing  to  crack 
down  on  corruption,  strengthen  Russia's  le- 
gal system,  and  cut  taxes.  In  a  step  wel- 
comed by  entrepreneurs,  I\itin's  tax  min- 
ister recently  proposed  to  slash  the  top 
rate  for  personal  income  taxes  from  3091 
to  20^ .  Foreign  investors  are  cheered  by 
Putin's  pledges  to  protect  property  rights 


from  grandmothers  selling  knit 
hats  on  the  street  to  moguls  use 
any  means  available,  from  suit- 
cases to  wire  transfers,  to  whisk 
their  dough  to  safe  havens. 

But  behind  the  news  is  a  trend  at 
odds  with  this  picture:  Less  money  is 
fleeing  Russia.  A  growing  number  of  in- 
vestors, both  foreign  and  Russian,  see 
more  reasons  to  keep  their  money  inside 
the  country  now  that  the  unpredictable 
Boris  N.  Yeltsin  is  out  and  acting  Presi- 
dent Vladimir  V.  Putin,  47,  is  virtually 
certain  to  win  his  own  four-year  term  in 
presidential  elections  on  Mar.  26.  "There 
is  more  stability"  these  days,  says  Peter 
Boone,  chief  of  research  at  the  Moscow- 
based  investment  bank  Brunswick  War- 
burg. It's  all  relative,  of  course:  Boone 
estimates  that  capital  flight  from  Russia 
will  slow  from  $20  billion  in  1999  to  $15 
billion  this  year.  Far  from  ideal.  But  if  $5 


ARCTIC  NICKEL 
SMELTER:  Swiss 
bank  accounts 
now  have  a  rival 


and  make  Russian  companies 
adopt  international  accounting 
standards. 

Such  signals  are  spurring  in- 
"  vestment  in  Russia.  Money 
that  might  otherwise  leave  the  country 
is  staying  home.  Surgutneftegaz,  Rus- 
sia's second-largest  oil  producer,  expects 
to  more  than  double  capital  investment 
in  2000  over  the  1999  level  of  $500  mil- 
lion. Even  Russia's  infamous  tycoons, 
well-known  for  their  preferences  for 
Swiss  bank  accounts  and  Riviera  real 
estate,  seem  to  be  bringing  their  mon- 
ey— some  of  it,  anyway — home.  An  in- 
vestment group  linked  to  Boris  A.  Bere- 
zovsky recently  plunked  down  some 
$500  million  on  Russian  aluminum  fac- 
tories. "Berezovsky  has  exposed  a  lot  of 
that  [offshore]  money  to  Russian  risk 
again,  and  I  think  that's  a  reasonably 
good  sign,"  says  Roland  Nash,  an  econ- 


omist  at   Moscow-based   Renaissa 
Capital.  Siberian  giant  Norilsk  Nic 
controlled     by    tycoon    Vladimir 
Potanin,  also  plans  to  boost  capi 
investment. 

BOOMERANG  CASH.  Taking  their  cue  fn 
the  locals  and  refocusing  on  the  lor 
term  allure  of  the  huge  Russian  mark 
foreigners  are  giving  the  country  a  s 
ond  look,  too.  Total  foreign  investm* 
grew  from  $411  million  in  the  third  qu 
ter  of  1998  to  $(518  million  in  the  th 
quarter  of  1999.  The  St.  Petersburg 
gion  is  especially  hot,  expecting  to  sri 
$500  million  in  foreign  investment  tj 
year,  more  than  twice  1999's  level.  Te! 
the  Swedish  national  phone  operator,  ; 
cently  put  $81  million  into  a  15%  stake 
St.  Petersburg-based  Telecom  Invest. 
Some  new  "foreign  investors"  are  r 
actually  foreigners.  "There  is  a  sign 


SIGNS  THAT 

LESS  MONEY  IS 

GOING  OFFSHORE 

•  Tycoons  such  as  Boris 
Berezovsky  are  investing  hun-| 
dreds  of  millions  of  dollars  in 
local  enterprises 

•  Oil  and  metals  producers 
are  planning  sizeable  invest- 
ment programs  at  home 

•  Foreign  investment,  includ- 
ing offshore  funds  transferred] 
back  to  Russia  by  Russian 
citizens,  grew  by  50%,  to 
$613  million,  in  the  third 
quarter  of  1999  over  the  year-| 
ago  quarter 

DATA:  BUSINESS  WEEK 


cant  inflow  of  money  of  Russian  ori 
under  the  umbrella  of  foreign  inve 
ment,"  says  Troika  Dialog  Asset  M 
agement  President  Pavel  Teplukhin.  Rd 
ident  Russians  who've  stashed  tha 
money  in  foreign  banks  are  creating  oj 
shore  companies  expressly  for  the  pd 
pose  of  reinvesting  funds  into  Russj 
The  goal  is  to  avoid  taxes  that  apply 
domestic,  not  foreign,  investors.  If  Puti 
lightens  the  tax  load,  Russians  woj 
need  to  resort  to  such  shenanigans. 

Make  no  mistake.  The  Russian  econorj 
continues  to  have  structural  ailments,  su( 
as  inadequate  shareholder  protections,  th 
will  keep  capital  flight  a  problem  for  yeai 
Still,  the  Bank  of  New  York  scand 
shouldn't  obscure  the  larger  picture.  For 
growing  number  of  investors,  today  ' 
Russia  looks  to  be  a  good  gamble. 

By    Paul    Starobin,    with    Sabriiu 
Tavernise,  in  Moscow 
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International  Business 


TAIWAN 


BEIJING'S  PATIENCE 
MAY  BE  RUNNING  OUT 

Its  harsh  words  could  signal  a  dangerous  shift  in  attitude 


The  last  time  Beijing  tried  influencing 
a  key  election  in  Taiwan,  the  re- 
sults were  humiliating.  Outraged  at 
China's  missile  tests  in  the  Taiwan 
Strait  in  the  spring  of  1996,  voters  over- 
whelmingly returned  President  Lee 
Teng-hui  to  office. 

This  time  around,  China  is  resorting 
to  less  spectacular  pyrotechnics.  But  the 
message  Communist  Party  leaders  de- 
livered on  Feb.  21,  in  the  form  of  a 
lengthy  white  paper,  is  just  as  chilling. 
The  document  from  the  powerful  State 
Council  says  that  China  will  not  wait 
"indefinitely"  for  negotiations  to  reunite 
Taiwan  to  the  mainland,  and  threatens 
"drastic  measures,  including  military 
force,"  if  Taipei  drags  its  heels. 

The  immediate  intent  apparently  is 
to  intimidate  voters  away  from  Chen 
Shui-bian,  leader  of  the  pro-indepen- 
dence Democratic  Progressive  Party, 
and  tOt  support  toward  a  moderate  can- 
didate, politician  James  Soong  or  Vice- 
President  Lien  Chan  of  the  ruling 
Kuomintang.  The  statements  also  could 
be  a  warning  to  Lee,  lest  he  make  more 
moves  in  the  direction  of  independence 
before  the  next  president  is  sworn  in. 

But  there  are  also  reasons  to  believe 
that  a  dangerous  shift  in  Beijing's  think- 
ing is  under  way.  For  one,  the  Taiwanese 
have  done  little  to  provoke  China:  All 


three  candidates  want  better  ties  with 
Beijing,  and  even  Chen  has  sharply 
toned  down  his  rhetoric.  Also,  the  docu- 
ment was  no  hot-headed  outburst  from 
hard-liners.  Analysts  say  it  was  the  prod- 
uct of  months  of  discussion  among  mili- 
tary and  foreign-policy  mandarins. 

In  truth,  Beijing's  patience  may  be 
running  out.  Regaining  Taiwan  has  been 
a  priority  of  President  Jiang  Zemin  and 
other  leaders  since  the  handovers  of 
Hong  Kong  and  Macao.  But  as  the 
years  pass,  a  new  democratic  culture 
is  taking  root  in  Taiwan,  and  reunifica- 
tion looks  more  unlikely.  "The  Chinese 
are  frustrated,  and  their  frustration  is 
building,"  says  a  Western  observer  in 
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CHEN:  Will  voters  be  scared  away  from 
his  pro-independence  party? 


ON  PARADE:  China  is  raising  pressing 
o)i  Taiwan  with  its  beefed-up  militar 

Taipei   who   tracks   cross-strait   tie 

Lee's  declaration  last  July  that  talkl 
between  the  two  countries  should  b 
done  on  a  "state-to-state"  basis  sen 
tempers  soaring  in  Beijing.  "Taiwa 
wants  independence,"  claims  Yan  Xu 
Tong,  foreign-policy  studies  director  a 
the  China  Institute  of  Contemporar 
International  Relations.  "History  prove 
almost  no  country  can  get  independenc 
without  war." 

Beijing  may  be  gaining  confidence  tha 
it  can  prevail  in  a  confrontation.  Al 
though  the  Chinese  navy  is  no  mate 
for  the  U.S.  Seventh  Fleet,  the  tw 
Sovremennyy-class  destroyers  it  is  buy 
ing  from  Russia  may  be  equipped  wit' 
anti-ship  cruise  missiles.  That  could  mak 
Washington  think  harder  about  sendin 
aircraft  carriers  to  the  Taiwan  Strait 

China  also  has  beefed  up  deploymen 
of  missiles  capable  of  hitting  targets  o: 
Taiwan.  Defense  experts  such  as  Petei 
Brookes,  Republican  adviser  on  Asia  tc 
the    House    International    Relations 
Committee,  believe  China's  aim  is  to 
show  "you  don't  have  to  invade  Taiwan 
to  take  it  over."  If  China  can  prove  that 
its  missiles  would  overwhelm  any  de- 
fense system  Taiwan  could  erect,  Beijing 
could  intimidate  Taipei  into  capitulating 
before  suffering  devastating  damage  to 
the  island's  key  military  and  economic 
infrastructure.  The  white  papeV  "shows 
America  that  this  Taiwan  independence 
issue  should  not  be  touched,"  says  Su 
Ge  of  Beijing's  Foreign  Affairs  College. 
PROTEST  VOTE?  Yet  China's  gambit  could 
backfire.  The  reaction  in  Washington  has 
been  fierce.  The  Senate  is  now  expected 
to  approve  a  new  bill  to  enhance  Tai- 
wan's security  that  already  has  passed 
the  House.  And  congressional  approval  of 
the  Clinton  Administration's  deal  to  allow 
China  into  the  World  Trade  Organiza- 
tion may  be  doomed  for  this  year.  Inl 
Taiwan,  the  harsh  tactics  could  harden! 
sentiment  against  Beijing.  Even  the  pro-  j 
Beijing  Soong  has  declared  that  "the  I 
people  of  Taiwan  will  absolutely  not  ac- 1 
cept  Communist  China  forcing  us  toward  I 
negotiation." 

For  now,  the  Taiwanese  are  taking  I 
Beijing's  tirade  in  stride.  "I  don't  see  I 
any  influence  on  our  business  at  all,"  I 
says  United  Microelectronics  Corp.  ceo  I 
Peter  Chang.  "This  is  the  regular  threat  I 
that  we  see."  But  mistakes  happen.  And  | 
the  danger  that  one  could  spark  an  ac- 
tual conflict  is  growing. 

By  Mark  L.  Clifford  in  Hong  Kong, 
with  Bruce  Einhorn  in  Taiwan  and 
Pete  Engardio  in  Washington 
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International  Business 


COMMENTARY 


By  Brian  Bremner 


THE  SHADOW  BUDGET  HAUNTING  JAPAN 


Sure,  Japan  has  been  on  a 
debt  binge  for  years.  And 
yes,  the  numbers  are 
scary.  That's  why  Moody's  In- 
vestors Service  on  Feb.  18 
warned  that  it  might  take  yet 
another  notch  off  of  Japan's 
once-sterling  sovereign  debt 
rating,  now  Aal,  as  it  did  in 
1998.  Yet  Japan  still  boasts 
$10  trillion  in  household  sav- 
ings, $260  billion  in  foreign  ex- 
change reserves,  and  a  huge 
current  account  surplus.  Given 
such  wealth,  why  should 
Japan  carry  the  same  credit 
risk  as  Italy  or  Belgium?    It 
seems  almost  absurd  to  ask. 

Yet  Japan  deserves  this 
wake-up  call.  Disregard  the 
protests  of  disbelief  from 
Tokyo  officialdom:  The  rating 
agency  is  casting  a  needed,  if 
unflattering,  light  for  global  in- 
vestors on  a  world-class  debt 
trap.  Perhaps  more  important, 
even  many  inside  Japan's  top 
ministries  are  privately  de- 
lighted that  Moody's  is  blow- 
ing the  whistle.  Without  out- 
side pressure,  Japan's 
reformers  figure  the  govern- 
ment is  unlikely  to  cut  a  huge  new 
round  of  pork-barrel  programs  and 
inefficient  corporate  subsidies. 
AMMUNITION.  The  reformers  are  a  di- 
verse bunch.  They  include  Liberal 
Democratic  Party  leaders  such  as 
Kato  Koichi  and  a  band  of  young  fis- 
cal conservatives  within  the  Ministry 
of  Finance.  They  want  to  throttle 
back  public-works  spending,  push 
companies  to  cut  capacity  in  sunset 
industries,  and  target  government 
spending  on  building  Japan's  promis- 
ing Internet  economy.  The  reformers 
are  already  waging  a  behind-the- 
scenes  battle  with  backers  of  Prime 
Minister  Keizo  Obuchi,  who  wants 
his  next  spending  package  to  coin- 
cide with  Japan's  general  election. 
The  move  by  Moody's  gives  the  re- 
formers ammunition  in  the  fight. 

Supporters  of  government  spend- 
ing point  out,  correctly,  that  the  risk 
of  Japan  defaulting  on  its  govern- 
ment bonds  today  is  next  to  nil. 
What's  more,  slamming  on  the  fiscal 


OBUCHI:  Facing  mounting  pressure  to  cut  spending 


brakes  would  be  disastrous.  A  1997 
tax  hike  pushed  Japan  into  recession. 

But  the  reformers  are  fighting  a 
long-term  game.  They  want  to  raise 
awareness  of  the  debt  high  enough 
to  restrain  future  spending  and  final- 
ly prod  Japan's  ruling  Liberal  Demo- 
cratic Party  into  cutting  some  of  the 
pork-barrel  stuff.  Otherwise  the  debt 
could  eventually  suffocate  the  econo- 
my. Even  after  years  of  recession 
and  faltering  recovery,  too  many  big 
companies  get  low-interest  loans  de- 
spite lousy  business  prospects,  while 
state-linked  lenders  such  as  the 


A  true  reckoning 

of  Japan's  off-book 

liabilities  could  mean 

some  shocks  ahead 


a   Japan  Development  Bank 
keep  bailing  out  troubled 
I    small  and  medium-sized  com- 
panies that  should  probably 
restructure  or  fold. 

The  reformers  inside  and 
outside  mof  are  not  just  rely- 
ing on  outside  pressure  from 
Moody's  to  expose  these  finan- 
cial follies.  They  plan  to  do 
some  excavation  of  their  own. 
Today,  a  massive  shadow  bud-  ' 
get  known  as  zaito  funnels 
Japan's  $2  trillion-plus  postal 
savings  deposits  to  all  manner 
of  questionable  public  works 
projects.  Now  a  push  is  on  to 
finally  give  the  public  a  clear 
view  of  these  off-book  liabili- 
ties, many  of  them  nonper- 
forming  loans. 

MASSIVE  FLIGHT.  The  results 
could  be  far  more  shocking 
than  any  Moody's  report.  In- 
deed, if  you  throw  in  these 
off-book  liabilities,  plus  future 
pension  obligations  in  aging 
Japan,  the  country's  true  in- 
debtedness could  approach 
250%  of  gross  domestic,  prod- 
uct. That's  far  larger  than 
current  estimates,  huge  as 
they  are.  Barclays  Capital  credit  an- 
alyst Hiroshi  Kuribayashi  thinks  the 
debt  burden  could  eventually  trigger 
a  massive  capital  flight  by  Japanese 
bond  investors  into  Tokyo  stocks 
and  overseas  markets,  leaving  the 
government  helpless  to  fund  its 
deficits.  A  public  airing  of  zaito's 
obligations  could  bring  that  day  of 
reckoning  closer. 

All  of  this  presents  Prime  Minister 
Obuchi's  ruling  LDP  with  a  horrible 
dilemma.  The  LDP  is  arguing  it  needs 
one  more  hit  of  public  spending  to  tilt 
the  economy  into  recovery.  Yet  if  this 
doesn't  work,  the  debt  picture  wors- 
ens, the  country  edges  closer  to  an- 
other crisis,  and  the  reformers  have 
even  more  evidence  to  plead  their 
case  that  the  free-spending  LDP  is 
Japan's  biggest  problem.  In  this  con- 
text, the  fallout  from  Moody's  warn- 
ing will  be  felt  for  months  to  come. 

Tokyo  Bureau  Chief  Bremner  cov- 
ers Japanese  finance  and  politics. 
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IRAN'S  REFORMERS  WON. 

NOW  CAN  THEY  HANG  TOGETHER? 


E 


They  voted  in  record  numbers,  and  they  voted  over- 
whelmingly for  change.  When  Iranians  handed  allies  of 
President  Mohammad  Khatami  a  big  win  in  Feb.  18  par- 
liamentary elections,  they  cleared  the  way  for  faster  political 
and  social  liberalization  at  home.  The  reformers'  victory  also 
signals  a  gradual  reduction  of  Iran's  support  for  Islamic  rad- 
icalism in  the  Middle  East  and  for  a  continuation  of  the  rap- 
prochement with  the  West  that  Khatami  has  already  begun. 

But  Iran  is  unlikely  to  transform  itself  overnight.  Khatami 
has  to  be  careful  not  to  completely  lose  touch 
with  the  conservatives,  who  still  retain  con- 
trol over  the  security  apparatus  and  the  judi- 
ciary. In  addition,  Khatami's  supporters  are 
far  from  united.  They  comprise  a  broad  coali- 
tion of  some  18  factions  with  considerable  dif- 
ferences between  them.  The  exact  composition 
of  the  Parliament  won't  be  clear  until  after 
runoff  elections  are  held  in  several  weeks. 

The  winners  are  likely  to  agree  on  a  political 
and  social  reform  program,  including  guaran- 
tees of  freedom  of  the  press  and  more  liberal 
election  rules.  Economic  issues  are  a  more  di- 
visive matter.  Khatami's  coalition,  known  as 
the  May  23  front,  contains  many  oldline  leftists 
who  will  be  reluctant  to  pass  laws  that  make  it 
easier  for  companies  to  fire  employees.  They'll 
also  resist  cutting  ample  state  subsidies  on 
fuel  and  basic  foods,  and  some  are  skeptical  of  " 
foreign  investment.  "It  will  be  easy  to  agree  on  matters 
such  as  press  freedom;  economic  issues  will  be  tougher," 
says  Siamak  Namazi,  an  analyst  at  Atieh  Bahar  Consulting,  a 
business  consultancy  in  Tehran. 

In  the  coming  weeks,  investors  interested  in  Iran  should 
monitor  the  cohesiveness  of  the  new  ruling  coalition.  A  key  to 
the  prospects  for  economic  reform  will  be  the  Parliament's 
choice  for  speaker  of  the  majlis.  Former  President  Hashemi 
Rafsanjani  might  be  able  to  unite  more  left-wing  reformers 


KHATAMI:  Show  of  support 


with  those  of  a  more  free-market  bent.  But  he  fared  poorly 
the  Feb.  18  vote.  Another  candidate  is  the  president's  brot 
er,  Mohammad  Reza  Khatami,  easily  the  leading  vote-gett 
in  Tehran.  Reza  Khatami,  however,  is  a  doctor  with  little  p 
litical  experience,  and  may  lack  coalition-building  skills 
COMING  TO  GRIPS.  Still,  Iran's  general  direction  can  only  1: 
encouraging  to  the  international  community.  While  Khatar 
and  many  of  his  associates  are  clerics  who  helped  lead  tl 
revolution  20  years  ago,  they  are  promoting  a  more  praj 
matic,  tolerant  brand  of  Islam.  And  the  politic 
involvement  of  younger,  well-educated  peop 
such  as  Khatami's  brother  may  lead  to  bett< 
thought-out  policies.  "The  Iranian  version 
political  Islam  is  finally  trying  to  come  to  grij 
with  modernity,"  says  Ali  Ansari,  an  Iran  sp< 
cialist  at  the  Royal  Institute  of  Internation 
Affairs  in  London. 

Whatever  their  ideological  baggage,  Khats 

mi's  key  aides  are  pragmatists  who  realiz 

they  must  deliver  better  economic  performanc< 

Real  income  has  declined  since  the  revolutio 

and  the  riyal  is  worth  less  than  1%  of  its  valu 

at  the  time  of  the  Shah's  departure  in  197$ 

Today's  higher  oil  prices  may  buy  time.  But  th 

government,  which  now  welcomes  foreign  in 

vestment  in  principle,  may  add  sweetener 

such  as  tax  holidays  to  pull  in  capital  fror 

"  foreign  companies  and  expatriate  Iranians.  0: 

executives  expect  Iran  to  adjust  the  terms  it  is  offering  for 

eign  oil  companies  to  attract  more  investment. 

Khatami  is  likely  to  warm  up  ties  with  the  West.  The  ini 
tial  focus  will  be  on  Europe,  where  Iran  has  reestablished  im 
port  credit  lines.  But  Khatami  knows  Iran's  rehabilitatioi 
will  be  incomplete  without  a  rapprochement  with  the  U.  S.  I 
won't  be  easy  to  break  20  years  of  ice,  but  both  Khatami  anc 
the  Clinton  administration  may  be  ready  to  try. 

By  Stanley  Reed  in  London 


s 


GLOBAL  WKAPUP 


INDONESIA  CALLS  a  HALT 

►  In  a  fundamental  rethink  of  its  eco- 
nomic policy,  Indones:a  hopes  to  stop 
borrowing  from  the  World  Bank  and 
disband  the  Consultative  Group  on  In- 
donesia, a  group  of  intern  itional  aid 
donors.  The  CGI,  which  is  led  by  the 
World  Bank,  pledged  an  additional  $4.7 
billion  to  Indonesia  at  a  meeting  on 
Feb.  2.  But  Indonesia  just  can't  pay 
back  more  loans,  says  Kwik  Kian  Gie, 
minister  for  finance  and  economy.  Its 
sovereign  debt  now  totals  $63  billion. 
Kwik  says  the  government  would  try 


to  meet  its  obligations  by  selling  off 
assets  seized  from  debtors  linked  to 
former  President  Suharto,  starting 
with  a  $2  billion  sale  by  Apr.  1.  Kwik 
says  this  will  end  the  periodic  need  to 
borrow  to  repay  loans  that  has 
plagued  Indonesia  ever  since  Suharto 
came  to  power  in  1966. 

THINKING  BIG  IN  FRANCE 

►  Axatel  Chief  Executive  Serge  Tchu- 
ruk is  finally  spending  big  money  to 
compete  against  his  North  American 
rivals,  Lucent  Technologies,  Nortel 
Network;,  and  Cisco  Systems,  in  the 


hot  networks  market.  With  his  $7.4 
billion  stock  purchase  of  Canada's 
Newbridge  Networks,  announced  on 
Feb.  23,  Tchuruk  is  the  first  European 
to  take  on  the  Americans.  Newbridge 
is  an  also-ran  in  networking,  but  one 
of  the  few  independent  companies  left. 
Lucent  bought  Ascend  Communica- 
tions in  1998,  shortly  after  Nortel  gob- 
bled up  Bay  Networks.  Now,  Alcatel's 
move  may  push  other  Europeans  such 
as  Ericsson  and  Siemens  to  make  big 
purchases  of  their  own.  A  likely  tar- 
get: New  Hampshire-based  Cabletron 
Systems. 
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The  Corporation 


COLUMBIA/HCA:  SHOWING 
SIGNS  OF  HEALTH 

An  overhaul  is  well  along,  but  a  federal  probe  is  still  unresolved 


Flashback  to  summer  1997.  Colum- 
bia/HCA  Healthcare  Corp.  looked  like 
it  was  headed  for  the  terminal  ward. 
Federal  investigators  alleging  Medicare 
fraud  had  just  raided  the  hospital  giant's 
offices.  Hundreds  of  agents  fanned  out 
across  six  states,  seizing  truckloads  full  of 
billing  records  and  other  documents. 
Soon  the  chairman  and  other  top  offi- 
cers would  be  ousted  in  a  boardroom 
coup.  And  former  ceo  Thomas  F.  Frist 
Jr.  would  come  out  of  retirement  to  try 
to  save  the  company. 

Now,  three  painful  years  later,  Frist 
has  begun  to  see  a  payoff  from  a 
wrenching  corporate  makeover  in  which 
every  aspect  of  the  business  has  come 
under  scrutiny.  Today,  the  company  is 
almost  unrecognizable  from  the  health- 
care colossus  built  by  ousted  Chief  Ex- 
ecutive Richard  L.  Scott.  Gone  are 
nearly  a  third  of  the  321  hospitals  the 
Nashville-based  company  owned  in 
1997.  Also  sold  are  noncore  businesses 
such     as     a    home-health-care     unit, 


ambulatory  surgery  centers,  and  a 
mental-health  provider  network. 
Margins  are  improving,  largely  thanks 
to  streamlining  and  linking  hospitals' 
back-office  operations.  "We  needed  to 
stop,  take  a  deep  breath,  and  consoli- 
date our  business,"  says  Columbia 
President  Jack  0.  Bovender  Jr. 

But  even  with  Co- 
lumbia's downsizing,  the 
federal  investigation 
lingers  on.  Though  it's 
been  years,  the  magni- 
tude of  the  investigation 
has  not  made  it  easy 
for  Frist  to  make  good 
on  an  earlier  promise  to 
bring  the  matter  to  a  swift  close.  The 
government  is  still  sifting  through  alle- 
gations lodged  in  more  than  a  dozen 
whistle-blower  lawsuits.  Included  in  the 
allegations  are  that  Columbia  defrauded 
Medicare  by  misrepresenting  hospital  ex- 
penses, submitted  false  billings  to  the 
government,  and  paid  doctors  to  admit 


There's  no  more 

talk  of  a  national 

hospital  brand 


patients  to  their  facilities.  While  r 
charges  have  been  filed,  Columbia  an  I 
the  Justice  Dept.  are  in  talks  to  sett'  I 
the  allegations.  Neither  side  will  conl 
ment  on  the  specifics  of  the  negotiation  I 
Columbia  spokesman  Jeff  Prescott  say  I 
only  that  "progress  is  being  made." 

While  the  timing  and  details  of  a  de<  I 
with  the  feds  remain  a  large  questio  I 
mark,  Frist  has  nonetheless  been  bus 
engineering  what  has  been  anything  bu  I 
a  run-of-the-mill  restructuring.  In  th  I 
process,  he  has  transformed  the  compal 
ny's  very  character  and  culture.  Onl;  I 
two  of  today's  top  15  managers  held  th  I 
same  jobs  in  1997.  The  most  prominen  I 
of  those  forced  out  was  Columbia  founde  I 
Rick  Scott,  who  wa:  | 
pressured  to  resigi 
though  with  a  $9.8  mil 
lion  severance  package 
intact.  Scott's  hyperag 
gressive  acquisition; 
spree  made  him  a  phe 
nomenon  in  his  day 
Scott,  who  now  runs 
Greenwich  (Conn.)  investment  firm,  die 
not  return  phone  calls. 
FAMILY  LEGACY.  Now  in  place  of  Scott) 
and  his  team  of  wheeler-dealers  is  a  set] 
of  more  cautious  managers.  And  no  one 
is  more  crucial  than  compliance  chief; 
Alan  R.  Yuspeh,  who  has  put  in  place 
sweeping  program  to  ensure  Columbia's! 
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The  Corporation 


Medicare  problems  are  behind  it.  There 
have  been  huge  strategic  shifts,  as  well. 
Beyond  selling  off  hospitals,  Frist  has 
abandoned  his  predecessor's  strategy  of 
attempting  to  promote  a  national  hospital 
brand.  Today,  virtually  all  of  the  compa- 
ny's facilities  have  dropped  the  corpo- 
rate mantle  and  returned  to  their  original 
names. 

It  is  a  strategy  that  comes  naturally  to 
Frist.  A  former  U.  S.  Air  Force  surgeon, 
he  still  waxes  eloquent  on  the  qualitx  of 
care  patients  receive  at  Co- 
lumbia hospitals,  many  of  | 
which  have  been  part  of  his 
family's  legacy  since  1968. 
That  was  the  year  his  fa- 
ther, Thomas  Sr.,  founded 
Hospital  Corp.  of  America, 
which  Columbia  bought  in 
1994  for  $5.9  billion.  "There's  no  question 
we  have  the  best  assets  ever  assembled 
in  the  health-  care  industry,"  says  Frist. 
He's  not  just  talking.  Frist  has  personal- 
ly bought  $100  million  worth  of  the  com- 
pany's stock  over  the  past  18  months. 
Furthermore,  Columbia  has  used  some 
$3  billion  of  the  nearly  $5  billion  in  pro- 
ceeds from  asset  sales  to  buy  back  Co- 
lumbia shares. 

What's  making  Frist  so  confident  these 
days  are  the  numbers.  Net  income  grew 
73%,  to  $657  million,  last  year,  as  oper- 
ating margins  rose  a  hefty  two  points,  to 
17.3%.  That  compares  with  1997,  the 
year  the  investigation  was  launched, 
when  Columbia  posted  a  $307  million 
loss.  Wall  Street  has  begun  to  take  no- 
tice, too.  After  reaching  a  high  of  $43 

On  the  Mend 

Three  years  after  Columbia/HCA 

was  hit  with  a  massive  federal 

probe  into  alleged  Medicare  fraud, 

the  hospital  giant  is  taking  steps  to 

regain  its  health. 

►  Refocused  on  core  Sunbelt 
market  by  selling  or  spinning  off 
114  hospitals — more  than  a  third 
of  total  in  '96 

►  Replaced  most  top  managers, 
including  Chairman  Rick  Scott 

►  Quadrupled  the  number  of  staff 
members  working  full  time  on  ethics 
and  compliance  issues,  to  130 

►  Cut  costs  by  consolidating  hospi- 
tal back-office  functions 

►  Opened  regional  warehouses  to 
help  trim  inventory  by  up  to  35% 

DATA:  COLUMBIA/HCA,  BUSINESS  WEEK 


prior  to  the  scandal,  the  stock  slumped  to 
around  $18  but  recently  inched  back  to 
about  $22. 

Still,  Frist  has  a  way  to  go.  Margins 
are  still  far  shy  of  the  20%-plus  levels 
Columbia  produced  in  the  mid-'90s.  And 
some  analysts  question  its  ability  to  sus- 
tain its  profitability.  The  entire  industry 
has  been  hit  by  rollbacks  in  federal  re- 
imbursements for  Medicare  treatment, 
rising  labor  costs,  and  by  unpaid  bills  as 
the  number  of  uninsured  patients  grows. 


double-billing  at  nine  south  Florida 
pitals.  Still,  the  company  says  it  rema 
committed  to  reaching  a  settlement 
has  issued  a  $1  billion  letter  of  credit! 
cover  any  eventual  fine.  "We'd  likel 
get  this  thing  behind  us,"  says  Bovenq 
ETHICS  POLICE.  In  the  meantime,  co 
pliance  chief  Yuspeh,  a  former  defeJ 
industry  ethics  expert,  has  spent  thj 
years  gearing  up  a  small  army  of  ethj 
enforcers.  He  has  hired  about  100  ril 
people  to  fill  newly  created  overs? 


Founder  Thomas  Frist  came  out  of 
retirement  to  save  the  scandal-plagued 
hospital  giant 


Columbia  has  "put  together  a  couple  of 
good  quarters,  but...  I  want  to  see  an 
ongoing  growth  strategy,"  says  Sheryl 
R.  Skolnick,  an  analyst  at  Robertson 
Stephens,  a  subsidiary  of  FleetBoston 
Financial  Corp. 

It's  hard  to  see  what  that  long-term 
strategy  might  be  with  the  federal  in- 
vestigation still  looming.  Making  matters 
worse  is  the  way  the  bad  news  from  the 
scandal  dribbles  out  over  the  years.  Last 
year,  two  midlevel  Columbia  officials 
were  convicted  of  Medicare  fraud  in 
Florida  and  sentenced  to  more  than  two 
years  in  prison,  although  both  are  now 
free  pending  appeal.  And  in  the  latest  of 
a  series  of  whistle-blower  lawsuits  joined 
by  the  government,  on  Feb.  16,  the  Jus- 
tice Dept.  accused  Columbia  of  allegedly 

AS  COLUMBIA/HCA 
DOWNSIZES... 


375- 


...INVEST0RS  ARE 
INCHING  BACK 
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jobs — up  from  just  30  three  years  aj 
"The  message  is  compliance  never  ta 
a  back  seat  to  any  kind  of  business  pn 
sure,"  Yuspeh  says.  The  word  is  al 
getting  out  to  investors.  "They've  cles 
ly  taken  the  whole  ethics  issue  very  s 
riously,"  says  W  Thomas  Hudson  Jr. 
partner  at  Lord  Abbett  &  Co.,  whii 
holds  about  a  1%  stake  in  Columbia. 

At  the  same  time,  downsizing  conti 
ues.  Since  1998,  Columbia  has  exit* 
cities  such  as  Charlotte,  Louisville,  and 
host  of  smaller  markets — in  short,  an 
where  that  it  can't  be  first  or  a  stroi 
second  in  terms  of  market  share.  In  tl 
cities  where  it  does  remain,  mostly 
the  Sunbelt,  the  company  is  consolidate 
billing,  accounting,  and  collections  into 
single  back  office  for  each  area. 

In  Richmond,  for  example,  Columb 
has  merged  the  business  offices  of  ii 
five  hospitals,  cutting  administrative  jo 
to  120  from  180.  To  help  automate  pr 
cessing,  Columbia  has  bought  high-spei 
scanners  and  other  computer  equipme: 
that  would  be  too  pricey  for  each  ind 
vidual  hospital  to  own.  Through  joi 
purchasing,  meanwhile,  the  hospitals  hav 
reduced  inventory  by  35%. 

A  prescription  for  recovery?  Perhap: 
But  even  if  Columbia  can  execute  all  o 
its  restructuring  plans  flawlessly,  the  uri 
resolved  federal  investigation  "is  burninj 
human   resources,"  notes   Douglas   D 
Ramos,  a  portfolio  manager  of  the  Drey 
fus  Growth  &  Income  Fund,  which  own| 
about  3  million  shares.  So  far,  Columbi; 
says  it  has  spent  $193  million  on  re 
structuring   and   investigation-relate 
costs.  Now  the  question  is  how  man 
more  million  will  Columbia  have  to  la 
out  before  it  can  get  completely  back  tc 
the  business  of  running  its  hospitals'! 
Still,  it  looks  like  Frist  has  at  least  got-  k 
ten  Columbia/HCA  off  the  critical  list 

By  David  Rocks  in  Nashvill 
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Qualcomm's  ascent  was  the  stuff  of 
legend.  Shares  of  the  the  wireless- 
technology  pioneer  soared  an  awe- 
inspiring  2,616%  last  year — by  far  the 
best  showing  of  any  major  U.  S.  compa- 
ny. This  mighty  performance  was  pow- 
ered by  a  simple  yet  seductive  idea: 
Qualcomm's  lock  on  key  patents  for  dig- 
ital-wireless technology  would  make  it 
the  Intel  Corp.  of  the  wireless  world.  It 
vowed  to  place  its  technology  in  virtu- 


ally all  wireless  phones,  just  as  Intel 
powered  the  world's  PCs.  That  would 
allow  it  to  extract  a  fat  royalty  fee  from 
all  the  world's  mobile-phone  makers 
over  the  next  decade.  Investors  were 
spellbound:  The  shares  opened  1999  at  6 
and  closed  the  year  at  200. 

The  spell  appears  to  have  been  bro- 
ken: Qualcomm  shares  have  plunged 
30%  since  the  beginning  of  the  year. 
Part  of  the  reason  is  that  the  company 


OPTIMIST:  Jacobs  iyisists  Qualcomy 
can  grow  its  ivay  out  of  its  troubles! 

warned  in  late  January  that  phone-c 
sales  for  its  second  quarter,  which  e 
next  month,  will  be  disappointing, 
what  really  has  analysts  spooked 
growing  fears  that  all  the  revenues 
royalties  they  dreamed  of  last  year 
never  materialize.  Even  bellwether  b 
kers  such  as  Merrill  Lynch  &  Co 
Salomon  Smith  Barney  have  lowe 
their  ratings  on  the  stock.  "The  Q 
comm  story  is  easy  to  swallow,  but 
simply  don't  believe  it's  true,"  s 
Hambrecht  &  Quist  analyst  Edward 
Snyder,  who  rates  the  stock  "mar 
perform" — the  equivalent  of  a  hold. 

To  understand  the  sudden  change 
heart,  let's  start  with  the  rosy  assu: 
tions  that  drove  Qualcomm's  shares 
dizzying  heights.  PaineWebber  Inc.  ; 
alyst  Walter  P.  Piecyk,  a  promine 
Qualcomm  bull,  predicted  that  royal 
revenues  from  the  company's  code  di 
sion  multiple  access  (cdma)  wirele 
technology  would  mushroom  to  as  mu 
as  $20  billion  in  10  years.  CDMA  is  o 
of  three  major  wireless  technologi 
competing  with  one  another. 
NEW  MATH.  Here's  how  Piecyk  got 
that  number:  He  estimated  that  the 
will  be  3  billion  mobile  phones  and  ot 
er  wireless  devices  sold  worldwide 
2010,  and  85%  of  them  would  use  tec 
nologies  that  Qualcomm  has  patente] 
After  that,  he  projected  that»Qualcom 
would  get  an  average  royalty  rate 
4.5%  on  mobile  phones  and  other  wir< 
less  devices  that  cost  an  average  $18 
Crunch  the  numbers  and — shazam!- 
Qualcomm  is  pulling  in  $20  billion 
royalties  at  decade's  end.  When  Piecj 
put  out  his  report  on  Dec.  29  and  pr< 
dieted  the  stock  would  hit  250  by  tfc 
end  of  2000,  the  stock  soared.  It  ros 
40%  over  the  next  four  trading  daj 
before  hitting  a  peak  of  200  on  Jan.  3 

Now  for  the  new  math.  After  takin 
a  close  look  at  the  assumptions 
Piecyk  and  other  bulls,  analysts  ar 
scratching  their  heads.  First,  some  ques 
tion  whether  there  will  be  anything  lik 
3  billion  wireless  phones  and  other  de 
vices  sold  in  2010.  After  all,  that  woul 
mean  nearly  one  phone  or  handheld  sol 
that  year  for  every  two  people  in  th 
world.  To  put  that  in  context,  mobile 
phone  sales  totaled  222  million  in  1991: 
and  only  40  million  were  based  on  CDivy 
Micrologic  Research  says.  The  research 
firm  predicts  that  total  sales  will  reac 
only  508  million  in  2004,  quite  a  way 
short  of  3  billion. 

Even  more  suspect  is  the  projectioi 
that  Qualcomm  will  be  entitled  to  roy 
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EXTENSITY'S    UNIQUE    INTERNET   APPLICATIONS 

FREE    YOUR    EMPLOYEES   TO    DO   SOME   AMAZING   STUFF. 

LIKE   THE   THINGS    YOU    HIRED   THEM    TO    DO    IN    THE    FIRST    PLACE. 

You  probably  don't  have  a  lot  of  time,  so  we'll  make  this  quick.  Extensity  not  only  works  with  your  current 

operating  processes  to  make  them  more  efficient,  it  also  offers  access  from  all  browsers,  PC's,  laptops  and  Palm  Pilots 

used  by  your  staff.  Anytime.  Anywhere.  And  because  our  products  are  Web-based,  they're  flexible  enough  to  change 

as  fast  as  your  business  does.  Plus,  guaranteed  90-day  implementation  means  you'll  begin  to  see  a  ROI  before  you 

know  it.  No  wonder  industry  leaders  like  Excite@Home  and  Cisco  are  on  board. 

Take  a  little  time  now  and  discover  how  to  be  more  productive  with  Extensity.  It's  an  answer  the  whole  company 
will  gladly  get  behind.  Call  800-880-8789  or  visit  www.extensity.com/bwk  for  more  info  and  a  free  demo  CD. 

TlMESHEETS,  TRAVEL  PLANS,   PURCHASE   REQS  AND   EXPENSE   REPORTS 
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alties  on  85%  of  those  products.  Com- 
panies such  as  Motorola  and  Ericsson 
are  developing  rival  technologies  and 
plan  to  neutralize  Qualcomm's  ability  to 
leverage  its  patents  to  get  high  royal- 
ties. "The  intellectual  property  will  be  so 
spread  out  that  Qualcomm  won't  have 
the  power  it  has  now,"  says  Yankee  Re- 
search Inc.  analyst  Craig  Ellingsworth. 
And  Merrill  estimates  that  Qualcomm's 
share  of  the  CDMA  chip  market  will  drop 
from  90%  last  year  to  50%  in  2003. 

That's  not  even  the  worst  of  it.  The 
royalties  Qualcomm  collects  for  each 
mobile  phone  or  other  device  are  head- 
ed for  a  fall.  For  one  thing,  the  average 
price  of  a  cellular  phone  is  sliding — Sny- 
der says  the  average  price  for  a  handset 
will  drop  to  $130  next  year,  down  from 
$180  this  year.  What's  more,  Qualcomm 
almost  certainly  will  have  to  lower  the 
royalty  rate  it  charges  as  competitors 
start  to  offer  their  own  CDMA  technolo- 
gy. While  the  company  reaps  about  5% 
of  the  price  of  a  CDMA  phone  now,  ana- 
lysts such  as  Snyder  believe  that  will 
fall  to  1%  to  2%  in  the  future.  Qual- 
comm's royalty  rate  could  drop  to  as 
low  as  3%  in  some  cases  by  next  year, 
says  Gartner  Group  Inc.  analyst  Bob 


UPWARD 


Even  people  who  say  the  stock  got 
ahead  of  itself  believe  Qualcomm  will  command 
billions  in  royalties  as  the  wireless  economy 
grows.  The  question  is,  how  many  billions? 


Not  to  worry,  says  Qualcomm  co- 
founder  and  CEO  Irwin  M.  Jacobs.  While 
he  won't  forecast  specific  royalty  pay- 
ments for  Qualcomm,  he  predicts  that 
the  growth  of  the  CDMA  market  will 
provide  booming  growth  opportunities. 
"The  [wireless]  market  will  continue  to 
grow  significantly,  and  CDMA  will  main- 
tain its  position  as  the  fastest-growing 
technology,"  he  says.  Even  with  com- 
petitors coming  into  the  market,  Jacobs 
thinks  Qualcomm  can  stay  ahead  of  the 
pack.  It  still  holds  rights  to  key  tech- 
nologies, including  one  known  as  "soft 
handoff "  that  allows  cell  phones  to  com- 
municate smoothly  even  as  they  pass 
from  one  antenna  to  another.  And  he 
suggests  that  the  company  can  use  its 
still-powerful  stock  to  buy  other  intel- 
lectual property  that  will  expand  its 
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2,500 
2,100 
1,700 


AFTER  QUALCOMM'S  STOCK 

SOARED  2,61 6%  LAST  YEAR, 

IT  HAS  LOST  NEARLY  A  THIRD 

OF  ITS  VALUE 


1,300 


An  Expensive  Stock 


Despite  its  recent  decline, 

Qualcomm  is  still  much  more 

expensive  than  its  peers 

STOCK  PRICE/EARNINGS  RATIO 


JAN.  29  '99 

INDEX:  JAN.  29, 1999=100 


FEB.  18  '00 


DATA.  BLOOMBERG  FINANCIAL  MARKETS 


Egan.  He  argues  that  royalty  rates 
could  hit  2.5%  soon  thereafter  and  drop 
even  lower  within  five  years. 
BOOM  TIME?  The  bottom  line  is  that 
Qualcomm's  dreams  of  huge  royalties 
are  probably  little  more  than  that.  "I 
think  it's  unlikely  the  world  will  organize 
itself  in  a  wTay  to  pay  some  company, 
whoever  it  is,  $20  billion  in  royalty  in- 
come," says  Dwight  W.  Decker,  chair- 
man and  CEO  of  rival  chipmaker  Conex- 
ant Systems  Inc.  in  Newport  Beach, 
Calif.  Ericsson  says  it  has  a  strong  cdma 
patent  portfolio,  as  do  others.  "Qual- 
comm will  not  get  rich  off  of  Ericsson," 
says  Ericsson  spokeswoman  Kathy 
Egan.  She  derided  the  notion  that  Qual- 
comm would  garner  $20  billion  in  patent 
revenues  as  "pure  fantasy." 


range  of  products  and  boost  its  leverage 
in  royalty  negotiations.  Qualcomm  could, 
for  example,  buy  a  company  with  rival 
GSM  technology,  the  dominant  wireless 
standard  in  Europe  and  Asia,  so  that  it 
could  build  equipment  for  phones  that 
handle  both  CDMA  and  GSM  calls. 

There's  no  question  Qualcomm  has 
proved  critics  wrong  plenty  of  times  in 
the  past.  Founded  a  decade  ago,  the 
San  Diego  company  pioneered  the  com- 
mercial use  of  a  military  wireless  tech- 
nology that  was  extremely  complex  yet 
promised  efficient  use  of  scarce  radio 
spectrum.  Back  then,  the  U.  S.  wireless 
industry  was  still  using  analog  systems 
that  carried  one  conversation  on  each 
radio  channel.  The  Establishment 
laughed  at  Qualcomm's  bold  claim  that  it 


could  cram  10  calls  onto  a  channel 
assigning  a  special  digital  code  to  e 
conversation — and  many  experts  qu 
tioned  whether  the  technology  wo 
work  at  all.  But  after  Jacobs  pus 
the  technology  in  Korea  and  dem 
strated  that  it  worked,  U.  S.  carrie 
including  Sprint  Corp.  and  Bell  Atlan 
Corp.,  agreed  to  use  it.  Now,  CDMA,  t1 
least-used  of  the  three  major  wirel 
technologies,  is  the  fastest-growing 
the  world. 

TRANSITION.  So  what  are  the  prospec 
for  Qualcomm  in  the  years  aheai 
There's  plenty  of  promise.  Even  peop 
who  say  the  stock  got  ahead  of  itse 
agree  that  Qualcomm  will  command  b 
lions  of  dollars  in  royalties  as  the  war 
less  economy  grows.  The  question 
How  many  billions?  This  year,  unit  sal 
of  CDMA  mobi 
phones  will  grow  b 
more  than  50% 
some  65  million  unit 
That  figure  coul 
reach  95  million  i 
2001  and  as  much  e 
200  million  in  200^ 
analysts  say.  Skepti 
such  as  Snyder  pu 
Qualcomm's  annu£ 
royalty  revenue  aa 
more  than  $1  billio 
by  next  year.  Tha 
could  double  again  b 
mid-decade  if  the  us 
of  mobile  phones 
tap  the  Web  takes  off. 

Now,  however,  any  optimism  ove 
Qualcomm's  future  needs  to  be  tern 
pered  by  a  sober  assessment  of  th 
facts.  Piecyk  stands  behind  his  forecas 
despite  this  year's  stock  drop.  Wit' 
Qualcomm's  Feb.  1  deal  to  deploy  CD 
in  China,  Piecyk  believes  Qualcomm  i 
"probably  in  a  better  position  now  thai 
when  I  put  out  the  report."  Still,  th 
company's  shares  won't  have  an  eas 
trip  back  to  200.  Analyst  Gregory  S 
Geiling  of  J.  P.  Morgan  &  Co.  says  th 
company's  investors  are  shifting  thei 
focus  to  earnings  from  momentum.  I 
other  words,  the  company  is  makin 
the  transition  from  myth  to  reality. 

By  Steven  V.  Brull  in  Los  Angeles, 
with  William  Echikson  in  Brussels 
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Some  meetings  are  educational. 


Suisse 


This  one  can  get  a  kid  into  college. 

Lots  of  events  in  life  are  learning  experiences.  But  they  don't  supply  what  it  takes  to  get  into  college. 
Meeting  with  one  of  our  agents,  however,  can  help  you  provide  for  your  child's  higher  education- 
no  matter  what  happens  to  you.  Northwestern  Mutual  Life  has  always  received  the  highest  ratings  for 
financial  strength  and  security  from  Standard  &  Poor's,  Moody's,  A.M.  Best,  and  Duff  &  Phelps.  It  could 
be  the  smartest  move  you  ever  make  in  looking  after  your  child's  future. 


Have  you  heard  from  The 


Quiet 


Company? 


c  1999  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl    www.northweslernmutual.com/planning/analysis.html 
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THE  PAUL  REVERE 
OF  THE  WEB 

Harvard's  Lessig  warns  of  threats  to  speech  and  innovation 


Lawrence  Lessig  seemed  destined 
to  be  a  darling  of  the  conserva- 
tives. In  1980,  the  kid  from 
Williamsport,  Pa.,  was  a  rising  GOP 
star,  tapped  to  manage  a  crucial  state 
Senate  campaign  when  he  was  just  a 
sophomore  at  the  University  of  Penn- 
sylvania. In  spite  of  the  Reagan  sweep, 
however,  Lessig's  candidate  lost,  and  he 
steered  away  from  what  had  seemed 
like  a  budding  political  career.  "I  was 
saved  by  losing  that  first  campaign," 
Lessig  jokes  now.  "If  I  had  won,  I'd 
have  been  Ralph  Reed." 

Instead,  the  38-year-old  Harvard  Uni- 
versity law  professor  is  fast  emerging 
as  the  nation's  most  original  thinker  in 
the  new  field  of  cyberlaw.  And  he's  now 


use  of  technology  that  keep  the 
free  and  fair.  "If  the  architecture  is 
rect,  there's  less  need  for  governr 
to  intervene  to  protect  values  or  to 
feet  competition,"  he  says. 

Lessig  is  more  than  an  Ivory  To 
scribbler,  though.  As  an  adviser 
Judge  Thomas  P.  Jackson  in  the 
crosoft  antitrust  case,  his  views  cc 
actually  help  change  the  course  of 
tory.  In  the  wake  of  oral  argument:- 
Feb.  22,  Judge  Jackson  is  expecter 
pay  close  attention  to  a  brief  he  sol. 
ed  from  Lessig.  In  it,  Lessig  sugges 
way  for  Jackson  to  rule  against 
crosoft  without  running  afoul  of  a  1 
appellate  decision  warning  judges 
to  prevent  the  bundling  of  softw 
products.  "I  see  Lessig's  argument 
being  aimed  at  the  Supreme  Com 
says  George  Washington  University 
titrust  expert  William  E.  Kovacic. 
CONSTANT  COMMENT.  Lessig's  views 
ready  have  put  him  at  center  stage 
cyberlaw.  Supreme  Court  Justice  Sane 
Day  O'Connor  cited  one  of  his  law 
view  articles  when  the  court  overturr 
the  antipornography  Communicatio 
Decency  Act  in  1997.  He  pioneered  t 
teaching  of  Web  law  in  1994  when 
was  at  the  University  of  Chicago.  A 
he  has  become  a  well-known  commt 
tator  on  Web  issues  thanks  to  \ 
monthly  column  in  the  newsweekly  T 
Industry  Standard  as  well  as  his  m 
book.  'Put  simply,  Larry  Lessig  is  for 
ing  people  to  think,"  says  IVfarc  Rote 
berg,  director  of  the  Electronic  Priva< 
Information  Center. 

Right  now,  he's  doing  his  thinking 
Europe.  He  has  a  one-year  fellowship 
Berlin's  Wissenchaftkolleg.  Lessig,  wl 
last  year  married  Bettina  Neuefeind, 
German-born  lawyer  who  investigate 
Kosovo  war  crimes,  has  been  busy 
the  Continent  before.  He  helped  writ 
the  constitution  of  Georgia  after  it  spl 
from  the  Soviet  Union.  Earlier,  in  198i 


He  worries  that  government  will  snoop  on 
citizens,  and  Web  giants  will  stifle  competition 

LARRY  LESSIG'S  INFLUENCE  ON  THE  MICROSOFT  CASE  COULD  CHANGE  HISTORY 


a  self-described  liberal.  In  a  new  book, 
Code,  and  Other  Laws  of  Cyberspace, 
Lessig  argues  that  courts  and  legisla- 
tures must  stop  companies  and  govern- 
ments from  violating  privacy,  free  speech, 
and  open  markets  on  the  Internet.  He 
worries  that  government  will  snoop  on 
citizens.  And  he  fears  that  companies 
like  software  maker  Microsoft  Corp.  are 
rigging  Web  technology  to  stifle  compe- 
tition. His  solution:  Basic  rules  for  the 


he  smuggled  a  heart  valve  into  the  Sc 
viet  Union  for  a  Jewish  dissident,  hidinj 
the  device  in  the  crotch  of  his  pants. 

Lessig  has  always  been  restless.  A 
a  teenager,  he  gravitated  to  the  old 
fashioned  Republicanism  of  his  father 
Jack,  who  owned  a  steel  company.  H< 
was  president  of  the  Pennsylvania 
Teenage  Republicans  and  heading  for  i 
career  as  a  GOP  campaign  manager.  His 
father  recalls  that  Lawrence  was  sc 
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Owe  taxes? 

E-file 

now 

later 


■  So 


With  IRS  e-file,  you  can  fil« 
your  federal  tax  return  now 
but  still  wait  until  April  17' 
to  pay  what's  due. 

You  can  have  the  amount 
withdrawn  from  your  bank 
account  on  the  date  you 
choose. 

You  can  even  charge  the 
tax  due  to  a    I 


credit  card,  ( |  g  Cards 
and  enjoy  any  benefits  that 
your  card  may  offer. 

If  you  use  tax  software, 
it  will  tell  you  if  you  can 
use  it  to  pay  by  credit  card. 
Or  to  charge 
by  phone,  call 


55bbeS23 


l-888-2PAY-TAXSM  toll-free 
(1-888-272-9829)  and  use 
your  American  Express* 
Card,  MasterCard*  card 
or  your  Discover1  Card. 

(Service  providers,  such 
as  credit  card  processors, 
charge  a  convenience  fee.) 

Thirty  million  people 
use  IRS  e-file.  It's  accurate, 
simple,  fast 
and  secure. 

For  details,  see  your  tax 
professional  or  visit  our 
Web  site  at  www.irs.gov 


se—fue 


CLICK.     ZIP. 
FAST    ROUND    TRIP 


MasterCard 


ternal  Revenue  Service 


Working  to  put  service  ji 


I 


Information  Technology 


heavily  involved  in  local  politics  that 
people  called  dad,  "A  block  off  the  old 
chip."  The  son  later  quit  the  party  in 
disillusionment — partly  because  of  the 
lingering  taint  of  Watergate.  And,  by 
the  time  he  graduated  from  Yale  Law 
School  in  1989,  he  was  questioning  the 
antigovernment  mood  in  politics  and 
the  courts. 

Even  though  he  clerked  for  the 
Supreme  Court's  ultraconservative  An- 
tonin  Scalia,  they  rarely  saw  eye  to  eye. 
The  two  debated  Scalia's  view  that 
judges  should  stick  to  the  original  intent 
of  the  Founding  Fathers — not  try  to 
update  constitutional  interpretation  to 
protect  liberty  against  new  threats. 
Lessig  felt  like  a  leopard  in  a  lion's  den. 
"He  loves  to  argue,"  he  says  of  Scalia. 
"It  was  great  fun — for  him.  I  was  out- 
numbered." But  something  useful  came 
of  it:  Lessig's  current  call  for  judicial 
activism  was  forged  in  those  debates. 
DELICATE  BALANCE.  Lessig's  transfor- 
mation into  a  cyberlaw  liberal  is  rooted 
in  his  study  of  the  decay  of  communism. 
During  a  summer  break  from  college  in 
1982,  he  hitchhiked  through  Eastern  Eu- 
rope. He  saw  up  close  the  extremes  to 
which  these  bureaucracies  went  to  pro- 
tect their  authority.  Later,  in  the  mid- 
1990s,  when  the  Net  began  emerging  as 
a  revolutionary  force,  he  saw  how  gov- 
ernment and  corporations  here  clung  to 
power  in  the  face  of  a  tidal  wave  of 
change.  His  goal  now,  he  says,  is  to  fig- 
ure out  the  basic  rules  that  society 
should  adopt  to  prevent  these  capitalist 
bureaucracies  from  stalling  progress. 

Lessig  has  no  pat  answers.  He  sees 
government  oversight  of  the  Net  as  a 
delicate  balance.  On  one  hand,  he 
opposed  a  1998  law  extending 
the  term  of  copyright  protections 
for  software  and  music  from  17 
to  95  years.  His  reasoning.  It  dis- 
couraged innovation  and  compe- 
tition. On  the  other  hand,  he  tes- 
tified before  Congress  in  favor 
of  a  bill  barring  paparazzi  from 
using  high-tech  cameras  and 
boom  mikes.  He  said  the  law  was 
needed  to  restore  the  balance  be- 
tween free  speech  and  privacy. 

The  way  Lessig  sees  it,  he's 
not  flip-flopping.  He  favors  regu- 
lation mostly  when  there's  no  ob- 
vious way  for  consumers  to  pro- 
tect their  own  rights.  Otherwise, 
he's  concerned  about  government  med- 
dling. "The  strongest  value  of  my  fa- 
ther— of  the  Republicanism  of  his 
views — was  his  skepticism  of  govern- 
ment," Lessig  says. 

Lessig's  not  skeptical  about  govern- 
ment's role  when  it  comes  to  the  Mi- 


crosoft case,  however.  He  believes  the 
company  violated  the  Sherman  Antitrust 
Act  by  bundling  its  Internet  Explorer 
browser  with  Windows  to  discourage 
the  use  of  a  competing  program  from 
Netscape  Communications  Corp.  But  he 
acknowledges  that  the  appeals  court  rul- 
ing could  make  it  impossible  for  Jackson 
to  decide  in  the  government's  favor  for 
fear  the  decision  will  be  overturned. 

Lessig's  brief  gives  Jackson  a  road 
map  for  cornering  Microsoft.  His  ad- 
vice: Rule  that  only  certain  kinds  of 
software  integration  are  illegal  and 
leave  the  rest  alone.  Lessig  agrees  with 
Microsoft  that  traditional  antitrust  law 
is  too  inflexible  to  cover  software — an 
important  sop  to  the  appeals  court.  But 
he  says  the  courts  should  intervene 
when  the  design  of  a  combined  pro- 
gram is  aimed  at  making  a  new  piece 
of  software  a  "partial  substitute"  for 
the  old.  In  this  case,  he  says,  the  way 
the  two  programs  were  designed 
showed  that  Microsoft  intended  not  to 
innovate  in  browsers,  but  to  meld  the 
software  in  a  way  that  insulated  both 
Internet  Explorer  and  Windows  from 
competition. 


Lessig's  coaching  of  Jackson  hi  r 
won  him  fans  among  conservative    \ 
experts.  Wayne  Crews,  an  econorml 
the  Competitive  Enterprise  Insti  t 
says  Lessig's  argument  is  dangei 
"Having  lines  drawn  by  legal  hair 
ting  rather  than  the  marketplace  is 
bad  for  all  commerce,"  he  says. 
Microsoft?  The  company  claims  Les 
brief  won't  tip  the  case.  "Appellate  c 
rulings  are  really  not  optional 
Microsoft  spokesman  Mark  Murray 

No  matter  how  the  trial  turns 
Lessig    plans    to    keep    pushing- 
boundaries  of  cyberlaw.  He  already 
started  on  a  second  book.  This  one 
argue  that  tailoring  the  Web's  rule 
short-term  business  needs  is  ecoh 
cally  inefficient  because  allowing 
much  private  control  can  stifle  inn< 
tion  as  much  as  too  much  governn 
regulation  can.  He  relishes  being- 
Web's  Paul  Revere.  "The  point  ii 
get  people  to  see  that  this  extrao 
nary  innovation  is  threatened,"  he  s 
Clearly,    the    Web    is    no    threat 
Lessig's  flourishing  career. 

By   Timothy  J.   Mullaney  in 
York,s  with  Jay  Greene  in  Seattle 


L  LAWRENCE  LESSIG  III 


BORN  June  3,  1961  in  Rapid  City,  S.D.  Grew  up  in  Williamsport,  Pa. 


JOB  Constitutional  lawyer,  a  professor  at  the  Berkman  Center  for  the  Inter 
net  &  Society  at  Harvard.  Adviser  to  Judge  Thomas  Penfield  Jackson  in  the 
Microsoft  antitrust  case.  • 


EDUCATION  BS  in  economics  from  Wharton,  1983;  master's  in  philosophy 
from  Trinity  College,  Cambridge  University,  1986;  J.D.  Yale,  1989.  Clerked 
for  U.S.  Circuit  Court  Judge  Richard  Posner  and  Supreme  Court  Justice  An 
tonin  Scalia. 


HIS  TAKE  ON  SCALIA  "I  was  a  token  [liberal]  in  Scalia's 
chambers.  He  loves  to  argue.  It  was  great  fun — for  him.  I  was 
outnumbered." 


PHILOSOPHY  In  his  new  book  Code,  and  Other  Laws  of  Cyber- 
space, Lessig  argues  that  the  Internet  can  threaten  privacy,  free 
speech,  and  innovation  if  it's  not  properly  overseen  by  courts 
and  legislatures.  He  calls  for  a  judicious  balance  between  let- 
ting the  market  work  and  preventing  companies — or  govern- 
ment— from  exerting  too  much  control. 


ROLE  IN  THE  MICROSOFT  CASE  His  brief,  requested  by 
Judge  Jackson,  shows  a  way  for  the  judge  to  find  Microsoft 
guilty  of  antitrust  violations  without  running  afoul  of  the  appel- 
late courts. 


WHO  FRIENDS  JOKINGLY  SAY  HE  RESEMBLES  Oedipus,  the 
mythical  Greek  king  who  killed  his  father.  Why?  Because  he  dis- 
agrees with  mentors  Posner  and  Scalia  on  key  areas  of  the  law. 

FAMILY  Last  year  married  Bettina  Neuefeind,  a  German-born 
lawyer  who  investigated  Kosovo  war  crimes. 

BOLDEST  ACT  Smuggling  a  heart  valve  into  the  Soviet  Union  for  a  Jewish 
dissident  in  1985.  He  hid  it  in  the  crotch  of  his  pants. 


LARRY 
LESSIG 
AROUND 
1970 
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1999  NEC  Corpor 


The  IP  Network  Solution 


";#*  * 


Converging  voice  and  data  networks  to  connect  savings. 


IP  network  solutions  make  new  worlds  of  communication  possible.  Integrating  your  data  and  voice  networks  can 
save  you  money.  Achieving  this  convergence  transparently,  without  compromising  your  present  investment  or  next 
investment  in  PBXs  and  phone  sets,  is  another  matter.  That's  where  NEC's  100  years  of  experience  in  reliable  com- 
munications really  shows.  NEC's  innovative  solutions  can  make  full-featured  telephony  over  data  networks  as  simple 
as  changing  a  few  cables  and  adding  cards  to  your  existing  NEC  equipment.  So 
you  can  enjoy  new  Voice  Over  the  Internet  Protocol  (VOIP)  technology  without  the 
pain  of  obsolescence.  A  world  leader  in  communications,  computers  and  semicon- 
ductors, NEC  solutions  are  At  The  Center  Of  Innovation.  www.nec.com 
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E  COMMERCE 


FOR  ONLINE  PET  STORES 
ITS  DOG-EAT-DOG 

Slim  margins  and  a  crowded  market  point  to  a  brutal  shakeout 


used  to  f; 


fcf^  •  Jack  Gorman,  an  ac- 
^  9  count  manager  for 
Seattle-based  data 
processing  outfit  NCS, 
face  quite  a  hassle  in 
catering  to  the  likes  of  Woody 
and  Casper,  his  Labrador  Re- 
trievers. The  dogs  are  so  picky 
that  they  won't  eat  much  be- 
sides a  dog  food  called  Well- 
ness. And  at  snack  time,  Woody 
and  Casper  aren't  happy  unless 
they  can  gnaw  on  Old  West 
meat  treats.  These  days,  how- 
ever, Gorman  is  having  an  eas- 
ier time  with  his  pooches.  He 
orders  Old  West  snacks  at  a 
Web  site  called  Pets.com  for 
less  than  he  was  paying  at  the 
corner  pet  store.  And  every 
two  weeks  a  30-pound  bag  of 
Wellness  Fish  &  Sweet  Potato 
formula  arrives  at  his  door, 
courtesy  of  Smiley  Dog,  the 
Web  site  of  a  local  Seattle  pet 
store.  "I  can  [order]  at  three 
o'clock  in  the  morning  if  I 
want,"  says  Gorman.  "When  I 
saw  there  were  pet  stores  on-  PITT  PROJECT 
line,  I  got  pretty  excited."  ppn  D    . 

He  isn't  the  only  one  panting  LbU  KeiSITian  Says 
over  pet  treats  on  the  Net.  Petopia.COITl  has  a 
Within  the  past  year,  more  than   cost  advantage  over 

^^z!lm!i°lp!lS1Lsle!  online  rivals 


have  popped  up,  including  some 
backed  by  powerhouse  players  Ama- 
zon.com, cable  television's  Discovery 
Communications,  and  the  nation's  two 
largest  pet  supply  chains,  petsmart  and 
Petco  Animal  Supplies.  The  appeal?  A 
market  bigger  than  either  toys  or  music. 
Americans  spend  $23  billion  on  pet  food 
and  supplies,  according  to  the  American 
Pet  Products  Manufacturers  Assn.  And 
while  pet  owners  plunked  down  just 
$299  million  of  that  online  last  year,  the 
Web  market  for  pet  goodies  is  expected 
to  hit  $2.5  billion  in  2002,  says  For- 
rester Research  Inc.  "Sixty  percent  of 
all  homes  have  pets,"  says  Michela  Eng- 
lish, chief  operating  officer  for  Discov- 
ery.com,  a  sister  company  to  the  Animal 


Planet  cable  channel, 
which  invested  $97  mil- 
lion in  Petstore.com. 
"It's  a  market  that  we 
can  imagine  rapidly 
shifting  online." 

But  Fido  should  have 
chewed  up  a  few  of  these  online  pet 
store  business  plans.  Because  so  many 
pet  stores  are  rushing  to  the  Web,  the 
market  is  almost  certainly  headed  for  a 
messy  shakeout.  Pet  supplies  have  nev- 
er been  a  lucrative  business.  Operating 
margins  are  a  razor-thin  2%  at  leading 
retailer  petsmart  and  4.5%  at  rival  Pet- 
co. And  the  prospect  of  competitors  will- 
ing to  lose  millions  to  grab  market  share 
has  investors  skittish.  Pets.com  went 
public  on  Feb.  11  at  $11  a  share  and 
was  trading  at  $6.13  on  Feb.  22— hardly 
the  enthusiastic  welcome  most  Net 
stocks  get.  "A  lot  of  these  companies 
are  going  to  get  eaten  up,"  says  For- 
rester Research  analyst  Carrie  John- 


bi 


son.  "Only  the  sites  with  the  best-kno^ 
names  are  going  to  win." 

Check  out  the  initial  public  offerii  ^ 
documents  of  Pets.com  and  PETsMAR 
com,  which  filed  on  Feb.  4.  Betwee 
the  time  it  started  operating  last  Fe 
ruary  and  the  end  of  1999,  Pets.co 
lost  $61.8  million  on  a  meager  $5.8  m 
lion  in  sales.  PETSMART.com  fared  on 
slightly  better  in  the  10  months  it  oi 
erated  last  year:  It  lost  $47.5  million  c 
sales  of  $10.4  million. 
THE  SCARY  PART.  And  that's  not  eve 
the   scariest   part   of  their  busines 
plans.  Pets.com's  financial  statement 
show  that  it  paid  $13.4  million  for  th 
goods  it  sold  for  just  $5.8  million.  Fc 
every  dollar  that  Pets.com  pays  sut 
pliers  such  as  Ralston  Purina  Co.  fo 
dog  food  and  United  Parcel  Servic 
Inc.  for  shipping,  it  collects  43<2  from  it 
customers.  That  means  it's  losing  57 
on  every  dollar  of  sales — even  befor 
the  really  big  expenses  like  advertisin 
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Introducing  Trade  Matrix,  the  premier  digital  marketplace  for 
business-to-business  eProcurement,  eCommerce  and  eFulfillment. 
It's  powered  by  i2,  whose  proven  Intelligent  eBusiness  solutions  have 
helped  industry  leaders  streamline  and  integrate  business  processes, 
strengthen  customer  relationships  and  master  their  supply  chains. 
In  fact,  i2  solutions  have  already  delivered  more  than  $7.5  billion  in 
customer  value.  All  of  which  adds  up  to  a  considerable  difference. 


tradeMatrix 

Your  Company's  B2B  Strategy 


powered  by  £^  \  nasdaq:itwo 


(£) 


Call  us  at  800-800-3288  or  visit  www.tradeiflatrix.com. 
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and  overhead.  petsMART  isn't  doing 
much  better:  For  every  dollar  that  it 
pays  suppliers,  it's  collecting  620. 

Pet  site  executives  say  things  aren't  as 
dire  as  they  seem.  What  they're  doing  is 
grabbing  market  share  now  so  that  they 
can  profit  in  the  future.  "We're  building 
ahead  of  the  curve,"  says  Julie  L.  Wain- 
wright,  Pets.com's  chief  executive.  One 
big  expense,  she  says,  comes  from  ship- 
ping goods  by  air  to  the  East  Coast  so 
that  customers  get  their  orders  in  three 
days.  Those  costs  will  ease  once  Pets.com 
builds  its  distribution  center  in  In- 
dianapolis. She  argues  that  the  mar- 
gins on  products  such  as  dog  food 
are  a  healthy  20%  to  25%.  Sure, 
she's  disappointed  in  the  company's 
stock  price,  but  she  says  Pets.com 
has  loads  of  potential:  It's  30% 
owned  by  Amazon.com,  so  it  gets 
exposure  to  the  retailer's  17  million 
customers. 

Indeed,  the  Net  looks  to  be  a 
natural  for  pet  owners.       c 
Most   tend   to   buy   the   H 
same  stuff  regularly  and   I 
welcome  the  convenience.  Consider 
Laura  Medley,  a  Web  designer  for 
Wit  Capital  Group  Inc.  in  New 
York.  Every  eight  weeks  a  40- 
pound  bag  of  dog  food  is  delivered 
from  Pets.com.  With  three  cats  and 
a  dog,  she  shops  on  the  Web  for 
specials  on  kitty  litter,  cat  food,  vi- 
tamins, and  cat  pan  liners.  "They 
all  e-mail  me  specials,"  says  Med- 
ley. "I  order  from  whoever  has  the 
special.  Sometimes,  it's  even  free." 
BIG  SPENDERS.  The  fact  that  Med- 
ley has  bookmarked  four  sites  and 
toggles  among  them  looking  for 
sales  shows  how  crowded  the  mar- 
ket already  is.  And  becoming  a 
standout  costs  dearly.  PETSMART. 
com  and  Pets.com  appear  to  have 
the  early  lead,  in  large  part  be- 
cause they've  been  spending 
heavily  for  the  limelight.  Pets, 
com  has  burned  $21  million  on 
marketing  and  advertising  in 
the  past  year  trying  to  create 


thought  it  belonged  to  another  pet  site. 
While  Pets.com  is  a  pure  Net  compa- 
ny, PETSMART.com,  the  online  arm  of  the 
493-store  chain,  is  showing  the  advan- 
tages of  a  clicks-and-mortar  strategy.  Fi- 
nancially, PETsAURT.com  is  doing  slightly 
better  than  Pets.com  in  part  because  its 
stores  help  promote  the  Web  site  at  a 
relatively  low  cost.  PETsMART.com  will 
use  petsmart's  warehouses  to  ful-  g ^ 
nil  its  orders.  And  the  company  ac-    A^^ 


quired  some  Net  expertise.  For 
example,  it  struck  an  alliance 

Fur  and  Fin 

PETS.COM  This  site  is  grabbing  loads  of  at- 
tention. It  has  spent  $21  million  over  the  past 
year  on  advertising,  including  spots  during  the 
Super  Bowl.  It  also  has  gotten  a  visibility  boost 
from  its  alliance  with  Amazon.com,  which 
owns  30%  of  the  company.  But  there's  one 
problem:  Its  financial  results 
are  dismal.  To  grab  market 
share,  it's  offering  shipping  to 
the  East  Coast  well  below  cost. 
That  has  helped  boost  sales  to  an  annual  rate 
of  $20  million,  while  the  company  has  lost 
$42  million.  It  did  raise  $82.5  million  in  a 
Feb.  11  initial  public  offering. 

PETsMART.COM  This  site  has  sacrificed  hype 
for  substance.  It  hasn't  spent  as  heavily  as 
Pets.com  on  promotions,  but  already  its  sales 
are  running  about  $30  million  annually.  It  has 
an  edge  in  brand 


.com 

d»c«j»»  o»t»  can't  drlv* 
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recognition  be- 
cause it's  the  dot 

com  operation  of  the  country's  largest  pet  sup- 
ply chain.  PETsMART.com  plans  to  go  public 
shortly  and  raise  $115  million. 

PETOPIA.COM  Its  alliance  with  Petco,  the 
second-largest  pet  supply  retailer,  gives 

Petopia.com  critical  assets. 
The  site  will  have  access  to 
eight  distribution  centers 
for  quick  delivery,  500  re- 
tail stores  that  can  be  used 
for  promotional  opportunities,  and  a  database 
of  5  million  pet  owners.  Petopia  is  private  and 


Agetopiac 


unique  identity.  Its  branding  cam 

paign  centers  on  a  sock  puppet     won't  discuss  its  financials.  are 


with  idealab!,  the  Los  Angeles-basei 
temet  incubator  that  has  spawned 
cesses  such  as  eToys  Inc.  and  now 
22%  of  PETSMART.COm. 

Partnerships  with  existing  pet  si 

chains  may  prove  critical.  Petopia. 

which  is  20%  owned  by  the  sec< 

largest  retailer,  Petco,  figures  it  h| 

big  cost  advantage  over  Net  upst; 

"We  have  the  opportunity  to  carv< 

a  piece  of  each  of  Petco's  distribi 

centers,"  says  Andrea  Reisman, 

of  Petopia.com.  "That  means  we 

have  a  new  distribution  centei 

in  a  couple  of  weeks  as  oppose! 

a  couple  of  months,  and  we  cai 

it  at  a  cost  of  $1  million,  vs. 

million  if  we  started  from  scrat| 

Pets.com  has  said  that  its  new 

tribution  center  will  cost  $7 

lion  to  $9  million. 

Even  more  important  than  lo| 
tics  may  be  marketing.  Because 
pet  supply  business  has  such 
margins,  companies  need  to 
more  than  just  dog  food.  Where 
companies  rake  it  in  is  on  ext; 
such  as  neon  yellow  collars  and 
beds.  "In  a  store,  you  can  put 
20-pound  bags  of  dog  food  in 
back,  so  people  have  to  walk 
the  colored  leashes,"  says  Mid 
Shinall,  managing  director  of  Mei 
ian  Consulting  Group  Inc.  "How| 
you  merchandise  those  things 
line?"  Pet  sites  are  trying:  Ml 
regularly  send  e-mail  to  customt 
pointing    out    whatever   tl 
have  on  sale. 

While  the  pet  sites  are  sb 
gling  to  figure  out  how  to  m 
profits,  their  popularity  contini 
to  grow  with  time-crunched  ci 
tomers  like  Denise  Proctor.  T 
Clarksville  (Term.)  mother  of  six 
ders  her  three  birds'  favorite  br; 
of     seed,     Nutri-Berries,     fri 
Pets.com  instead  of  driving  mi 
to  one  of  the  few  local  stores  £ 
carry  it.  "It's  much  more  con 
nient  to  go  online  than  to  dr 
everybody  to  the  pet  store,"  sa] 
Proctor.  Although  pet  shops  onli 
headed  for  brutal  competiti 


ours. 


that  looks  like  a  white  dog  with 
black  patches.  It  made  an  appear- 
ance in  Macy's  Thanksgiving  Day 
Parade  in  New  York  as  a  36-foot- 
high  balloon.  The  singing  mascot 
also  was  featured  in  a  Super  Bowl 
ad  that  cost  Pets.com  more  than  $2 
million.  Yet,  according  to  a  survey 
by  e-commerce  consultant  Gomez 
Advisors  Inc.,  of  550  people  log- 
ging on  to  the  Pets.com  site,  some 
30%  of  those  who  had  seen  the  ad 


PETSTORE.COM  It  has 

an  alliance  with  Animal 
Planet,  the  cable  channel 
with  an  average  of  46 
million  viewers  per  month. 
The  cable  show  promotes  its  animalplanet.com 
site  for  which  Petstore  provides  the  online 
commerce.  It  also  offers  loads  of  extras:  For 
example,  it's  one  of  the  few  Web  retailers  to  of- 
fer live  tropical  fish  by  overnight  mail. 


over  the  next  few  years,  c 
tomers  like  Proctor  will  ma 
winners  out  of  a  few. 

By  Arlene  Weintraub  in  L 
Angeles,  with  Robert  D.  Hof 
San  Mateo,  Calif. 


BusinessWeek  ONLINE* 


Check  out  a  Web  site  review  of 

Pets.com  at  ebiz.businessweek.com  on 

Feb.  25. 
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ivnen  you  can  tuw  ror  compuxmg 

olutions,  we  immediately  put 
■fiur  best  team  on  the  job. 
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You  want  personalized  expertise  and 
solutions  tailored  to  your  needs.  And  you 
want  to  save  time.  That's  why  CDW  provides 
you  with  your  own  account  manager,  who  leads  a 
complete  team  of  specially  trained  computer  experts. 
Working   together,  they   help   custom    configure   computing 
solutions  using  top  name  brands.  At  CDW,  we've  built  the  most 
efficient  direct  business  model  in  the  industry.  One  that  saves  you  money  and 
is  responsive  to  your  needs.  Add  cdw.com,  our  award-winning  site,  and  you  have  the 
most  comprehensive  computing  solutions  resource  at  your  fingertips.  Bottom  line,  it's  what's 
made  us  a  FORTUNE®  1000  Company  and  the  industry's  only  Direct  Solutions  Provider™  To  put 
CDW  to  work,  call  us  today.  You'll  get  the  best  team,  and  the  best  computing  solutions.  Yours,  and  yours  alone. 


Computing  Solutions  Built  for  Business 

1-888-239-8283  www.cdw.com 


TM 


>000  CDW  Computer  Centers,  Inc. 


CDW) 


■i 


Industries 


ELECTRONICS 


INDIA 

WIRED 

Info  tech  is  lifting  the  economy,  and 
the  politicians  are  backing  it 


During  his  eight  years  in  the 
U.  S.,  Tushar  A.  Dave  was  im- 
patient. The  physicist  and 
computer  engineer  had  a  suc- 
cessful career  developing  mi- 
croprocessors, but  he  longed 
to  "do  something  creative"  in  India.  So 
in  1988,  he  and  a  co-worker  from  Intel 
Corp.  started  a  semiconductor-design 
company  in  Bangalore. 

Soon,  Dave  was  feeling  the  frustra- 
tions of  being  in  a  backwater  of  the 
global  economy,  frustrations  that  have 
driven  countless  other  Indians  to  take 
their  talents  and  innovations  to  Silicon 
Valley.  In  early  1998,  his  Armedia  Inc. 
announced  a  breakthrough:  the  design 
for  a  chip  that  instantly  decodes  the 
vast  flood  of  digital 
video  in  highly  com- 
pressed TV  signals. 
That  way,  high-defini- 
tion programs  can  be 
viewed  either 

on  new  digital  TVs  or 
on  existing  sets.  Trou- 
ble was,  Dave  couldn't 
find  a  market:  Most 
Indians  don't  even 
have  color  TVs  yet. 
Digital  TV  has  barely 
arrived.  "Everyone 
thought  we  were  fool- 
ish," says  Dave,  42. 

Until,  that  is,  Hen- 
ry T  Nicholas  ill,  CEO 


EXPORTING 

INDIA'S 

BRAINPOWER 

EXPORTS  OF 
INFO-TECH  PRODUCTS, 
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$4 
550  BILLION 

MILLION  HPH 

1991  1999 

DATA:McKINSEYSCO,NASSCOM 


of  chipmaker  Broadcom  Corp.,  caught 
wind  of  Armedia.  The  Irvine  (Calif.) 
company  had  the  knowhow  to  compress 
video  images  for  digital  broadcast  sig- 
nals over  satellite  and  cable — but  not 
the  technology  to  decompress  them  so 
they  could  be  viewed  on  televisions.  A 
year  later,  Nicholas  bought  Dave's  com- 
pany for  $67  million.  "It  has  been  a 
seamless  transition,"  says  Nicholas.  "It 
helped  us  build  the  world's  most  highly 
integrated  HDTV'  chip." 
BLOSSOM.  This  sort  of  ascent  from  ob- 
scurity is  occurring  on  a  massive  scale 
across  India's  thriving  information-tech- 
nology sector.  For  more  than  a  decade, 
this  giant,  impoverished,  and  inward- 
looking  nation  has  toiled  in  the  shad- 
ows of  the  global 
economy.  Despite 
world-class  skills  and 
education,  India's 
army  of  engineers  has 
mostly  been  used  as 
cheap  contract  labor, 
performing  the  te- 
dious task  of  writing 
reams  of  software 
code  for  foreign  giants 
from  General  Electric 
Co.  to  American  Ex- 
press Co.  Many  thou- 
sands of  others  mi- 
grated to  the  U.S., 
staffing  the  labs  that 
produced  cutting-edge 


$50 
BILLION 

2008 

EST 

products  for  companies  such  as  Intel  m  ; 
Sun  Microsystems,  and  Cisco.  Rarely  ecfe 
however,  did  companies  in  India  gener-  rp  it  i 
ate  proprietary  technology  of  their  own.  pie ' 

Now,  India's  IT  industry  has  begun  to  iwlac. 
blossom.  After  showcasing  their  value  5."  ft 
by  helping  foreign  corporations  debug  ue^r 
computer  networks  in  time  for  Y2K,  In-  n  [rja's 
dian  design  and  engineering  companies  ipfe 
are  now  suppliers  of  everything  from  an-  leariv  ? 
imation  work  for  such  Hollywood  films  as  sight  ye 
The  King  and  I  to  the  3-D  imagery  used  I 
in  Airbus  Industrie  flight  simulators.  Soft-  » 
ware  services  outfits  Wipro  Technologies 
and  Infosys  Technologies  provide  a  wide 
range  of  Net-related  products  for  for- 
eign companies — from  browsers  used  on 
new-generation  wireless  phones  to  e-com- 
merce  Web  sites. 

Just  as  important,  thanks  to  the  ef- 
forts of  Silicon  Valley  returnees,  India  jbefort 
is  spawning  success  stories  in  chips,  com- 
puter equipment,  and  wireless  telephony. 

With  the  Net  fast  bridging  the  once- 
vast  geographical  gap  that  separated  the 
West  and  Japan  from  India's  immense 
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ool  of  English-speaking 
echnical  talent,,  the  coun- 
ry's  it  industry  is  set  to 
explode.  This  year,  software 
>roducts  should  account  for 
J5.7  billion  in  exports  and 
me-quarter  of  the  growth 
n  India's  $400  billion  econo- 
ny,  which  should  expand  by 
learly  7%  this  year.  Within 
■ight  years,  predicts  a  recent  study  by 
vIcKinsey  &  Co.  and  India's  National  As- 
sociation of  Software  &  Service  Compa- 
res (Nasscom),  India's  annual  IT  exports 
;ould  hit  $50  billion— about  33%  of  total 
,'xports,  up  from  10%  now.  Domestic  IT 
■evenues  could  approach  $40  billion.  That 
;ould  create  2.2  million  jobs — and  push 
jidia's  growth  rate  near  the  double  digits 
.hat  many  East  Asian  Tigers  enjoyed 
)efore  the  1997  crash. 

If  so,  India  may  chart  a  new  course 
"or  development  among  emerging  mar- 
cets.  Since  the  1950s,  Asia's  dynamos 
lave  focused  on  manufacturing  exports, 
india  may  be  the  first  to  rely  on  brain- 


STREET  SMARTS 

In  Bangalore,  the  ad 
scene  is  dominated  by 
high-tech  companies 
and  training  outfits 
that  are  hungry  for 
talent 


power-led  growth.  What's 
more,  IT  may  succeed  de- 
spite    notoriously     bad 
roads,  airports,  and  con- 
tainer terminals.  Prosper- 
ing in  IT  services  "doesn't 
require  a  lot  of  big  capital 
investment  in  anything," 
notes  Grady  E.  Means, 
who   heads   Pricewater- 
houseCoopers'  global  corporate-strategy 
practice.  "India  is  for  real,  for  real,  for 
real." 

MAJOR  MOMENT.  Because  its  strengths 
dovetail  so  nicely  with  the  needs  of  the 
West,  moreover,  India  could  become  a 
more  influential  global  player.  U.S.  Am- 
bassador to  India  Richard  Celeste  even 
argues  that  "it  has  become  the  driver 
for  our  bilateral  relations"  with  New 
Delhi.  Technology  ties  will  be  high  on 
the  agenda  when  President  Bill  Clinton 
arrives  in  India  on  Mar.  20. 

Of  course,  anyone  with  much  experi- 
ence in  India  knows  it  has  always  had 
enormous  potential — but  a  maddeningly 


difficult  time  living  up  to  it.  Time  and 
again,  corrupt  governments  and  out- 
bursts of  xenophobia  or  communal  vio- 
lence have  soured  confidence  just  when 
India  seemed  ready  to  take  off.  Also,  In- 
ternet Age  economies  require  a  free- 
wheeling business  environment.  Al- 
though successive  governments  have 
made  great  strides  to  reduce  stifling, 
socialist-era  regulations,  many  officials 
are  reluctant  to  relinquish  power. 

A  Net-led  takeoff  also  requires  ample 
telecom  capacity,  computers,  and  elec- 
tricity. Yet  India  has  fewer  than  22  mil- 
lion phone  lines  and  wireless  phones — 
fewer  than  one  per  100  households. 
China  adds  almost  that  many  lines  each 
year.  What's  more,  only  four  Indians 
out  of  1,000  have  a  computer,  a  dismally 
low  rate  by  world  standards.  Power 
shortages  are  chronic. 

But  India  has  a  free  media  and  demo- 
cratic institutions,  things  China  lacks. 
And  India  is  moving  to  solve  its  short- 
comings. In  telecom,  the  government  is 
dismantling  curbs  on  foreign  investment 
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and  competition.  A  half-dozen  con- 
sortiums are  building  fiber-optic  net- 
works. Satellite  communications  and 
TV  set-top  boxes,  meanwhile,  will 
help  bring  the  Net  to  households 
that  still  lack  phone  lines  or  Pes. 

Clearly,  the  politicians  are  stalling 
to  get  it.  India's  ruling  Bharatiya 
Janata  Party,  in  power  since  1998, 
has  made  information  technology  the 
cornerstone  of  its  political  agenda  of 
generating  high  economic  growth 
while  surrendering  little  sovereignty 
to  multinationals.  The  rip  also  hopes 
that  the  spread  of  IT  will  unify-  a  na- 
tion divided  by  cultural  and  econom- 
ic differences.  Local  politicians  are 
pushing  the  IT  cause,  too.  Even  be- 
fore they  have  adequate  roads,  water 
supplies,  or  schools,  many  remote 
villages  in  India  are  getting  con- 
nected. From  craftspeople  to  dairy 
farmers,  rural  Indians  are  stalling  to 
turn  to  the  Net  to  sell  goods  and 
monitor  prices. 

The  main  catalyst  for  the  wiring 
of  India,  however,  is  the  surge  in 
global  demand  for  electrical  engi- 
neering and  software  of  all  kinds. 
As  multimedia  takes  off,  the  need 
for  such  services  will  mushroom.  Indian 
companies  are  becoming  proficient  in 
chip  design.  Web-based  services,  and 
telecom  software,  among  other  fields. 
While  these  skills  are  scarce  in  the  U.  S. 
and  Europe,  India  has  them  in  profu- 
sion. The  country's  universities  are 
pumping  out  120,000  engineering  grad- 
uates a  year,  and  the  number  reaches 
nearly  1  million  when  polytechnics  and 
the  country's  3,000  computer-training 
institutes  are  included.  And  nearly  100 
such  institutes  are  opening  every  month. 
Many  Indian  outfits  are  also  known  for 
high-quality  work.  Of  the  21  companies 
worldwide  that  hold  the  Carnegie  Mel- 


lon Software  Engineering  Institute's 
highest  ranking,  12  are  from  India — in- 
cluding Motorola  Inc.'s  Bangalore  sub- 
sidiary, Citigroup  software  subsidiary 
I-Flex  Solutions,  Infosys,  and  Wipro. 

Thousands  of  India's  high-tech  grad- 
uates have  already  made  it  to  the  top  in 
the  U.S.  Now,  with  abundant  business 
opportunities  at  home,  Indians  from  Sil- 
icon Valley  to  Wall  Street  are  bringing 
their  expertise,  connections,  and  capi- 
tal back.  If  this  occurs  on  a  large- 
enough  scale,  it  could  do  for  India  what 
the  reverse  brain  drain  from  the  U.  S. 
did  for  Taiwan's  electronics  manufactur- 
ing boom. 


FLYING  HIGH 

For  3-D  imagery  used  in  its 
flight  simulators,  Airbus 
Industrie  turned  to  Sankhy; 
Infotech  in  Hyderabad 

The  change  of  mind-set  an 
bright  Indian  expatriates  has 
dramatic.  Take  Ashish  Dhawan 
and  Raj  Kondur,  28.  When  stud 
at  Harvard  Business  School 
years  ago,  the  pair  drew  u 
scheme  to  launch  a  venture-caj 
firm  in  India  to  invest  in  softv 
and  Net  businesses.  But  the  s 
was  so  primitive  then  that  they 
eluded  "it  would  have  been  a 
professional  move,"  says  Kondur 
they  took  New  York  jobs  at  G< 
man,  Sachs  &  Co.  and  Morgan  S 
ley.  Then  in  1998,  Dhawan  retur 
to  New  Delhi  to  get  married — 
witnessed  the  IT  revolution.  "It 
the  right  moment,  and  it  was  n^ 
ing  fast,"  he  recalls.  So  he  pers 
ed  Kondur  to  join  him.  Before  t 
left  New  York,  the  duo  raised 
million  in  commitments  for  it  x 
tures  from  technology  hedge 
Digital  Century,  Microsoft,  Goldman 
Henry  Paulson,  and  Citigroup  Co- 
Victor  Menezes,  a  Bombay  native 
November,  they  launched  their  fu 
Chrysalis.  Over  the  following  th 
months,  they  visited  150  companies 
saw  500  business  plans.  Chrysalis 
pects  to  be  fully  invested  this  year,  t 
years  ahead  of  schedule. 
GOING  GLOBAL.  The  dynamism  that  t 
IT  revolution  has  unleashed  has  result 
in  the  kind  of  wealth  creation  most  I 
dians  have  never  seen.  By  rewardi: 
employees  with  stock  options  and  th 
going  public  on  Nasdaq,  Infosys  (marl 
cap:  $27  billion),  has  created  seve 


Branching  Out:  Some  India  IT  Stars 


COMPANY  /  HEADQUARTERS  /  KEY  PERSON 

ARMEDIA/Bangalore 
Founder:  TUSHAR  DAVE 


DEVELOPMENT 


Developed  decompression  technology  for  high-definition  TV. 
Bought  by  Broadcom  for  $67  million  in  1999. 


BPL/Bangalore 

Chairman:  RAJEEV  CHANDRASEKHAR 

India's  biggest  cell-phone  outfit  now  makes  chips  for  voice  mail  for  Japanese  companies,  wireless 
digital-processing  chips,  and  switching  systems  for  air-traffic  control. 

INFOSYS/Bangalore 

CEO:  N.  R.  NARAYANA  NIURTHY 

Leading  developer  of  software  for  foreign  companies,  now  developing  e-commerce  Web  sites 
for  customers  such  as  CBS  Sportsline. 

SANKHYA/Hyderabad 

Founders:  N.  SRINIVAS  AND  N.  SRIDHAR 

Makes  aviation  simulation  and  training  software  for  engineers  and  crew  that  can  be  sent 
over  the  Net. 

WIPRO  TECHNOLOGIES/ Bangalore 

CEO:  V1VEK  PAUL 

One  of  the  country's  biggest  software-services  companies.  Makes  microbrowsers  for  mobile  Inter- 
net for  Japanese  companies,  manages  e-commerce  sites,  and  designs  Web  security  systems. 

DATA:  BUSINESS  WEEK 
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It's  a  harsh  but  inescapable  fact  of  Internet  life.  Your  site  must 
come  up  quickly.  Download  seamlessly.  Handle  sales  within  seconds, 
matter  where  your  customers  are.  And  if  your  site  fails  to  deliver 
at  any  point,  forget  it.  Your  customers  will  click  elsewhere. 


Digital  Island 


e-Business  without  Limits 


You  need  a  global  e-business  delivery  network:  integrated  hosting, 
network,  application  and  content  delivery  services,  all  in  one.  And 
that's  what  Digital  Island  delivers.  So  you  can  guarantee  a  fast, 
locally-relevant  experience  to  your  customers  —  and  dramatically 
reduce  time-to-revenue  for  your  business.  Whether  you're  doing 
business  across  the  street,  or  across  the  planet. 
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Business  Week  Online  gives  you  instant 
access  to — and  an  immediate  edge 
with — global  news  and  business  trends. 
Featuring  daily  briefings,  market  updates, 
stock  quotes,  and  resources  for  small 
business,  E-business,  career  and  travel, 
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idicd  millionaires.  Now,  stock 
ions  for  employees  has  become 

norm  in  the  Indian  IT  business, 
'.lia's  120  technology  stocks  now 
ount  for  30%  of  the  Bombay 
•ck  Exchange's  capitalization,  up 
m  8%  a  year  ago.  Since  then, 
sscom  says,  the  value  of  tech 
cks  has  grown  tenfold,  to  $41 
ion. 

^o  wonder  there's  a  gold-rush 
■rgy  level  in  many  Indian  cities. 
Bangalore,  signs  on  the  street 
'ertise  computer  courses,  while 
ssive  billboards  try  to  lure  pro- 
immers  to  sign  up  with  new 
ipanies.  In  one  office  tucked  in 
eafy  residential  section,  young 
rkers  at  Net-solutions  provider 
net-  asia.com  race  up  and  down 
i  stairs  of  the  spartan  office 
lding  where  they  work  around 

clock. 

^lanetasia  is  an  example  of  the  new, 
bal-minded  Indian  startup.  The  out- 
;  150-strong  client  roster  ranges  from 
isumer-products  giant  Unilever  to 
gapore's  eComCFO,  which  offers  Web- 
:ed  business  services  for  small  com- 
oies.  Its  services  are  fast  and  cost 
nts  40%  less  than  in  the  U.  S.  "Their 
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tech  guys  are  full  of  good  ideas,  and 
management  is  committed,"  says  eCom- 
CFO founder  P.  Bala:  "I'm  hooked." 

Such  homegrown  Indian  companies 
are  intent  on  moving  up  the  food  chain. 
Sankhya  Infotech  in  Hyderabad  is  one 
of  three  companies  in  the  world  to  de- 
velop a  complete  software  package  that 
delivers  3-D  animation  for  the  flight 


TEACHING  TECH 

Training  institute  NUT  has  gone 
multinational,  with  operations  in 
China  and  Indonesia 

simulators  on  which  jumbo-jet  pilots 
and  crews  hone  their  flying  skills  and 
learn  new  aircraft  technologies. 
Sankhya — "knowledge"  in  Sanskrit — 
devotes  one-third  of  its  energies  to  Air- 
bus. Its  specialty  is  compressing  train- 
ing programs  into  modules  of  64 
megabytes  or  less  so  they  can  be  sent 
over  the  Net.  The  two-year-old  com- 
pany also  has  a  joint  venture  with  Is- 
rael's Magic  Software  for  virtual  reali- 
ty software. 

Now,  co-founder  N.  Srinivas  is  work- 
ing on  simulation  software  packages  that 
cater  to  different  accents  and  languages. 
The  company  will  soon  go  public,  and 
even  though  it  expects  to  have  rev- 
enues of  less  than  $5  million  in  2001,  it 
already  is  being  extolled  as  one  of  the 
year's  hottest  issues. 

In  fact,  virtually  every  Indian  IT  cor- 
poration is  thinking  globally,  bpl,  India's 
largest  cell-phone  operator,  with  $1  billion 
in  annual  sales,  develops  analog  chips 
that  go  into  cell-phone  voice-mail  sys- 
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us  sold  by  Japan- 

;  companies  such 

Panasonic.  BPLalso 

signs  the  sophisti- 

,ed  switching  sys- 

ns  used  in  air-traf- 

•control     systems 

d  by  Harris  Corp. 
the   U.S.  At  its 

m  is  Rajeev  Chan- 
lasekhar,  36.  He  re- 
amed to  India  in 
1 31  after  spending 
years  at  Intel  de- 

ioping  microproces- 

[B,  including  work- 

j  on  the  team  that 

veloped  the  Pen- 

.m     chip.     Under 

landrasekhar,  bpl 

came  the  first  Indian  company  to  in- 
duce e-mail  access  through  the  cell 

one.  The  company    aspires  to  be  In- 

i's  top  player  in  the  wireless  Internet. 

he  India-is-terrible  cloud  has  gone," 

says. 

tARTUP  BUG.  The  global  push  is  creat- 

r  India's  first  major  multinationals. 

>st  already  have  U.  S.  and  European 

erations.  Computer  education  insti- 

te  nut  even  has  operations  in  China 


VENTURE  PIONEERS 

Dhawan  and 
Kondur  have  just 
launched  their 
dream:  A  venture- 
capital  firm 

and  Indonesia,  where 
it  trains  in  the  local 
languages.  India's 
largest  publicly  list- 
ed software  develop- 
er, Wipro  Technolo- 
gy, is  planning  to 
move  its  headquar- 
ters from  Bangalore 
to  Santa  Clara, 
Calif.,  since  most  of 
ranging  from  Cisco  Sys- 
tems to  new  dot-coms — are  based  in  the 
U.S.  After  watching  its  software  busi- 
ness grow  by  59%  annually  since  1995, 
to  $220  million,  clients  now  are  hiring 
Wipro's  6,500-strong  Indian  engineering 
staff  to  design  or  manage  Web  services. 
"There's  growing  need  for  IT  services 
as  the  U.  S.  goes  to  e-commerce,  and  it 
is  not  going  to  be  met  domestically," 
says  ceo  Vivek  Paul. 


its  customers- 


Such  successes  are  creal  trig  n 

for  entrepreneurs.  Lasl  year,  the  num 
ber  of  new  tech  companies  registered 

with  Nasscom  quadrupled,  to  520.  Tin 
year,  it  expects  to  have  more  than 
1,000.  Everyone  has  the  startup  bug. 
High-flying  executives  at  petrochemical 
giant  Reliance  and  the  Indian  offices  of 
Cadbury  Schweppes  PLC  and  Hewlett- 
Packard  Co.  are  leaving  to  start  it 
ventures.  That's  a  major  change  in  a 
country  where  people  once  aspired  to 
spend  their  careers  with  one  company 
or  government  ministry. 

Venture  money  is  starting  to  pour 
into  India  as  well.  From  next  to  nothing 
in  1998,  more  than  $1  billion,  bankers 
estimate,  will  flow  into  India's  high-tech 
industry  in  the  next  six  months.  And  if 
current  restrictions  on  venture  capital 
are  eased  as  expected  this  month,  India 
could  see  at  least  $3  billion  in  venture 
money  annually. 

Longer  term,  the  technology  boom 
will  have  its  biggest  impact  on  India's 
domestic  economy.  Already,  the  coun- 
try has  10,000  cybercafes.  Within  three 
years,  Goldman  Sachs  estimates  that 
the  number  of  India's  Net  users  will 
balloon  from  2  million  to  70  million. 

That  spells  a  bright  future  for  con- 
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oer    e-eommerce — and    a 

y  for  old  industries  to 
j.nsform  themselves.  One  of 

lia's  oldest  textile  compa- 
ss, S.  Kumar,  is  spending 
i50  million  to  install  satel- 

•-linked  Internet  kiosks  in 

30,000  retail  outlets.  The 
| -a  is  to  turn  them  into  on- 
shopping  destinations. 
fe  are  leveraging  our  net- 
Jirk  and  our  brand  name," 
\rs  Chairman  Vikas  Kasliwal, 

a  Harvard  graduate  and 
of  S.  Kumar's  founder. 

some     Indian     politicians 

ik  that  the  IT  revolution 

aids  a  fundamental  change 
|  India's  feudal  political  sys- 
Leading    the    pack    is 
|iandrababu  Naidu,  the  "lap- 
minister"  of  Andhra  Pradesh.  He 
|s  begun  computerizing  government 
ices  and  local  schools,  and  is  luring 
isiderable  investment.  Since  October, 

other  Indian  states  have  appointed 

secretaries  to  attract  investment. 
t;w  Delhi  also  is  banking  on  IT  to  pro- 
India.  "Our  biggest  challenge  is  to 
;ate  conditions  where  people  can  live 
rood  material  life,"  says  Sudheendra 


Kulkarni,  a  close  aide  of  Prime  Minister 
Atal  Bihari  Vajpayee.  "The  IT  revolution 
is  central  to  that  vision."  In  a  bid  to 
boost  PC  use  by  25%  a  year,  the  gov- 
ernment is  eliminating  taxes  on  hard- 
ware and  software  and  is  easing  the 
standards  for  listing  Net  companies  on 
the  stock  exchanges. 

The  government  is  also  at  last  start- 
ing to  break  up  the  logjams  that  have 


RAISING  THE  ROOF 

Under  Narayana  Murthy  (center), 
Infosys,  a  leading  Indian  software 
development  firm,  is  expanding  fast 

held  up  the  telecom  sector.  New  Delhi 
has  restructured  its  telecom  regulatory 
agency,  is  breaking  up  state  monopo- 
lies, and  is  talking  about  letting  for- 
eigners own  100%  of  telecom  compa- 
nies. The  changes  are  badly  needed. 
Foreign  telecoms  have  committed  al- 
most $2  billion,  but  local  red  tape  has 
prevented  them  from  putting  it  to  work. 

India  has  reached  a  pivotal  moment. 
Just  once  before,  when  they  achieved  in- 
dependence from  Britain  in  1947,  have 
Indians  had  such  an  opportunity  to  re- 
make themselves.  "The  '80s  were  the 
Asian  Tigers'  decade;  the  '90s,  China's. 
The  IT  revolution  will  make  this  decade 
India's,"  says  New  Delhi  economist  Sur- 
jit  Bhalla.  Given  India's  many  false 
starts,  it's  too  early  to  declare  success. 
But  as  the  benefits  of  joining  the  global 
IT  revolution  become  ever  more  appar- 
ent, India  may  be  ready  at  last  for  its 
moment  on  the  world  stage. 

By  Manjeet  Kripalani  in  Bangalore, 
with  Mark  L.  Clifford  in  Hyderabad 
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IMMIGRATION 


UNSUNG 

HEROES 

Immigrant  entrepreneurs 
are  creating  thriving 
businesses  in  Europe-and 
thousands  of  jobs 

Chin  Thach  is  far  more  than  a  sur- 
vivor. The  ethnic  Chinese  Cam- 
bodian arrived  penniless  in  1976 
in  France,  having  fled  the  mur- 
derous Khmer  Rouge  regime  at  home. 
Yet  he  set  right  to  work,  studying 
French  at  night  and  working  on  the 
Citroen  auto  assembly  line.  By  1986, 
he  had  enough  money  saved  to  open 
his  own  computer  assembly  company 
with  two  immigrant  friends.  Today, 
Abacus  Equipement  Electronique 
boasts  annual  sales  of  $275  million  and 
employs  400  in  a  shiny  new  factory  in 
the  suburbs  of  Paris.  "My  family  owned 
a  factory  producing  soy  sauce  in  Cam- 
bodia and  I  always  wanted  my  own 
business,"  says  Thach,  who  hopes  to 
take  his  company  public  this  year. 

Immigrants  such  as  Thach  are  in- 
jecting new  dynamism  into  the  Conti- 
nent's economies,  and  creating  thou- 
sands of  new  jobs.  Yet  every  single 
European     Union 


SHOWING 
INITIATIVE 

SELF-EMPLOYED  IMMIGRANTS 
THOUSANDS 


GERMANY 

273 

BRITAIN 

137 

FRANCE 

128 

BELGIUM 

49 

NETHERLANDS 

27 

SPAIN 

27 

AUSTRIA 

11 

IRELAND 

10 

LUXEMBOURG 

6 

DENMARK 

6 

Estimates  for  2000 

DATA  ORGANIZATION  FOR  ECO- 
NOMIC COOPERATION  &  DEVEL- 
OPMENT, BUSINESS  WEEK 


government  is  try- 
ing to  close  its 
door  to  almost  all 
new  immigrants — 
except  for  political 
asylum  seekers 
and  those  making 
petitions  to  reunify 
families.  Policies 
vary  in  harshness 
(table,  page  98), 
but  most  ominous 
are  those  espoused 
by  Jorg  Haider's 
extreme  right 
Freedom  Party, 
which  recently 
gained  a  place  in 
Austria's  govern- 
ment for  the  first 
time.  He  calls  for 


kicking  out  illegal  immigrants  and  mak- 
ing it  tougher  for  others  to  get  into 
Austria.  And  he  vows  to  slow  the  eu's 
planned  expansion  to  the  East. 
"MORE  DYNAMIC."  Haider's  attacks 
against  foreigners  draw  on  deep  fears. 
In  a  recent  European  Commission  poll, 
66%  of  eu  citizens  admitted  to  being  "a 
little  racist,"  while  33%  said  they  were 
either  "very  racist"  or  "quite  racist." 
It  is  these  Europeans  who  blame  the 
Continent's  16  million  legal  immigrants 
and  countless  more  illegals  for  stealing 
jobs,  jacking  up  crime  rates,  and  strain- 
ing welfare  budgets.  Unemployment 
among  legal  residents  who  hold  non-EU 
passports  does  in  fact  run  an  average 


CHIN  THACH 


Penniless  when  he  arrived  in 
France  in  1976,  Thach  runs  a 
$275  million  computer-assembly 
company  in  the  Paris  suburbs 

twice  that  of  native  Europeans,  whil 
crimes  committed  by  immigrants  ru 
up  to  three  times  higher.  Unstable,  im 
migrant-packed  ghettos  are  growing  ii 
European  cities  such  as  Amsterdam 
Paris,  Berlin,  and  Brussels.  On  the  Cos 
ta  del  Sol  in  southern  Spain  recently 
bands  of  Spanish  men  chased  Moroc 
can  immigrants,  burning  down  busi 


92  BUSINESS  WEEK  /  MARCH  6,  2000 


Palm  OS  handheld  computer  that  has  everything 
you  need  to  get  organized  ply,  infinite  expand- 
ability. The  secret  lies  in  its  revolutionary  Spring- 
board expansion  slot.  By  simply  inserting  a  mod- 
ule, your  Visor  can  become  a  passport  to  the 
internet,  an  electronic  book,  a  Global  Positioning 
System,  and  much  more/  Plus,  it  downloads 
thousands  of  existing  Palm  applications,  has  five 
colors  to  choose  from  and  the  USB  connection 
makes  syncing  to  your  computer  easy.  Starting  at 
only  $149,  the  price  is  just  as  revolutionary. 
Visit  www.handspring.com  today.  And  see  how 
the  future  will  soon  be  firmly  within  your  grasp. 
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GERMANY 


nesses  and  mosques.  The  violence  came 
after  a  Moroccan  worker  was  charged 
with  robbing  and  murdering  a  Spanish 
woman. 

Yet,  there  is  another  side  to  the  sto- 
ry— as  Chin  Thach's  thriving  company 
shows.  For  every  unemployed  foreign 
resident  from  Kosovo  or  Morocco,  eight 
more  legal  immigrants  are  working, 
providing  jobs  for  other  Europeans. 
Foreigners  in  the  EU  earn  at  least  $461 
billion  a  year  and  pay  $153  billion  in 
taxes,  estimates  Hans  Dietrich  von 
Loeffelholz  at  the  rwi 
Economic  Institute  in 
Essen.  That's  far  more 
than  the  estimated  $92 
billion  immigrants  re- 
ceive in  welfare.  The 
number  of  foreign  self- 
employed  rose  from 
550,000  seven  years 
ago  in  10  Western  Eu- 
ropean countries  to 
more  than  650,000  to- 
day, an  increase  of 
18%.  In  contrast,  na- 
tive-born self-employed 
increased  by  only 
about  7%,  according  to 
new  data  compiled  by 
the  oecd.  "Immigrants 
take  huge  risks  to 
leave  their  home  coun- 
try," notes  oecd  mi- 
gration expert  Jean- 
Pierre  Garson.  "As  a 
group,     they     are 
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more  dynamic  than  the  norm." 
Such  research  is  giving  a  new  twist  to 
the  debate  over  immigration  in  Europe. 
Of  course,  Europeans  know  that  immi- 
grants have  long  done  the  jobs  no  one 
else  wants.  But  policymakers  have  only 
just  started  to  measure  their  contribu- 
tion to  Europe's  economy.  They  are  also 
studying  the  positive  impact  of  immi- 
gration on  U.  S.  growth  and  debating 
how  to  unlock  similar  benefits  for  the 
EU  by  encouraging  the  immigration  of 
more  skilled  workers.  "In  the  future, 
everybody  is  going  to 
be  fighting  for  the  best 
brains,  and  Europe  has 
got  to  do  a  lot  more  to 
compete  against  Aus- 
tralia, Canada,  and  the 
U.  S.,"  says  John  Salt, 
professor  of  demo- 
graphics at  University 
College,  London.  Long- 
range  planners  say  im- 
migrants will  have  to 
play  a  vital  role  in  fuel- 
ing economic  growth  as 
Europe's  population 
ages. 

This  kind  of  hard- 
core economic  argument 
may  provide  one  of  the 
Continent's  best 
weapons  against  the 
anti-immigrant  rhetoric 
of  politicians  such  as 
Haider.  It's  one  reason 
Germany  recently  in- 
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The  Moroccan  immigrant, 
once  a  housekeeper,  generates 
sales  of  $  1  million  with 
her  cleaning  service 

troduced  a  new  citizenship  >aw,  awar 
ing  citizenship  to  foreigners'  childr 
at  birth.  Belgium  recently  naturalizt 
some  35,000  illegal  immigrants  under 
program  to  allow  long-term  asylu 
seekers  to  work.  And  the  Netherlan< 
has  dropped  restrictive  diplomas  r 
quired  to  open  a  barber  or  butcht 
shop,  typical  enterprises  for  legal  in 
migrants  just  starting  out. 

But  legal  immigrants  in  many  coui 
tries  are  still  fighting  against  the  ode 
to  set  up  their  own  companies,  esp< 
daily  in  high-tech  industries  such  £ 
software  and  the  Internet.  "When  I  g 
to  Silicon  Valley,  I  see  Indians  and  Ch 
nese  in  senior  positions,"  says  Michi< 
Frackers,  the  31-year-old  chief  execv 
tive  of  Dutch  Internet  startup  BitMag 
ic  and  himself  the  son  of  Indonesia 
immigrants.  "Europe  must  allow  th 
same  thing  to  happen." 

Historically,  Europe  has  recruitec 
foreigners  with  few  skills.  When  th 
Continent  boomed  in  the  1950s  anc 
1960s,  Germany,  France,  and  othe; 
countries  brought  in  millions  of  ofter 
illiterate  workers  from  Turkey,  Nortl 
Africa,  and  the  Indian  subcontinent  tc 
run  factories  and  fill  service  jobs.  Bui 
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=  ==?="  =  ,    |   WebSphere"  Commerce  Suite  is  designed  for  the  life  of  your  e-business. 
From  startup  in  as  fast  as  60  days  to  seamless  integration  with  inventory, 
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ERP  and  ever-changing  supplier  systems.  For  case  histories  and  a  free  e-commerce  Roadmap 
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In  the  new  economy,  customers  call  the  shots,  and  getting  close  to  them 
requires  revolutionary  supply  chain  strategies.  The  goal  is  a  smart  enterprise  - 
one  that  combines  supply  and  demand-chain  technologies  with  innovative 
business-model  design  to  integrate  product  development,  manufacturing,  sales 

and  distribution  seamlessly. 
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Business  Week's  Smart  Enterprise,  a  Digital  Economy 
Conference,  will  explore  the  ground-breaking  business  models 
and  technological  tools  for  achieving  that  goal.  On  May  17th, 
you'll  meet  the  leaders  who  are  already  anticipating  and 
delivering  to  customer  demands.  Strategize  with  industry 
visionaries,  including: 
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and  Business  Development,  DuPont 
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Low  birthrates  mean  the  EU  will  need  40  million 
immigrants  by  2025  to  avoid  a  shrinking  workforce 


when  their  economies  soured  after  the 
oil  shock  in  the  1970s,  Europe's  gov- 
ernments began  offering  the  so-called 
guest  workers  money  and  other  incen- 
tives to  return  home. 

It  didn't  happen.  Most  of  the 
"guests"  stayed  on,  eventually  gaining 
permanent  residency.  And  even  though 
Europe  has  retained  its  closed-door 
policies,  the  influx  of  immigrants  has 
continued.  Family  reunification  and  asy- 
lum applications  increased  the  EU 
foreign  population  by  about 
500,000  per  year  through  the 
1990s  and  by  717,000  in  1999, 
largely  because  of  the  Kosovo  cri- 
sis. In  Germany,  the  Netherlands, 
France,  Belgium,  and  Britain 
from  7%  to  10%  of  the  popula- 
tion was  born  outside  the  EU — 
compared  with  9%  in  the  U.  S. 
"Fortress  Europe  is  a  myth," 
says  Godfried  Engbersen,  a  mi- 
gration specialist  at  Rotterdam's 
Erasmus  University. 

Europe  needs  those  immi- 
grants to  maintain  the  size  of  its 
labor  force  in  the  21st  century. 
Low  birthrates  on  the  Continent 
translate  into  declining,  older  pop- 
ulations. A  new  U.  N.  study  says 
the  EU  will  require  40  million  im- 
migrants by  2025  in  order  to 
avoid  a  decline  in  the  workforce. 
"Europe  would  prefer  to  ignore 
this    cold    truth,"  says    Joseph 


absolute  numbers  of  foreign  entrepre- 
neurs. But  Germany  and  Austria  both 
also  have  restrictive  nationality  laws 
and  place  numerous  obstacles  in  front  of 
immigrants.  Polish  refugee  Marek  Siu- 
ila,  40,  had  to  get  his  German-bom  wife 
to  register  his  Stuttgart  moving  com- 
pany because  German  law  requires 
four-year  residency  before  foreigners 
can  start  their  own  businesses.  "We 
had  a  lot  of  difficulties  with  the  gov- 


FORTRESS  EUROPE 

All  European  governments  practice  a  policy  of  restrict- 
ing immigration,  though  some  are  harsher  than  others 


AUSTRIA 

Already  a  hard-liner  in  letting  foreigners  become 
citizens,  the  new  far  right-conservative  government  in 
Vienna  is  wary  about  EU  expansion  to  the  East  and 
wants  to  crack  down  on  illegal  immigrants. 

BRITAIN 

Prime  Minister  Tony  Blair  has  eased  administrative 
hassles  for  asylum  seekers  and  has  seen  their  numbers 
soar.  The  country  also  accepts  about  60,000  family 
reunions  per  year  for  former  Commonwealth  citizens. 

DENMARK 

Pia  Kjaersgaard  and  her  Danish  People  Party  would  win 
15%  of  the  national  vote  on  their  anti-Europe  and  anti- 
immigrant  platform.  That's  double  their  share  of  the 
last  general  election  in  1998,  according  to  a  recent  poll. 

FRANCE 


eminent  office  for  foreigners,"  says 
trin  Siuda,  Marek's  wife  and  busii  si 
partner.  Germany  and  Austria  still 
quire   hard-to-earn  diplomas 
many    service    professions. 

Most  immigrant  entrepreneurs,  v 
little  capital  and  minimum  educat 
overcome  these  obstacles  by  ope 
up  small  shops.  "French  people  d< 
want  to  work  these  hours  anymoi 
says  Ali  Boumargu,  a  30-year-old  ] 
roccan   owner  of  Proxi-Serv 
food  market  in  northern  Pains, 
keeps  his  shop  open  evenings 
til    10   and   all  day  on  Sund 
when  most  other  stores  in  Frai 
are  closed.  In  Stuttgart,  27-ye 
old  Safak  Akdogan  puts  in 
hour  w^eeks  behind  the  hot  grill 
his  Turkish  snack  bar.  His  oi 
helper  is  his  retired  father,  w 
used  to  run  his  own  corner  gi 
eery  store  and  works  with  h 
three  hours  a  day.  "I  was  bo 
into  the  entrepreneurial  way 
life,"  Akdogan  says. 

These  low-skill  businesses  c 
turn  into  successful  compani^ 
Moroccan  Rahma  el  Mouden 
rived  in  the  Netherlands  in  19 
at  the  age  of  15.  Her  parents  hs 
arranged  for  her  to  marry  a  M 
roccan  guest  worker  already  se 
tied  in  the  country.  In  1997,  aft< 
working  several  years  as  a  cleai 
ing  woman,  she  started  her  ow 


Chamie,  the  report's  author  and      company,  mas,  short  for  Multicu 


director  of  the  U.  N.  Population 

Organization. 

LONG  HOURS.  How  Europe  shapes 

its  immigration  policy  is  crucial: 

An  immigrant's  legal  status  di- 


Lionel  Jospin's  Socialist  government  talks  a  lot  about 
integrating  immigrants  into  society  but  has  not  re- 
versed its  Gaullist  predecessor's  goal  of  a  "zero  quota" 
for  new  immigrants. 

GERMANY 


tural  Amsterdam  Cleaners.  Wit 
75  workers,  mostly  immigrant 
it  generated  $1  million  in  sales  i 
1999. 

Other  immigrant  entrepreneur 


rectly  affects  his  or  her  ability  to  take  advantage  of  low-cost  manu 


create  wealth.  "If  you  feel  secure 
and  are  putting  down  roots,  you 
are  more  likely  to  build  a  busi- 
ness," says  Michel  Vanderkam,  a 
researcher  at  Belgium's  Center 
for  Equal  Opportunity.  Britain's 
nonwhite  immigrants  came  from 
the  Commonwealth  and,  as  de- 
scendants of  the  empire,  became 
automatic  citizens.  Not  surpris- 
ingly, they  have  created  the  most 
companies  proportionately  of  any 
immigrant  group  in  Europe.  More 
immigrants  work  for  themselves 
than  for  others  in  Britain. 

As  Europe's  largest  economy, 
Germany  also  boasts  the  largest 


Europe's  largest  recipient  of  Balkan  refugees  also  has 
given  out  200,000  short-term  temporary  work  permits  to 
Poles  and  others  as  part  of  its  Ostpolitik.  But  Germany 
still  has  rigid  residency  restrictions. 

ITALY 

Fellow  European  countries  are  criticizing  Rome  for  laxi- 
ty in  patrolling  its  borders  from  an  inflow  of  mainly  Al- 
banian refugees.  Once  inside  Italy,  they  can  move  freely 
through  most  of  the  borderless  EU. 

SWITZERLAND 

Took  in  asylum  seekers  fleeing  Balkan  conflicts.  But  xeno- 
phobic leader  Christoph  Blocher  of  the  Swiss  People's 
Party  made  big  gains  in  national  elections  in  November. 

DATA:  BUSINESS  WEEK 


facturing  in  their  home  countrie 
to  build  up  competitive  business 
es.  After  Kemal  Sahin  finished  hi 
engineering  studies  at  Aachei 
University  in  1982,  Sahin  fearec 
the  German  government  wouk 
deport  him.  He  had  no  work  pa 
pers,  but  was  told  he  would  be 
allowed  to  stay  if  he  could  open  i 
shop.  So  Sahin  began  importing 
T-shirts  from  Turkey  and  selling 
them  in  Aachen. 

That  was  the  start  of  what 
eventually  became  a  textile  em- 
pire. Sahin  went  on  to  acquire  18 
textile  factories  in  Turkey,  where 
he  makes  clothing  for  sale  across 
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Ill Ill 


.ft. 


We  encourage 

British 

Telecommunications  pic 

customers 

to  shop 

online 

and  spend  more, 

um,quid. 


Sure,  the  UK  has  the  best  writers,  castles,  and  soccer 
leagues.  But  when  it  came  to  an  Internet  rewards 
program,  one  of  the  biggest  brands  in  Britain  looked 
across  the  Atlantic  for  help.  To  us,  specifically.  So 
we  designed  ClickRewards™UK  for  them.  Based  on 
the  same  scalable  transaction  processing  platform — 
SecureRewardsArchitecture™— that's  driving  results  for 
some  of  the  Web's  top  brands  on  this  side  of  the  pond. 
Proving,  once  again,  that  innovative  technology  does 
indeed  translate  globally.  You  can  read  the  intriguing 
details  at  www.netcentives.com/bt.  Sounds  rather 
smashing,  doesn't  it? 

®Netcentives 

Rewarding  Relationships 


NASDAQ:  NCNT 


Economics 


M^^M 


The  Freedom  Party's  rise  to  power  may  cause 
Europeans  to  call  for  more  tolerance 


■ 


Europe  and  even  in  the  U.  S.  He  also 
owns  311  Adessa  retail  outlets,  which 
are  found  in  most  German  cities.  His 
Santex  Gruppe  now  employs  9,600 — 
1,800  in  Europe,  the  rest  in  Turkey. 
Sales  reached  $900  million  last  year.  "My 
business  mentality  is  German,  and  my 


Turkish  entrepreneurs  in  particular 
are  becoming  a  powerful  force  in  Ger- 
many, where  there  are  50,000  Turkish- 
owned  businesses.  That's  expected  to 
more  than  double  by  2010,  producing 
some  $101  billion  in  sales,  according  to 
a  study  by  accounting  firm  KPMG.  "The 


KEMAL  SAHIN 

Germany's  Turkish- 
owned  businesses  are 
expected  to  produce 
$101  billion  in  sales 
by  2010.  Pioneers 
such  as  textile 
magnate  Sahin 
encourage  others 

cultural  mentality  Turkish,"  Sahin  says. 
Pioneers  such  as  Sahin  encourage  oth- 
er Turkish  entrepreneurs  to  strike  out 
on  their  own.  Around  his  headquarters 
in  Aachen,  a  half-dozen  other  Turkish 
clothing  enterprises  have  opened  up. 
Veli  Demirdizen  worked  as  a  salesman 
for  more  than  a  decade  for  Sahin  before 
opening  his  own  children's  clothing  com- 
pany, D.  M.  D.  Mode  Vertriebs,  in  1998. 
It  will  notch  up  $1.8  million  in  sales  in 
1999.  "I  learned  all  I  could  at  Santex 
and  was  ready  to  do  better  out  on  my 
own,"  says  Demirdizen. 


money  saved  up  by  the  parents,  who 
lived  modestly,  is  being  invested  by  the 
children,  turning  guest  workers  into  en- 
trepreneurs," says  Helga  Herrmann  of 
the  Cologne-based  Institute  of  the  Ger- 
man Economy. 

Increasingly,  as  foreigners  gain  ex- 
perience and  obtain  access  to  better 
education,  they  are  moving  into  more 
sophisticated  industries.  Sri  Lankan 
Suran  Goonatilake,  32,  earned  a  PhD 
in  artificial  intelligence  at  London's  Uni- 
versity College  before  co-founding 
Searchspace  in  1993  to  develop  financial 


software.  Searchspace  now  emplo; 
people  and  clients  include  the  L 
Stock  Exchange.  Venture  capitalist 
preparing  an  initial  public  offering 
ing  the  company  at  $30  million,  "v 
you    have    cutting-edge    techno! 
Goonatilake  says,  "people  don't 
about  your  color." 

With  the  debate  about  immigr; 
still  under  way  in  Europe,  that  ma 
wishful  thinking.  Candidates  ech 
Haider's  views  have  made  elec 
progress  in  Denmark  and  Switzerll 
The  implosion  of  the  moderate  rig 
Germany,  France,  and  Italy  may 
the  way  for  more  extremism, 
there's  also  the  possibility  that 
Freedom  Party's  rise  to  power 
cause  Europeans  to  call  for  more  tc 
ance.  The  other  14  governments  all 
demn  the  extreme  right's  entry  in 
enna.  "Haider  has  frightened  everyb 
into  realizing  the  dangers  of  an  a 
immigrant  policy,"  says  Ro 
Lesthaeghe,  a  professor  of  demogrc 
ics  at  the  Free  University 
Brussels. 

But  Europe's  leaders  must  do  m 
than  disapprove  of  xenophobia.  T 
must  remove  both  legal  and  psycho 
ical  barriers  to  immigrants,  and 
come  the  children  of  foreign  reside 
into  Europe's  social  and  corporate  sti 
tures.  "When  my  father  came  to  A 
terdam,  he  could  have  achieved  m 
more  if  Holland  had  been  more  o 
meritocracy,"  says  31-year-old  Fra 
ers.  He  co-founded  one  of  the  Nethj 
lands'  biggest  Internet  serv 
providers,  Planet  Internet,  with  Du 
phone  company  Royal  KPN  and  now 
started  his  own  Net  company.  "I 
been  much  more  successful  in  mix 
into  the  traditional  Dutch  Establi 
ment."  How  Europe's  Establishm 
welcomes  immigrants  in  the  fut 
could  play  a  big  part  in  promoting  e 
nomic  growth — and  stifling  the  hatr 
and  fears  that  have  bedeviled  im 
grants  for  years. 

By  William  Echikson  in  Amsterda 
with  Katharine  A.  Schmidt  in  Stuttga\ 
Heidi  Dawley  in  London,  and  An 
Baivden  in  Paris 


BusinessWeek  ONLINE* 


For  more  on  Europe's  immigrants,  see 

the  Feb.  28  issue  online  at 

www.businessweek.com. 
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Siebel  Customer  Satisfaction  Report 


Exceptional  Revenue  and  Productivity  Gains 

Surveyed  by  a  leading  market  research  firm,  Siebel  Systems  customers  were  asked 
to  quantify  the  actual  business  impact  of  using  Siebel  eBusiness  Applications. 


Revenue 

Growth 


Customer 
Satisfaction 

Increase 


Employee 
Productivity 


Gains 


+  15% 


+21% 


+20% 


Return  on  Siebel  Investment:  10  Months 


THE    LEADER    IN    eBUSINESS   APPLICATIONS 


For  more  information,  visit  us  at  www.siebel.com  or  call  1-800-273-9913  ext-102063 


SAN  MATEO   CHICAGO   NEW  YORK    LONDON  TORONTO   SYDNEY   PARIS   MUNICH   TOKYO   HONG  KONG    MEXICO  CITY   SAO  PAULO 

'Based  on  responses  to  the  August  1999  Customer  Satisfaction  Survey  directed  to  customers  with  fully  deployed  Siebel  eBusiness  Applications. 
Calculations  derived  from  all  respondents  who  volunteered  quantitative  impact  estimates  in  at  least  one  of  the  above  categories. 


Design 


d 


Imagine  an  entirely  wireless  world  where  broadband  is 
ubiquitous,  an  endless  sea  of  data  engulfs  us,  objects  are 
alive  with  intelligence,  and  the  Net  is  "always  on,  al- 
ways there."  Imagine  that  nascent  technologies  evolve 
to  change  the  form  of  everyday  things — scrolls  replace 
books  and  magazines,  media  panels  replace  computers, 
holographs  replace  conference  calls,  and  stick-on  patches  mon- 
itor our  health  or  jogging  performance. 

Welcome  to  2010,  as  it  is  envisioned  by  ideo,  one  of  the 
sharpest  of  the  world's  cutting-edge  design  firms.  Palo  Alto 
(Calif.)-based  ideo  has  won 
more  awards  than  any  other 
product  design  firm  over  the 
past  10  years  in  the  annual 
Industrial  Design  Excellence 
Awards  contests  held  by 
the       Industrial       Designers 
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Society  of  America  and  sponsored  by  business  we 

IDEO  is  deep  into  state-of-the-art  technology.  Of  its  300 
people  working  in  the  U.  S.,  Europe,  and  Asia,  half  are  e 
neers.  CEO  David  Kelley  is  a  tenured  professor  of  enginee: 
at  Stanford  University,  the  fountainhead  of  the  Internet 
ideo  designs  products,  such  as  the  Palm  V  and  Visor 
sonal  digital  assistants.  It  also  advises  corporations  such 
3Com,  Samsung,  NEC,  and  Steelcase  on  the  strategic  use  of 
sign.  For  Transmeta  Corp.,  ideo  created  a  portable  "WebsL 
concept  to  illustrate  how  its  new  low-voltage,  Linux-rea 

Crusoe  chip  could  power  Wi 


EAR  RING 

Phones  will  be  low-powered,  lightweight,  ear-mounted, 
and  equipped  with  one  follow-you  phone  number.  It 
connects  to  the  Net  via  the  Agent  PDA  (page  104). 


based   products. 

To  focus  its  own  future,  ID 
recently  launched  Project  20 
a  six-month  program  to  eva 
ate  current  trends  in  technolo 
and  visualize  products  10  ye£  I 


1AGES  COURTESY  OF  RICK  ENGLISH  &  ID 


Icome  to  2010 


IDEO,  Designer  of 
the  Palm  V, 


Based  on  a  continued  evolu- 
if  these  technologies,  a  big  "if' 

sure,  ideo  designed  products 
ork,  entertainment,  medicine, 
ports.  Not  only  are  they  cool, 

are  believable.  And  you  will 

them. 

aat  are  some  of  the  key  technologies  that  ideo  believes 
•volve  and  lead  to  a  new  generation  of  products? 
Flexible  LCDs.  Think  about  it.  The  ability  to  pull  out  a 

screen  from  a  cell  phone  or  a  tubular  scroll  cuts  the  cord 
sktop  computers.  The  mobile  Net,  today  more  of  a  Eu- 
in  than  an  American  vision,  becomes  a  reality. 
Artificial  Intelligence.  Return  from  vacation  today  and 
reds  of  e-mail  messages  await.  Maybe  a  quarter  are  use- 
n  a  decade,  data  will  drown  us.  Al  software  will  filter,  pri- 
e,  and  communicate. 

Holography.  A  tenfold  jump  in  the  size  of  current  holo- 
lic  images  changes  communication  forever.  Faster  pro- 
ng speeds  will  permit  huge  numbers  of  pixels,  which 
Irate  moving  3-D  images  in  real  time. 
Speech  recognition.  It  moves  from  a  gimmick  to  an  ab- 
e  necessity  as  the  need  to  communicate  with  huge  num- 


Envisions  Products 
of  the  Future 


bers  of  people  makes  typing  obso- 
lete. As  communication  returns  to 
speech,  boxy  screens  disappear  and 
the  shape  of  things  morph. 

IDEO  believes  products  will  be 
organized  along  "intimacy  gradi- 
ents." People  will  customize  devices  as  never  before.  Just  as 
Americans  change  screen  savers  and  Japanese  teenagers  lac- 
quer their  cell  phones,  so  too  will  people  design  the  look  and 
feel  of  their  things. 

IDEO's  vision  of  the  future  depends  on  a  wireless  world. 
Europe  and  Asia  are  clearly  moving  toward  such  a  wireless  so- 
ciety. But  the  U.S.  is  behind  and, unless  it  acts  soon,  it  could 
find  itself  cemented  into  a  more  fixed,  immobile  future. 

On  Project  2010,  ideo  used  electrical  and  mechanical  engi- 
neers, industrial  designers,  interaction  designers,  even  a  video- 
grapher.  A  core  team  did  3-D  modelling.  Tom  Eich  was  the 


THE  E-QUILL 

As  you  write  with  this  pen,  it  captures  your 
scrawled  messages  and  beams  them  to  your  Agent 
PDA  or  your  Tube  rollup  monitor  (page  106). 


project  leader;  Martin  Bone  did  the  industrial  design; 
Thomas  Enders  served  as  leading  technologist;  and  Dan- 
ny Stillion  did  the  design  of  the  user  interfaces. 

Science-fiction  writer  Arthur  C.  Clark  envisioned  geosta- 
tionary satellites  decades  before  rockets  blasted  them  into 
space.  Here's  another  look  into  the  future. 

By  Bmce  Ntissbaum  in  New  York 


BusinessWeek  ONLINE 


For  additional  concept  products  such  as  the  Sports  Watch,  the  Golf 
Buddy,  the  E-Map,  and  the  Smart  Chair,  see  www.businessweek.com. 
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INSTANT  I.D. 

By  using  new  scanning 
technology  that  veri- 
fies the  user's  thumb- 
print, the  Agent  will 
open  doors  to  cars, 
homes,  and  offices.  It 
will  secure  access  to 
your  personal  databas- 
es, such  as  online  med- 
ical records,  and  guar- 
antee their  privacy. 


SKIN  GAME 

Advances  in  electro- 
W    and  thermochromatic 

technologies  will  permit 
people  to  change  the  skins  of 
their  Agents  and  express  their  individ- 
uality. Colors,  patterns,  and  even  textures 
will  be  alterable  to  reflect  personal  taste. 


■VI y    nQvlll    The  personal  digital  assistant  of  the  future  will  do  a  lot  more  than  organize 
our  schedules  and  plan  our  days.  In  an  overwhelming  sea  of  data  and  messages,  the  Agent  will  use 
rudimentary  artificial  intelligence  to  sort,  store,  and  forward  info  and  messages  based  on  in- 
dividual priorities,  preferences,  and  interests.  It  will 
interact  with  the  earphone  and  all  digi- 
tal devices  at  work  and  at  home,  con- 
necting them  to  the  Net  and  in- 
stantly updating  them.  Think  Palm's 
HotSync  times  10.  Say  goodbye  to 
money,  keys,  credit  cards,  beepers, 
and  TV  remotes. 


THUMBS-UP 

Thumbprints  will 
replace  credit-card 
numbers,  I.D.  num- 
bers, mothers'  maiden 
names,  and  the  stream 
of  forgettable  pass- 
words 'needed  to  do 
business  on  the  Web. 
The  Agent  will  be  deb- 
it and  credit  card  in 
one;  e-cash  at  last 


S 


Design 


The  Tube 


It  is  tomorrow's  laptop.  Voice  recognition  makes 
keyboard  optional  and  a  flexible  liquid-crystal  display  changes  th 
form  from  a  square  to  a  scroll  that  rolls  out.  Low  voltage  lets 
pared-down  processor  do  most  tasks,  and  wireless  access  con 
nects  you  to  the  Net  for  such  heavy-duty  applications  as  Ian 
guage  translation. 


cha 


ON  A  ROLL 

A  flexible  LCD  provides  a  large  screen  to 
read  any  Web-based  information,  any- 
where at  any  time.  Dials  on  the  tube  it 
self  show  messages  or  data  received 
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How  a  bunch  of  business  types 
i   changed  the  way  people  look  at  art. 


Let's  be  honest  here:  were  more  familiar  with  profits  than  Picasso.  So  when  Media  Arts  Group,  representing 
artist  Thomas  Kinkade,  asked  USWeb/CKS  to  improve  his  Web  site,  we  knew  it  would  be  a  challenging 

assignment.  Kinkade's  art  is  already  sold 
in  nearly  4,000  locations  worldwide. 
But  he  wanted  to  reach  an  even  larger 
audience.  So  we  combined  our  Web 
wizardry  with  IBM's  WebSphere 
Commerce  Suite  and  dramatically 
enhanced  www.thomaskinkade.com. 
This  cutting-edge  site  fully  comple- 
ments the  experience  of  visiting  an  art 
gallery.  For  starters,  Kinkade's  portfolio 
is  now  available  right  on  your  computer. 
In  fact,  thanks  to  some  clever  programming,  you  can  even  examine  his  brushstrokes  with  a  magnifying  glass.  You 
can  also  hear  recorded  commentary  about  different  paintings,  watch  a  video  of  Kinkade  at  work,  compare  how  a 
piece  looks  in  different  frames,  and  purchase  it  in  the  middle  of  the  night.  The  result  is  an  art  gallery  that's 
accessible  to  more  people.  Which,  in  turn,  leads  to  more  sales  and  a  more  attractive  balance  sheet.  Now  that's  our 
kind  of  art.  Our  unique  partnership  with  IBM  and  our  proven  experience  in  the  digital  economy  can  help  your 
company  exceed  its  e-commerce  goals.  To  learn  how,  visit  www.uswebcks.com  and  www.ibm.com/e-business. 


USWeb/CKS 


1     10001     IV ■-.. !    b    i     USWel     CKS    Ulrigl ier«d    fceprc                                        part  prohibited  will ■■■;■"    i  writo                ..         '     -\  rademarks 

■    I     ■■■'•       i             ition.  All  other  mark>  are  properties  of  USWcb  Corp I                                     lions  subject  to  change  without  notid      I  I    '■    ■                registered 

tridemjtk  and  the  IBM  Bui Partner                                              I  -  rhr  iced 

invest i  Exclaim Teel logtes.  an  Internet  appl t  service  provider  and  independently  managed     ibsidiarj      i  '■■ ■  Kinkadi     Paintei    if  Lighi  a  trademark     f  i|     Eni 
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Comfort  Zone 


In  a  completely  wireless  world, 
control  over  private  space  will" be  at  a  premium.  Cell 
phones  will  be  ringing  and  screens  will  be  flashing, 
drowning  people  in  a  sea  of  data.  Eyewear  can  provide 
a  cone  of  silence  and  a  zone  of  privacy. 


-I 


SHADES  OF  MEANING 

A  display  on  the  eyewear  will  show  sen- 
sitive for-your-eyes-only  information.  A 
variable-tint  lens  coating  will  darken  as 
low  voltage  is  applied  to  it. 


r 


VJ 


QUIET,  PLEASE 

Noise  is  controlled 
through  optional  ear- 
pieces that  electroni- 
cally mute  sound 
waves.  Reconfiguring 
the  earpiece  and 
display  can  give  you  a 
movie  theater  for  one. 


V 


y 
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AN  ALTERNATE  WAY  TO  COMMUNICATE 
WHEN  YOUR  INTERNET  SERVICE  WON'T. 


« 


skS 


¥ 


you  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk 

th  UUNET®  an  MCI  WorldCom""1  Company.  From  high-speed  access  to 

;b  hosting  to  remote  access,  we  offer  a  full  range  of  Internet  services  that  can  j 

lp  your  business  do  more.  And  as  the  world's  premier  IP  network,  we're  _  ««  jmL. 

aking  VPNs  and  Internet-based  faxing  not  just  a  promise,  but  a  reality.  Couple  \J\Jt\it.  i 

at  with  network  performance  that  sets  industry  standards  year  after  year  and  *» ma m>rucom company 

u've  got  a  provider  that  won't  leave  you  stranded.*  So  if  your  business  could 

e  a  partner  like  us,  call  1  800  465  1794  or  visit  us  at  www.info.uu.net. 


H  E       WORLD'S       INTERNET      COMMUNICATIONS       COMPANY 


I  +703  206  5600  Canada:  1  888  242  0653  ©  1999  UUNET  Technologies,  Inc.,  a  subsidiary  of  MCI  WorldCom,  Inc.  All  rights  reserved.  The  UUNET  logo  is  a  trademark. 
'  more  information:  www.uu.net/sla. 


Design 


vsr  _„: 
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Smart  Cubicles 


Workstations  open  completely,  and  the  space  becomes  "alive," 
with  computing  and  communication  technology  embedded  in  furni- 
ture and  walls.  Desks  become  optional  as  interactive  screens  hang 
from  canopies,  programmed  to  do  documents,  multimedia,  spreadsheets, 
or  ambient  art.  Smart  chairs  cancel 
noise  and  maximize  comfort. 
Holographic  videoconferencing 
puts  overseas  colleagues- 
and  the  boss-in  your  face. 


Computer  displays  and  TV  monitors  are  re- 
placed by  one  lightweight,  flat  LCD  panel 
that  can  be  placed  on  a  desk  or  hung  on  a 
wall.  Your  Agent  pulls  up  your  personal 
desktop  configuration  for  work  or  for  play. 
And  so  do  the  Agents  for  each  member 


of  your  work  team  or  family. 


J 
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Information-it  can  drive  an  organization  forward. 
Inspire  companies  to  be  more  productive,  exceed 
expectations  and  achieve  greater  goals.  That's  the 
power  of  i-business.  It  provides  you  with  an  intel- 
ligent, real-time  view  of  your  overall  business.  Now 
companies  worldwide  can  immediately  integrate 
and  leverage  data  from  disparate  systems  and  deliver 
it  as  useable  information  via  the  Web.  Every  piece 
of  critical  data-accessible  instantly  and  on-demand 
so  employees,  customers,  and  partners  have  the 
information  they  need  to  make  better  decisions. 
Information  Builders'  i-business  software  solutions 
add  more  intelligence  to  e-business,  enabling  you  to 
outperform  competitors  and  dominate  markets.  And 
in  today's  fast-paced,  global  arena  that  puts  you  in 
a  truly  inspiring  position-out  in  front. 


www.informationbuilders.com/incredible 

1.800.969.INFO 


^^a^ss 


Design 


Home  Base 

By  2010,  a  blazing- 
ly  fast  home  server 
will  manage  a  wire- 
less, high-band- 
width home  net- 
work. It  will  provide 
privacy  and  reliability 
for  personal  info  such  as 
financial  data,  medical  in- 
formation, music,  videos,  or 
digitized  photos. 


MEDICAL  MIRROR 

Online  medicine  becomes  practical 
with  a  device  that  measures  vital 
signs  daily.  A  camera  and  LCD  screen 
analyze  skin  color  and  provide  a 
real-time  link  to  doctors.  "Point-at- 
what-hurts"  interaction  aids  diagno- 
sis. The  device  lets  you  monitor  your 
parents'  health,  too. 


SECRET  CINEMA 

A  flexible  screen  curves  out  to  fill 
your  field  of  vision  and  surround 
you  with  images  and  sound.  Glass 
speakers  will  be  invisible.  Roll  up 
the  screen  and  get  a  dual-use  room. 
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e-business 


WORK  AS  IF 

YOU'RE  ALL 

STANDING  AROUND  THE 
B  WATERCOOLER. 

EXCEPT  THE  \ 

PACIFIC  OCEAN 

IS  THE  WATER. 


Being  able  to  collaborate  with  your  partners,  suppliers,  employees  and  customers  over  ] 

the  Web  is  what  distinguishes  e-business  from  e-commerce.  The  same  goes 
for  enabling  your  employees  and  customers  to  help  themselves  with  online  self-service 
applications.  It's  all  how  super.human.software  helps  e-business  people 
work  together.  To  learn  more,  visit  www.lotus.com/superhumansoftware 
[R.HUMAN  .SOFTWARE 


An  IBM  Company 


Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


We'd  like 
to  thank  our 
CEO  Council  for 
helping  change 
the  way  people 
with  disabilities 
are  viewed  in 
the  workplace. 


By  first  making  sure  they 
are  seen  at  all. 


It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities; 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and/  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through. their  support 
of  our  employ  ent  programs/  America's  leading  CEOs  encourage  their  fellow 
business  leaders  to  include  and  acknowledge  these  remarkable  individuals. 


N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  ITS  ABILITY,  NOT  DISABILITY.  THAT  COUNTS. 
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Science  &  Technology 


BIOTECHNOLOGY 


MOVE  OVER,  DOT-COMS. 
BIOTECH  IS  BACK 

With  identification  of  the  human  genome  almost  done,  investors  and  Big  Pharma  wan| 


Since  he  founded  the  Carlsbad 
(Calif.)  biotech  company  Invitro- 
gen  Corp.  in  1988,  Chief  Execu- 
tive Lyle  C.  Turner  has  given  his 
business  spiel  at  dozens  of  investor 
meetings.  "Usually,  about  seven  people 
would  show  up,"  he  says.  Not  anymore. 
When  Turner  spoke  at  a  health-care  con- 
ference in  San  Francisco  in  January,  it 
was  standing-room  only,  "with  at  least 
300  people  in  the  room,"  he  says.  To 
Turner,  that's  proof  that  a  new  genera- 
tion of  investors  is  discovering  biotech- 
nology. And  for  many,  it's  love  at  first 
sight. 

For  anyone  with  a  long  memory,  this 
spectacle  is  a  little  unnerving.  Cham- 
pagne corks  were  popping  like  crazy 
back  in  1990  as  biotech  stocks  soared. 
But  within  a  year,  the  party  was  over, 
and  investors  were  swooning  at  their 
losses.  The  hangover  lasted  much  of  the 
decade. 

This  kind  of  thing  could  happen  again. 
But  most  biotech  analysts  believe  that 
this  time  around,  the  industry  is  on  safer 
ground.  Unlike  highfliers  of  a  decade 
ago,  today's  top  players  have  medicines 
on  the  market,  profits  in  the  bank,  and 
new  drugs  in  the  pipeline.  "The  compa- 
nies that  survived  the  sorting  cycle  are 
real  companies  with  real  products,"  says 
Dennis  Purcell,  chief  health-care  analyst 
for  Chase  Hambrecht  &  Quist. 

The  stock  market  certainly  believes 
that.  From  Jan.  1  to  Feb.  18,  the  Amer- 


FEB.  26,  '99 

179.20 


ican  Stock  Exchange's  biotech  index  shot 
up  74%,  to  an  all-time  high  of  679.4, 
while  most  other  indexes  were  taking 
a  bath.  Venture  capitalists  poured  more 
than  a  billion  dollars  into  the  sector  in 
1999.  And  the  market  capitalization  for 
the  industry  grew  from  $97  billion  at 
the  end  of  1998  to  $350  billion  as  of  mid- 
February,  estimates  Scott  Morrison,  a 
biotech  analyst  at  Ernst  &  Young.  He 
expects  25  to  30  companies  to  go  public 
in  2000.  "Depending  on  how  long  the 
rally  lasts,  biotech  financing  could  be 
well  north  of  $12  billion  this  year,"  says 
Morrison. 

Many  underground  streams  are  feed- 
ing this  biotech  gusher.  Huge  amounts 
of  money  are  sloshing  around  as  a  result 
of  angst  in  the  dot-com  domain,  and 
newly  profitable  biotech  companies  are 
catching  a  lot  of  the  run-off.  The  sector 
has  also  gotten  a  boost  from  blockbuster 
medicines  with  solid  pedigrees  in  sci- 
entific advances.  And  there  are  more 
breakthroughs  where  those  came  from. 
Plus,  there's  a  hungry  pharmaceutical 
industry  that  sees  alliances  with  biotech 
pioneers  as  its  best  hope  for  sustaining 
innovation. 

On  top  of  all  that,  many  investors 
think  biotech  stocks  will  leap  to  a  new 
plane  when  researchers  announce  that 
they  have  deciphered  the  human 
genome — all  3  billion  building  blocks  of 


the  human  genetic  code.  That  thu 
clap  may  be  imminent.  Celera  Gen 
Group,  a  Rockville  (Md.)  genomics 
pany  founded  by  gene-sequencing  iv 
J.  Craig  Venter,  says  it  expects  to 
a  rough  draft  of  the  entire  hi 
genome  by  midsummer.  With  the 
print  of  humanity  finally  in  their  h 
scientists  say  it  will  become  much  < 
to  develop  novel  medicines  that  are 
and  more  effective  than  anything 
rently  on  the  market. 

In  advance  of  its  announcement, 
era's  stock  has  soared  337%  since 
December — and  it's  not  alone.  Shar 
the  leading  genomics  companies,  w 
focus  on  mining  the  human  genom 
new  disease  targets,  are  up  as  muc 
1,500%  from  their  52-week  lows 
months  ago,  the  entire  genomics  s« 
had  a  market  capitalization  of  less 
$5  billion.  Now,  Millennium  Pharma 
ticals  Inc.,  one  of  the  leaders,  is 
worth  more  than  that  by  itself. 

Current  prices  may  seem 


FEB.  18, '00 

679.40 


£ 


The  difference  between  this  runup  and  the  last  one? 
Companies  with  market-ready  products-and  profits 
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Science  &  Technology 


THE  SWELLING  RANKS 

OF  BIOTECH  COMPANIES 

THAT  ARE  MAKING  MONEY 


1994 


NUMBER  OF 
PROFITABLE 
COMPANIES 


35 


COMPANY  BECOMING 
PROFITABLE 


Amgen 
Chiron 
Genentech 
Genzyme 


RISE  IN 
STOCK 
PRICE" 

166% 
73 

157 
27 


-4% 
166 
-3 


1996 


BioChem  Pharma 

Biogen 

Medco  Research 


1997 


10       Bio-Technology  General    158% 
Centocor***  40 

Incyte  Pharmaceuticals    621 


1998 


13       Agouron  Pharm.***  4% 

IDEC  Pharmaceuticals     464 
Medlmmune  285 


1999 


17       Immunex 
Nabi 

NeXstar*** 
Pharmacopeia 


2000 


22       Ares-Serono 
Celgene 
Cell  Tech  Group 
Enzon 
PathoGenesis 


564% 
230 
131 
439 


Private 
730% 

29 
275 
-45 


2001 


Abgenix  1511% 

Affymetrix  1029 

Cephalon  569 

COR  Therapeutics  348 

GeneLogic  1568 

Gilead  Sciences  94 

Ligand  Pharm.  109 

Millennium  Pharm.  974 

Pharmacyclics  270 

Protein  Design  L  js  663 

Sangstat  Medics!  Corp.  105 

Transkaryotic  Therapies  84 

1994  includes  companies  profitable  in  prior  yea^s 
*  From  1/01/99  to  2/18/00 
**  These  companies  were  acqured  in  1999. 
***  Estimates 

SOURCE:  ORBIMED  ADVISORS 


lofty.  But  some  investors  feel  the  same 
about  biotech  stocks  as  they  do  about 
the  Internet.  "People  have  learned  that 
you"  can  ride  the  wave  of  momentum 
and  not  pay  attention  to  valuations," 
says  Samuel  W.  Murphy  III,  a  vice-pres- 
ident and  securities  analyst  at  American 
Express  Financial  Corp.  "Most  people 
feel  you  have  to  participate  in  the 
biotech  arena  in  order  to  perform  up  to 
snuff  with  the  market." 

That  said,  Murphy  and  other  analysts 
are  also  sounding  some  warnings.  They 
concede  that  genomics  and  other  new 
technologies  promise  to  revolutionize 
medicine  and  the  treatment  of  chronic 
disease.  But  the  techniques  are  still 
largely  untested,  and  the  payoff  could 
be  many  years  away.  For 
that  reason,    Murphy  di- 
vides the  biotech  market 
into  two  camps:  In  one 
are  the  companies  with 
marketable  products  and 
deep  pipelines.  In  the  oth- 
er are  smaller  companies 
with  wonderful  technolo- 
gies but  more  question- 
able business  plans — in- 
cluding    most     of     the 
genomics  gang.  Eric  M. 
Hecht,  an  analyst  at  Mer- 
rill Lynch  &  Co.,  seconds 
that  viewpoint.  "People 
need  to  remember  just 
how  long  it  takes  to  do 
something  novel  that  will 
actually    translate    into 
good    cash    flow,"    says 
Hecht. 

The  latest  rally  has  its   maker  of  hot-Selling 
roots     in     1998 
biotechnology's 
chips — Amgen,    Biogen, 
and     Genentech — began 
climbing  back  toward  their  1991  highs. 
By  the  fourth  quarter  of  last  year,  the 
stock  prices  of  midsize  companies  were 
recovering,  and  even  the  smaller  com- 
panies were  taking  off.  Tiny  Ariad 
Pharmaceuticals  Inc.,  a  gene-therapy 
company  in  Boston,  traded  at  50(2  a 
share  four  months  ago.  Now,  it's  hov- 
ering around  $16. 

MARKET-READY.  It's  companies  with  com- 
mercial products,  however,  that  are  giv- 
ing this  rally  its  legs.  When  the  sector 
set  records  and  then  tanked  in  1991, 
only  the  fittest  biotechs  and  their  ceos 
survived.  The  lesson  is  "what  doesn't 
kill  you  makes  you  strong,"  says  Julia  G. 
Levy,  chief  executive  of  QLT  PhotoTher- 
apeutics  Inc.,  a  Canadian  company  that 
is  about  to  win  approval  from  the  Food 
&  Drug  Administration  for  a  potential 
blockbuster,  Visudyne,  that  treats  mac- 


ular degeneration,  a  leading  caul 
blindness.  "When  you  are  short  on  k 
ey  and  investors  aren't  interested) 
have  no  choice  but  to  focus  on  th 
damentals,"  she  says. 

That  means  sound  financials  in 
tion  to  solid  science,  and  lots  of  cc 
nies  have  them.  Analysts  at  Orb 
Advisors  counted  17  profitable  bi 
companies  in  1999 — something  unl 
of  in  the  early  1990s.  That  group  s 
grow  to  22  this  year,  and  to  50  by 
as  today's  rising  stars — which  in 
Enzon,  Millennium  Pharmaceuticals 
Abgenix — join  the  ranks.  There  are 
more  than  350  biotech  drugs  in  hi 
clinical  trials  and  more  than  100  oi 
market.  ' 


WALL  STREET  WINNER 

Shares  of  Immunex, 


Some  of  those  are 
ing  analysts  away.  Amjj 
Inc.    currently    has 
products  on  the  marl 
when   Enbrel,  have  quadrupled    Epogen  for  anemia  and 
blue     .         nth  upogen  for  cancer.  Togetfl 

Since  UCtOber  they  generated  more  til 


$2  billion  in  sales  last 
Genentech  Inc.'s  Herceptin,  approve* 
1998  for  metastatic  breast  cancer,  raci 
up  estimated  sales  of  $190  million 
1999.  Meanwhile,  sales  of  Idee  Pha: 
ceuticals'  Rituxan  for  lymphoma, 
Immune's  Synagis  for  respiratory  infJ 
tions,    and    Immunex'    arthritis    dri 
Enbrel  have  all  exceeded  Wall  Strei 
expectations.  The  stock  prices  of  the 
companies  reflect  that  success:  Since  C 
tober,  Immunex'  share  price  has  near 
quadrupled. 

The  parade  of  new  products  is  beii 
led  by  monoclonal  antibodies.  These  a 
Y-shaped  proteins  that,  like  tiny  divinit 
rods,  hunt  down  diseased  cells  and  di 
able  them.  Many  of  the  top  moneyma 
ing  therapies,  including  Rituxan,  He 
ceptin,  and  Synagis,  are  monoclon 
antibodies.  These  drugs  have  the  potei 
tial  to  treat  an  enormous  range  of  di 
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eases,  from  cancer  to  heart  disease  and 
arthritis,  with  fewer  side  effects  than 
traditional  medicines.  And  many  more 
are  coming.  "You  can  go  from  gene  dis- 
covery to  therapeutic  candidate  in  just  a 
few  months,"  says  R.  Scott  Greer, 
founder  and  ceo  of  Abgenix,  an  up-and- 
coming  antibody  company  in  Foster  City, 
Calif.  According  to  the  Pharmaceutical 
Research  &  Manufacturers  Assn.,  20%  of 
all  biopharmaceuticals  in  devel- 
opment in  1998  were  monoclonal 
antibodies.  Analysts  believe  that 
a  decade  from  now,  there  could 
be  more  than  100  monoclonals 
on  the  market — up  from  8  to- 
day— with  revenues  estimated  at 
upwards  of  $50  billion. 

This  is  not  an  overnight  suc- 
cess story.  Researchers  spent 
more  than  20  years  doing  the 
underlying  work  that  led  to  the 
arrival  of  monoclonal  antibodies 
in  the  marketplace.  The  first  monoclonals 
were  produced  in  mice  because  that  was 
comparatively  easy  to  do.  But  those 
drugs  triggered  rejection  from  human 
patients'  immune  systems,  which  recog- 
nized them  as  foreign  proteins.  The  re- 
sult was  that  patients  who  received 
them  often  suffered  life-threatening  im- 
mune reactions.  One  after  another,  anti- 
bodies failed  to  get  FDA  approval.  By 
the  early  '90s,  these  hoped-for  "magic 
bullets"  were  magic  busts. 
MAN-MOUSE  BLENDS.  Back  in  the  lab, 
scientists  reengineered  the  antibodies  to 
look  more  familiar  by  replacing  at  least 
half  of  the  mouse  dna  with  dna  from 
humans.  The  first  of  these  "humanized 
antibodies"  to  reach  the  market,  in  1994, 
was  Centocor  Inc.'s  ReoPro,  a  clot-bust- 
ing drug  that  reduces  the  risk  of  death 
during  the  coronary  procedure  angio- 
plasty by  57%.  ReoPro,  which  is  half- 
mouse,  half-human,  is  a  low-tech  anti- 
bodv  bv  current  standards.  Genentech's 


Herceptin,  which  came  to  market  four 
years  later,  is  5%  mouse,  95%  human. 
And  better  versions  are  on  the  way. 

Scientists  at  Abgenix  and  Medarex 
Inc.  in  Annandale,  N.J.,  have  come  up 
with  novel  ways  to  make  antibodies  that 
are  100%  human.  Instead  of  engineering 
mouse  antibodies  to  be  more  human,  the 
companies  have  engineered  strains  of 
mice  with  what  are  essentiallv  human 


HIV  drug  Agenerase,  has  eight 
medicines  in  clinical  trials  in  pal 
ships   with   big   drugmakers.    A| 
hopes  to  launch  four  products 
next  three  years.  One  of  them,  nk| 
long-acting  version  of  its  anemia 
Epogen — has  the  potential  to  make! 
inroads  into  Johnson  &  Johnson's 
lion-dollar  Procrit  market. 

Once  the  human  genome  has 
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immune  systems.  The  technology  has 
become  wildly  popular.  Abgenix  has 
signed  17  deals  to  develop  antibody 
products  for  major  pharmaceutical  and 
biotech  companies.  Medarex  has  signed 
up  15.  Even  though  there  is  no  clinical 
proof  that  the  antibodies  being  devel- 
oped by  Abgenix  and  Medarex  work 
better  than  other  kinds,  investors  are 
scrambling  to  grab  a  piece  of  the  ac- 
tion. Six  months  ago,  Abgenix'  shares 
were  hovering  around  $50.  They  were 
above  $250  as  of  Feb.  18.  The  company 
recently  completed  the  largest  secondary 
stock  offering  ever  for  a  biotech  compa- 
ny— $630  million. 

Another  difference  between  the 
biotechnology  companies  of  today  and 
those  of  the  past  is  the  disappearance  of 
one-drug,  one-technology  companies.  Re- 
search pipelines  are  overflowing,  thanks 
in  part  to  new  information  streaming 
out  of  the  human  genome.  Vertex  Phar- 
maceuticals Inc.,  which  developed  the 


DATA  ERNST  &  YOll 

completely  sequenced,  scientists 
have  hundreds  of  thousands  of  newl 
gets  they  can  use  to  create  new  dil 
Because  these  drugs  will  be  baseif 
more  complete  biological  informal 
scientists  assume  they  will  be  less  \ 
ic  and  more  effective.  Safety  also  I 
increase  when  it  becomes  possiblj 
personalize  medicine.  Scientists  are  [ 
ing  to  match  an  individual's  ger 
variations  with  his  or  her  ability 
spond  to  a  given  medication.  That 
of  knowledge  will  let  physicians 
tomize  therapies  so  that  patients  | 
ceive  only  those  drugs  that  will 
them. 

The    quest    to    mine    the    hur 
genome  for  its  unknown  treasures 
almost  certainly  lead  to  better  mJ 
cines  in  the  future.  "Genomics  is  reall 
the  end,  I  am  sure  its  promise  will 
terialize,"  says  Jiirgen  Drews,  for 
president  for  global  research  at 
mann-La  Roche  Inc.  and  author  of 
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book  In  Quest  of  Tomorrow's  Medicines. 
With  a  better  understanding  of  the 
human  genome  in  hand,  researchers  also 
believe  they  can  get  their  hands  on  the 
critical  drug  targets  faster.  Millennium, 
which  has  taken  just  six  years  to  blos- 
som from  a  private  endeavor  into  a  cor- 
poration with  1,000  employees,  has  six 
molecules  in  human  trials.  Human 
Genome  Sciences  Inc.,  another  leader  in 
the  field,  has  three.  One  of  its  products, 
a  protein  that  speeds  wound-healing  and 
reduces  scarring,  is  in  late-stage  clinical 
trials. 


But  mining  the  genome  for  targets  and 
actually  making  money  from  the  process 
are  two  very  different  things.  If  genomics 
companies  are  going  to  live  up  to  their 
current  high  market  valuations,  they'll  to 
have  to  show  that  they  can  deliver  ef- 
fective, safe  drugs.  "Data  is  king,"  says 
Chase  Hambrecht  &  Quist  analyst  Robert 
J.  Olan.  "The  long-term  winners  will  gen- 
erate it,  interpret  it,  and  apply  it  effi- 
ciently" to  create  first-class  health  care. 

If  there's  a  lesson  to  be  learned  from 
monoclonal  antibodies,  it's  that  many  of 
the  first  genomic  drugs  are  likely  to  fail. 


These  early  products  won't  benef 
the  rigorous  and  intelligent  new 
procedures  that  are  being  conceiv^ 
ly.  But  a  few  of  them  will  pass, 
companies  that  produce  them  ms 
up  becoming  pharmaceutical  gial 
their  own  right.  One  thing  is  cq 
The  science  will  advance.  The 
nology  story  has  just  begun. 

By  Ellen  Licking  in  New  York\ 
Amy  Barrett  in  Philadelphia, 
Rae-Dupree  in  San  Mateo,  Calif.,] 
Carey  in  Washington,  D.  C,  and 
Capell  in  London 


TURNING  DATA  INTO  DRUGS-FAST 


This  summer,  scientists  expect  to 
finish  sequencing  a  rough  draft  of 
the  entire  set  of  human  genes.  It 
is  a  monumental  accomplishment,  re- 
quiring the  correct  sorting  and  as- 
sembly of  more  than  3  billion  bits  of 
genetic  information.  But  deciphering 
the  genome  is  not  an  end — it's  a  be- 
ginning. "Having  just  the  sequence 
of  the  human  genome  is  akin  to  [hav- 
ing] a  dictionary  that  lists  all  the 
words  in  the  English  language  but 
doesn't  include  their  meanings," 
says  Dr.  Robert  lepper,  chief 
scientific  officer  for  Millennium 
Pharmaceuticals  Inc.  "It  doesn't 
tell  you  much." 

Biotech  companies  are  now- 
hard  at  work  developing  the 
tools  necessary  to  decode  the 
meanings — the  functions  of  the 
100,000  or  so  genes  contained  in 
the  human  genome — and  use  thai 
knowledge  to  develop  new  drugs.  It 
is  not  a  simple  task.  Drug  develop- 
ment is  a  lengthy  and  unpredictable 
process  that,  on  average,  takes  15 
years  to  complete.  Less  than  5%  of  a 
company's  initial  findings  lead  to 
drugs  that  ultimately  reach  the  mar- 
ketplace. And  there  is  no  guarantee 
that  potential  drug  candidates  won't 
turn  out  to  have  toxic  side  effects. 
Biological  testing  in  animals  and 
years  of  human  trials  are  still  a 
must — genomics  doesn't  do  anything 
to  shorten  that  process. 

Two  Cambridge  (Mass.)  companies, 
Millennium  Pharmaceuticals  Inc.  and 
Vertex  Pharmaceuticals  Inc.,  are 
among  the  leaders  in  the  frenzied 
race  to  pluck  the  best  targets  from 
among  hundreds  of  thousands  of  mol- 
ecules— in  other  words,  to  create 
meaningful  sentences  out  some  of 


those  newly  discovered  words  in  the 
genetic  dictionary. 

Millennium  expects  to  launch  two 
drugs  this  year.  The  company  al- 
ready has  six  drugs  in  human  trials, 
which  are  aimed  at  treating  cancer, 


immune-system  disorders,  and  obesi- 
ty. In  addition,  Millennium  has  com- 
mitted to  delivering  225  targets  over 
the  next  five  years  to  German  phar- 
maceutical giant  Bayer. 

Vertex  has  eight  medicines  in  clin- 
ical trials.  It  won  approval  back  in 
April,  1999,  for  an  AIDS  treatment — a 
protease  inhibitor  called  Agenerase 
that  it  is  co-developing  with  Glaxo 
SmithKline.  The  company  also  has 
another  protease  inhibitor  in  ad- 
vanced human  trials,  which  analysts 
say  could  be  even  better. 

One  of  the  astounding  things 
about  companies  such  as  Vertex  and 
Millennium  is  their  ability  to  move 


from  basic  findings  to  the  clinic  in 
just  a  few  years.  In  1991,  for  exam] 
pie,  Vertex  began  work  on  a  drug 
reduce  the  inflammation  associated 
with  rheumatoid  arthritis  after  re- 
searchers had  found  a  gene  associati 
ed  with  inflammation.  Vertex  then 
accelerated  the  search  for  a  drug  hi 
doing  two  things  at  once:  It  worked! 
to  determine  the  role  of  the  gene  in| 
inflammation  and  simultaneously  be 
gan  developing  compounds  that 
might  block  the  process. 

ANTI-INFLAMMATORY 

"Biological,  chemical,  and 
structural  data  coming 
together  all  at  the  same  time 
helped  Vertex  create  VX-74( 

The  result,  says  Vertex  ceo 
Joshua  Boger,  was  "biological, 
chemical,  and  structural  data  coming 
together  all  at  the  same  time."  With  I 
volumes  of  data  in  hand,  company  re| 
searchers  could  make  a  more  in- 
formed decision  about  which  candi- 
date drugs  to  keep  and  which  to 
throw  away  three  years  after  start- 
ing the  project.  The  molecule  they 
ultimately  settled  on,  called  vx-740, 
is  now  in  advanced  human  trials  wit! 
partner  Hoechst  Marion  Roussel.  If 
it's  approved,  it  will  be  the  first  oral 
medicine  for  rheumatoid  arthritis. 

In  the  next  few  years,  Millennium] 
and  Vertex  researchers  are  hoping 
to  shorten  the  drug  development 
time  even  further.  If  they  can,  all 
those  words  in  the  genetic  dictio- 
nary may  form  some  fantastic  new 
sentences. 

By  Ellen  Licking  in  New  York, 
with  John  Carey  in  Washington 
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Companies  creating  software  in  the  electronic,  Internet-driven  economy  are  faced  with  a 
nodern  e-software  paradox:  how  do  you  create  software  faster -in  Internet  time-  and 
ichieve  the  high  quality  you  need  to  satisfy  customers?  The  answer  is  e-development 
rom  Rational"  Software.  Thousands  of  companies  around  the  world  increase  their  software 
levelopment  speed  and  quality  by  applying  Rational's  software  engineering  best  practices, 
inified  tools  and  services.  That's  why  Rational  has  been  the  leader  in  multiple  segments 
if  the  software  development  life-cycle  management  market  for  many  years*.  Want  to  build 
oftware  faster  and  better?  Visit  us  at  www.rational.com. 
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Once  you  set  a  goal  for  you' 
business,  you  know  you'll  find  a 
way  to  succeed.  Global  business 
a  perfect  example. 

More  and  more,  businesses  ar 
finding  a  way  to  expand  internatio 
How?  With  the  help  of  Global  Del 
Services™  from  the  United  States  Pc 
Service.  You  don't  have  a  single  dol 
—or  moment— to  waste.  We  offer 
wide  range  of  reliable,  cost-effectiv 
solutions,  including  Global  Priority  IV 
Express  Mail  International  Service' 
Airmail  and  volume  business  service 
And  we  can  support  your  complete 
business  cycle— from  acquiring  to 
servicing  to  retaining  customers. 
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developments  to  Watch 
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TED  BY  OTIS  PORT 


annual  meeting  of  the  American  Association  for  the 
nncentent  of  Science  provides  a  rare  opportunity  for  re- 
ntiers to  mix  and  team  about  advances  outside  tlwir  spe- 
lies.  Here  are  highlights  of  this  years  Feb.  17-22  gathering. 


:  PERILS  OF 
IT-TIME 
■a  \  PROFESSIONALS 

I  WORKWEEK  IS  GETTING 

■  er  for  professionals  and 
■agers.  Forty-five  percent 

i  merican  men  and 
■A  of  women  are 
Jting    in    at 
It  50  hours 
I  week  and 

■  muting  ap- 
|  ;imately  four 

■s  per  week. 

:  1  more  than 
of    those 

j  king  50  hours 
Meek  said  they 
jild  prefer 
■*ter  hours, 
■however,  part-time  work 
'■iugh  on  professionals,  not- 
■'esearchers  during  a  sem- 

I  on  "21st  Century  Solu- 
Ms     to     Overwork."     An 


American  Bar  Assn.  study 
found  that  43%  of  junior 
lawyers  leave  their  jobs  with- 
in three  years — at  least  part- 
ly because  they  desire  more 
family  involvement,  said  Ros- 
alind C.  Barnett  of  Brandeis 
University.  While  many  law 
firms  offer  shorter  work- 
weeks, working  part- 
time  is  seen  as 
"an  automatic 
career  breaker," 
Barnett  said. 

A  study  by 
the  Institute  for 
Women's  Policy 
Research  in  Wash- 
ington found  that 
part-time  work  al- 
most always  involves 
enormous  sacrifices  of 
pay  and  benefits.  Managers 
earning  $800  a  week  for 
working  full-time  can  earn  as 
little  as  $200  to  $300  for  a 
20-hour  week.  Paul  Raeburn 


U 


L0W-IN-THE-DARK  GENES 


3SEARCHERS  ARE  CLOSE  TO  READING  THE  WHOLE 

metic  code  of  a  number  of  species  of  plant  and  ani- 
als.  Next  comes  the  hard  part — figuring  out  what  all 
lose  genes,  and  the  proteins  they  make,  actually  do. 
variety  of  methods  already  exist,  from  inactivating 
dividual  genes  to  see  what  happens,  to  comparing 
ts  of  DNA  with  genes  known  in  other  species.  But  at 

mjie  Carnegie  Institution  of  Washington,  plant  geneti- 
sts  led  by  Christopher  R.  Somerville  are  experiment- 
ig  with  a  new  method.  The  basic  idea  is  to  track  pro- 
;ins  of  unknown  function  to  see  where  they  go — and 

g|  hat  biological  processes  they  are  involved  in. 
To  spy  on  the  proteins,  Somerville's  team  hooks  a 
'llyfish  gene,  which  makes  a  fluorescent  "dye,"  to  dna 
•om  an  unknown  plant  gene.  When  that  dna  is  inserted 
ito  mustard  plant  cells,  they  grow  into  plants  that  pro- 
uce  the  protein,  and  the  fluorescent  tag  pinpoints  its 
•cation.  After  making  6,000  variations  of  mustard  plant, 
omerville  has  found  that  different  proteins  do  indeed 
nd  up  in  different  parts  of  the  plant  cells.  In  fact,  some 
roteins  find  their  way  to  structures  in  plant  cells  not 
ven  seen  before.  Soon,  Somerville  expects  to  figure  out 
le  key  features  in  a  protein  that  cause  the  cell  to  put 

in  one  place  and  not  another.  "The  approach  has  been 
uccessful  in  providing  fresh  insights  into  plant  biology," 
e  says.  John  Carey 


CAN  PROTEINS 
PREVENT 
BIRTH  DEFECTS? 

HOLOPROSENCEPHA  LY,  A 
birth  defect  that  results  in 
serious  brain  and  facial  mal- 
formations, occurs  in  1  in 
16,000  live  births.  While  fetal 
surgeons  are  trying  to  de- 
velop methods  to  repair  the 
defect  in  the  womb,  Jill  A. 
Helms,  a  University  of  Cali- 
fornia at  San  Francisco  re- 
searcher in  orthopedic 
surgery,  is  trying  to  identi- 
fy the  molecular  cause  of  the 
problem,  which  might  lead  to 
a  protein  therapy  that  pre- 
vents serious  craniofacial 
defects. 

Developing  such  a  treat- 
ment requires  a  detailed  un- 
derstanding of  the  develop- 
mental steps  in  brain  and 
face  formation.  Researchers 


have  long  known  thai  e 
doses  of  vitamin  A  during 
pregnancy  can  lead  to  facial 
defects.  But  Helms's  recent 
work  suggests  that  too  little 
vitamin  A  is  just  as  bad. 
When  Helms  treated  devel- 
oping chick  embryos  with  a 
molecule  that  prevents  vita- 
min A  absorption,  she  found 
that  just  a  few  hours  of  vita- 
min A  deprivation  was 
enough  to  cause  serious  head 
and  facial  defects. 

Helms  next  tried  to 
counteract  the  abnormalities 
caused  by  vitamin  A  depri- 
vation. She  found  two  pro- 
teins, Sonic  Hedgehog  and 
FGF2,  that  restored  normal 
development  in  chicks.  Re- 
searchers at  the  aaas  meet- 
ing hailed  it  as  an  important 
first  step  in  the  development 
of  a  prenatal  treatment  for 
these  devastating  birth 
defects.  Ellen  Licking 


WHEN  CANCER 
RESEARCHERS  HIT 
THE  RIGHT  CHORDS 

THE  ROCK  BAND  WILD  TYPE 
played  its  first  gig  31/-  years 
ago  at  a  house  party  in  Bal- 
timore. It  was  almost  the 
last  performance:  The  police 
were  called  to  shut  the  par- 
ty down.  Fortunately,  the 
unruly  rockers  were  not  ar- 
rested, for  that  would  have 
gutted  one  of  the  nation's 
leading  cancer  research  labs. 
All  of  the  band's  members 
are  or  were  in  the  laborato- 


ry of  Bert  Vogelstein  (de- 
gree: M.  D.;  instrument:  key- 
boards) at  Johns  Hopkins 
University. 

On  Feb.  16,  Vogelstein  an- 
nounced the  development  of 
an  improved  test  for  deter- 
mining a  person's  cancer 
risk.  Four  days  later,  Wild 
Type — it's  the  term  for  a 
normal  gene — was  perform- 
ing in  front  of  400  science 
writers  at  a  party  during 
aaas.  The  verdict?  Great 
music  to  dance  to,  but 
please,  Wild  Type,  keep  your 
day  jobs — for  more  reasons 
than  one.         Paul  Raeburn 
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Working  Life 


LIFESTYLES 


VALLEY  OF 
NO  DOLLS 

Silicon  Valley  has  10  zillion  nerds  to  every  one  woman 


There  aren't  many  things  that  are 
hard  for  a  guy  to  get  in  Silicon  Val- 
ley. Here,  in  the  land  of  a-million- 
aire-per-minute,  the  job  offers  come  dai- 
ly and  the  venture  capital  flows  freely. 
The  cars  are  fast,  the  theme  houses 
ubiquitous.  Wireheads  beam  their  con- 
tact information  to  one  another  via  du- 
eling Palm  Pilots,  rendering  business 
cards  obsolete.  And  who  needs  to  be 
bothered  with  picking  up  the  dry  clean- 
ing or  meeting  the  cable  guy  anymore? 
Even  middle  managers  at  Web  startups 
are  starting  to  hire  the  Valley's  new 
version  of  a  butler:  the  personal 
assistant. 

But  when  it  comes  to  a  date,  the  sto- 
ry suddenly  gets  sad.  "I've  been  search- 
ing for  a  partner  for  four  years,  and 


it's  just — damn — it's  hard,"  sighs  43-   ' 
year-old  Gary  Wagner,  an  accounting 
manager  with  the  Silicon  Valley  branch 
of  DreamWorks  skg. 

Wagner  is  no  schlumpy  bore.  This 
dashing  bachelor  with  a  substantial  net 
worth  has  a  great  house  and  a  sweet 
personality.  He's  in  marathon-runner 
shape  and  knows  how  to  romance  like 
the  songs  on  AM  radio.  But,  alas,  men  in 
the  valley  are  in  oversupply— as  any 
stroll  past  the  breakfasts  at  II  Fornaio 
in  Palo  Alto  or  the  electronics  swap 
meets  at  Foothill  College  will  reveal. 
Even  at  the  muffin-filled  cafes,  it  feels 
like  a  frat  house. 

The  land  with  the  highest-educated, 
highest-paid  workers  in  the  country  is 
also  one  of  the  few  places  in  the  West- 


ern Hemisphere  with  a  scarcity  of 
women.  There  are  68,000  more 
men  than  women  in  Santa  Clara  C 
according  to  market-research  firm 
itas.  San  Jose,  for  instance,  ha 
biggest  single-man  surplus  of  an 
in  America.  As  one  jaded  British  v 
put  it,  the  area  resembles  "some  M 
country  where  the  women  are 
purdah,"  the  tradition  of  female  t 
sion.  Compare  that  with  the  nat 
statistics— 43  million  single  wome 
36  million  single  men — and  you  car 
why  the  date  dearth  among  Valley 
erosexuals  can  be  a  much  more 
pelling  issue  than  friends-and-fa 
stock. 

"WOMEN  RULE."  In  the  epicenter  pi 
New  Economy,  where  the  labor  si 
age  grips  the  tightest,  this  has  s 
recruiters  starting  to  worry  about  a 
a  tumoff  this  could  be  to  men  mulli 
move  to  the  Valley.  The  women,  on 
other  hand,  like  it  just  fine 
is  the  best  time  in  history  t 
a  woman  in  Northern  ( 
fornia,"  says  26-year 
Nicole  Lorenzo 
first-year  student 
Stanford  Gradi 
School  of  Busin 
(Note  to  male  read 
She's  taken).  "It  usee 
be  all  these  gay  r 


here, 

and  now  it's 
different."  Says  39- 
year-old  engineer  Mary  Beth  McDc 
aid:  "I'm  just  having  a  blast." 

This  has  led  to  some  entertaining  re 
reversals,  with  Wagner  and  his  frien 
sometimes  acting  like  the  women 
1970s  sitcoms.  Instead  of  talking  abo 
golf  at  cocktail  parties,  they  strategi: 
over  the  "tough  cases" — the  wome 
they  want  to  date  who  are  a  hardi 
sell  than  many  of  their  chintziest  cu 
tomers.  Wagner  says  his  friends  suj^i 


i 
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The  anti-sweaty  palms, 
dry  mouth,  dizzy  spell, 

so-you-can-sleep 
\ve-biz  solution.  '' 

^     \  '       *' 

^  v  (NOW  IN  PRESCRIPTION  STRENGTH.)   ' 


V 


Uicronpc. corn's  e-commerce  solution 
peves  all  of  your  major  e-commerce 
daches  with  one  dedicated  point  of 
tact.  You'll  find  the  maximum  level  of 
ve  ingredients  to  put  your  e-business 
:ture  in  place  (or  maintain  a  pre-existing  one), 
n  the  #l-rated  Web-hosting  service  for  outsourcing  your 
;>site,  to  award-winning  hardware  (like  the  1U  Micron 


NetFRAME  4400R),  for  running  your  website 
in-house.  And  as  the  third  largest  provider  of 
Web-hosting  services  in  the  U.S.,  we'll  give  you 
the  scalability  and  redundancy  to  accommodate 
rapid  changes  in  your  e-business.  For  the  relief 
you  need,  call,  or  visit  micronpc. com/Fb<7  today. 
Warning:  Highly  customized,  intensely  individual  attention  of 
this  nature  has  been  shown  to  cause  temporary  giddiness. 


18888254845  •  WWW.MICR0NPC.COM/Rx7 


micronpCCOm  Think  beyond  the  box. 


intium®/// 


Rated  by  Web  Host  Directory's  independent  panel  and  website  visitors.  Intel,  the  Intel  Inside  logo  and  Pentium  III  are  registered  trademarks  of  Intel  Corporation,  micronpc.com  and  Think  beyond  the  box 
are  trademarks  of  Micron  Electronics,  Inc  Product  names  of  micronpc  com  products  are  trademarks  or  registered  trademarks  of  Micron  Electronics,  Inc  ©2000  Micron  Electronics,  Inc  All  rights  reserved. 


CALL  US  AND  YOU'LL  HEAR 
A  STRANGE  SOUND  ON 
THE  OTHER  END. 

IT'S  CALLED  A  HUMAN  VOICE 

■ 


■  .7^*.  <*J 


We  do  things  differently  than  the  average  card  company.  Like  making 
sure  a  real  person  answers  the  phone,  ready  to  help  you  when  you  call, 
24  hours  a  day.  And  providing  an  award-winning  rewards  program 
with  miles  you  can  use  on  all  major  U.S.  airlines,  not  just  one  or  a  few. 
And  if  your  business  trip  runs  longer  than  expected,  unlike  other  cards, 
we  always  give  you  up  to  62  days  to  pay  your  bill,  interest-free. 
And  of  course,  the  Diners  Club  Card  is  welcomed  by  airlines,  hotels, 
car  rental  companies  and  millions  of  other  places  you  go.  You  won't  find 
another  card  company  that  does  all  this.  Call  us  at  1  800  2  DINERS. 
A  real  live  person  will  give  you  all  the  details. 


*B 


Diners  Club 
International 
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BREAKING  THE  PLASTIC  Mi 


i  1999  Citicorp  Diners  Club  Inc        www  dinersclubjs.com 


orking  Life 


Last  year,  the  annual  national  singles  convention 
was  moved  from  Alaska  to  Palo  Alto 


•t  one  another  by  giving  out  re- 
nders on  how  to  stoke  a  woman's  in- 
est,  such  as  "don't  elaborate,"  "keep 
ir  answers  as  short  as  possible,"  and 
•ver,  ever  admit  you  want  a  family." 
tead,  say:  "That's  a  decision  two  peo- 

have  to  make."  Says  Wagner:  "It's  a 
v  paradigm.  Women  rale." 
.ationship  COACHES.  To  help  men 
>e,  a  new  cottage  industry  of  rela- 
lship  coaches  and  dating  services  is 
)ping  up  among  the  strip  malls  and 
gged  highways.  Lonely-heart  males 

now  attend  seminars  that  offer  such 


on  the  same  weekend  that  many  of  the 
men  had  to  jet  out  to  Las  Vegas  for  the 
Comdex  convention.  And,  in  true  Silicon 
Valley  fashion,  when  duty  calls,  the  men 

go- 
That 's  exactly  part  of  the  problem, 
says  Carole  Shattil,  owner  of  the  Bay 
Area  dating  service  How  About  Lunch. 
The  24-7  nature  of  the  typical  high-tech 
guy's  career  often  means  dating  takes  a 
back  seat  to  pulling  all-nighters  so  they 
can  get  their  first  three  commas  by  the 
time  they're  30.  Plus,  many  of  these 
engineering  types  are  more  absorbed 


bits  as:  "The  first  gatekeeper  to  sex- 

1  attraction  is  the  way  you  look." 

Call  it  the  Alaska  of  the  21st  century. 

iat's  what  Richard  Gosse,  founder  of 

nerican  Singles  dating  service,  was 

inking  last  year  when  he  moved  his 

nual  national  singles  convention  from 

ichorage  to  the  ballroom  at  the  Hyatt 

ckeys  Hotel  in  Palo  Alto.  He  even 

omised  to  refund  the  $35  ticket  if  the 

)men  who  poured  in  by  the  planeload 

jln't  find  at  least  one  good  man.  Thou- 

Inds  of  hopefuls  showed  up  from  cities 

j  ross  the  country  where  the  odds  are 

Us  good.  Turns  out  Gosse  had  the  un- 

'  ttunate  luck  of  scheduling  the  bash 


by  motherboards  than  in  hooking  up 
with  a  would-be  mother.  Potential  ro- 
mantic partners  frequently  brandish 
NDAs — nondisclosure  agreements — which 
are  waivers  that  forbid  them  to  reveal 
trade  secrets  of  their  respective  firms. 
How's  that  for  a  romantic  moment? 

Sometimes,  the  lack  of  ladies  takes 
comic  turns,  especially  at  Stanford  Uni- 
versity business  school,  where  the  men- 
to-women  ratio  is  70-30.  In  the  Class 
of  2001,  the  ranks  of  unattached  single 
Women  have  dropped  from  30  to  just 
20  after  a  fierce  courting  war  in  the 
fall.  Lorenzo  says  there  are  now  about 
200  single  men  in  the  class.  They  often 


find  themselves  clumped  in  fours  on  the 
dance  floor,  swaying  to  house  music  and 
surrounding  one  woman. 
And  she's  got  a  boyfriend. 
The  drought  extends  into  San  Fran- 
cisco. At  the  Balboa  Cafe,  women  some- 
times leave  the  restaurant  on  weekend 
nights  with  four  dates  slotted  for  the 
following  week.  And  these  are  good 
ones,  as  in  yacht  trips  on  the  bay  and 
jaunts  to  St.  Tropez.  So  hot  are  the 
frequent  bashes  held  by  three  Bay 
Area  women — who  are  known  as 
Ladies  on  the  Sauce — that  the  e-mail 
invites  spread  through  the 
Valley  like  wildfire.  And  forget 
having  to  persuade  a  guy  to 
dust  off  his  tux.  Charity 
events  are  mobbed  with  single 
men  willing  to  pay  whatever  it 
costs  to  meet  single  women. 
In  Palo  Alto,  it's  not  uncom- 
mon to  see  bunches  of  men  at 
hot  spots  like  Zibibbo  and 
Evvia  sitting  together  on  Fri- 
day nights  without  a  woman 
in  sight. 

SHAMELESS.  No  surprise,  then, 
that  the  old  stigma  attached 
to  dating  services  has  van- 
ished. It's  now  100%  socially 
acceptable  to  sign  up  for 
Match.com  or  Matchmaker.com, 
the  online  love  connectors  that 
allow  cyberites  to  check  each 
other  out  via  the  Net. 

Other  Silicon  Valley  dating 
services  have  gone  a  step  fur- 
ther. At  Table  for  Six  Total 
Adventures  &  Entertainment, 
"dating  counselors"  will 
arrange  for  weekly  dinners  for 
six  strangers — three  women 
and  three  men.  The  relation- 
ship coaches  will  also  sketch  outfits  for 
the  men  and  equip  them  with  a  list  of 
exactly  what  to  buy  from  a  Nordstrom 
shopper.  Sometimes,  the  coaches  even 
recommend  teeth  bleachers,  hairstylists, 
and  glycolic-acid  treatments.  Some  men 
will  even  ante  up  as  much  as  $10,000  for 
a  matchmaker  to  help  find  them  a  po- 
tential bride. 

Still,  some  of  the  less  hopeful  are  giv- 
ing up  all  together,  leaving  this  arid  cli- 
mate for  other  high-tech  hubs  such  as 
Boston  or  Boulder,  where  the  odds  are 
better.  Anywhere,  so  long  as  there  are 
more  women. 

By  Michelle  Conlin  in  Silicon  Valley 
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HEY  JACK  WELCH, 
CAN  WE  TALK? 

Corporate  and  union  honchos  are  meeting  behind  the  scenes 


They  gathered  on  Feb.  8  at  the  Hay- 
Adams  Hotel  in  Washington,  across 
the  street  from  the  White  House, 
telling  only  their  closest  aides  what  they 
were  up  to.  General  Electric  Chief  Ex- 
ecutive John  F.  Welch  led  a  clutch  of 
corporate  bigwigs,  including  General 
Motors'  John  Smith,  Xerox'  Chairman 
Paul  Allaire,  AT&T's  Michael  Armstrong, 
USX-U.  S.  Steel  CEO  Thomas  Usher,  and 
Penske  Chief  Roger  Penske. 

They  were  joined  by  AFL-CIO 
President  John  J.  Sweeney  and 
the  federation's  other  two  top  of- 
ficers, plus  a  cadre  of  union  chief- 
tains like  Morton  Bahr  of  th 
munications  workers,  Sandra 
Feldman  of  the  teachers. 
Douglas  Dority  of  the 
foodworkers,  George  Beck- 
er of  the  steelworkers,  and 
Edward  Fire,  president  of 
the  electronic  workers 
union.  Another  President  in 
the  hotel  for  a  meeting — Bill 
Clinton — stopped  by  for  20 
minutes  with  words  of 
encouragement. 
POLITICAL  CHASM.  The 
hush-hush  rendezvous  was 
the  latest  in  a  series  Sweeney  had 
initiated  back  in  1998  to  try  to  find 
common  ground  between  Big  Business 
and  Big  Labor  on  national  policy  is- 
sues. The  group — about  a  dozen  CEOs 
and  a  similar  number  of  union  leaders — 
has  recently  narrowed  its  focus  to  three 
topics:  health  care,  education,  and  trade. 

It's  not  yet  clear  whether  the  two 
sides  can  bridge  the  political  chasm  that 
usually  separates  them.  If  they  can, 
they  hope  to  use  their  combined  clout  to 
influence  Congress  on  one  or  more  of 
these  issues.  From  the  beginning,  the 
participants  pledged  not  to  discuss  the 
gatherings  publicly,  so  none  of  the  par- 
ties contacted  by  business  week  would 
speak  for  attribution.  But  "we  had  the 
best  meeting  yet  this  time,  with  real 
dialogue  on  both  sides,"  says  one  union 
president  who  attended. 

The  meetings  are  Sweeney's  attempt 
to  resurrect  similar  talks  that  have  oc- 
curred in  fits  and  starts  for  decades. 


While  the  U.  S.  has  no  tradition  of  Eu- 
ropean-style political  dialogue  between 
labor  and  capital,  union  and  corporate 
honchos  have  met  periodically  to  chew 
over  national  issues,  usually  in  quiet 
confabs  out  of  the  public  eye.  The  cur- 
rent effort  dates  back  to  the  early 
P.iTOs,  when  Reginald  H.  Jones,  Welch's 
predecessor  at  GE,  gathered  a  similar 
group  with  then-AFL-cio  President 
George  Meany.  One  joint 
initiative  they  undertook 
m\  helped  to  bring 

about  the  wage 
and   price  con- 


The  focus  has  been 

narrowed  to  three 

topics:  health  care, 

education,  and  trade 


trols  installed  by  the  Nixon  Adminis- 
tration. 

In  the  early  1990s,  a  successor  group 
moderated  by  former  Labor  Secretary 
John  T  Dunlop  agreed  to  pursue  health- 
care reform.  It  appointed  a  subcommit- 
tee on  the  issue  headed  by  Welch  and 
Sweeney,  then  chief  of  the  service  em- 
ployees union.  Eventually,  the  group 


told  the  Clinton  Administration  tii  i 
would  support  efforts  to  curb  spirfn 
medical  costs.  The  joint  backing  jot 
labor  and  business  helped  persuad^h 
Administration  to  pursue  what  bedjrl 
Hillary  Rodham  Clinton's  failed  tii 
health-care  reforms.  Along  the  ft; 
though,  Welch  yanked  his  supportm- 
gering  union  leaders. 

Because  of  that  falling-out,  Swe4 
at  first  didn't  try  to  resuscitate  ti 
group  after  he  took  over  the  AFiju 
in  late  1995.  But  two  years  later,  <m 
persuaded  him  to  try  again,  and  in  n 
ly  1998,  he  met  with  Welch,  who  agr 
somewhat  reluctantly,  to  form  a  : 
group.  The  circle  renewed  its  meet 
in  New  York  in  October,  1998,  and 
convened  twice  a  year  since,  alterna 
between  New  York  and  Washing 
moderated  by  former  federal  medi 
John  Calhoun  Wells.  Among  the  ot 
ceos  involved  are  Bechtel's  Riley  B« 
tel,  Boeing's  Philip  Condit,  Yucai 
Ronald  Burkle,  and  J.  P.  Morg 
Douglas  Warner. 

publicity-shy.  The  talks  can  be  te 
participants  say.  For  example,  We 
and  Feldman  squared  off  ] 
year  over  workers'   right 
form  unions  without  mana 
ment  interference.  And  c< 
sensus  has  been  slow  in  co 
ing:  It  took  a  year  just  to  fj 
topics  where  the  group  thou£ 
sufficient  common  ground  exist 
to  warrant  further  discussioi 
Still,  the  parties  may  be  movi 
toward  a  meeting  of  the  min(  [ 
They  recently  brought  in  Lev 
B.   Kaden,   a   New   York-bas  I 
lawyer  at  Davis  Polk  &  War  j 
well  with  extensive  public  poli  ; 
experience,  to  help  write  policy  pape)  I ' 

Health  care  is  one  possible  area    ! 
agreement.  The  companies  are  most ft 
old-line  manufacturers  that  are  moi 
likely  to  offer  health  insurance  than  oth 
er  sectors.  They're  upset  about  soarir  - 
insurance  premiums,  which  are  jacke 
up  in  part  by  the  cost  of  the  many  uni 
sured  workers  forced  to  use  emergenc  ; 
care.  But  finding  the  right  approach  r< 
mains  difficult.  "We  can't  even  agree  o 
health  care  internally,  much  less  wit 
a  bunch  of  union  leaders,"  says  one  coi 
porate  participant. 

Group  members  have  been  sensitiv-' 
about  publicity  out  of  fear  that  the; 
would  appear  to  be  some  sort  of  Trilat 
eral  Commission.  "We  don't  claim  t  ', 
represent  anyone,"  says  one  participant 
Still,  they  will  likely  wield  plenty  o 
clout — if  they  can  agree  on  an  agenda  ii  ' 
the  first  place. 

By  Aaron  Bernstein  in  Washingto? 
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By  Anthony  Bianco 
Computer  Associates  In- 
ternational Inc.'s  annual 
trade  show,  "ca  World," 
has  evolved  into  an  ex- 
travaganza. Last  summer, 
28,000  people  from  80 
countries  packed  the  New 
Orleans  convention  center 
to  pay  homage  to  the  soft- 
ware giant  and  Charles  B. 
Wang,  its  chairman  and 
chief  executive.  A  stunt- 

i  i  This  dragon 
has  only 
one  head  J  J 


Charles  Wang  discussing  why  he  never 

allows  top  executives  of  acquired 
companies  to  stay  on  after  a  takeover 


Charles  Wang 
muscled  his  way 

to  the  top.  Now 
he  wants  respect 


Cover  Story 


man  doubling  as  Wang  ar- 
rived for  the  keynote 
speech  on  a  motorcycle 
that  roared  down  an  audi- 
torium's center  aisle  on  its 
back  wheel,  sped  up  a 
ramp,  and  hurtled  air- 
borne through  a  video 
screen,  triggering  a  flash 
of  light  and  thunderous 
sound  effects.  Later,  the 
real  Wang  materialized  on 
stage  toting  a  30-pound 
tuna.  (Don't  ask.)  "We 
take   the   theme   of  fun 
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software  very  seriously,"  he  deadpanned. 
Even  so,  "fun"  is  not  a  word  that  most  people  would  as- 
sociate with  CA  or  its  software.  Mention  Wang  to  the  average 
PC  user  and  the  response  is  like- 
ly to  be,  "Huh?"  In  1999,  ca  sold 
$5.6  billion  worth  of  software, 
trailing  only  Microsoft  Corp.  and 
IBM,  but  did  not  take  in  a  dollar 
from  the  consumer  market,  ca 
makes  a  vast  array  of  programs 
for  managing  large,  diverse' 
computer  systems.  "We 
are  all  the 


probably  also  holds  the  record  for  firing  programme  1 
of  whom  were  canned  just  days  after  CA  took  control, 
executives  of  acquired  companies  were  always  the  first 
"This  dragon  has  only  one  head,"  Wang  liked  to  say.  r] 
no  less  ruthless  with  his  customers,  taking  them  to  d 
necessary  to  enforce  ca's  onerous  licensing  agreements 
letter.  In  1992,  CA  even  sued  its  largest  customer,  Ele(] 
Data  Systems  Corp.,  alleging  licensing  violations. 

Wang's  methods  were  harsh  but  effective.  Today, 
tracts  about  40<?  of  operating  profit  from  every  $1  of  n 
making  it  the  most  profitable  software  company  not 
Microsoft.  Wang,  a  billionaire  twice  over,  succeeded 
the  wildest  imaginings  of  his  immigrant  youth  but 
cost  of  making  himself  into  an  info-tech  pariah.  By  son 
counts,  he  outdid  even  William  H.  Cates  III,  the  notor| 
sharp-toothed  Microsoft  mogul,  in  making  enemies, 
was  a  period  when  CA  was  the  most  disliked  company  in| 
high  tech,"  says  Christopher  W.  Mortenson,  a  veterar 
ware  analyst  at  Deutsche  Banc  Alex.  Brown. 


IN  THE  SPOTLIGHT 

He's  no  publicity  hound, 
but  Wang  has  learned  PR 
smarts.  He  has  written 
two  books;  made  a  grand 
entrance  (with  a  stunt 
double)  at  last  July's  CA 
World;  and  has  sponsored 
charity  events  such  as 
volleyball  tournaments 


plumbing  behind  the  scenes,  as  opposed  to  all  the  pretty 
faucets,"  says  Wang,  55. 

Wang,  who  emigrated  to  New  York  City  from  Shanghai 
as  a  boy  of  8,  made  himself  a  force  in  a  quintessential 
New  Economy  industry  using  methods  adapted  from  the 
Old  Economy — the  very  Old  Economy.  Wang  (pronounced 
"Wong")  founded  CA  in  1976  and  built  it  the  same  way 
that  John  D.  Rockefeller  built  Standard  Oil  or  Andrew 
Carnegie  built  U.  S.  Steel:  consolidate  and  conquer.  Com- 
pleting a  portrait  in  sepia-tone,  this  Robber  Baron  of  Soft- 
ware lives  in  an  old  Roosevelt  mansion  near  Oyster  Bay  on 
Long  Island's  North  Shore,  in  the  heart  of  Gatsby  country. 
Wang's  estate  is  close  to  CA  headquarters,  but  it's  about  as 
far  as  you  can  get — in  every  sense — from  glamorous  Silicon 
Valley. 

RECORD-BREAKER.  In  a  tour  de  force  of  dealmaking,  Wang 
assembled  CA  from  the  parts  of  some  200  companies.  Along 
the  way,  he  repeatedly  broke  the  software  industry  record 
for  the  largest  acquisition,  the  latest  being  the  $4  billion  pur- 
chase of  Sterling  Software  Inc.  announced  on  Feb.  14.  Wang 
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hi);  feigned  indifference  to  his  critics  but  by  1994  w;ls  so 

terated  by  the  EDS  litigation  that  he  handed  it   off  to 

rsl  iy  Kumar,  now  37,  his  newly  appointed  whiz-kid  presi- 

H    In  short  order,  Kumar-  negotiated  a  settlement  that  not 

salvaged  ca's  relationship  with  kds  but  also  expanded  it 

nade  it  more  lucrative.  Both  chastened  and  inspired  by 

Kumar  had  accomplished,  Wang  gradually  shifted  focus 

squeezing  profit  out  of  CA's  quasi-monopoly  franchise  in 

frame  computing  to  chasing  abundant  new  opportunities 

i  rev  ed  by  the  Internetization  of  commerce. 

ING  NICER.  Instead  of  firing  employees  en  masse  to 

i  be  i  acquisitions  quickly  pay  for  themselves,  Wang  began 

a  ing  acquired  companies  as  launchpads  into  new  software 

i!  rets.  At  the  same  time,  ca  moved  beyond  the  role  of 

pare  "chop  shop"  to  become  an  innovator  in  its  own 

.  "T;  and  took  pains  to  accommodate  the  very  clients  it 

in ,  bullied  for  so  long.  "If  we'd  talked  a  few  years  ago,  you'd 

ran    heard  me  furious  about  ca,"  says  Bruce  P.  Starr,  a  tech- 

gy  executive  at  Salomon  Smith  Barney.  "But  we've 

led  through  the  issues  they  were  un- 

ng  to  even  talk  about  in  the  past  and 

have  an  agreement  that  allows  us  to 

the  business  as  it  should  be  run." 

fang  and  Kumar  have  managed  to 

itain  the  company's  exceptional  profit 

51ns  while  doubling  its  base  of  business 

•  the  past  four  years.  Most  important, 

tas  extended  its  dominance  of  systems 


WANG  HAS  MADE  THE 

SOFTWARE  INDUSTRY'S 

FIVE  LARGEST  DEALS 


STERLING 
PLATINUM 


Wang  were  running  roughshod  over  the  software  ii 
try,  Charles'  tough-guy  persona  masked  Sll  acute 
ty  to  slights.  "He  would  become  irate  if  anyone  disre  pect- 
ed  the  company.  Their  name  went  into  the  black  book,  0  to 
speak,"  says  A.  David  'lory,  a  former  CA  executive  who 
was  among  Wang's  closest  confidants  throughout  the  1980s. 
"I  had  the  sense  sometimes  that  the  focus  of  what  CA  was 
doing  was  not  driven  by  pure  business  considerations,  but 
by  Charles'  view  that  we  ought  to  go  and  get  someone." 

Revenge  still  seems  to  matter  to  Wang,  but  he  has  mel- 
lowed to  the  extent  that  he  now  subordinates  its  pursuit  to 
ca's  business  interests,  notably  its  public-relations  cam- 
paign. In  recent  years,  Wang  has  traveled  relentlessly,  mak- 
ing speeches  and  graciously  fielding  questions  from  all  com- 
ers. Last  fall,  he  made  his  second  appearance  at  investment 
banker  Herbert  A.  Allen's  celebrified  Sun  Valley  (Idaho) 
gathering  of  media  moguls.  Wang  has  written  two  books, 
which  he  uses  as  calling  cards:  Technovision,  a  primer  for 
the  technologically  inexpert,  and  Wok  Like  a  Man,  a  lavishly 
illustrated  Chinese  cookbook.  In  Novem- 
ber, ca  launched  a  glitzy  $25  million  cor- 
porate image  campaign  featuring  the  first 
television  advertising  the  company  has 
'  ever  done,  with  the  tagline  "Software  That 
Thinks." 
$4.0  2000  Even  some  of  Wang's  archrivals  are 

"35 1999      warming  to  ca.  Wang  "has  done  a  great 

job  in  operations,  a  spectacular  job.  We 


PRICE  BILLIONS 


YEAR 


agement  from  the  slow-growing  main-      zz . could  learn  from  that,"  says  Oracle  Corp. 

le  sector  to  client-server  systems,      CHEYENNE  1.2  1996      ceo  Lawrence  J.  Ellison,  who  as  recently 


:h  are  booming  along  with  Internet 
3c.  According  to  International  Data 
CA  has  30.6%  share  of  the  $4.3  bil- 
client-server  market,  with  IBM  second 
1.1%.  Today,  CA  derives  fully  30%  of  its 
nues  from  facilitating  the  e-commerce 
s  customers — an  impressive  figure  con- 
ring  that  its  traditional  bricks-and- 
tar  clientele  is  just  beginning  to  assert 
f  online. 

Ihese  accomplishments  have  won  CA  a 
[sure  of  new  respect,  but  nowhere  near 
t  Wang  believes  he  and  his  company 
]  due.  For  all  its  recent  progress,  ca's 
|k  still  trades  at  an  Old  Economy  earn- 
multiple  of  about  22,  in  part  because 
|15%  revenue  growth  rate  falls  well 
|-t  of  New  Economy  standards.  But  to 
lig,  the  real  problem  is  that  ca  is  over- 


UCCEL 


1987 


0.8 

DATA  COMPUTER  ASSOCIATES 

BUILDING  DOMINANCE  IN 
MAINFRAME  COMPUTING... 


MAINFRAME 
TASKS 

CA'S 
SHARE 

CA'S 
RANK 

JOB  SCHEDULING 

42.5% 

1 

SECURITY 

36.8 

1 

HELP  DESK 

29.1 

1 

STORAGE 

25.5 

2 

as  1996  dismissed  ca  as  "the  scavenger"  of 
software's  ecosystem.  Adds  Paul  Mason,  a 
veteran  International  Data  analyst:  "At 
first,  people  were  cynical  about  a  kinder, 
gentler  ca.  But  I  think  Wang  is  basically  a 
decent  individual  who  decided  he  didn't 
want  to  be  remembered  as  the  Attila  the 
Hun  of  Software." 
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MARKET 
SHARE 


ed  and  misunderstood.  "We're  long  on      C0MPUTER  ASS0C; !1:315 30'6% 


nology,  but  short  on  PR,"  he  says.  "It's 
own  doing,  so  I'm  going  to  fix  it." 
bang's  willingness  to  pose  in  a  tuxedo 
the  cover  of  business  week  is  in  itself 
>lematic  of  a  radical  change  in  attitude, 
most  of  his  career,  Wang  embraced 
nymity  as  if  it  were  success,  relishing 
i  status  as  "the  biggest  software  com- 
y  no  one  ever  heard  of."  Even  as  ca 
w  into  a  giant,  Wang  practiced  an  au- 
•atic,  patriarchal  style  of  management, 
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ating  a  defiantly  insular  culture.  He      ™!-!.™t"!!.!  z  .  : ..  .  .  °.      the  collective  memory  of  info  tech.  Despite 


$10.9 


50% 


WITH  CLINTON  CHIEF  OF  STAFF  JOHN 
PODESTA  AT  THE  NET  SECURITY  SUMMIT 

Even  so,  putting  a  sheen  on  Wang's  rep- 
utation promises  to  be  a  long-term  proj- 
ect— and  not  just  because  the  image  of 
him  as  a  mercenary  brute  is  burned  into 


?ly  hired  outside  advisers,  relying  on 
legal  and  financial  expertise  of  his  old- 
orother,  Anthony  W  Wang,  ca's  long- 
e  president. 
5ut  even  in  the  days  when  the  brothers 
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his  best  intentions,  the  fiery  Wang  remains 
ill  suited  to  the  role  of  statesman.  New 
York  Stock  Exchange  Chairman  Richard 
A.  Grasso,  a  CA  director,  likes  to  tease 
Wang  about  his  temper.  "Charles,"  Grasso 
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sees  things  in  black  and  white 
in  shades  of  gray." 


-things  that  most  peopli 


says,  "you're  too  Italian."  It's  a  good  line,  but  the 
fact  remains  that  Wang's  blunders  periodically  tarnish  CA's 
image  anew. 

The  most  damaging  of  Wang's  recent  mishaps  was  a 
decision  to  take  a  massive  write-off  in  mid- 1998  to  fund  a 
grant  of  $1.1  billion  in  stock  to  ca's  three  senior  execs:  him- 
self, Kumar,  and  Russell  Artzt,  executive  vice-president  of 
research  and  development.  Wang's  cut:  $670  million,  the 
most  any  ceo  has  ever  made  in  a  year.  The  grant  was  pail 
of  a  complex  plan  to  bind 
the  executives  to  ca  for  12 
years.  Wang  and  his  board 
inflamed      investors      by 
awarding    all    20    million 
shares  on  one  day,  instead      EMIGRATED  1952,  to  Queens,  N.Y.  showman  in  chirf 

of  parceling  out  the  stock      educat,on I.s7, "mathematics',  Queens  College,  1966  "     surprise     upon     meet] 
(and   the   earnings   write-      Wang  is  that  a  man  of  sJ 


CHARLES  B.WANC 


BORN  1944,  Shanghai 


It  is  almost  midnight  by  the  time  that  Wang  returi 
the  aii-port  in  New  Delhi  and  boards  his  Gulfstream  IV 
He  closes  the  door  to  the  jet's  rear  compartment,  sheds 
Brioni  suit  and  power  tie,  and  emerges  in  black  jeans  ai 
white  T-shirt.  In  the  front  of  the  cabin,  Wang  climbs 
one  of  the  oversized  padded  passenger  seats  and  rests 
bare  foot  on  each  armrest.  He  tosses  a  stack  of  papers  t 
aide  sitting  across  from  him.  "I  did  these  today.  They're 

my  problem,"  he  says 
then  starts  taunting  heJ 
a     playground    sing-soj 
"Na,  na-na,  na,  na.  Not 
problem." 


FAMILY  Married  to  CA's  chief  technology  officer,  Nancy 
Li,  for  eight  years.  Three  children,  a  daughter,  7,  a  son, 
1,  and  a  daughter,  27,  from  a  previous  marriage 

ADVICE  TO  NEW  EMPLOYEES  "If  you  don't  know 
something,  don't  bulls- 


downs)  over  a  period   of 
years. 

ca  was  hit  with  at  least 
10  shareholder  lawsuits  and 
an  avalanche  of  bad  public- 
ity that  established  Wang      sometmnS'  don  1  bulls"-.  aboutlt; business  with  such  gaiei 


exacting  performance ' 
fearsome  reputation  cod 
seem  so  casual,  so  looj 
Whether  en  route  or 
stage,  he  goes  about 


as  the  new  face  of  CEO 
greed.  Last  November,  a 
federal  judge  in  Delaware 
ruled  that  Wang,  Kumar, 
and     Artzt     must    return 


such  high-energy  bombai 
that  it's  hard  to  believe  tq 
a  major  corporation 
been  entrusted  to  his  caJ 
For  someone  who  has  spel 


ADVICE  TO  ASPIRING  ENTREPRENEURS  "When  you 
get  big  enough  for  people  to  ask,  'What  was  your 
vision?'  I  suggest  that  you  lie  to  them.  Tell  them  there 
was  no  vision.  If  you  are  a  true  entrepreneur,  your  vision 

nearly  half  the  shares  they  '.--' much  of  his  life  avoidi 

r     ^^  jases^^^m.  WHY  HE  ADDED  FORMER        ■ 

<^  §fe§2    SENATOR  AL  D'AMATO  TO 

M  I^^IB  CA'S  BOARD  "We  wanted 

I  someone  who  knows  the  lime- 

I  light  and  how  to  deal  with  it — 

H  not  that  he's  always  been  suc- 

[  WHY  HE  WONT  GO  INTO 
~«f   GOVERNMENT  "I  can't  be 

President  of  the  United  States 
because  I  wasn't  born  here. 
And  I  can't  be  President  of 
1  China  because  I  don't  speak 
Chinese  well  enough." 


If 


4 


4  THE  WANGS 
WERE  THE 
ONLY  CHINESE 
KIDS  IN  LITTLE 
LEAGUE 

were  given  be- 
cause ca's  plan 
lacked  the  cus- 
tomary clause 
adjusting  the 
award  for  stock  splits.  Wang  appealed  the  ruling,  which  he 
terms  "ridiculous." 

It  has  fallen  to  Kumar  to  try  to  smooth  the  feathers 
Wang  seemingly  cannot  help  but  ruffle.  "Charles  is  out- 
spoken on  any  topic  he  discusses.  It  doesn't  cross  his  mind 
not  to  be,"  Kumar  says.  "He's  just  not  tactful."  In  Kumar's 
view,  Wang's  excess  of  candor  is  rooted  in  a  two-tone 
worldview  forged  by  the  harsh  jss  of  his  early  immigrant 
experience.  "What  define-  Ch    les,'    lie  adds,  "is  that  he 


I 


►  WANG  VIS- 
ITED CHINA 
IN  1995  WITH 
HIS  WIFE, 
NANCY 

the  spotlight, 
Wang  seems 
awfully  com- 
fortable bask- 
ing in  CA 
World's  glow. 

Wang  is  ca's  paterfamilias  as  well  as  showman-in-chief.  I 
The  company  headquarters  in  Islandia,  N.  Y.,  contains  onel 
of  the  finest  child-care  centers  in  Corporate  America.  All| 
employees  with  children  are  eligible  to  use  the  facility, 
which  opened  in  1992  in  what  had  been  the  executive  din- 
ing room.  Wang  stops  in  regularly  to  see  his  own  kids  I 
and  at  times  joins  in  group  play.  Certifiably  kid-crazy,  he  | 
even  lobbies  childless  ca  managers  to  reproduce.  "Charles 
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THE  IDEA  MACHINE 


T  IF  YOU  HAD  A  PARTNER  WHO  COULD  HELP  YOU  TRANSFORM  THE  WAY  YOU  THINK  ABOUT  THE  GADGETS  YOU  BUILD?  YOU  DO.  WHEN  YOU  HOOK  UP  WITH  THE  DOT 
3M,  SUN  MICROSYSTEMS,  YOU  BECOME  THE  IDEA  MACHINE.  SUN'S  EMBEDDED  TECHNOLOGIES,  LIKE  JAVA"  AND  JINi;  LET  YOU  TURN  YOUR  EVERYDAY  PRODUCTS  INTO  FUTURISTIC 

OVATIONS,  and  our  commitment  to  A  NETWORKED  WORLD  lets  you  turn  those  innovations  into  REVENUE  STREAMS,  think  services-  build  a 

IIGERATOR  THAT  TALKS  TO  THE  SUPERMARKET  AND  BEAMS  SHOPPING  LISTS  TO  PALMTOPS.  BUILD  A  CABLE  BOX  THAT  TALKS  TO  THE  WORLD  AND  DOWNLOADS  LAST  NIGHT'S 
RES  TO  MOBILE  PHONES.  BUILD  YOUR  WILDEST  DREAM  (THAT'S  THE  POINT).  THE  FAQ  IS,  YOU  BET  YOUR  COMPANY  ON  THE  PARTNERS  YOU  CHOOSE. 


WE  KNOW,  BECAUSE  WE'RE  BETTING  OURS  ON  YOU.  WHICH  IS  FINE,  BECAUSE  YOU  ARE  THE  IDEA  MACHINE. 


MAY  CAUSE  EXTREME  THINKING  £2> 


microsystems 
We're  the  dot  in  .com 


mwm  ism;  comer:  WWW.SUN.C0W/1DEMHINE  «s2ooo  sun  microsjstems.  inc.  mi  ins  deserved  sun.  sun  microsystems,  the  sun  loco  ike  java  coffee  cup 

!,  JAVA.  JINI.  IN!  NETWORK  IS  THE  COMPUTER,  AND  WE'RE  THE  DOT  IN  COM  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  Of  SUN  MICROSYSTEMS.  INC.  IN  THE  US  AND  OTHER  COUNTRIES. 
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kept  saying,  'When  are  you  going  to  start  a  fam- 
ily?'" says  Gayle  Kemper,  a  top  ca  sales  executive  who  had 
her  first  child  in  1999.  Kemper  was  relieved  "to  know  that 
becoming  a  mother  wouldn't  hurt  her  career.  But  Wang's 
enthusiasm  was  wearying.  "It  almost  got  to  the  point 
where  I  didn't  want  to  come  in,"  she  says. 

Wang  is  not  only  a  doting  corporate  father  but  also  a 
strict  one.  Smoking  is  anathema  to  Wang,  who  keeps  fit  by 
playing  a  rugged  brand  of  pick-up  basketball  and  racquet- 
ball.  At  the  last  CA  World,  Wang  spotted  a  mid-level  man- 
ager smoking  a  cigarette  just  outside  the  convention  center. 
He  sped  out  the  door  and  grabbed  him  by  the  lapels  in 
midpuff.  Wang  laughed,  but  the  smoker  seemed  paralyzed 
by  surprise,  if  not  fear.  "He  almost  swallowed  that  ciga- 
rette," Wang  says  happily.  "He'll  remember  that." 
"BLIND  LOYALTY."  By  most  accounts,  Wang  is  forgiving  of 
mistakes  made  by  employees  of  unquestioned  loyalty.  But 
a  manager  who  resigns  to  join  a  competitor  is  treated 
like  a  traitor  by  Wang  and  Kumar.  "We  both  have  this 
blind  loyalty  issue,"  Kumar  says.  "It's  beyond  words.  It's  till 
death  do  us  part." 

Wang  is  approachable  at  work  but  enforces  a  strict  sep- 
aration between  office  and  home.  For  a  couple  years,  he 
even  managed  to  keep  his  second  marriage  secret  from 
close  colleagues,  although  his  wife,  Nancy  Li,  is  CA's  chief 
technology  officer.  Until  Li's  pregnancy  forced  disclosure  in 
1992,  she  and  her  husband  were  careful  to  drive  to  work 
every  morning  in  separate  cars.  These  days,  Wang  carries 
a  sheaf  of  photos  of  his  two  young  children  (a  daughter,  7, 
and  a  son,  1)  and  will  gladly  show  them  to  reporters,  but 
insists  on  going  off  the  record  before  divulging  their  names. 

Wang's  secluded  life  in  Oyster  Bay  recapitulates  in 
deluxe  form  the  isolation  of  his  formative  years  in  New 
York  City.  When  he,  his  parents,  and  his  two  brothers 


landed  in  Queens  in  1952,  the  borough  was  not  the  mul 
ethnic  mosaic  that  it  is  today  The  Wang  boys  were  t 
only  Chinese  kids  at  grade  school  and  on  their  Liti| 
League  teams.  Incidents  of  blatant  racism  were  rare,  b 
the  family  abandoned  its  first  attempt  at  exchanging  tb 
walk-up  apartment  for  a  house  after  neighbors-to-be  cii 
culated  an  anti-Chinese  petition. 

Queens  was  a  long  way  from  Shanghai,  where  tl 
Wangs  had  been  comfortably  ensconced  among  the  pre-rt 
olutionary  elite.  The  family's  home  in  the  city's  cosmopo] 
tan  French  Quarter  had  a  winding  staircase  with  a  bani 
ter  ridden  daily  by  Charles  and  his  two  brothers.  The 
father,  Kenneth,  was  a  judge  on  China's  highest  court  u 
til  Mao  Zedong  and  the  Communist  Party  seized  power 
1949.  The  elder  Wang  made  do  as  president  of  a  womer 
college  until  1951,  when  he  emigrated  to  New  York  v 
Hong  Kong.  His  wife,  Mary,  and  sons  followed  six  mont 
later,  leaving  all  they  owned  behind. 

Kenneth  Wang  taught  international  law  at  St.  John 
University  while  his  wife  pursued  a  master's  degree  in 
brary  science  at  Columbia  University.  To  augment  h 
husband's  salary,  Mrs.  Wang  typed  envelopes  late  into  t 
night.  Charles  (never  "Charlie"  or  "Chuck")  worked  meni 
jobs  and  yet  often  was  short  the  32(2  to  buy  a  scho 

lunch.    He   tends   tl 

make    light    of    thj 

traumas  of  his  youtlf 

except  to  point  oi 

that  he  had  it  a  k 

tougher     than     BiJ 

Gates,  the  son  of 

corporate  lawyer.  ' 

know  what  it  is  to  gl 

hungry,"  Wang  says[ 

"He  doesn't." 

Tony,    the    eldesl 


KID-FRIENDLY 

AtCA'sIslandia(N.Y.) 
headquarters,  Wang  is  a 
frequent  visitor  to  the 
child-care  facility,  which 
used  to  be  the  executive 
dining  room 
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Wang  son,  and  Francis,  the  youngest,  both  fol- 
lowed in  the  footsteps  of  their  scholarly  father.  But  Charles, 
the  overshadowed  middle  son,  underachieved  from  grade 
school  through  college.  School  both  bored  and  angered 
him.  The  first  time  Russ  Artzt  laid  eyes  on  Wang,  he  was 
berating  a  Queens  College  math  professor  for  giving  him  an 
F  on  a  test.  Recalls  Wang:  "This  guy  had  come  from  MIT, 
but  so  what?  I  said,  'Don't  teach  me  how  to  plug  numbers 
into  a  formula,  teach  me  how  to  think.'" 

That  Charles  gravitated  toward  math  and  science  was  as 


much  a  function  of  parental  pressure  as  aptitude.  "It  was 
typical  for  Chinese  immigrant  parents  to  push  kids  into  ar- 
eas where  communication  was  secondary,"  Wang  says. 
Charles  may  have  been  born  in  China,  but  he  grew  up  sec- 
ond-generation all  the  way.  You  can  hear  it  today  in  his  ac- 
cent, a  working-class  Queens  rasp  tinged  with  Mandarin.  "I 
would  say  that  being  an  immigrant  had  more  of  an  impact 
than  being  Chinese,"  he  says.  "I  am  as  American  as  Amer- 
ican can  be." 

Not  long  after  he  graduated  from  Queens  College  in 
1966,  Charles  answered  a  help-wanted  ad  for  a  computer 
programmer  placed  by  Columbia  University.  He  had  never 
used  a  computer  in  his  life,  but  talked  his  way  into  the  job. 
"After  I  did  a  couple  of  programs,  I  said,  'I  want  to  do  this 
for  the  rest  of  my  life,' "  says  Wang. 

After  four  years  of  programming  at  Columbia,  he  rotated 


through  a  series  of  small,  dead-end  firms  as  a  softwa 
salesman.  This  phase  of  Wang's  career  usually  is  viewed 
fast  forward,  but  it  is  instructive  to  freeze-frame  it 
1971,  when  the  aspiring  entrepreneur  was  slapped  with 
lawsuit  that  sounded  a  warning  to  the  nascent  software  i 
dustry:  Watch  your  back. 

In  1970,  National  ess,  a  computer  time-share  operato 
hired  the  company  Wang  was  working  for — PDA  Systems 
to  consult  on  a  software  project.  Not  long  after  PDA's  cor 
tract  expired,  National  ess  discovered  a  new  debuggin 
program  on  the  market  that  was  an  exact  knockoff  of  on 
it  had  developed,  right  down  to  the  typos.  National  cs 
sued  PDA  Systems  and  Wang,  its  president,  a! 
leging  theft  of  trade  secrets.  Wang  denied  th 
charge  and  countersued,  alleging  defamation  c 
character  and  violation  of  antitrust  laws.  Wan 
was  represented  by  his  brother  Tony,  who  wa 
working  for  a  prestigious  Manhattan  law  firm 
After  a  protracted  court  battle,  a  settlemen 
was  reached.  National  ess  licensed  its  debugge 
to  PDA,  which  made  one  royalty  payment  an 
then  filed  for  protection  under  the  federal  bank 
ruptcy  code.  The  court  liquidated  PDA  and  sol 
the  debugger  off  to  the  highest  bidder — non 
other  than  Charles  Wang.  National  ess  objected 
only  to  be  threatened  with  contempt  because  i 
was  not  a  PDA  creditor.  "We  had  run  up  hugi 
legal  bills  and  effectively  won  our  case  but  hai 
nothing  to  show  for  it,"  laments  a  former  exec 
utive  of  National  ess. 

WAG  THE  DOG.  In  1974,  a  small  Swiss  softwan 
company  called  Computer  Associates  signed  u 
Wang  as  its  U.  S.  distributor.  Wang  sold  so] 
much  ca  product  that  within  a  few  years  his 
distributorship  was  an  American  tail  wagging  a 
Swiss  dog.  In  1979,  Tony  Wang  left  his  law 
firm  and  joined  CA  as  his  brother's  right-hand 
man.  The  Wang  brothers  bought  out  the  Swiss 

THE  BRAIN  TRUST 

Second-in-command  Kumar  (left)  is 
"like  [Wang's]  adopted  son,"  says  a 
company  insider.  Older  brother  Tony 
(below,  with  Charles)  left  a  thriving 
law  career  to  be  CA's  No.  2  man,  but 
resigned  to  make  room  for  Kumar 
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and  took  the  company  public.  Charles  owned 
47.9%  and  Tony  21.6%  of  CA. 

The  urgency  Charles  brought  to  building  ca  was  evident 
from  the  first  of  his  acquisitions,  the  1982  purchase  of 
Capex  Corp.  Wang  wanted  to  convert  ca's  bookkeeping  to 
a  Capex  accounting  program  but  was  told  it  would  take 
nine  programmers  six  months  to  do  it.  "Lividly  pissed,"  as 
he  puts  it  now,  Wang  wrote  a  rough  but  workable  program 
on  a  red-eye  flight  back  to  New  York  that  night.  He  says 
that  he  did  not  fire  anyone  at  Capex,  but  then  he 
didn't  have  to.  "People  started  quitting,"  he  recalls.  "The 
Capex  people  were  very  different  than  us  culturally."  That 
is,  Capex  was  devoted  principally  to  the  art  of  program- 
ming, ca  to  building  a  business  empire  as  fast  as  possible. 
PR  POUNDING.  As  the  brothers  Wang  perfected  their 
takeover  techniques,  they  stopped  relying  on  attrition  to 
cut  costs.  A  team  of  ca  managers  parachuted  into  a  newly 
acquired  company,  interviewed  every  employee,  and  fed  the 
results  into  a  special 
computer  program  de- 
veloped by  ca.  "If  there 
are  going  to  be  reduc- 
tions, I  tell  everyone  at 
once,"  Wang  says.  "Oth- 
er CEOs  told  me  they 
couldn't  take  the  flak. 
But  if  you  don't  take  it, 
you  lie  to  your  people." 

ca  took  a  continuous 
PR  pounding,  but  other- 
wise its  ascent  traced  a 
smooth  upward  trajec- 
tory until  the  early 
1990s,  when  it  outgrew 
Wang's  ability  to  micro- 
manage  the  company. 
Charles  trusted  his  old- 
er brother  implicitly,  but 
Tony  was  a  dealmaker 
who  knew  nothing  about 
technology.  What  ca 
needed  was  a  well- 
rounded  No.  2  executive 
who  could  make  routine 
decisions  and,  in  turn, 

push  operating  authority  down  into  the  ranks.  Tony  was  no 
one's  idea  of  a  chief  operating  officer,  but  it  seemed  to 
Charles  that  Sanjay  Kumar  fit  the  bill  nicely. 

Kumar,  an  ethnic  Tamil,  left  his  native  Sri  Lanka  at  14 
and  settled  with  his  parents  in  Greenville,  S.  C.  He  started 
writing  code  in  high  school  and  dropped  out  of  Furman 
University  in  1983  to  form  his  own  software  company. 
Kumar  was  just  25  and  director  of  software  development 
for  Uccel  Corp.  when  CA  acquired  it  in  1987.  Wang  soon 
promoted  Kumar  to  head  strategic  planning  and  made 
sure  his  protege  was  often  featured  in  board  meetings. 

By  1992,  the  prevalent  view  on  the  board  and  within  the 
upper  management  ranks  was  that  it  was  time  for  Tony 
Wang  to  make  way  for  Kumar.  "Everyone,  including  Tony, 
agreed  it  was  the  right  thing  to  do,"  says  one  highly 
placed  ca  insider.  "But  I  can't  tell  you  how  difficult  it  was 
for  Charles,  who  is  very  traditionally  Chinese  in  some 
ways."  Tony  quietly  resigned,  a  very  rich  man  at  49.  Today, 
Kumar  is  so  highly  regarded  by  the  other  Wang  that  he 
functions  almost  as  co-ceo.  "There  are  not  a  lot  of  people 


it  We're  long  on 

technology  but 

short  on  PR.  It's  my 

doing,  so  I'm  going 

to  fix  it  J  J 

Wang,  on  trying  to  correct  what  he  sees  as 
CAs  image  problem 


Charles  is  close  to  at  the  company,  but  Sanjay  is  like 
adopted  son,"  says  Peter  A.  Schwartz,  ca's  longtime  d 
financial  officer,  who  left  the  company  in  1998. 

Kumar  resembles  his  mentor  in  many  ways,  but  ht 
less  fearful  of  losing  hard-won  gains.  It  was  Kumar's  asc 
as  much  as  anything  that  inspired  Wang  to  take  a  more 
pansive  view  of  CA's  opportunities  for  growth.  In  19 
Wang  decided  to  speed  ca's  diversification  by  bidding 
Computer  Sciences  Corp  (csc),  a  leading  technology  s 
vices  company  and  one  of  ca's  biggest  licensees.  Refusi 
to  take  no  for  an  answer,  Wang  bypassed  csc's  manaj 
ment  and  took  its  $9  billion  offer  directly  to  sharehold 
through  a  hostile  tender  offer. 

On  Wall  Street,  the  move  was  generally  viewed  a* 
kamikaze  attack  on  a  well-managed,  if  somewhat  stod^ 
company.  Two  weeks  into  the  battle  an  article  appeared 
The  Washington  Post  saying  that  csc  insiders  were  p 
vately  concerned  about  ca's  "ties  to  foreigners,"  notat 
Wang's  efforts  to  "not  only  nurture  business  in  China  b 
also  help  Chinese  enterprises  develop  their  software 

dustries."  The  implic 
tion  was  that  i 
takeover  would  impe 
csc's  lucrative  contrac 
with  the  Central  Intel 
gence  Agency  and  oth 
agencies  because 
doubts  within  the  go 
ernment  about  whei 
Wang's  loyalties  lay. 

Wang,  a  naturalize 
U.  S.  citizen,  considere 
this  the  first  overt  di 
crimination  he  had  ei 
countered  in  busines 
After  many  hours  of  ar 
guished  conversatio 
with  Kumar,  ,Wang  dc 
cided  to  drop  ca's  bi 
for  csc.  "His  bigges 
concern  was  that  if  w 
went  through  with  th 
deal,  he'd  end  up  stand 
ing  in  front  of  a  roomfu 
of  thousands  of  csc  em 
ployees  divided  b]  | 
race,"  Kumar  says,  csi 
officials  vehemently  deny  that  their  tactics  were  racist,  bu 
Wang  will  have  none  of  it.  "They  know  what  they  did,"  h 
snaps.  "They  played  the  race  card." 
BOUNCING  BACK.  Wang  rebounded  from  the  stinging  csc  de 
feat  with  characteristic  audacity,  dispatching  Kumar  t 
make  an  offer  to  an  executive  who  had  defined  himself  b; 
his  hatred  of  ca:  Andrew  "Flip"  Filipowski. 

This  swaggering  Chicagoan  was  ceo  of  Platinum  Tech 
nology  International  Inc.,  the  world's  eighth-largest  soft 
ware  independent.  Filipowski  was  almost  as  voracious  ai 
acquirer  as  Wang  but  not  nearly  his  equal  as  an  operator. 
Even  as  Filipowski's  no-layoffs  policy  took  a  mounting  toll 
on  earnings,  he  repeatedely  vowed  that  he  would  rather 
liquidate  his  Platinum  than  sell  to  "cold  and  brutal"  ca.  He 
says  now  it  was  all  an  act:  "It's  the  same  as  Sun  and  Mi 
crosoft,  or  Coke  and  Pepsi.  You've  got  to  present  an  arch 
rivalry  to  the  investment  community."  Even  so,  when 
Kumar  knocked  on  his  door  in  early  1999,  Filipowski  ini 
tially  refused  to  open  it. 

That  the  $3.5  billion  deal  was  done  anyway — and  quick- 
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ly — is  testament  not  only  to  Kumar's  persuasive- 
ness but  the  gravity  of  Platinum's  financial  problems.  Wang 
and  Filipowski  met  for  the  first  time  at  a  post-deal  press 
conference.  Wang  did  not  offer  his  erstwhile  nemesis  a 
job,  but  did  become  an  equity  investor  in  Filipowski's  new 
company,  an  Internet  startup  immodestly  called  divine  in- 
terVentures.  Filipowski  now  is  as  extravagant  in  praising 
CA  as  he  once  was  in  criticizing  it:  "Charles  and  Sanjay 
have  done  a  magnificent  job." 

HIGH-TECH  CURMUDGEON.  Wang  parlayed  the  Platinum  ac- 
quisition into  a  two-for-one  revenge  play.  Tb  maintain  its  ac- 
cess to  Platinum's  software,  esc  had  to  renegotiate  an  ex- 
panded licensing  agreement  with  CA.  Van  B.  Honey cutt, 
csc's  chief,  also  wanted  Wang  to  drop  a  lawsuit  CA  had 
filed  during  the  takeover  tussle.  This  Wang  was  happy  to  do, 
provided  that  Honeycutt  apologized.  In  October,  1999.  CA  and 
esc  put  out  a  joint  press  release  that  included  this  statement: 
"CSC  does  not  condone  any  remarks  which  may  have  been 
made  by  individuals  working  on  or  reporting  on  the  takeover 
attempt  or  our  defense,  that  could  be  construed  or  misper- 
ceived  as  discriminatory  in  any  manner." 
Abject  it  was  not,  but  Wang  claimed 
victory.  "It's  nice  that  Van  apologized," 
Wang  says,  "but  I  can  tell  you  we  didn't 
shake  hands  on  it — and  I'm  not  going  to 
be  calling  him  to  play  golf,  either." 

When  Wang  took  his  first  tentative 
steps  into  the  spotlight  in  the  mid-1990s, 
he  presented  himself  as  a  high-tech  cur- 
mudgeon. Wang  held  himself  out  as  a 
caustic  voice  of  common  sense  in  a  wilder- 
ness of  technobabble.  "There's  too  much 
baloney  going  on,"  he  said  in  1994.  "The 
hype  in  this  industry!  It's  so  bad."  He 
had  a  point,  but  all  the  straight  talk  prob- 
ably didn't  do  ca  any  good.  As  investors' 
high-tech  infatuation  reached  new  peaks 
with  Internet  mania,  ca  was  tagged  as  a 
wallflower  at  the  prom  to  end  all  proms. 

Wang  thinks  talk  of  an  e-commerce 
"revolution"  is  harmful,  because  it  in- 
duces companies  to  create  Internet  sys- 
tems on  a  stand-alone  basis  instead  of 
integrating  them  with  existing  opera- 
tions. But  yesteryear's  skeptic  has  been 
reborn  as  an  unabashed  optimist  who 
expects  the  Web  to  continue  to  drive 
quantum  leaps  in  computing  levels  for 
years  to  come.  Wang  is  a  believer,  but 
true  to  form,  he  is  charting  his  own  con- 
trarian course  through  the  Internet  Age. 

ca's  unfashionability  on  Wall  Street  goes  well  beyond  the 
vagaries  of  image  and  reputation.  At  a  time  when  in- 
vestors are  fixated  on  "pure  play"  stocks,  CA  is  the  ultimate 
software  conglomerate.  With  850  different  programs,  it 
has  breadth  and  complexity  of  product  unequaled  even 
by  IBM.  Much  as  he  believes  in  the  potential  of  e-com- 
merce, Wang  has  no  intention  of  issuing  a  tracking  stock  or 
spinning  out  any  of  his  e-glamorous  assets  into  separate 
companies.  He  adheres  to  his  long-standing  belief  that  the 
more  technology  ca  owns,  the  better  it  will  be  able  to  do 
what  a  systems  management  house  must  do:  integrate 
disparate  technologies  into  a  seamless  whole. 

ca  is  unusual  among  U.  S.  software  companies  in  its 


LJ 


degree  of  emphasis  on  developing  overseas  markets- 
pecially  Asian  ones.  Accompanied  by  his  wife,  who  w 
bom  in  Taiwan,  Wang  made  his  first  trip  back  to  China 
1995.  He  since  has  returned  frequently  and  also  has  tra 
eled  to  Taiwan,  Japan,  Korea,  and  Hong  Kong.  In  N 
vember,  he  made  his  first  trip  to  India  with  Kumar,  wl 
has  been  virtually  commuting  to  the  Subcontinent  over  tl   I 
past  few  years.  Wang  and  Kumar  obviously  have  a  speci 
affinity  for  Asia,  and  the  feeling  is  mutual.  Throughout  1 
recent  journey  to  India,  Wang  was  invariably  introduced  i 
"the  richest  Asian  immigrant  to  America." 

In  Bangalore,  India's  Silicon  Valley,  Wang  awoke  to 
full-color 'ad  in  The  Economic  Times,  with  this  headline: 
"Mr.  CHaRLES  B  WaNG 
YOuR  FiNE  EXAmPLE 
oF  CRaZiNESS 
is  OuR  iNSPiRaTion." 

The  ad  was  paid  for  by  Bangalore  Labs.  T.  G.  "Tiger  ■ 
Ramesh,  a  co-founder  of  the  company,  says  that  the  mai 
reason  he  admires  Wang  more  than  any  other  America 
tech  executive  is  that  "Asians  were  not  even  a  blip  on  th| 
radar  screen  of  entrepreneurship"  when  he  founded  ca. 


AMERICAN  DREAM 

On  a  recent  trip  to  India, 
Wang  was  introduced  as 
"the  richest  Asian 
immigrant  in  America" 


ca's  emphasis  abroad  has  been  to  go 
native  by  forming  partnerships  with  tele- 
corns,  Internet  service  providers,  and  oth- 
er tech  companies.  These  arrangements 
generate  less  revenue  up  front  but  further 
Wang's  basic  strategy  of  embedding  ca 
in  the  wet  cement  of  Asia's  emerging  Net 
infrastructure,  much  as  it  hard-wired  itself 
into  the  heart  of  mainframe  computing 
in  the  U.  S.  three  decades  ago. 

In  other  words,  ca  is  taking  the  long  view.  Wang,  who 
started  out  as  a  programmer  when  Gates  was  still  in  junior 
high  school,  says  he  has  no  intention  of  kicking  himself  up 
to  chairman,  the  way  that  Gates,  44,  did  in  January.  "I  feel 
like  I'm  just  starting  my  business,"  he  says,  "except  that 
the  opportunity  is  greater  now."  Wang  may  never  be  ad- 
mired in  his  adopted  country  the  way  he  is  in  the  continent 
where  he  began  his  life's  journey.  But  if  past  truly  is  pro- 
logue, he  will  pursue  the  respect  that  he  craves  relentlessly 
and  in  his  own  defiantly  different  way. 

With  Steve  Hamm  in  New  York  and  Manjeet  Kripalani 
in  Bombay 
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WHAT    GOOD    IS   TALENT    WITHOUT   TEAMWORK? 


The  Sprint  Connection™  Program 

No  matter  how  good  you  are,  it  can  be 
awfully  tough  trying  to  go  it  alone. 
Team  up  with  The  Sprint  Connection8" 
Whether  you're  a  VAR,  Solutions 
Integrator,  Consultant,  Telemarketing 
Agent,  or  Business  Association,  Sprint 
has  the  program  that  can  fit  your  needs. 
Along  with  support  you  can  count  on 
every  step  of  the  way.  Call  us.  We'll  help 
keep  you  and  your  customers  on  top  of 
your  game.  And  ahead  of  the  competition. 
For    more    information,    call    us    today    at 

1-800-446-9202. 

www.sprintbiz.com/programs1 , 


Sprint 

The  point  of  contact8 


2000  Sprint  Communications  Company.  LP  All  rights  reserved. 


Marketing 


ADVERTISING 


$45  MILLION 
FOR  ONE  BUCK 

TV,  cereal  boxes-they're  pushing  the  'Golden  Dollar'  like  mad 


As  soon  as  he  heard  the  new  U.S. 
dollar  coins  were  available  at  his 
local  Charlotte  (N.C.)  Wal-Mart, 
Ron  Feuer  rushed  out  to  exchange  a 
$20  bill  for  a  handful  of  the  gold-col- 
ored coins.  "I  was  one  of  the  first,"  he 
says  proudly.  Feuer,  an  avid  collector, 
might  be  more  excited  than  most  over 
the  coin's  arrival,  but  that 
may  change. 

Starting  Mar.  6,  the 
U.S.  Mint  will  unleash 
a  $45  million  market- 
ing  blitz   to    sell   the 
new  coin  to  the  public. 
"We  want  to  get  every- 
one talking,"  says  U.S. 
Mint  Director  Philip  N. 
Diehl.    The    mint    has 
dubbed    the    coin    the 
Golden      Dollar,     even 
though  it's  really  a  cop- 
per and  brass  alloy.  But 
it  might  as  well  be  gold, 
given      the      glittering 
launch     the     mint     has 
planned. 

The  new  dollar  has  its 
own  public-relations  firm, 
a  cereal-box  promotional 
tie-in,  and  even  a  catchy 
slogan:  "The  Golden  Dollar: 
The  Right  Change  for  the 
New  Millennium."  Already 
there  are  about  200  million 
of  the  new  coins  in  circula- 
tion and  the  mint,  which 
projects  that  number  will 
grow  to  1  billion  by  yearend, 
just  doubled  production  to 
keep  up  with  demand. 
SUSAN  B.  FLOP.  Still,  the  mint  isn't  tak- 
ing any  chances.  Its  lavish  advertising 
campaign  will  hit  TV,  radio,  and  the 
Internet.  The  coins  are  already  "prizes" 
in  Cheerios  boxes  and  next  month, 
mint  officials  plan  a  multi-city  coin 
giveaway,  handing  out  Golden  Dollars 
in  front  of  rail  and  subway 
stations. 

It  might  seem  like  overkill.  But  the 
mint  is  determined  not  to  end  up  with 
another  Susan  B.  Anthony,  the  dollar 
coin  that  was  introduced  in  1979  and 


&itfcate 


lion  a  year  when  consumers  try  t 
a  tattered  bill  into  a  vending  mac 
to  no  avail.  "Those  are  sales  that  w 
have  happened"  if  a  coin  were  i: 
says  Thomas  E.  McMahon,  vice-p 
dent  of  NAMA.  The  mint,  on  the  o 
hand,  didn't  lose  money  on  the  Si 
B.  Anthony  because  it  made  the 
for  only  9<?,  then  transferred  it  to 
Federal  Reserve  for  $1.  "What 
Mint  lost  was  face,"  says  Diehl. 

Some  argue  the  wisdom  of  spen 
$45  million  on  an  ad  campaign  f! 
coin.  But  in  1997,  Congress  order 
new  dollar  coin.  So  the  mint  held  i 
groups,  resulting  in  a  coin  depic 
Sacagawea,  a  Native  American  wo 
and  a  member  of  the  Lewis  and  C 
expedition.  Then  came  the  distribu 
deal  with  Wal-Mart  Stores  Inc. 
now,  the  ad  blitz  about  to  hit. 

Critics  think  the  mint  has  lost  its  b 
ings.  Bankers,  for  example,  feel  snub 
by  the  Wal-Mart  deal,  since  new  c 
have  traditionally  been  th 
to  release.  Jerry  Urspri 
vice-president  of  First  Lib* 
National  Bank  in  Libt 
Tex.,      says      he 
"caught  off  guard"  w 
his  local  Wal-Mart 
the  first  supply  of 
new  dollar  coins. 

Others      insist 
amount    of    market 
will   make   the   coir 


The  unmitigated  failure  of  the  Susa 
B.  Anthony  dollar  has  put  pressure 
on  the  mint  to  do  this  coin  right 


SELLING  SACAGAWEA:  THE  MINT'S  CAMPAIGN  INCLUDES 
TIE-INS  WITH  WAL-MART  (LEFT)  AND  CHEERIOS  (ABOVE) 


machines 


quickly  flopped. 
iThe  vending  ma- 
chine industry 
spent  $200  mil- 
lion retooling  its 
accept  the  Anthony 
dollar,  according  to  the  National  Au- 
tomatic Merchandising  Assn.  (nama). 
Still,  the  public  shunned  the 
coin  because  it  was  often 
mistaken  for  a  quarter. 
Clearly,  vending  ma 
chine  operators,  includ- 
ing the  postal  service 
and  mass  transit  oper- 
ators, have  the  most 
riding  on  the  new  coin. 
nama  estimates  that 
the  industry  loses  $3  bil- 
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success.  They  point  out  that  the  Ca 
dian  dollar  coin,  introduced  in  19 
was  a  success  because  its  paper  coi 
terpart  was  phased  out.  "With  the  < 
lar  bill  to  fall  back  on,  who  needs 
coin,"  says  Donna  Pope,  a  former 
rector  of  the  U.  S.  Mint. 

Diehl  argues  that  the  right  c< 
with  the  right  marketing  v 
work  alongside  a  greenba 
"This  can  be  a  'hot'  pr< 
uct,"  he  says.  Now 
just    has    to    convin 
everyone     out     the 
that  he's  right. 

By  Ellen  Neubor 
in     New     York     a 
Richard  S.  Dunham 
Washington,  D.  C. 
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N  EXT    GENERATION    OF 

CUSTOMER    RELATIONSHIP 

MANAGEMENT    IS    HERE. 


PEOPLESOFT 


From  the  company  that  has  built  a  reputation  for  strong  customer  relationships  in  the  eBusiness  and  ERP  markets,  comes  the  right  Customer 
Relationship  Management  (CRM)  solution  at  the  right  time.  Vantive  Enterprise  and  Vantive  WebSuite.  The  acquisition  of  Vantive  enables 
PeopleSoft  to  provide  the  broadest  view  of  the  customer  in  the  enterprise  software  market-a  360°,  real  time  understanding  of  the  customer 
relationship.  And  with  an  integrated  CRM  suite  of  Web  applications  you  can  implement  today  -  like  Vantive  eFieldService  -  the  next 
generation  of  Customer  Relationship  Management  is  here.  Right  now. 


Applications  for  eBusiness"  www.peoplesoft.com  888.773.8277 
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in  the  surge  economy,  the  high-performance 
data  center  is  your  new  command  center. 

on  the  internet,  success  hits  bigger  and  happens  faster 
than  ever  before,  this  is  the  surge  economy,  and  it's 
making  everyone  rethink  the  way  they  do  business,  from 
now  on,  e-business  is  your  most  important  asset,  whoever 
you  entrust  to  host,  manage  and  guard  it  had  better  be 
driven,  responsive,  exacting,  welcome  to  inter  online 
services,  where  the  control  room  never  blinks,  where 
networks,  applications  and  devices  are  scrupulously 
observed  on  ten  towering  screens  and  banks  of  ever- 
vigilant  monitors,  where  thanksgiving  is  just  another 
thursday.  where  intel  engineers,  software  specialists  and 
operators  combine  the  sum  of  their  experience  to  optimize 

yOUr  bUSineSS  every  day.    (  take  a  virtual  tour  -»  intelonlineservices.com  ) 
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online 
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Finance 


INVESTIGATIONS 


ASLEEP 


AT  THE  AUDIT? 


A  hedge  fund's 
apparent  fraud 
went  undetected 
for  three  years 

It  seemed  too  good  to  be  true.  A 
twentysomething  hedge-fund  manag- 
er, an  Austrian-born  college  dropout, 
was  regularly  beating  the  pants  off 
seasoned  pros.  He  was  reporting  gains  of 
up  to  27%  a  year  by  betting  big  that 
tech  stocks  such  as  Yahoo!  Inc.  and  Cis- 
co Systems  Inc.  would  tank.  Although 
such  stocks  were  soaring,  investors — in- 
cluding sophisticated  international  banks 
from  Republic  National  Bank  of  New 
York  (Suisse)  to  Bank  Austria — didn't 
seem  to  notice.  They  poured  $350  million 
into  Michael  W.  Berger's  Manhattan  In- 
vestment Fund. 

Then  the  roof  fell  in.  On  Jan.  18,  the 
Securities  &  Exchange  Commission  filed 
suit  against  Berger,  28,  in  U.  S.  District 
Court  in  Manhattan  "to  stop  a  massive 


How 
the  Scam 


fraud."  Berger's  gains,  it  turned  out,  were 
more  than  extraordinary,  they  were  com- 
pletely false,  according  to  the  sec.  Man- 
hattan lost  money  every  year  it  was  in 
business,  and  Berger  hid  the  fact  by 
sending  phony  numbers  to  fund  adminis- 
trators and  auditors.  Within  the  next  two 
days,  fund  assets  were  frozen  and  the 
fund  put  into  receivership.  Not  that  there 
was  much  left  to  put  on  ice:  Although  the 
fund  claimed  assets  of  $426  million,  the 
real  figure  was  just  $28  million  by  the 
end  of  August,  1999. 

Now,  Berger,  who  declined  to  be  in- 
terviewed on  the  record  for  this  story, 
and  Manhattan  are  facing  13  investor 
lawsuits  filed  in  Bermuda  and  elsewhere. 
The  fund's  auditor,  Deloitte  &  Touche  in 
Bermuda,  is  named  in  at  least  one  in- 
vestor suit  for  "acting  recklessly  and 
with  gross  negligence."  Scotia  Nominees, 
the  Channel  Islands  trust  that  filed  the 
suit,  also  blames  an  affiliate  of  Ernst  & 
Young  in  Bermuda  for  endorsing  "gross- 
ly overstated"  fund  values.  Neither  De- 
loitte nor  Ernst  &  Young  would  com- 
ment on  the  suits. 

Berger's  problem  was  that  he  needed 
to  raise  lots  of  new  money  because  he 


m 


had  lost  so  much — more  than  $300  1 
by  the  end  of  1999,  according  to  sii 
uments.  Besides,  many  existing  inv  I 
wanted  to  cash  out.  "There  was  as 
as  $75  million  of  redemptions  in  1  I 
more  than  20%  of  the  fund's  rej: 
assets,"  says  Alex  Shogren,  Presid  r 
HedgeFund.Net,  an  online  hedgt 
database.  "But  I  heard  rumors  ft 
to  10  different  people  in  the  sumn 
1999  that  there  were  irregularities 
the  fund's  numbers."  Berger  himsel  h ■■■ 
a  lawsuit  in  August,  alleging  tha   ! 
unnamed  companies  were  spreadir     . 
cious  rumors  about  his  fund  being 
30%  in  1999,  "when  in  fact  it  hac   - 
proved  over  7%,"  the  suit  said. 
WIDER  PROBE.  Some  observers  say  '  igan  op 
investigations  are  sure  to  follow.  Bai  iri 
Barbash,  former  sec  director  of  in 
ment  management  and  now  a  partn 
Washington  law  firm  Shearman  &    it  lb 
ling,  says  he  expects  the  commissk  > 
look  at  the  roles  of  Bear  Stearns,  b 
loitte  &  Touche,  and  the  Ernst  &  Y  no  mui 
affiliate  in  the  Manhattan  Fund  deb  \ 
"It's  clear  as  the  nose  on  my  face   Hank" 
the  sec  will  turn  around  and  look  at  Is  tha' 
service  providers  in  terms  of  how  n  fon 
did  they  know  about  what  was  goinj  t» 
Should  they  have  known  about  the  fit-: 
sooner?  And  should  they  have  taken  - 
cisive  action  sooner?"  SEC  officials  w  y 
they  cannot  comment  on  current  inv  rcervatai 
gations.   Deloitte  and   Ernst  &  Yo  bi. 
would  not  comment  on  possible  SEC  \  • 
vestigations,     but     a     Bear     Stes  j  long  jj 
spokesperson  said:  "Bear  Stearns  broi  |erbe# 
this  matter  to  the  attention  of  the    M 
and  has  continued  to  assist  in  the  in'  dstrator 
tigation  of  Manhattan  Investment."    ng  jfi 


•■  i  ■ 


By  his  own  account,  ever  since  he 
a  teenager  Berger  wanted  to  be  in 


i  Servic 

wed  Ms 


securities  business.  While  studying  <  $  ^rith 


nomics  at  the  University  of  Linz, 


\r 


an  offshore  hedge 
fund  run  by  Michael 
Berger,  perpetrated 
a  very  simple  fraud, 
according  to  the 
Securities  &  Exchange 
Commission 


1 


Manhattan  Investment 
buys  and  sells  stock. 


Fund 


2  Bear  Stearns  clears  the  trades 
and  produces  daily  and  monthly 
reports  on  the  fund. 
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■*ed  as  a  financial  analyst  for  one  of 
Stria's    biggest   savings   and    loans, 

burger  Sparkasse  Bank.  At  the  age 
11 1  0,  he  was  publishing  a  newsletter 
Stt;d  SmartMoney,  later  called  Walt 
*  et  Notes,  about  the  U.  S.  stock  mar- 
;as    And  within  a  couple  of  years,  he 

sharing  an  apartment  in  New  York's 
1  's  Kitchen  with  a  roommate  and  a 
■i  if  cockroaches.  By  1993,  he  was  work- 
•W  out  of  a  small  office  on  Park  Avenue, 
h  ing  his  newsletter  and  acting  as  a 
ma  nical  stock  consultant  for  a  Columbus 
lies  o)  broker-dealer  called  Financial  As- 
slf  Management, 
-hat  ut  all  along,  his  burning  ambition 

to  get  into  the  big  leagues  and  run 
g|  Dwn  offshore  hedge  fund.  Almost  as 

i  as  he  achieved  that  goal, 

ger's  fund  turned  sour,  and 

»egan  operating  a  straight- 

rard  fraud,  according  to  the 

.  The  ease  with  which  he 

S£^££?CS  says:  "It  is  so  cut  and  dried  [that]  there  was 

»  ^authorized  to  do  business    sometWng  gdng  Qn  ^  tfg  mind-nUITlbing" 

WING  DREAM.  In  September, 


bus  outfit  for  which  Berger  had  worked 
as  a  consultant  after  arriving  in  the  1 1.  S. 
In  reality,  FAM  was  one  of  many  brokers 
executing  trades  for  Manhattan.  "I  had 
no  clue  of  his  unauthorized  use  of  our 
name,"  says  P'AM  owner  James  Rader. 
"Plus,  there  was  no  verification  by  any- 
body," says  Rader,  adding  that  in  the 
three  years  Berger  committed  the  fraud, 
neither  the  auditor  nor  the  administrator 
ever  contacted  him  to  check  the  accuracy 
of  the  statements. 

Normally,  verification  would  have 
started  with  Ernst  &  Young's  FAS  unit, 
which  as  administrator  was  charged  with 
looking  out  for  shareholders'  interests 
and  issuing  statements  of  true  net  asset 
values.  FAS  received  accurate  documents 


mind-numbing."  Ernst  &  Young    ay    H 

affiliate's  agreement  with  the  fund  v. 
"act  in  a  very  limited  capacity.  It  did  noi 
provide  accounting  or  auditing  Bervio 
the  fund."  It  was  responsible  for  making 
"mechanical  NAV  calculations"  based  upon 
financial  information  provided  to  it  by 
Manhattan. 

Manhattan's  auditors  apparently  did 
not  spot  the  fraud,  either.  Each  year, 
Deloitte  &  Touche  asked  Bear  and  fam 
to  confirm  their  numbers.  The  sec  suit 
alleges  that  fam  simply  forwarded  the 
information  to  Berger,  at  his  request. 
Berger  then  confirmed  the  false  num- 
bers. Why  Deloitte  didn't  go  back  to 
Bear  in  an  effort  to  reconcile  the  two 
statements  is  hard  for  some  analysts  to 


UktuifcKvd  One  hedge-fund  accounting  expert  who 
examined  the  fund's  documents  for  business  week 


3,  just  five  months  after  he  formed 
1  Manhattan  Fund — geared  to  foreign 
at  ks  that  invested  on  their  own  behalf 
'im  for  wealthy  European  clients,  as  well 
ing  iax-exempt  U.  S.  pension  funds  and 
'ft  ",ts — Berger"s  dream  began  to  crumble. 
en  strategy  of  shorting  U.  S.  equities,  es- 
I  ally  in  what  he  thought  was  the  high- 
ivf  ivervalued  tech  sector,  quickly  racked 
lot  big  losses.  Based  on  public  informa- 
EC  i,  it  is  unclear  what  stocks  Berger 
ea  is  long  in — if  any.  The  SEC  alleges 
wi-ger  began  sending  phony  statements 
e:  ut  the  fund's  performance  to  its  ad- 
ministrator in  Bermuda,  an  Ernst  & 

ing  affiliate  called  Fund  Administra- 
eili  Services.  The  fake  reports,  which 
n  wed  Manhattan  making  lots  of  money, 
1  re  written  on  the  letterhead  of  Finan- 
z,  I  Asset  Management,  the  small  Colum- 


from  Bear  Stearns,  clearly  showing  that 
the  fund  was  losing  heavily.  As  its  prime 
broker,  Bear  was  in  charge  of  clearing  all 
of  the  fund's  trades  and  holding  its  assets, 
and  so  it  was  in  a  position  to  know  the 
truth. 

But  according  to  the  sec,  Berger  in- 
structed the  Ernst  &  Young  affiliate  to 
ignore  the  Bear  statements,  saying  they 
did  not  reflect  the  hedge  fund's  entire 
portfolio.  Not  only  were  the  phony  state- 
ments made  to  look  like  the  Bear  docu- 
ments, the  two  reports  even  shared  the 
same  account  number.  That  was  another 
indication,  according  to  one  hedge-fund 
accounting  expert,  that  something  was 
wrong.  The  expert,  who  examined  Man- 
hattan Fund  documents  for  business 
week,  said:  "It  is  so  cut  and  dried  [that] 
there  was  something  going  on  here,  it's 


3  Bear  sends  the 
reports  both  to 
the  fund's  administra- 
tor, an  Ernst  &  Young 
affiliate,  which  is 
charged  with  tallying 
the  fund's  results 
and  to  its  auditor, 
Deloitte  &  Touche. 
Administrator  and 
auditor  are  both 
located  in  Bermuda. 
For  instance,  as  of 
Aug.  31,  1999,  Bear 
Stearns  reports  that 
the  market  value 
of  the  fund  is 
$27.9  million. 


fathom.  "It's  very  unusual  for  an  auditor 
not  to  have  carefully  studied  the  records 
from  Bear  and  used  that  as  authentic  in- 
formation. Any  reports  that  didn't  tie 
into  it  would  raise  significant  red  flags 
to  auditors  that  something  is  wrong," 
says  Howard  Schilit,  head  of  the  Center 
for  Financial  Research  &  Analysis  Inc. 
in  Rockville,  Md. 

Since  the  sec  suit  was  filed,  Deloitte 
has  said  that  no  further  reliance  should 
be  placed  op  the  audited  statements  of 
the  Manhattan  Fund  for  1996  through 
1998.  Deloitte  executives  declined  to  be 
interviewed,  but  the  firm's  New  York 
headquarters  said  in  a  statement: 
"Clearly,  fraud  schemes  can  be  created 
that  escape  discovery  by  diligent  au- 
dits, particularly  through  the  use  of 
carefully  scripted,  multiparty  misrepre- 


4  Manhattan  Fund's 
Berger  creates 
a  phony  report  on 
the  letterhead  of 
FAM,  a  small  Colum- 
bus (Ohio)  broker,  and 
sends  it  to  the  fund's 
administrator  and 
auditor.  This  report 
shows  a  value  of 
$426.6  million  as  of 
Aug.  31,  '99,  not 
$27.9  million.  Berger 
tells  them  to  ignore 
the  Bear  Stearns  state- 
ment because  it  is  in- 
complete. The  phony 
figures  are  reported  to 
shareholders. 
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sentations.  That  appears  to  be  the  situ- 
ation regarding  The  Manhattan  Fund." 
Berger  could  certainly  be  convincing 
and  charming  when  necessary.  One  South 
American  investor,  who  asked  not  to  be 
named,  met  Berger  twice  in  1999  and 
found  him  to  be  reserved  but  down-to- 
earth.  "He  gave  the  impression  that  he 
knew  what  he  was  talking  about,"  said 
the  investor,  who  was  particularly  taken 
by  documentation  showing  returns  for 
the  Manhattan  Fund  dating  back  to  '92. 


He  was  so  impressed  that  he  soon  in- 
creased his  investment  and  recommended 
the  fund  to  friends.  By  the  time  he  real- 
ized that  the  chart  data  began  four  years 
before  the  fund  was  even  launched,  he 
had  lost  his  money. 

There's  little  doubt  that  Berger  was 
appealing  to  the  greed  of  his  investors.  In 
principle,  there's  nothing  wrong  with  that. 
"The  attractiveness  of  our  business  is  that 
it  is  not  uncommon  for  a  guy.  to  come 
out    of  nowhere,"    says    HedgeFund's 


Shogren.  "And  if  a  fund  is  cranking 
phenomenal  returns,  investors  flock  ti 
Where  the  system  seems  to  have 
ken  down  is  in  its  failure  to  captur 
apparently  very  simple  fraud.  And  ii 
sect's  account  is  to  be  believed,  it's 
too  easy  for  a  plausible  and  ambit 
manager  to  run  lings  around  the  wa 
dogs  who  are  charged  with  stop 
fraud  and  safeguarding  sharehok 
interests. 

By  Debra  Sparks  in  New  ! 


AIRLINES 


YOU'VE  GOT 
MILES! 

Carriers  boost  profits  by  linking  up 
with  marketers  like  AOL 
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In  the  late  '80s,  when  U.  S.  airlines 
wooed  passengers  by  tripling  fre- 
quent-flier miles.  Wall  Street  cringed. 
Investors  worried  that  the  giveaways 
would  result  in  crushing  future  liabili- 
ties. Today,  as  American  Airlines  Inc. 
prepares  to  join  America  Online  Inc.  to 
give  away  miles  to  people  who  use  AOL 
services,  airline  analysts  are  cheering. 

What  has  changed  is  that  the  air- 
lines have  figured  out  how  to  turn  their 
frequent-flier  programs  into  profit  cen- 
ters. They've  fashioned  them  into  mar- 
keting tools  for  credit-card  issuers,  tele- 
phone companies,  and  even 
supermarkets.  Under  a  deal  announced 
Feb.  9,  shoppers  at  1,300  Safeway  Inc. 
stores  are  earning  miles  on  United  Air- 
lines Inc.  when  they  buy  their  groceries. 

On  average,  market- 
ing partners  pay  the 
airlines  about  2(2  a  mile. 
Randy  Petersen,  editor 
of  InsideFlyer,  a  maga- 
zine that  tracks  the 
business,  estimates  that 
in  1999,  that  amounted 
to  at  least  $2  billion. 
Bruce  T  Chemel,  head 
of  American's  AAdvan- 
tage  program,  thinks 
Petersen's  estimate  is 
low  but  declines  to 
make  one  himself. 
"We're  selling  those 
miles  at  very  good  prices,"  he  says. 

American,  which  created  the  fust  pro- 
gram 19  years  ago,  says  more  than  half 
the  miles  its  members  earn  now  come 
from  nonflying  activities.  And  the  rev- 
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FREQUENT  FLIERS 
GAIN  ALTITUDE 


ACCUMULATED  MILES, 
NET  OF  REDEMPTIONS 
IN  THE  10  LARGEST 
PROGRAMS 


enue  for  each  trip  from  those  passen- 
gers works  out  to  a  nice  bit  of  change. 
Most  airlines  charge  25,000  miles  for  a 
round-trip,  advance-purchase  domestic 
ticket,  and  for  miles  that  were  sold  to 
marketing  partners, 
that's  the  equivalent 
of  $500— which  is 
higher  than  discount- 
ed fares  paid  by 
many  travelers. 

The  airlines  won't 
reveal  how  much 
money  they  make 
selling  miles  or  their 
profit  margins  on  this 
business.  American, 
which  manages  the 
biggest  frequent-flier 
program,  with  38 
million  members,  will 
only  say  that  it's  raking  in  "hundreds  of 
millions"  of  dollars  each  year  from  the 
sale  of  miles  to  more  than  1,000  mar- 
keting partners.  The  incremental  cost  of 
providing  the  travel  is  small.  Airlines 


v^ 


figure  these  are  seats  that  would 
erwise  go  empty,  so  they  calculate  th] 
costs  based  on  such  direct  expenses| 
food,  extra  fuel,  and  ticketing,  but 
airline  overhead. 

And  thanks  to  improved  compu^ 
systems  for  managing  pricing  and 
ventory,  the  airlines  can  better  hand 
this    surge    in    frequent-flier    mill 
They're  making  more  seats  available! 
frequent  fliers  while  minimizing  the 
placement  of  higher-paying  passenge| 
NEW  AWARDS.  At  the  same  time, 
airlines  are  encouraging  members 
use  miles  for  less  popular  routes  by 
ducing  the  number  of  miles  needed 
such  tickets.  The  airlines  say  that  ev| 
while  abolishing  the  expiration  date 
miles   earned — which   American   &\ 
United  did  last  year — they've  improvj 
their  ability  to  manage  the  prograr 
One  reason:  Generally,  people  postpol 
flying.  "They  tend  to  use  things  whj 
they    think    they're    expiring,"    saj 
Lawrence  W.  Kellner,  chief  financial 
ficer  of  Continental  Airlines  Inc.,  whil 
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When  was  the  last  time 

you  discussed  a  logo  with 

your  insurance  agent? 


has      never      had      expiring      miles. 

Even  when  most  carriers  did  set  ex- 
piration dates,  nearly  70%  of  miles  were 
never  redeemed,  says  Petersen.  Ameri- 
can figures  passengers  using  travel 
awards  represented  11%  of  its  traffic 
last  year,  up  from  9%  in  1998.  United's 
awards  comprised  9%  of  traffic,  com- 
pared with  about  7%  earlier  in  the 
decade,  while  Continental  had  7%. 
"They're  doing  a  good  job  controlling" 
frequent-flier  programs,  says  analyst 
Raymond  Neidl  of  ing  Barings,  who 
once  predicted  the  programs  would 
crash  under  their  own  weight. 
LIMITED  LIABILITY.  With  the  AOL  deal, 
American  is  also  creating  new  ways  to 
redeem  miles  for  something  other  than 
air  travel.  Members  will  soon  be  able  to 
use  miles  for  some  AOL  services  or  for 
such  goodies  as  videos,  magazines,  and 
music  downloads.  This  program  and  sim- 
ilar ones  that  are  sure  to  follow  "take 
some  of  the  pressure  off  the  airlines  to 
deliver  airline  seats,"  says  Petersen. 
Right  now,  only  a  "relatively  small  per- 
centage" of  members  redeem  miles  for 
something  other  than  flying,  but  it's 
growing,  says  American's  Chemel.  "This 
is  not  a  program  where  a  single  award 
is  going  to  satisfy  millions  of  people." 

With  the  increase  in  marketing  pro- 
grams, the  Securities  &  Exchange  Com- 
mission is  now  requiring  most  airlines  to 
change  how  they  account  for  the  sale  of 
miles.  Except  for  American  and  North- 
west Airlines  Corp.,  the  airlines  have 
been  immediately  booking  most  of  the 
revenue  while  counting  the  incremen- 
tal cost  of  providing  the  travel  as  a  lia- 
bility. Now,  they'll  have  to  defer  much 
of  the  revenue  until  a  time  that  they  es- 
timate the  travel  will  occur  and  calculate 
the  liability  based  on  the  market  value 
of  the  ticket.  Airline  analyst  Samuel  C. 
Buttrick  of  Paine  Webber  Inc.  notes  that 
such  changes  could  lower  earnings  mod- 
estly in  the  short  term  but  will  not  af- 
fect cash  flow. 

American,  which  has  always  used  the 
more  conservative  accounting  approach, 
calculates  its  frequent-flier  liabilities  at 
$827  million  last  year,  up  19%  from  1998. 
Continental  puts  its  liability  from  miles 
sold  to  its  marketing  partners  at  about 
$80  million.  It  won't  reveal  the  figure  for 
miles  given  to  its  own  fliers.  But  these 
liabilities  are  "not  something  we  have 
felt  is  a  big  credit  factor,"  says  Philip  A. 
Baggaley,  senior  a^iine  bond  analyst  at 
Standard  &  Poor's  Cc  ».  For  Ameri- 
can, he  notes,  its  frequej  ler  liability  is 
dwarfed  by  the  nearly  $]  Million  in  to- 
tal funded  debt  and  o;  .  mce-sheet 
leases.  "The  airlines  do  lave  a  lot  of 
control  over  how  these  miles  are  used 
up,"  he  says,  "as  anyone  who's  tried  to 
book  a  flight  knows." 

By  Wendy  Zellner  in  Dallas 


MUTUAL  FUNDS 

AN  EYE  FOR 
TREASURE 

PBHG's  Slattery  has  a  way  of 
netting  the  Net's  true  gems 

Even  in  a  time  of  extraordinary  gains 
for  high-tech  stocks  and  the  mutual 
funds  that  buy  them,  pbhg  New  Op- 
portunities Fund  is  in  a  league  of  its 
own.  The  fund,  piloted  by  27-year-old 
Frank  P.  "Quint"  Slattery,  celebrated 
its  first  anniversary  on  Feb.  12.  Its  total 
return:  622%. 

Sure,  big  gains  in  a  few  stocks  can 


send  the  net  asset  value  of  a  small  fund 
rocketing — and  New  Opportunities  was 
launched  with  only  $8  million.  But  a 
sevenfold  increase  "is  truly  amazing," 
says  Edward  S.  Rosenbaum,  research 
director  at  Lipper  Inc.,  a  fund-data  com- 
pany. During  the  same  period,  the  av- 
erage U.  S.  diversified  equity  fund 
gained  31%,  says  Rosenbaum. 
SORRY,  TOO  LATE.  It's  no  secret  how 
Slattery  did  it:  Internet  stocks,  espe- 
cially the  companies  that  serve  busi- 
ness-to-business markets  or  provide  the 
Net's  infrastructure.  His  biggest  and 
most  profitable  holding  is  InfoSpace.com 
Inc.,  which  now  makes  up  about  6%  of 
the  $390  million  fund.  Other  top  names 
include  JDS  Uniphase,  Brocade  Commu- 
nications Systems,  and  Exodus  Com- 
munications. Yet,  New  Opportunities  is 


not,  by  its  prospectus,  even  a  tech 
"We  want  to  own  the  very  be? 
fastest-growing  companies,"  says 
tery.  "At  some  time,  those  m 
health-care  or  consumer  companie 
right  now  they're  tech."  Slattery, 
Princeton  University  graduate, 
Pilgrim  Baxter  &  Associates,  pari 
pbhg  Funds,  as  an  analyst  in  1998 
crunching    numbers    for    invest 
bankers  at  Merrill  Lynch  &  Co. 

If  you  hadn't  the  foresight  to  ir 
in  New  Opportunities,  you  can't 
now:  It  closed  to  new  investors  in 
vember  at  $100  million.  Slattery 
runs  pbhg  Select  Equity  Fund,  now 
billion  and  still  open,  and  the  30  ' 
holdings"  of  both  are  largely  the  s 
Since  he  took  over  Select  Equity  ir 
fall,  both  funds  have  performed 
larly,  though  New  Opportunities  hat 
an  edge  of  five  percentage  po 
Slattery  credits  that  to  short-t 
opportunistic  trading  with  a 
20%  of  the  fund's  assets. 

Both  funds  have  been  resis 
thus  far  to  market  downdrafts 
Feb.  18,  when' 
SLATTERY:  Nasdaq  lost 

Not  bad  for  a  Select  Eq 
fund's  rookie  dropped  0.8%, 
year — a  622%  New  Opport 
return  ties,    just    0. 

That  surpr 
even  Slattery.  "I  expected  n 
volatility  on  the  downside," 
says.  "Perhaps  people*  are  just 
luctant  to  sell  the  leaders." 

Slattery  admits  that  by  tr; 
tional  valuation  measures  like 
price-earnings  ratio,  his  stocks  s« 
way  overpriced.  But  that's  not 
way  to  view  them.  "Every  da 
ask,  are  the  fundamentals  for 
company  getting  better  or  wo: 
and  as  long  as  they're  getting  t 
ter,  I  hold  the  stock,"  he  explains 
MERE  CHILD.  Although  InfoSp; 
climbed  over  1,000%  last  year — and  8 
so  far  this  year — it  is  still  in  its  infan 
Slattery  says.  InfoSpace  provides  inf 
mation  and  services  to  4,000  other  W 
sites  and  keeps  a  piece  of  the  advert 
ing,  transaction,  and  distribution  n 
enues.  It's  also  positioned  to  serve 
less  Internet  and  interactive  TV.  Slath 
forecasts  that  InfoSpace,  with  $36 
lion  in  sales  last  year,  will  have  r 
enues  of  $1  billion  by  2004.  Say  Slatte: 
"InfoSpace  will  be  to  the  Internet  wl 
Microsoft  was  to  the  desktop." 

One  could  dismiss  that  forecast 
youthful  exuberance,  but  a  622%  reti 
says  Slattery  may  be  on  to  somethin 
By  Jeffrey  M.  Lade 

in  New  Yc 
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Finance 


COMMENTARY 

By  Joseph  Weber 

THE  PITS  ARE  BECOMING  A  RELIC 


The  chaos  unfolds  every  market 
day.  A  couple  of  thousand  people, 
clustered  around  sunken  circular 
pits  at  the  Chicago  Board  of  Trade, 
shout  themselves  hoarse  bidding  on 
contracts  on  grains,  soybeans,  and 
even  U.  S.  Treasury  securities.  They 
trade  for  their  customers  or  for  their 
own  accounts.  It's  loud,  raw,  and  so 
physically  demanding  that  some 


cbot  as  the  world's  biggest  financial 
futures  market. 

Luckily,  the  cbot's  executives  can 
see  the  digital  wave.  They're  "setting 
up  a  joint  venture  with  Eurex  to 
trade  transcontinentally.  Even  more 
important,  they  are  advancing  a  plan 
to  split  the  exchange  in  two.  A  pri- 
vately held  unit  would  operate  with 
open  outcry,  while  a  second  outfit,  to 


OUTMODED:  For  all  its  color  and  excitement,  open  outcry  is  obsolete 


traders  lift  weights  to  build  stamina. 
"It's  still  an  amazing  world  to  be 
part  of,"  says  Harold  W.  Lavender,  a 
23-year  veteran.  "All  you  have  to 
do  is  walk  on  the  floor  to  feel  the 
excitement." 

But,  for  all  the  color,  excitement, 
and  spectacle,  the  "open-outcry"  sys- 
tem that  Chicago  traders  created 
over  the  last  152  years  is  simply  ob- 
solete. With  millions  of  shares  and 
contracts  zipping  around  on  global 
computer  networks,  the  quaint  and — 
for  traders  and  their  aides — lucrative 
practices  at  the  cbot  and  a  few  other 
marketplaces  are  just  wasteful 
throwbacks.  As  all-electronic  ex- 
changes in  Tokyo,  Sydney,  Frankfurt, 
and  other  locales  havi         ealed, 
traders  and  brokers  can  work  more 
efficiently  at  computer  scree. us.  Last 
year,  the  Eurex,  the  all-elec       dc 
German-Swiss  bourse,    ■  the 


be  spun  off  in  an  initial  public  offer- 
ing, would  develop  electronic  trading. 
Members  are  expected  to  vote  on 
the  plan  by  the  end  of  April.  "Status 
quo  is  not  an  option,"  argues  cbot 
Chairman  David  P.  Brennan. 
COURTING  DISASTER.  He's  right.  Just 
look  at  the  growth  of  electronic  trad- 
ing networks  for  stocks.  They  now 
account  for  more  than  27%  of  the 
dollar  volume  of  stock  traded  on 
Nasdaq.  "The  open-outcry  system 
provides  a  living  [for  old-style 
traders],  but  it  really  is  providing 
that  living  at  the  expense  of  the  ulti- 
mate buyer  and  seller,"  argues  An- 
drew J.  "Flip"  Filipowski,  a  software 
entrepreneur  recently  appointed  a  di- 
rector at  the  cbot. 

Indeed,  exchanges  that  refuse  to 
modernize  court  disaster.  For  years, 
the  open-outcry  London  Internation- 
al Financial  Futures  &  Options  Ex- 


change (liffe)  dominated  the  mar- 
ket for  futures  contracts  on  Ger- 
many's 10-year  bond.  But  in  less 
than  four  years,  Eurex'  electronic 
trading  mart  won  the  entire  busi- 
ness. Now,  LIFFE  is  going  electrons 
"One  doesn't  have  to  be  a  mystic 
soothsayer  to  know  which  way  the 
wind  is  blowing,"  says  Robert  S. 
Hamada,  dean  at  the  University  of 
Chicago  Graduate  School 
of  Business  and  a  cbot 
director. 

Indeed,  the  cbot's 
crosstown  rival,  the  Chica 
go  Mercantile  Exchange,  i 
building  an  electronic  trad 
ing  system,  too.  Even  the 
hidebound  New  York  Stoc 
Exchange  is  trying  to  fash 
ion  an  electronic  system  as 
it  attempts  to  preserve 
floor  trading. 

Change  may  not  come 
smoothly  at  the  cbot. 
Many  members  argue  that 
the  ability  to  see  the  per- 
son with  whom  they  are 
^     trading  gives  them  an 
edge — the  ability  to  read 
body  language  and  know 
who  is  in  the  market. 
"There's  an  information 
J^    flow  that  comes  from  liter- 
ally hundreds  of  people 
that  you  don't  get  in  an 
isolated  electronic  environment,"  ar- 
gues Jacob  Morowitz,  a  soybean 
trader  and  president  of  USA  Trading, 
a  member  firm.  "It's  value-added." 

By  providing  a  choice  for  cus- 
tomers and  traders  alike,  the  cbot 
restructuring  plan  will  test  whether 
the  old  guard  is  right.  Customers 
who  want  to  go  electronic  can.  The 
virtue  of  the  cbot  plan  is  that  it  will 
let  the  market  decide  whether  bonds, 
or  any  contract,  should  trade  online 
or  in  the  pits. 

Odds  are  that  the  Chicago  traders 
will  lose  their  pits.  But  if  they  move 
swiftly  to  adapt  their  trading  talents 
to  the  computer  screen,  the  brawny 
Chicagoans  may  just  manage  to  keep 
the  business. 


Weber  is  business  week's  Chicago 
bureau  chief. 
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t  it,  and  you're  well  on  the  way  to 
ng  downtime  and  increasing  performance, 
ay,  problem  anticipation  has  become  the 
'  the  game.  Except  that  at  Invensys,  we 

ny  games. 
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Illigence  with  vision. 
Jucing  effective  solutions  that  achieve 
■it  Increased  performance. 
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MERGERS 


GERMAN  BANKS 
GET  RELIGION 

Under  pressure,  they're  finally  beginning  to  restructure 


Chief  Executive  Martin 
Kohlhaussen  always  says  that 
Commerzbank  is  not  up  for  grabs. 
But  his  insistence  no  longer  de- 
ters predators  as  it  once  did.  Ever  since 
British  mobile-phone  operator  Vodafone 
AirTouch  PLC's  run  at  Germany's  Man- 
nesmann  group  in  early  February,  no 
company  is  safe.  "Vodafone's  successful 
assault  on  Mannesmann  has  shown 
everyone  that  hostile  takeovers  can 
work  in  Germany,"  says  Johannes  Reich, 
head  of  research  at  Frankfurt  private 
bank  B.  Metzler  seel.  Sohn  &  Co. 
"Commerzbank  is  suddenly  much  more 
vulnerable  than  it  was."  The  Nether- 
lands' ABN-Amro,  Switzerland's  Credit 
Suisse  Group,  and  Germany's  own 
Deutsche  Bank  are  three  of  the  poten- 
tial buyers  eyeing  Commerz'  $380  billion 
in  assets. 

Whatever  Commerz'  fate,  it  seems 
that      Germany's 
overcrowded 


banking  sector  is  about  to  begin  re- 
structuring in  earnest.  Frankfurt  is  al- 
ready abuzz  with  rumors  of  other  pos- 
sible mergers,  hostile  or  not  (table). 
Most  big  banks  have  watched  their 
share  prices  soar  lately  in  the  expecta- 
tion of  imminent  deals.  "The  pressure  to 
consolidate  is  growing  irresistible,"  says 
a  management  board  member  at  one  of 
Germany's  largest  private  banks.  "We 
can't  keep  bucking  the  trend  much 
longer." 


mergers  or  acquisitions,  the  Ge 
banks  have  found  it  more  diffici 
exploit  economies  of  scale  and  cos 
ting  opportunities,"  says  Kiri  Vijn 
jah,  a  banking  analyst  at  Salomon  ! 
Barney  in  London.  "They've  go 
worst  return  on  equity  in  the  EU." 
Before  Vodafone's  deal,  institu 
and  private  investors  were  usually 
ing  to  put  up  with  the  banks'  dwii 
stature  and  sluggish  performanc 
cause  of  their  long-standing  busi 
relationships.  Not  anymore.  Germa 
vestors  say  they  are  determined  t< 
better  returns  on  their  banking  stal 
even  if  that  means  selling  out  to  h( 
bidders.  "Friendly  deals  are  ah 
best,"  says  the  chief  investment  of 
of  a  large  institutional  fund  in  Col 
"But  we'd  feel  happy  supporting  at 
friendly  one  if  it  was  in  our  intere 
CROSS-BORDER  BANK.  Analysts  c 
late  that  shareholders  would  get 
value  from  their  investments  in  C 
merz,  Germany's  fourth-largest 
bank,  if  it  were  acquired  by  a  for 
player  such  as  ABN-Amro.  The  D 
bank  is  eager  to  expand  in  Germ| 


l 


GERMANY'S  BANKS  ARE  IN  PLAY 


The  industry  could  shape  u 
in  two  ways 


SHAREHOLDERS  WOULD  BENEFIT  IF...    BUT  IT  IS  MORE  LIKELY  THAT. 


•  Deutsche  Bank  and  Dresdner 
Bank  merge  to  produce  huge  cost 
savings 

•  Dutch  giant  ABN-Amro  acquires 
Commerzbank  for  $24  billion  or 
more,  well  above  its  current  $18 
billion  market  cap 

•  HypoVereinsbank  remains  inde- 
pendent and  focuses  on  its  highly 
profitable  core  mortgage  and 
retail-banking  businesses 


•  Deutsche  avoids  restructuring 
and  remains  saddled  with 
high  costs 

•  Commerzbank  fends  off  hostilel 
bidders  and  joins  a  cross-border 
banking  partnership  with  Spain'sl 
BSCH,  and  France's  Credit  Lyonnaij 

•  Dresdner  and  HVB  merge  to 
create  a  $52  billion  banking 
group 
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Mergers  among  financial  institutions 
in  most  European  countries  have  be- 
come almost  routine  since  the  January, 
1999,  launch  of  the  euro.  But  not  in  tra- 
dition-bound Germany.  That's  largely 
why  its  banks  are  slipping  behind  their 
foreign  rivals  in  profitability,  market 
capitalization,  even  balance-sheet 
clout.  "Because  they've  not 
been  involved  in 


And  analysts  say  it  would  probably 
willing  to  pay  more  for  Commerz  tlj 
Credit  Suisse,  which  is  not  under  mi 
pressure  to  grow  in  Germany, 
Deutsche,  which  seems  more  interest 
in  expanding  abroad. 

But  Kohlhaussen  argues  tf 
megamergers  rarely  yield  the  expe 
ed  benefits,  particularly  unfriendly  cro 
border  ones.  "With  mergers,  there 
nothing  more  nationalistic  than  the 
nance  industry,"  he  says.  So  he  is  bu 
weaving  a  web  of  partnerships  wi 
friendly  banks  such  as  Spain's  Ban 

KOHLHAUSSEN:  He'd  fight  any 
takeover  of  Commerzbank 


5  does  r 


Wouldn't  it  be  great  if  someone  thought  of  th 
before  you  knew  you  had  a  problem? 


iiu ;  does  not  believe  in  the  philosophy  that  in  the  future  whatever  will  be,  will  be.  If  an  improvement 
;ncy  and  an  improvement  to  your  bottom  line  appeal  to  you.  we  know  exactly  what  you  want  next, 
right  now  at  www.invensys.com.  And  let  us  prove  we  have  your  ideal  solution. 


iinvensys. 

Technology  for  an  intelligent  world. 


LLIGENT         AUTOMATION         •         DRIVE         SYSTEMS         •         POWER         SYSTEMS 
INVENSYS     PLC.     CARLISLE     PLACE.     LONDON     SW1P     1BX     U     K       TEl»44     (0)     171      834     3848 
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Jezvels  worthy  of  a  czarina... 

Faux  Faberge  Egg  Pendants 

only  $39 


J95* 


But  read  this  ad  for  an  even  better  deal! 


Each  Faberge  Egg 
measures   1-5/8"  x 
718"    and    comes 
with  a  24   gold- 
plated       chain 
They  are  adorned 
with  22-fcf.  goW- 
platea  filigree 
Hj  .u/,(  Austrian 
1 1  Swar o o s k i 
tal>      just 
ibout       the 
I  o  s  e  s  I 
thing    to 

real 
diamond s ' 


Czar  Nicholas  II  kept  master  jeweler  Carl  Faberge  busy  produc- 
ing gorgeous  jeweled  eggs,  to  be  worn  around  the  necks  of 
the  czarina  and  the  princesses.  We  have  replicated  these  price- 
less jewels  so  as  to  be  virtually  indistinguishable  from  the 
fabled  originals.  Each  Egg  is  heavily  enameled,  covered  in  22- 
kt.  gold-plated  filigree,  and  adorned  with  Austrian  Swarovski 
crystals,  just  about  the  closest  thing  to  real  diamonds.  The 
Eggs  come  with  22-kt.  gold-plated  24"  chains,  and  are 
boxed    in    red-velvet/white-satin    presentation    cases. 

We  are  one  of  the  few  select  distributors  of  these  beautiful 
jewels  in  the  United  States  and  are  therefore  able  to  bring 
them  to  you  at  this  extraordinary  price.  Order  one  red  Egg  for 
$39.95  or  the  Set  of  all  three  stunning  colors  (red,  green  and  purple)  for  only  $79.90!  But  we 
have  an  even  better  deal:  Buy  two  Sets  (six  Eggs)  for  $159.80  and  we  will  send  you  a  third 
Set  (another  three  Eggs  -  nine  Eggs  altogether)  with  our  compliments  -  absolutely  FREE! 

Get  this  stunningly  beautiful  jewelry  for  yourself  or  for  the  woman  in  your  life.  Order  it  today! 

Order  Code  #1086F394  I'd  r    one    (Red)    Faux    Faberge    Egg    (only    $39.95) 
Order  Code  #1087F394  for  the  Set  of  Three  (Red,  Green,  Purple)  Eggs  (only  $79.90) 

You  may  order  bv  toll-free  phone,  by  mail,  or 
by  fax  and  pav  by  chock  or  Visa,  MasterCard. 

I'U'.iM'  give  order  code.  Add  SI  ^  lor  ship     in-. 

and  sales  ta\  tor  CA  delivery.  You  have  30-da) 
refund  and  one-year  warranty.  We  do  not 
refund  postage  For  customer  service  or  whole- 
sale  information,    please   call   (415)   643-2810. 


f  Order  by  toll-free  photic:  (800)  797-7367  or  by  (fastest!)  fax:  (415)  643-2818  r 


2360  Third  St.,  San  Francisco,  CA  94107 
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Over  1 1  Million  Businesses 
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(800)  336-8349 

or  Fax  Us  at:  (402)331-1505 
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Yellow  Pages  on  Our  Web  Site. 

www.infoUSA.com 

infoUSA-A  Publii  Company,  Nasdaq:  WSA 
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Call: 
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Santander  Central  Hispano,  Frc 
Credit  Lyonnais,  and  Austria's 
Bank.  These  alliances,  he  says,  s 
give  Commerz  a  stronger  interna 
presence  without  sacrificing  its  ide 

Kohlhaussen's  opposition  means- 
any  takeover  attempt  might  turn  i 
prolonged  battle.  Commerz'  staff, 
of  its  partner  banks,  and  Italian  ins 
Assicurazioni  Generali — in  which  ( 
merz  is  seeking  a  cross-shareholdi 
control  a  sizable  15%  of  Commerzb 
stock,  making  a  hostile  bid  even  ; 
difficult  than  usual.  The  rest  of  the 
is  held  by  a  large  number  of  ins 
tional  and  private  investors.  That  m 
putting  together  a  sufficiently  big  g- 
of  allies  would  be  difficult  logistic 
Moreover,  Kohlhaussen's  plan  to 
at  least  25%  of  comdirect,  Comn 
highly  successful  Internet  banking 
sidiary,  could  boost  shareholder  v| 
enough  to  persuade  investors  to 
the  bank's  go-it-alone  strategy  a  cha 
Comdirect  also  plans  to  launch  a  j| 
venture  with  Deutsche  Telekom  to 
financial  services  both  in  and  outs| 
Germany. 

HAPPIER  RETURNS.  The  truth  is 
most  German  banks  could  restructurl 
ways  that  don't  necessarily  boost  shJ 
holder  value  most.  The  strategic  inj 
ests  of  major  institutional  investor 
such    as    Allianz,    the    big    Mur 
insurer — may  work  against  smaller  oi] 
For  example,  analysts  say  t^hat  a  me 
er  between  Deutsche  and   DresdJ 
Bank  would  yield  huge  savings  and 
ate  an  institution  with  the  financial 
and  geographical  reach  to  succeed 
global  player.  But  it's  never  going  I 
happen.  Allianz,  which  holds  a  21.1 
stake  in  Dresdner,  considers  Deutschl 
rival  of  sorts  since  both  sell  insurail 
products.  It  has  long  opposed  a  retJ 
banking  alliance  with  Deutsche.  Instel 
Allianz  ceo  Henning  Schulte-Noellej 
pushing  Dresdner  to  join  forces 
HypoVereinsbank  (in  which  Allianz 
a  17.4%  stake),  even  though  that  wot] 
probably  yield  less  shareholder  val| 
than  a  Deutsche  deal.  An  announceme 
to  that  end  is  expected  as  early  as  M^ 

German  banking  will  certainly 
transformed  in  a  year's  time  either 
cause  of  successful  hostile  bids  thl 
merge  companies,  or  failed  bids  th| 
scare  banks  into  shaping  up  on  the 
own.  In  the  New  Germany,  executiv 
such  as  Kohlhaussen  are  willing  to  rl 
structure  to  remain  independent.  At  1 
while  the  returns  may  not  always  1 1 
the  most  that  shareholders  could  hop* 
for,  at  least  the  payoff  should  be  bett<  fe  is 
than  what  they're  getting  now. 

By  David  Fairlamb  in  Frankfu  * 
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Richest  man 
is  betting 
big  on  U.S. 
[computer    , 
retailing     \ 
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exican  mogul  Carlos  Slim  Helii  is  clueless  when  it 
comes  to  computers.  His  children  gave  him  a  laptop 
for  Christmas,  but  he  can  barely  boot  it  up.  You 
won't  catch  this  captain  of  industry  surfing  the  Net, 
either.  But  for  all  his  technological  ineptitude,  the  60- 
year-old  billionaire  has  a  clear  vision  of  how  com- 
puters and  the  Internet  are  transforming  the  way 
the  world  does  business. 

already  at  the  vanguard  of  that  revolution  in  Mexico, 
runs  the  leading  Internet  service  provider  and  has 
major  computer  seller.  Since  taking  control  of  Prodi- 


KEEN  EYE 


gy  Inc.  in  1997,  he  has 
turned  it  into  the  No.  3  isp 
in  the  U.S.  Now,  he's  mak- 
ing another  high-stakes 
move  into  the  hypercompet- 
itive  American  market.  On 
Feb.  1,  Grupo  Sanborns,  one 
of  Slim's  subsidiaries,  kicked  off  a  tender  offer  to  acquire  all  the 
outstanding  shares  of  CompUSA  Inc.,  the  largest  computer 
store  chain  in  the  U.  S.,  for  nearly  $800  million.  Microsoft 
Corp.  and  sbc  Communications  Inc.  are  expected  to  come  in  as 


Slim  has  made  billions 
buying  up  hurting,  but 
undervalued,  companies 
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minority  investors.  "Technology  is  going  to  transform  people's 
lives  and  society  everywhere  in  the  world,"  says  Slim.  "My 
main  task  is  to  understand  what's  going  on  and  try  to  see 
where  we  can  fit  in." 

Slim's  bid  for  Dallas-based  CompUSA  took  many  by  sur- 
prise. Although  it  boasts  $6  billion  in  annual  sales,  CompUSA  has 
been  bleeding  red  ink  for  the  past  18  months.  It  has  been  fight- 
ing a  losing  battle  against  computer  makers  Dell  Computer 
Corp.  and  Gateway  Inc.,  which  sell  di- 
rect to  consumers.  Furthermore,  Comp- 
USA was  slow  to  react  to  the  biggest 
shift  in  computer  retailing  in  recent 
years:  the  rise  of  the  sub-$l,000  pes. 

Yet  Slim,  who  has  built  up  an  em- 
pire with  annual  sales  of  $16  billion  by 
snapping  up  distressed  companies  at  dis- 
count prices,  sees  CompUSA  as  another 
undervalued  asset.  He  acquired  14.8%  of 
the  company's  shares  last  year,  and  now 
he  wants  full  control.  Together  with  his 
son,  Grupo  Sanboms  ceo  Carlos  Slim 
Domit,  33,  he  not  only  intends  to  turn 
CompUSA  around  but  to  make  the  chain 
the  cornerstone  of  a  major  U.  S.  expan- 
sion into  retail  and  e-commerce.  "Comp- 
USA is  just  one  part  of  a  larger,  long- 
term  project,"  says  Slim.  Eventually,  he 
wants  to  sell  U.  S.  customers  not  only 
computers,  but  the  technology  to  run 
sophisticated  systems  in  their  homes, 
cars,  and  offices.  If  he  succeeds,  Slim 
&  Co.  would  join  the  small,  elite  group 
of  Mexican  companies,  led  by  cement 
maker  Cemex  and  tortilla  producer 
Maseca,  that  are  making  it  globally. 

Not  everyone  is  sure  Slim  and  his 
lieutenants  can  pull  it  off.  "They're  get- 
ting into  a  very  difficult  business  arena, 
and  we'll  have  to  see  if  his  staff  is  ca- 
pable of  operating  well  internationally," 
says  Celso  Garrido,  a  business  professor 
at  the  Autonomous  Metropolitan  Uni- 
versity in  Mexico  City.  Slim's  critics 
claim  that  his  companies  in  Mexico  have 
benefited  from  his  close  ties  to  the  long- 
ruling  Institutional  Revolutionary  Party. 
That's  an  advantage  he  certainly  won't 
have  in  the  U.  S. 

Still,  Slim  certainly  has  developed  a 
reputation  over  the  years  as  a  shrewd 
businessman.  The  companies  he  controls 
have  a  combined  market  capitalization  of 
over  $60  billion  and  account  for  nearly 
one-half  of  Mexico's  stock  index.  Assets 
ranging  from  mining  to  insurance  are 
grouped  into  three  holding  companies: 
Grupo  Carso,  Carso  Global  Telecom,  and 
Grupo  Financiero  Inbursa  (table).  Slim's 
personal  net  worth  is  estimated  at  $12.5 
billion. 

In  fact,  Slim  is  Latin  America's  rich- 
est man,  thanks  to  his  ability  to  spot 
lucrative  investment  opportunities.  In 
the  1990s,  when  Mexico  began  priva- 
tizing state  assets,  a  Slim-led  consor- 
tium acquired  a  controlling  stake  in  the 


SLIM'S 
EXPANDING  EMPIRE 


GRUPO  CARSO 


Retail  and  industry 

holdings  Sanborns  stores  and 
restaurants,  Sears  Mexico  de- 
partment ^>        L 
stores,  Mix-      =>*s"<>°™**- 

Up  music  stores,  fiber  optics, 
auto  parts,  mining,  chemicals, 
construction  materials,  tobacco, 
railroads. 


1999  OPERATING  INCOME 


$4.3  billion  $718  million 


CARSO  GLOBAL  TELECOM 


Telecommunications 

holdings  26.5%  of  shares  in 
Telmex,  Mexi- 
co's No.  1  tele- 
com; Prodigy  TELMEX 
Communications,  a  U.S  .-based 
ISP;  Splitrock,  a  fiber-optic  net- 
work serving  500  U.S. cities. 


1999  SALES  *t 


1999  OPERATING  INCOME  *t 


$10.2  billion     !    $3.9  billion 

*CGT  consolidates  all  Telmex  income  in  its  statement 
tFigures  for  Prodigy  and  Splitrock  not  available 


GRUPO  FINANCIERO  INBURSA 


Financial  services 

holdings  Commercial  and 

investment 

banking, 

brokerage, 

insurance,  pension  funds, 

venture-capital  fund. 


1999  SALES 


1999  OPERATING  INCOME 


$1.2  billion      I   $514  million 
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telephone  monopoly  Telefonos  de  Mexico  (Telmex).  Th 
was  an  inefficient  company  with  a  history  of  shoddy  se 
Slim  plowed  more  than  $16  billion  into  the  carrier  t 
grade  infrastructure  and  improve  customer  service.  1 
Telmex  is  the  star  performer  of  the  Mexican  stock  exch 
The  earner  earned  $3.9  billion  in  profits  on  $10.2  billi 
sales  last  year.  So  the  $1.8  billion  Slim  laid  down  fc 
company  10  years  ago  looks  like  a  good  deal,  if  not  a  bai 
Prodigy  is  another  of  Slim's 
around  stories.  Carso  Global  Tei 
first  bought  into  the  White  Plains  ( 
isp  in  1996  and  then  picked  up  i 
trolling  stake  in  late  1997,  for  a 
investment  of  $222  million.  At  the 
the  pioneer  in  Internet  access  had 
its  way  and  was  down  to  only  19; 
subscribers.  Slim  increased  that  i 
ber  by  expanding  Prodigy's  networl 
tionwide  and  creating  a  bilingual 
vice  for  Hispanic  users.  He  also  addc 
Prodigy's  business  offerings  by  acqu  I 
Biz  on  the  Net,  a  company  that  buil< 
commerce  sites  for  small  compa     . 
Slim  took  Prodigy  public  last  yea 
Nasdaq,  raising  $1.68  billion.  In 
vember,  SBC  became  a  minority  par 

Wl  I  t\w 

merging  its  own  Internet  subscri 
with  those  of  Prodigy  to  create  a 
million  customer  base. 
SHOPPING  SPREE.  Slim  has  been  rus  f 
to  add  to  his  information  technology  niche  E 
lated  assets.  He  spent  $1.5  billioi 
1999  for,  among  other  things,  a  st P 
in  a  U.S.  fiber-optic  network,  celliu|f- 
phone  companies  in  Puerto  Rico 
Florida,  and  part  of  online-music  revK" 
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er  CDnow.  The  shopping  spree  isn't  djd 
yet:  On  Feb.  8,  Telmex  and  sbc 
nounced  a  joint  $150  million  investn  * 
in  Network  Access  Solutions,  a  comp 
that  provides  high-speed  Internet 
cess  throughout  the  U.S. 

Slim  is  offering  $10.10  a  share 
CompUSA.  That's  a  50%  premium  on 
share  price  the  day  of  the  offer  yet 
below  the  $38  the  stock  traded  at  abjithepre 
two  years  ago.  Quite  a  collapse — 1 
Sanborns  ceo  Slim  Domit  is  unfaz 
"We  feel  that  CompUSA's  potential 
great  brand  recognition  position  it  w 
for  a  turnaround." 

Maybe.  Yet  CompUSA's  network 
217  superstores  is  going  through  its  si 
ond  major  restructuring  in  six  yea  e 
For  the  fiscal  year  ended  last  Juiiwo^ 
CompUSA  posted  a  net  loss  of  $53  n 
lion  on  revenues  of  $6.2  billion.  St  Ascit 
cuts    and    store    closings    have    ify^ 
stanched  the  blood.  Losses  for  the  s< 
ond  quarter  that  ended  on  Dec.    llnCfei 
amounted  to  $2  million  on  sales  of  $'. 
billion.  And  the  holiday  season  is  su 
posed  to  be  the  strongest. 

CompUSA's  e-commerce  operation,  c 
zone.com,  has  been  a  big  drag  on  pe 
formance.  The  unit's  ceo  quit  in  Janua 
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A   TOSHIBA    SERIES    ON    POWERING    THE    MOBILE    ECONOMY 


he  mobile  century: 


work  is  what  we  do,  not  where  we  do  it 


iOE  FORMICHELLI  ON  EMBRACING  CHANGE 


$ 


to 
'Jit 
1J1 1 1es  Darwin  once  said  "It  is  not  the  strongest  species  that  survive,  nor  the 

J  t  intelligent,  but  the  ones  most  responsive  to  change."  And  the  abil- 
i  change  has  always  been  the  defining  point  of  successful  busi- 
es. Today's  CEOs  and  managers  planning  for  the  future  can  be 
red  of  one  thing  -  change  is  inevitable  and  success  and  sur- 

^  will  depend  on  how  this  change  is  embraced. 

Entering  the  21  st  century,  one  of  the  biggest  changes  affect- 
he  workplace  is  the  notion  of  the  office,"  says  Joseph  C. 
lichelli,  Executive  Vice-President  of  Toshiba's  Computer 
ems  Group.  "Today's  work  world  is  no  longer  a  predictable 
-to-five  affair  defined  by  walls  and  desks  alone.  It  is  global  and 
jnning  at  a  constant  24/7  Internet  pace.  To  compete  in  this  new 
d,  you  need  the  flexibility  to  work  where  and  when  you  want.  New 
ile  technologies  are  allowing  us  to  redefine  the  office  as  our  home, 

pif  rain,  our  customer's  site  or  anywhere  else  we  need  it  to  be." 
CHANGE  HAS'ALREADY  BEGUN 
mobile  workplace  movement  is  about  to  explode.  In  1 998,  well  over  1 5  million  Amer- 
s  worked  one  or  more  days  a  week  outside  the  traditional  office  -  41  percent  more 

ibf  the  previous  year. '  Legions  of  workers 

-I 


Joseph  C  Formichelli 
Executive  Vice-President 
Toshiba  America 
Information  Systems.  Inc 
Computer  Systems  Group 
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eaving  their  company  headquarters  and 
af  ding  to  customer  sites,  remote  offices, 

locations  and  home  offices.  Some  pre- 

that  by  2003,  more  than  137  million 

<ers  worldwide  including  one  third  of  the 

.  workforce  will  be  involved  in  some  sort  of  remote  work.2 

As  office  walls  give  way  to  more  mobile  alternatives,  companies  are  finding  a 
i^ty  of  competitive  advantages  including  reduced  costs,  improved  employee  morale 

increased  employee  retention. 

-     choose  freedom"" 


Perhaps  the  most  surprising  advantage  of 

mobile  workforce  programs  is  that  they 

typically  represent  an  increase  in  productivity 
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You  have  arrived.  Buildings  reflect  the 
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power  of  your  gait.  You  have  reached 
um8/       the  ultimate  peak  in  business  portability. 


It's  your  little  secret  and  you  carry  it  right  there*, 
your  hands.  It's  called  freedom  computing  an| 
it  can  be  found  in  products  like  the  ultralighi 
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if)  he  Mobile  Pentium0  III  processor,  with  up  to  empowerment.  Pick  one  up  and  see  where  it  takes  you. 


350MHz,  featuring  Intel"  SpeedStep™  technology. 
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the  mobile  century:  work  is  what  we  do,  not  where  we  do 
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THE  PRODUCTIVITY  FACTOR 

"  But  perhaps  the  most  surprising  advantage  of  mobile  work 
programs  is  that  they  typically  represent  an  increase  in  pre 
My,"  says  Formichelli. "  In  my  30  years  within  the  computer  ii 
try,  I've  seen  attitudes  regarding  alternative  work  arrangerr 
change  drastically.  Just  a  few  years  ago,  most  managei 
sure  that  productivity  would  decrease  if  employees 
not  tied  to  a  desk.  I  now  talk  to  more  and  more  com 
leaders  that  are  looking  to  implement  off-site  workf '' 
grams  to  actually  increase  productivity." 

Research  confirms  this  change  in  attitude 
the  companies  that  implement  teleworking 
grams,  over  three-quarters  believe  that  telewo 
more  productive  than  working  solely  from  a  con  e. 
ny  office  based  environment.3 
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Most  report  productivity  increases  due  1 1^ 


SOURCE   ITAC.  1999 
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Cyber  Dialogue,  October,  1999 

Gartner  Group,  March,  1998 

Link  Strategic  Research,  March,  1999 

International  Telework  Association  &  Council 

(ITAC),  October,  1999 

AT&T  Survey,  October,  1999 
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reduction  in  interruptions.  Add  to  this  factors  sucf 

reduced  commute  times  and  less  absenteeism  and  b  ■ 

nesses  find  that  offering  the  freedom  to  work  when  and  wh 

one  chooses  can  have  a  real  impact  on  a  bottom  line. 

"I  recently  saw  figures  that  suggest  businesses  gain  an  averag  ^" 

iiorSI 
$12,000  or  more  per  employee  through  increased  productivity,  reduced,absentee!t.., 

and  improved  employee  retention,"  said  Formichelli.  'This  doesn't  even  include  the  c 

savings  from  reduced  real  estate  needs  and  other  traditional  office  expenses." 

Best  of  all,  the  increase  in  productivity  does  not  have  to  come  at  the  expens<  ^ l" 
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employee  satisfaction.  The  overwhelming  majority  of  those  who  away  from  the  office  oi 
a  week  or  more  report  they  are  more  satisfied  with  their  personal  and  family  lives  tl 
before  they  began  to  choose  alternative  work  arrangements.  The  report  of  increases 
satisfaction  is  even  higher.5 
A  CALL  FOR  FREEDOM 
History  will  remember  the  year  2000  as  the  beginning  of  a  new  kind  of  freedom  - 
freedom  to  choose  where  you  work,  when  you  work  and  how  you  work.  Advanc 
technologies  such  as  today's  portable  computers  and  cellular  devices  are  provid 
businesses  with  the  tools  they  need  to  rethink  and  reinvent  the  way  they  do  busine 
This  change  will  be  difficult  for  some,"  says  Formichelli,  "but  liberating  to  those  wit  ^  tfa 
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vision  of  what  can  be.  I  have  no  doubt  that  those  willing  to  embrace  this  change  will  att 
new  levels  of  productivity  and  competitive  excellence.  As  we  begin  the  new  millenniu 
Toshiba  challenges  companies  to  choose  freedom." 

choose  freedom™ 
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LINTS  E-STRATEGY 

i 
LECOMMUNICATIONS  Has 

eraged  Telmex  infrastructure 
oecome  Mexico's  leading  In- 
net  service  provider.  Will  con- 
)ra  ue  expansion  in  the  U.S.  to 
;rr  )italize  on  heavy  cross-border 
Dne  traffic 

m 

MPUTERS  Boost  computer 

^ letration  in  Mexico  by  selling 

>s,  s  on  interest-free  installment 

n.  Develop  a  clicks-and-bricks 

™  ategy  for  ailing  U.S.  computer- 

Arailer  CompUSA 

-ernet  ACCESS  Add  new  sub- 
,   ibers  to  Prodigy  online  service 

Mexico  by  offering  free  Inter- 
9     access  with  purchases  of  new 
roi)S.  Expand  U.S.  subscriber 

;e  of  Prodigy  by  marketing  ser- 
3f!le  to  CompUSA  customers 

:OMMERCE  Increase  revenues 
turn  Sanborns  and  Inbursa 
b  sites.  Will  soon    launch  a 
anish-language  portal  with 
bilfcrosoft 
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or* 


a  failed  effort  to  reposition  the  site.  Scot  Ciccarelli,  an  an- 

at  Gerard  Klauer  Mattison,  a  New  York  investment 

,  figures  that  cozone.com's  troubles  must  be  a  disappoint- 

for  Slim.  "In  CompUSA,  one  of  the  things  he  was  looking 

Ml  :t  besides  a  U.S.  retail  presence  was  more  of  an  e-com- 

,»|e  presence,"  says  Ciccarelli.  "He  could  be  getting  a  lot  less 
he  thought  he  was  going  to  get." 
will  be  up  to  the  Slims  to  develop  a  new  online  strategy. 

Jigh  the  father-and-son  team  is  relatively  new  to  e-com- 
e,  they're  convinced  that  it's  crucial  to  link  online  sales  to 
existing  retail-brand  name  and  stores — something  co- 
com  has  not  done.  "You  have  to  organize  the  company  in- 
ally  to  make  the  right  combination  between  Internet  and 
ts,  clicks  and  bricks,"  says  Slim  Domit. 
■  fix  CompUSA,  Slim  Domit  says  he  will  apply  the  same  ba- 
rinciples  that  have  turned  his  family's  retail  empire  into  the 
profitable  in  Mexico.  That  means  cutting  costs,  managing 

ijitory  better,  adjusting  product  mix,  and  re- 
dng  store  locations.  Nothing  miraculous — 

nc  bhe  Slims  have  done  it  well.  And  at  Comp- 
they  won't  be  flying  solo,  thanks  to  the 
able  involvement  of  SBC  and  Microsoft.  Mi- 

ies  I  >ft's  motivation  for  investing  in  the  belea- 

^jed  retailer  is  likely  the  same  one  that  drove 
lay  down  $200  million  for  a  stake  in  con- 
r-electronics  chain  Best  Buy  in  December. 

J|  software  giant  is  relying  heavily  on  in-store 
lotions  to  sign  up  new  customers  for  its 
iosoft  Network  Internet  access  service.  SBC, 
iwhile,  will  get  a  new  retail  outlet  for  its 
al  subscriber-line  (dsl)  modems  and  other 
dband  equipment,  sbc  CEO  Edward  E. 
;acre  Jr.,  for  one,  is  confident  that  the  Slims 
;urn  CompUSA  around.  "He's  an  outstanding 


PACKAGING 

Phone  company  Telmex 
entices  customers  online 

business  man,"  says  Whitacrc  of 
Slim  senior.  "Maybe  the  best  I've 
ever  known." 

Besides  these  partnerships,  Slim 
and  son  will  also  rely  on  syner- 
gies with  their  own  companies, 
just  as  they  do  in  Mexico.  At 
home,  Slim  can  offer  telephone 
service,  Internet  access,  and  com- 
puters as  a  package.  Last  year, 
Telmex  introduced  a  special  deal 
that  allows  customers  to  purchase 
desktop  computers  for  a  $100 
down  payment  and  24  monthly  in- 
stallments of  $50.  Buyers  also  get 
free  Net  access.  It's  been  a  huge 
hit.  Telmex  sold  120,000  PCs  in  just 
six  months — and  is  still  selling 
around  800  a  day.  Meanwhile, 
Prodigy  now  has  403,000  sub- 
scribers in  Mexico,  175%  more 
than  a  year  ago. 

Due  in  large  part  to  the  suc- 
cessful Telmex  promotion,  Mi- 
crosoft figures  that  sales  of  com- 
puters in  Mexico  will  jump  32% 
in  the  12-month  period  ending  in 
June,  compared  with  only  18%  for  the  rest  of  Latin  America. 
"They're  one  of  the  few  companies  that  understands  in  detail 
how  to  tackle  the  consumer  market  in  Latin  America,"  says 
Mauricio  Santillan,  Microsoft's  vice-president  for  the  region. 
That's  why  last  year  the  Seattle  software  giant  teamed  up  with 
Telmex  to  tap  into  Latin  America's  Internet  boom  via  a  new 
$100  million  Spanish-language  portal.  Around  8.5  million  Latins 
are  currently  online,  and  that  number  is  expected  to  reach  24.3 
million  by  2003,  according  to  International  Data  Corp. 

In  the  fledgling  market  for  e-commerce  in  Mexico,  Slim 
also  has  been  a  leader.  Seguros  Inbursa  began  selling  auto  in- 
surance over  the  Net  in  October,  while  Grupo  Sanborns 
launched  its  own  site  in  September  to  complement  its  net- 
work of  305  brick-and-mortar  outlets.  The  Sanborns  site, 
which  sells  CDs,  books,  and  cosmetics,  is  now  logging  26,000 
hits  a  day — not  bad  for  a  country  with  only  1.3  million  active 
Net  users.  And  although  just  0.5%  of  visitors  make  a  pur- 
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NEXT! 


How  business  gets  done. 


i 


©  Worked  his  way  to  CEO  from  warehouse  trainee. 
Q  Earned  MBA  after  5  years  of  night  classes. 


Q  Led  233%  sales  increase  over  last  6  quarters. 

Q  Stock  slid  8%  on  misinformation  while  assistant 
tracked  down  V.P.  of  Investor  Relations. 


Nextel  is  dedicated  to  making  your  business  more  productive  with  Nextel  Direct  Connectf  our  digital,  two- 
way  radio  feature.  It  goes  beyond  cellular  for  the  instant  answers  you  need  with  the  push  of  a  button.  Call 
Corporate  Accounts  at  l-877-NEXTELC  or  demo  Nextel  Direct  Connect  at  nextel.com/corporateaccounts. 
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chase,  compared  with  2%  for  U.S.  sites,  the  average  tab 
runs  at  a  respectable  $50. 

So  far,  Slim  and  his  son  are  keeping  any  plans  to  link  up 
CompusA's  and  Prodigy's  operations  close  to  their  vests.  But 
there's  sure  to  be  plenty  of  cross-selr'ng  and  joint  promotions. 
Slim  may  offer  CompUSA  customers  free  Net  service  on  Prodi- 
gy. Or  Prodigy  subscribers  could  receive  special  discounts  on 
CompUSA  computers.  The  Slims  might  consider  opening  Comp- 
USA stores  south  of  the  border,  though  they  say  this  is  not  a  top 
priority.  Telmex,  meanwhile,  is  likely  to  exploit  CompusA's 
leverage  with  computer  suppliers  to  get  its  hands  on  cheap  PCs 
that  it  can  then  sell  to  its  Mexican  customers.  "We  didn't  offer 
to  buy  CompUSA  because  of  the  possible  synergies  with  our  oth- 
er areas  of  business,"  says  Slim  Domit.  "But  of  course  we 
will  seek  out  all  the  potential  synergies." 
THRIFTY.  If  the  Slims  apply  their  trademark  cost-cutting  to 
CompUSA,  they  could  get  it  back  in  the  black  before  yearend, 
says  Rolando  Calderon,  an  analyst  at  Santander  Investment  in 
Mexico  City.  It  could  take  several  years,  though,  for  operating 
margins  to  rise  to  the  3%-to-3.5%  of  rivals  such  as  Best  Buy. 
Still,  those  that  have  tracked  Slim  senior's  wheeling  and  deal- 
ing over  the  years  feel  he  is  up  to  the  task.  "Slim  has  never 
made  a  major  investment  that  has  not  paid  off  in  the  long  run," 
says  Claudio  Brocado,  Latin  America  portfolio  manager  for 
Putnam  Investments  in  Boston. 

Slim  claims  he  doesn't  intend  to  purge  senior  manage- 
ment at  CompUSA.  "Our  group  doesn't  believe  in  changing 
top  management  when  we  buy  a  company,"  lie  says.  But  no 


VESTED  INTERESTS 


Microsoft  and  SBC  may  pitc 
in  to  help  revitalize  CompUi 


doubt  he  will  try  to 

inject    some    of  the 

Slim  culture.  Despite 

his  vast  wealth,  Slim 

is     known     for     his 

thrift.  He  owns  no  private  jet,  no  helicopter,  and  no  lavisl 

vacation  homes.  His  office  is  a  windowless  bunker  with 

waiting  room  full  of  institutional  Naugahyde  furniture] 

Slim's  few  indulgences  are  a  giant  humidor  stocked  wit! 

Cuban  cigars  and  one  of  the  world's  largest  private  col-] 

lections  of  Rodin  sculptures. 

He  still  works  14-hour  days,  even  though  he  has  handec 
day-to-day  operations  over  to  his  sons:  his  eldest,  Carlos,  is 
chairman  of  Grupo  Carso  and  ceo  of  Grupo  Sanborns;  31J 
year-old  Marco  Antonio  heads  the  financial  group  InbursaJ 
and  30-year-old  Patrick  oversees  the  industrial  holdings 
from  his  perch  as  ceo  of  metals  company  Nacobre.  All| 
share  their  father's  devotion  to  the  bottom  line.  "We  simplj 
try  not  to  waste  resources,"  says  Slim  Domit. 

As  Slim  and  his  sons  continue  to  build  up  the  tech  side  of] 
their  family  business,  Slim  is  approaching  the  task  with! 
almost  missionary  zeal.  "I  want  to  make  sure  that  Mexico  is  I 
at  the  vanguard  of  this  new  digital  civilization,"  he  says.  Hisl 
goal  is  to  sell  computers,  phone  service,  and  Internet  access! 
to  as  many  Mexicans  as  possible.  And  before  long,  he  hopes  | 
to  be  doing  much  the  same  in  the  U.  S. 

By  Geri  Smith  in  Mexico  City,  with  Stephanie  Anderson\ 
Forest  in  Dallas  and  bureau  reports 
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AND  SO  PORTABLE,  YOU  CAN. 

(SHOWN  ACTUAL  SIZn 
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Though  it  weighs  under  6  pau'bds,  the  PowerLite  710c 
performs  like  a  true  heavywe|fe  giving  you  everything 
you  need  to  captivate  an  a*i#rence..  Perfect  color. 
Razor-sharp  detail.  And  plenty  or^ 
rooms  that  are  lit.  Plus,  when  it  com... 


beat  our  three  LCDs.  There's  even  Private  Line  phone 
support  for  immediate  assistance.  With  all  that,  there's  a 
lot  more  to  the  PowerLite  710c  than  meets  the  eye.  For 
while  its  size  may  make  it  the  smallest  projector  you've 
ever  seen,  its  performance  will  surely  make  it  the  greatest. 


YOU'VE  GOT  TO  SEE  IT  IN 


Hbm 


COLO 


NOSd3 


Epson,  the  world's  number  one  projector  company,  brings 
you  the  PowerLite  710c  featuring:  5.8  pound  weight  •  10.5"  x 
8.4"  x  3.5"  dimensions  •  Keystone  correction  •  1000  ANSI 
lumens  with  XGA  resolution  •  SizeWise v  technology  gives  you 
compatibility  with  computer  resolutions  up  to  1600  x  1200. 
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Click  Your  Way 
To  a  Mortgage 

As  rates  rise,  the  Net  is  beckoning 
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BY  LARRY  ARMSTRONG 

You're  frantic.  You're  in  hot  pursuit  of  your 
dream  house,  but  the  longer  it  takes  to 
find  it,  the  higher  the  mortgage  rates — 
and  real  estate  prices — are  heading.  If 
you're  willing  to  forgo  a  conventional  30- 
year  fixed-rate  mortgage,  though,  you  can 
find  ways  to  keep  your  interest  rate  in 
check.  And  with  all  the  mortgage  information 
now  available  on  the  Internet,  you  have  a  good 
shot  at  pinpointing  the  best  loan,  one  with  a 
monthly  payment  that  both  you  and  your  lender 
can  live  with. 

The  rate  for  a  30-year  fixed  mortgage  now 
averages  about  8.5%,  according  to  hsh  Associates, 
a  Butler,  N.J.,  financial  publisher  that  collects 
rates  from  mortgage  lenders. 
That  rate  includes  so-called  non- 
conforming loans,  those  above 
$252,700,  which  run  as  much  as 
a  half-point  higher.  For  borrowers  trying  to  out- 
race  the  rise,  it's  stomach-churning,  up  from  a  30- 
year  low  of  6.9%  in  October,  1998. 
NAME  YOUR  TERMS.  These  days,  the  best  place  to 
start  researching  a  mortgage  is  the  Internet. 
For  one  thing,  you  can  get  quotes  that  are  more 
current  than  those  in  the  Sunday  paper,  an  im- 
portant edge  when  interest  rates  are  volatile  and 
lenders  are  adjusting  rates  twice  or  more  a  day. 


Mortgages 


Better  yet,  you  can  ask 

for  quotes  on  properties 

you're    considering    by 

typing  in  the  asking  price  and 

the  down  payment  you  can 

afford.  You'll  get  back  a  flood 

of  proposals  at  different  rates, 

including  some  from  lenders 

you   would   never  think  to 

check. 

If  you  haven't  started  look- 
ing yet,  you  might  start  with 

a  general  real  estate  site,  like 

Microsoft's  HomeAdvisor  or 

iOwn.  They  start  you  off  with 

information  you  need  to  begin 

your  search,  such  as 
rals  to  real  estate  brokers  I 
ratings  of  school  districts, 
they  have  all  the  lending 

sources  on  their  sites  to  take  you  through  clc 

on  the  property.  Other  sites,  such  as  Quicken^ 

or  LendingTree,  specialize  in  loans'.  The 

major  mortgage  lenders  offer  their 

portfolios  through  these  sites,  and 

most  have  Web  sites  of  their  own 

as  well. 

Common  wisdom  has  it  that  you 

get  anything  cheaper  over  the  In- 


SITE 

Where  the  Deals  Are 

NO.  LENDERS    COMMENTS 

homeadvisor.msn.com 

13 

Full  real  estate  site  with  home  listings; 
online  applications;  links  to  lenders;  free 
PC  at  loan  closing 

quickenloans.quicken.c 

800  761-7130 

:om     21 

Lending  subsidiary  of  popular  financial  site; 
variety  of  mortgages;  $225  back  at  closing 
until  Apr.  1 

www.eloan.com 
888  356-2622 

70 

Largest  online-only  mortgage  bank;  processes          ^ 
and  funds  all  its  own  mortgages                         •*« 

www.iown.com 

877  669-4696 

35 

Home-buying  site  links  to  real  estate                ^KSs 
agents;  acts  as  mortgage  broker;  $500                  ^^ 

on-time  closing  guarantee                                     ^^ 

te£ 

www.lendingtree.com 

888  272-1355 

90 

Up  to  four  lenders  submit  bids  within  24            ^^Bj 
hours;  $500  back  with  credit  card                              3 

^^^~  ■ 

www.priceline.com 

46 

Customer  names  terms;  Priceline  matches  offer     ^* 
within  six  hours  or  counteroffers  within  two  days 

' 
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,  including  mortgages.  Bui  wide  variations 
I  ;ii  closing  make  it  difficult  to  tell.  There's 
estion  that  Web  lenders  arc  slashing  their 
u  stay  competitive.  And  that  can  serve  as  a 
when  negotiating  with  conventional  lenders 
lortgage  brokers. 

pay  Internet  lenders  claim  to  waive  appli- 
i  fees,  or  offer  cash  rebates  at  closing.  And 
there  are  Net-only  mortgages  for 
borrowers     with 


stellar  credit,  such  as  Countrywide  Home  Loans' 
(www.countrywide.coin)  Gold  Credit,  which  dis- 
counts closing  costs  by  1.26%  of  the  loan  amount. 
Priceline.com,  which  lets  you  name  your  own 
mortgage  terms  and  bills  your  credit  card  $200  if 
it  can  match  them,  is  rolling  out  a  program  with 
LandAmerica  Financial  Group,  a  title  company, 
guaranteeing  your  maximum  closing  costs  before 
you  submit  your  request.  "Over  the  next  three  or 
four  years,  the  Internet  will  make  all  of  the  fees 
transparent,"  says  James  P.  Smith,  vice-presi- 
dent of  Internet  business  strategy  at  Wells  Far- 
go. "The  borrower  will  have  control  of  all  the 
information." 

All  the  Internet  sites  offer  the  financial  tools  to 
tailor  a  mortgage  to  your  own  personal  situa- 
tion. Let's  say  you  want  to  keep  your  monthly 
payments,  including  insurance  and  taxes,  at  no 
more  than  28%  to  36%  of  your  gross  income,  as 
lenders  require.  Should  you  ante  up  a  bigger 
down  payment?  Or  should  you  pay  extra  points 
up  front,  to  buy  down  the  mortgage  interest 
rate?  Should  you  opt  for  a  shorter  or  longer 
term?  A  15-year  term  will  give  you  about  a  half- 
percent  break  on  the  interest  rate,  although  your 
payments  will  be  higher.  A  mortgage  loan  that 
stretches  out  40  years  will  lower  your  monthly 
housing  bill  by  spreading  payments  out  longer. 
Experts  recommend  that  only  for  the  truly 
strapped,  and  only  as  a  temporary  measure. 
CONVENTIONAL  OR  ADJUSTABLE?  Perhaps  the 
biggest  question  borrowers  ask  when  interest 
rates  rise  is  whether  to  get  a  conventional  30- 
year  mortgage,  or  give  up  the  peace  of  mind 
and  go  for  a  more  affordable  adjustable  rate  or 
balloon  mortgage.  "Most  people  reflexively  go 
for  a  30-year  fixed-rate  loan,  and  they're  pay- 
ing a  premium  price  to  get  it,"  says  Ray 
Brown,  co-author  of  the  best-selling  Home 
Buying  for  Dummies.  "Instead  of  paying 
the  lender  to  take  on  the  risk  for  30 
years,  you  should  only  be  asking  for 
the  period  you  plan  to  keep  the  mort- 
gage." In  other  words,  a  30-year  mort- 
gage is  okay  if  you  plan  to  stay  in  the 
house  for  the  long  haul.  But  if  you're 
like  most  Americans,  who  move  an  av- 
erage of  once  every  six  years,  or  if 
you  figure  you  can  someday  refinance 
the  loan  at  a  lower  rate,  you  should 
look  at  other  options. 
That  thinking  accounts  for  the  popu- 
larity of  adjustable  rate  mortgages,  called  arms, 
or  hybrid  mortgages,  which  account  for  about 
half  of  the  mortgages  written  today.  They  let 
you  choose  an  initial  period  of  1  to  10  years 
during  which  the  rate  is  fixed.  After  that,  the 
rate  is  adjusted  annually  to  move  with  a  cost-of- 
funds  index,  such  as  the  one-year  Treasury 
bill  rate.  You  are  still  protected  from  wide 
interest-rate  swings:  The  adjustment 
usually  is  capped  at  plus-or-minus 
two  percentage  points  a  year  and 
five  to  seven  points  over  the  life  of  the 
loan.  Right  now,  with  the  average  30- 
year  fixed  mortgage  at  8.54%,  the 
average  1-year  arm  is  7.04%,  and 
the  3-,  5-,  7-,  and  10-year  versions 
fall  in  between.  At  those  rates,  monthly  pay- 


Mortgages 
might  not  be 
cheaper  on  the 
Net,  but  the 
vast  universe 
of  mortgage 
sites  can  give 
you  the 
information 
you  need  to 
get  better 
terms 
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merits  on  a  $200,000  loan  rang 
$1,544  for  a  fixed-rate  30-yea 
to  $1,336  for  a  1-year  arm 
LOCK  IN  RATES.  If  you're  re 
buy  but  afraid  that  interest  rati 
continue  to  rise,  you  can  lock 
day's  rates  for  30  to  45  d 
about  an  eighth-  to  a  quart 
cent  of  the  mortgage.  If  you' 
ther  away  from  a  decision,  y 
extend  that  rate  lock  for  an 

ttional  fee.  One  good  be 
new  rate  lock  that  pr< 
... 


Web  sites  offer 
financial  tools  to 
tailor  a  mortgage  to 
personal  situation.  S 
waive  application  fees 
offer  rebates  at  closi 


closing,  even  if  it's  lower  than 
you  committed  to  the  mortj 
Bank  of  America  charges  abc 
half-point  up  front  for  a  90-day 
down"  lock,  but  applies  the  cr 
toward  the  closing  costs.  It  costs 
nothing,  but  usually  guarantees] 
BofA  gets  your  business. 

The  most  conventional  way  t<J 
duce  your  monthly  housing  bill 
pay  points  up  front  in  order  to  r^ 
et  down  the  interest  rate.  Right 
that'll  cost  you  about  a  point  for 
quarter  of  a  percent  drop  in  the 

Do  the  math  on  a  30-year 
mortgage  loan  from  Chase  Manha 
for  $400,000.  With  zero  points 
front,  the  loan  would  carry  a  ratj 
8.675%  and  a  monthly  paymen| 
$3,111.  The  same  30-year  fixed 
with  2  points  prepaid  yields  a  rat 
8.125%  and  a  payment  of  $2,9^ 
month,  resulting  in  a  savings  of ! 
a  month.  That  savings  costs 
$8,000  up  front.  So  if  you  move  or 
finance  before  57  months,  you 
money. 

Whatever  you  do,  don't  postpl 
that  purchase  in  the  hopes  that  m\ 
gage  rates  will  take  a  U-turn 
time  soon.  In  some  parts  of  the  cc 
try,  property  values  are  rising  fas| 
than  mortgage  rates.  Next  time 
check,  that  dream  home  may  c| 
you  $20,000  more. 
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VERYWHERE       TALKING. 

:tfm^   women,  future 

Spread  the  word.  On  April  5,  2000,  women/future  will 
assemble  the  largest  gathering  of  professional  women 
from  all  corners  of  the  world  for  the  MainEvent — an 
interpersonal  meeting  of  the  minds  and  an  inspirational 
look  at  the  way  we  do  business. 

From  Austin  to  Toronto,  Miami  to  Milan,  Buenos  Aires  to 
Singapore,  wherever  you  are,  we'll  all  be  there,  meeting, 
talking,  interacting.  Staged  at  over  200  locations  across  the 
U.S.  and  around  the  world,  the  MainEvent  will  let  you 
share  insights,  exchange  strategies,  and  offer 
wisdom.  You'll  interact  with  industry  leaders,  college 
students,  women's  associations,  and  management  teams. 

But  you  don't  have  to  wait  to  have'  your  say.  By  logging  on 
at  www.womenfuture.com  right  now,  you  can  review  hot 
topics,  read  our  speakers'  bios,  and  join  in  on  conversations 
that  will  shape  the  content  and  dialogue  of  the  MainEvent. 
You  can  also  call  us  at  l-877-WOMN-FTR  for  further 
information  and  to  purchase  tickets. 
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Will  Linux  Investors 
Be  Left  Out  in  the  Cold? 

Red-hot  IPOs  are  losing  their  sizzle 

Probably  since  the  day  in  1991  that  Linus 
Torvalds  posted  his  Linux  operating  sys- 
tem on  the  Internet,  people  have  been 
trying  to  figure  out  how  to  make  money 
from  it.  Linux  has  blossomed  into  a  rival 
to  Microsoft's  Windows  NT  and  now  Win- 
dows 2000  as  an  operating  system  for  network- 
linked  servers.  It  also  has  become  a  top  choice  to 
run  the  so-talled  information  appliances.  Two 
companies  that  base  their  business  on  this  soft- 
ware— Red  Hat  and  VA  Linux  Systems — went 
public  in  the  past  six  months  with  jaw-dropping 


results.  And  at 
two  more  Linux 
panies  may  tap  th 
tial  public  offering 
ket  this  year. 

This  is  all  the 
impressive  because 
<^  ux  is  nonproprieta 

and  free.  Any  dev 
er  who  adds  a  wr 
to  it  must,  as  a  c 
tion  of  getting  the 
ware  for  free,  pro 
the  source  code  for 
changes  he  has  m 
Linux  thus  seems 
tined  to  stay  in 
public  domain.  Arid 
puzzle  it  poses  rem; 
Can  companies  wl 
future  depends 
what's  essentiall 
freebie  prosper? 

The    Linux    con 
nies,    some    of   w 
have  cobbled  toge 
a    market    by    sel 
their   versions   of 
software    paired 
technical  support  to 
porations,  say  they 
an  answer.  Their  stn 
gy  is  to  make  mo 
selling  Linux  serv 
and  support,  a  busi: 
they  figure  will  gene 
recurring  revenues, 
so  far  no  one  has  ea: 
much  from  services 
ing  shares  in  Linux  companies  mighty  risky. 
PUMMELED  RED  HAT.  Consider  what's  happene 
Durham  (N.C.)-based  Red  Hat,  which  went  pi 
lie  last  Aug.  11.  Despite  Red  Hat's  record 
losses  and  measly  revenues,  investors  jum 
on  the  stock,  driving  it  up  on  its  first  day 
trading  to  $26.06,  from  its  offering  price  of 
and  later  to  a  high  of  $151.31.  Investors  fi: 
Red  Hat  could  parlay  its  60%  share  of  the  c 
mercial  Linux  market  into  a  role  as  a  lead 
services  company. 

Red  Hat  has,  indeed,  made  inroads,  wir 
clients  such  as  Amerada  Hess.  But  the  compa 
quickly  discovered  that  to  sell  itself  as  an 
around  services  provider,  it  had  to  extend 
expertise  to  embedded   systems,  the  mic^ 
processors  that  run  such  appliances  as 
phones  and  Internet-linked  refrigerators.  So 
Hat  bought  the  market  leader  in  Linux-emb^ 
ded  systems,  Sunnyvale  (Calif.)-based  Cyg 
Solutions,  for  $932  million  in  stock.  MeanwhileJ 
needed  more  cash  to  fund  its  shift  into  servic^ 
so  Red  Hat  filed  in  December  for  a  secondary 
fering  of  4  million  shares  at  $95  each.  Investc 
pummeled  the  company,  causing  its  stock  to 
31%.  Red  Hat  now  trades  at  around  $71.  In  tl 
nine  months  ended  Oct.  31,  the  company  posti 
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losses  of  $8.7  million  on  revenues, 
mostly  from  software  sales,  of 
$12.6  million. 

INSIDE  VIEW,  va  Linux  is  also  tying 
its  fortunes  to  services,  a  recent 
change  that  hasn't  done  wonders 
for  its  stock,  either.  The  Sunny- 
vale (Calif.)  company,  which  went 
public  on  Dec.  9,  saw  its  stock  rise 
from  $30  to  as  much  as  $320  be- 
fore falling  to  $115.50  on  Feb.  18.  As  recently  as 
six  months  ago,  va  Linux  specialized  in  making 
computers  that  would  run  quickly  and  efficiently 
with  Linux.  But  with  the  hardware  market  no- 
torious for  stiff  competition  and  low  margins, 
VA  recast  itself.  "We  are  a  complete  services 
company,  not  a  box  maker,"  CEO  Larry  Augustin 
now  says. 

But  rather  than  hire  a  horde  of  Linux  profes- 
sionals, va  Linux  hopes  to  enlist  an  army  of  un- 
paid software  experts  to  help  it  serve  corporate 
clients.  With  that  in  mind,  it  is  nurturing  the 
community  of  open-source  developers — Linux 
advocates  who  spend  their  free  time 
writing  Linux  codes — by  sponsoring 
some  of  their  favorite  Web  sites.  They 
want  to  "draw  on  the  expertise  of 
the  entire  community,"  says  George 
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IPO               POST              CURRENT    COMMENT 
PRICE           IPO  HIGH        PRICE* 

RED  HAT  (RHAT) 

$14       $151.31       $71.50      Moving  from  software  to  services 
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EXPECTED  IPO  DATE                          COMMENT 

LINUXCARE 

March                                Expanding  beyond  Linux 

TURBOLINUX 

Sometime  this  year             Sticking  to  Asian-language  software 

'Feb.  18 


Weiss  of  technology-consulting  firm  Gartner 
Group. 

For  example,  va  Linux  has  created  a  Web 
site  called  Source  Forge,  which  hosts  open-source 
projects  for  free.  Although  VA  won't  get  any 
proprietary  rights  to  software  that's  hosted  on 
Source  Forge,  it  gets  an  inside  view  of  those 
projects — a  possible  advantage  in  servicing  cor- 
porations. In  addition,  on  Feb.  3,  VA  acquired 
Web-site  operator  Andover.net  for  $975  million  in 
cash  and  stock,  a  purchase  that's  not  expected  to 
bring  much  revenue.  What  VA  is  getting  instead 
is  access  to  open-source  developers  because  An- 
dover  owns  popular  Linux-related  sites,  including 
slashdot.org  and  freshmeat.net.  "Eighty  percent 
of  open-source  developers  use  those  sites  as  their 
primary  means  of  staying  in  touch  with  the  com- 
munity," says  va's  marketing  vice-president,  Bri- 
an D.  Biles.  "If  you  put  the  whole  thing  togeth- 
er, it  ends  up  being  a  powerful  communications 
complex  and  development  center  for  open-source 
software." 


Linux  companies— whose  future  depem 
on  what's  essentially  a  freebie — aim  to 

prosper  by  selling  services  and  suppor 


According  to  va's  game  plan,  the  com 
can  post  knotty  problems  on,  say,  the  fresh 
site,  which  thousands  of  programmers  vis 
least  once  a  day,  and  solicit  answers  from  t 
Other  companies  won't  be  able  to  do  that.  I 
now  though,  va's  revenue  stream  isn't  at  a] 
pressive,  despite  such  clients  as  Hewlett-Pac 
In  the  first  three  fiscal  quarters  ended  Oc 
the  company  reported  losses  of  $24  millio 
sales  of  $27  million. 

Also  pursuing  a  service  strate 
San   Francisco   startup    LinuxC 
which  plans  to  go  public  in  M 
But  LinuxCare,  which  began  prir 
ly  as  a  support  specialist  whose 
handled  phone  calls  from  Linux  u 
with  technical  problems,  doesn't  want  t 
known  as  a  Linux-only  services  shop.  It 
quickly  changed  its  focus  to  becoming  a 
plete  services  company.  The  transform 
is  so  thorough  that  co-founder  Arthur  F. 
Ill  no  longer  defines  his  company  as  a  L 
outfit.  "We  can  look  at  your  systems  and 
you  that  you're  better  off  using  Windows  N 
Sun's  Solaris,"  he  said.  "We  could  easily 
the  word  Linux  out  of  our  name  without  ch 
ing  the  nature  of  our  company  one*  iota." 
IBM  ON  THE  WAY.  One  company  that  has  resi 
the  services  strategy  is  TurboLinux,  which  p 
to  go  public  sometime  this  year.  The  Brisb 
(Calif.)  company  expects  to  continue  to  focu; 
selling  modified  versions  of  Linux  in  Asian 
guages.  None  of  the  other  distributors  have 
en  on  that  niche.  "We  can  add  enough  valu< 
the  software  to  make  decent  margins  off  of 
says  TurboLinux  ceo  Cliff  Miller.  "The  growt 
Linux  in  Asia  is  incredibly  strong."  Altho 
the  company  doesn't  release  revenue  and  pr 
figures,  it  says  that  30,000  computers  a  mo 
with  preinstalled  TurboLinux  operating  syste 
were  shipped  in  Asia  last  year.  Miller  exp« 
that  number  to  increase  sharply,  thanks  to  d< 
with  Chinese  PC  makers  Great  Wall,  Langch 
and  tcl  Communication,  and  an  agreement  w 
Dell  Computer  to  produce  TurboLinux  boxes 
China. 

It's  easy  to  forget  when  sizing  up  Linux  cc 
panies  that  the  biggest  rivals  in  the  servi 
business  haven't  flexed  their  muscles  yet.  IBM, 
instance,  is  already  creating  a  Linux  divisi 
When  such  big  players  weigh  in,  several  Lir 
companies  may  have  to  join  forces  to  compe 
And  that  brings  us  back  to  that  puzzling  qu 
tion:  Does  it  make  sense  to  invest  in  overvalu 
Linux  companies  when  it's  not  clear  that  Lin 
can  be  a  commercial  success? 
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Tread  Carefully  When 
You  Buy  Tracking  Stocks 

They're  tied  to  the  fortunes  of  their  parent  company 


BY  SUSAN 
SCHERREIK 


Tracking  stocks  are  all  the  rage  on  Wall 
Street.  AT&T,  for  instance,  is  about  to  roll  out 
a  tracking  stock  tied  to  the  performance  of 
its  wireless  unit  in  an  initial  public  offering 
expected  to  raise  $10  billion.  A  dozen  other 
big  corporations  also  have  tracking  stocks  in 
the  works,  including  Staples,  New  York  Times, 
J.  C.  Penney,  DuPont,  and  Cendant. 

These  oddball  equities  are  a  class  of  common 
stock  whose  value  is  tied  to  a  particular-  segment 
of  a  corporation's  business.  They  are  especially 
popular  right  now  because  they  allow  diversified 
companies  to  highlight  a  high-growth  business  in  a 
hot  stock-market  sector.  Many  of  the 
newest  t  nicking  stocks,  for  instance, 
are  tied  to  the  perfor- 


n 


mance  of  a  corporation's  Internet  or  telecd 
nications  business.  The  more  traditional  wai 
corporation  to  unlock  the  value  of  a  high-octJ 
vision  is  to  spin  the  unit  off.  With  a  tra 
stock,  however,  the  parent  maintains  con 
control  of  the  subsidiary.  "The  parent  can  hi 
cake  and  sell  it,  too,"  says  Joseph  W  CI 
president  of  Spin-Off  Advisors  LLC,  a  Chica] 
search  firm. 
MIXED  BAG.  But  tracking  stocks  can  be 
deals  for  the  corporations  issuing  them  th} 
investors.  For  one  thing,  their  performanc 
been  a  mixed  bag  (table,  page  184).  It's  truj 
a  handful  of  tracking  stocks  have  been 
successful,  such  as  Sprint  pes.  That  tral 
stock,  which  is  tied  to  the  performance  of  Sn 
wireless  group,  gained  363%  last  year,  whi] 
share  price  of  the  parent  rose  65%.  AT&T's 
programming  group,  Liberty  Media,  and  bil 
darlings  Celera  Genomics,  a  tracking  stock  | 
Corp.,  and  Genzyme  Surgical,  a  tracking  stc 
Genzyme,  have  similarly  seen  their  share   I 
soar.  But  many  others  have  been  duds.  Ai 
them:  DLJ  Direct,  the  online  brokerage  uil 
Donaldson  Lufkin  &  Jenrette,  which  is  oft] 
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Internet      pJ 


OM 


Go.com 
dropped 
since 


- 


I 


j  c  Qt-<  c  £  n       2 

*^%i 

Hm|-h 

L  I    I 


.--■ .  ■;.. 


N  o  v  e  m  b  e 

launch,    and  Cir 

City's  used-car-dea 

ship  subsidiary  Carl 

is    down    93%    si 

its  1997  debut. 

How  do  tracking  stc 

fare  overall?  McKinsey  & 

examined    23    trackers 

tween  1988  and  1999. 

management        consult 

found  that  in  the  two  yc- 

after  the  tracking  stock 

issued,  its  average  total  ret 

was  19%  versus  an  average  2 

gain  in  the  Standard  &  Poor's  5 

stock  index  during  that  time.  Meanwh 
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JEER  GRAND  CHEROKEE 

On  average,  95  percent  of  your  lifetime  is  spent 
indoors.  This  being  the  case,  we  who  build  Jeep 
4x4s  have  gone  to  great  lengths  to  make  the  time 
you  do  spend  out  there  downright  amazing. 

It's  why  we  equipped  Grand  Cherokee  with 
Quadra-Drive,™*  our  most  advanced  four-wheel 
drive  system  ever.  Why  we  included  the  rock- 
hugging  fortitude  of  a  Quadra-Coir1"  suspension. 
A  4.7  litre  Power  Tech  V8  engine*  to  get  you 
over  mountain  ranges  and  such.  And,  for  obvious 

'Optional.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 

reasons,  a  very  pampering  cabin.  One  with  ameni- 
ties like  Infrared  Dual  Zone  Climate  Control, 
heated*  leather-trimmed  seats,  10-disc  CD  player* 
auxiliary  power  outlet,  and  map  lights. 

In  short,  with  such  an  exceptional  4x4,  five 
percent  of  a  lifetime  will  not  be  time  enough  out 
of  doors.  Our  point  exactly.  For  more  details,  please 
visit  www.jeep.com  or  call  1-800-925-JEEP. 

Jeep 

THERE'S     ONLY     ONE 

BusinessWeek  Investor 


Stocks 


Tracking  Stocks'  Patchy  Record 


the  parent  stocks  gen- 
erally outperformed  the 
trackers,  roughly  keep- 
ing pace  with  the  s&P 
500,  the  study  found. 

Trackers  possess 
many  of  the  same  fea- 
tures of  regular  com- 
mon equity-  For  in- 
stance,  companies  can      SPRINTPCS SPrint «*■ +174 gun 


TRACKING  STOCK 

OLJ  DIRECT 


PARENT  COMPANY 


PRICE* 


Donaldson  Lufkin  10!^., 
&  Jenrette 


CHANGE 
SINCE  OFFERINE 

-66% 


LIBERTY  MEDIA       AT&T 


50% 


+87 


CELERA  GENOMICS  PE  Corp. 
ZDNET  Ziff-Davis 

*  Feb.  18  "Pre-spht 


issue  dividends  for  the 
tracking  stock.  Corpo- 
rations also  provide 
separate  financial  data 
for  tracking-stock  subsidiaries  in  filings  with  the 
Securities  &  Exchange  Commission.  And  com- 
panies issue  options  on  tracking  stock  to  help  at- 
tract and  retain  top  executive  talent  at  their 
subsidiaries. 

EQUITY  INTEREST.  But  trackers  also  have  charac- 
teristics that  can  be  drawbacks  for  investors.  Be- 
cause a  tracking  stock  is  actually  an  equity  inter- 
est in  the  parent  company,  not  the  subsidiary, 
another  company  can't  acquire  the  subsidiary  by 
buying  up  the  shares.  That  means  there's  no 
chance  for  tracking-stock  investors  to  receive  a 
takeover  premium.  "One  of  the  reasons  why  in- 
vestors like  pure-play  companies  is  because  they 


315% 


+1,301 

-14 


SOURCE:  SPIN-OFF  ADVISORS 


A  tracking  stock  is  actually  an  equity  interest  in 
the  parent  company  so  another  company  can't 
acquire  the  subsidiary  by  buying  up  its  shares. 
There's  no  chance  to  reap  a  takeover  premium 


are  often  ideal  takeover  targets,"  says  Cornell  of 
Spin-Off  Advisors.  He  points  to  the  example  of 
Media  One,  the  cable  business  of  U  S  West,  which 
became  a  tracking  stock  in  1995.  Three  years  lat- 
er, US  West  spun  off  MediaOne  as  a  stand-alone 
company.  Cornell  says  that  MediaOne's  share  price 
languished  while  it  was  a  tracker.  But  soon  after  it 
became  independent,  AT&T  proposed  acquiring 
MediaOne,  causing  the  stock  price  to  surge.  In  the 
past  year,  MediaOne's  share  price  has  climbed 
36%.  AT&T's  acquisition  of  MediaOne  is  pending. 

Another  problem  is  the  potential  for  conflicts 
of  interest  because  the  parent  company's  board  of 
directors  also  governs  the  tracked  unit.  When  it 
comes  to  allocating  expenses  or  re- 
sources, for  instance,  it's  possible  that  a 
subsidiary  may  get  the  short  end  of 
the  stick  from  the  board.  "You  have  to 
trust  the  board  of  directors  to  do  the  PARENT  company 
right  thing,"  says  Jeffrey  Haas,  a  pro-  aj^j 
fessor  at  New  York  Law  School  who 


dot-com  unit,  ZDr 
March,  1999.  Th< 
ent  company  use( 
million  of  the  tota 
million  it  raised 
the  ZDNet  offeri 
pare  its  own  debl 
remainder  went 
Net,  which  has  ju; 
to  turn  a  j 
Shares  of  ZDNet 
fallen  14%  since 
launch,  and  Ziff- 
plans  to  eliminate 
as  part  of  a  broad  reorganization  that  will 
the  company  to  better  focus  on  its  Internet 
ations.  For  every  100  shares  of  ZDNet  own 
vestors  will  receive  180  shares  in  the  reorg; 
company. 

Conflicts  of  interest  between  the  parent 
pany  and  its  tracking-stock  shareholders  ha 
casionally  spawned  lawsuits.  The  most  prom 
involves  General  Motors.  In  1996,  the  auto  n 
extracted  a  $500  million  payment  from  EDS 
tracking  stock  of  its  Electronic  Data  Sys 
unit,  right  before  the  unit  was  spun  off  as  a| 
arate  company.  EDS  tracking  stockholders 
the  auto  maker,  charging  it  had  breached  its 
ciary  duty  to  them  by  deciding  terms  arbit: 
favorable  to  the  parent,  gm.  In  March,  19' 
Delaware  court  decided  in  favor  of  gm; 
Delaware  Supreme  Court  upheld  the  decisi 
January.  New  York  Law  School's  Haas  say 
ruling  is  a  setback  for  investors  in  tracking  st< 
because  it  undermines  their  legal  protections- 
caveat  emptor,"  he  says. 
PARENTAL  ISSUES.  Another  difficulty  with  t 
ing  stocks  is  they  can  be  affected  by  prob 
elsewhere  in  the  parent  company.  That's 
happened  to  Pittston,  which  in  the  mid-1 
reorganized  itself  as  three  tracking  stock: 
its  coal,  Brinks  armored  trucks,  and  air  c: 
units.  Pittston  recently  opted  to  fold  the  trac 
stocks  back  into  a  single  corporate  issue  bee; 
investor  fears  about  pension  and  health-car 
bilities  at  the  coal  company  were  dragging  d 
the  prices  of  the  other  two  tracking  stocks 
Tracking  stocks  tend  to  cash  in  on  inves 
fads.  So  it's  easy  to  gloss  over  their  extra  r 
when  their  shares  are  flying  high.  That's  why 
important  to  look  closely  at  the  parent  stock' 
nancial    stability    as    well    as    the    track 
prospects.  In  essence,  you  are  really  buying 
interest  in  both. 


Upcoming  Issues 


TRACKING  STOCK 


WHEN  EXPECTED 


•r 
I 


Wireless  business 


April 


studies  tracking  stocks.  "But  you  could  ^ITE@H0ME Media  assets August 

wind  up  getting  burned  if  they  don't."  J-C.  PENNEY  Eckerd  Drugs  chain        By  July 

Consider  what  happened  when  me-  STAPLES  Staples.com  May 

dia  company  Ziff-Davis  issued  a  track-  

ing  stock  via  a  $19-a-share  IPO  for  its 


SOURCE.  SPIN-OFF  ADVISORS,  INDIVIDUAL  COMPANIES 
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The  Road  To 

icreased  Productivity 

Starts  Here. 


oomLink ™  Connects  Travelers  with  High-Speed  Internet  Solutions  and  Desktop  Computer  Systems  in  Hotel  Rooms  Worldwide. 


Now  when  you  hit  the  road,  you  can  take  your  office  with  you.  PCRoomLink,  the  world's 
first  Productivity  Service  Provider,  offers  travelers  a  fully  functional  PC  with  high-speed 
Internet  access,  web-based  e-mail,  Microsoft  Office11  applications,  secure  access  to 
corporate  intranets  and  files,  local  information,  24/7  customer  service  and  tech 
support,  and  a  wide  array  of  membership  benefits. ..in  hotel  rooms  around  the  world. 
PCRoomLink.  Check  in  to  the  future. 


Connecting  Travelers  Worldwide5' 


lw.pcroomlink.com      Toil-Free  1.877.341.1000  or  1.856.327.7100      PCRoomLink  is  the  branded  product  of  Camanco  Communications,  Inc. 


BusinessWeek  Investor 


Hers 


PICKING  UP  THE  PIECES 
WHEN  A  SPOUSE  DIES 


BY  TOODI  GUTNER 

Collecting  all  the 
benefits  you're 
entitled  to  can  be 
exhausting.  But 
you  can  make  this 
ordeal  easier 


Since  retiring,  my  husband  Ivaivdled  inside  work 
and  I  tackled  the  yard.  Then,  cm  Jan.  2,  tie 
died.  How  to  survive  was  the  message  I  got 
very  fast.  Wliat  money  was  coming  in  and  going 
out?  I  am  alone  to  make  decisions  and  learn  what 
a  kme  woman  must  know.  After  50  years  of  being 
protected  in  a  marriage,  it  is  a  very  trying  aiwl  dif- 
ficult time. 

As  this  recent  widow  wrote  me,  losing  a  spouse 
is  devastating.  The  last  thing  most  survivors  want 
to  think  about  is  money.  But  financial 
affairs  become  the  most  pressing 
matter — a  trauma  for  women 
who  may  be  at  the  controls 
for  the  first  time.  Whether 
or  not  you're  new  to  the 
ways  of  money,  collect- 
ing all  the  benefits  you're 
entitled  to  can  be  ex- 
hausting.  But  you   can 
make  this  ordeal  easier. 

First,  obtain  several  cer- 
tified copies  of  your  spouse's 
death  certificate  from  the  fu- 
neral director.  You'll  need 
these  to  verify  your  hus- 
band's death  when  you  apply 
for  Social  Security  benefits,  j 
retirement  funds,  and  insur- 
ance proceeds,  among  other 
things.  Next,  contact  your 
husband's  life  insurance  agent 
to  file  a  claim.  Or  send  a  written 
request  to  the  insurance  company 
with  a  copy  of  the  death  certificate 
and  policy  number. 
KEEP  RECORDS.  You  can  often  download  claim 
forms  from  an  insurer's  Web  site,  but  you'll  be  re- 
quired to  send  in  the  original  policy.  Photocopy  it 
and  request  a  receipt.  If  you  don't  hear  from  the 
company  in  10  business  days,  submit  a  written 
complaint  to  the  head  of  the  claims  department, 
and  request  a  response  within  two  weeks.  If  that 
doesn't  work,  ask  your  state's  insurance  commis- 
sioner to  investigate.  Keep  records  of  all  corre- 
spondence and  phone  calls.  And  don't  forget  to 
look  for  life  insurance  hidden  in  other  accounts. 
Ginita  Wall,  founder  of  the  Women's  Institute  for 
Financial  Education  in  San  Diego,  advises  checking 
with  your  credit  union,  credit-card  issuers,  and 
auto  insurer  to  see  if  benefits  are  available. 

You'll  also  need  to  contact  the  human  resources 
department  of  your  husband's  employer.  Ask  about 
retirement  funds,  deferred  salary,  accrued  vaca- 
tion pay,  unpaid  bonuses,  commissions,  corporate  life 
insurance,  and  stock  options.  Options  typically  have 


a  10-year  life  from  the  date  they're  gran 
some  cases,  options  must  be  exercised  w 
year  of  the  owner's  death.  If  you're  the  ben 
of  your  husband's  retirement  funds,  they 
ically  pass  to  you.  Notify  banks,  brokers,  or 
al-fund  companies  holding  your  husband's 
retirement  plans,  such  as  iras  or  Keoghs. 
change  the  beneficiary  on  any  policies  or  ae 
that  listed  your  husband.  Finally,  call  the 
curity  Administration  (800  772-1213).  Make 
pointment  to  go  to  the  local  office  to  discus 
vivoi^s  benefits.  If  your  husband  was  working 
he  died,  bring  his  W-2  forms  for  the  last  two 
You'll  receive  $255  immediately  upon  yo 
band's  death.  You  can  claim  monthly  bene 
you're  at  least  60. 

You  may  want  to  have  a  family  member  i 
torney  help  with  your  efforts.  But  even'i 
think  you've  rounded  up  all  your  husband's  a 
you  may  have  missed  some.  "Try  to  reme 
every  bank,  brokerage  house,  insurance  com 
and  employer  your  husband  ever  had  de 
with,"  recommends  Barbara  Raasch,  partri 
Ernst  &  Young  in  New  York.  Once 
have    pieced    together   the    fina 


A  New  Widow's 
Financial  Ghecklis 

•  Get  several  certified  copie  ^ 
of  death  certificate 


•  Collect  will,  trust  docu 
ments,  marriage  certificate 
bank  and  brokerage  state 
ments,  real  estate  leases,  a 
deeds 

•  File  life  insurance  claimsl 
but  don't  rush  to  invest 
proceeds 

•  Make  sure  your  medical  insuij 
ance  remains  in  force 

•  Contact  spouse's  employer  about  retiremer 
funds,  deferred  salary,  stock  options,  accruec 
vacation  pay,  bonuses,  commissions,  and  cor 
rate  life  insurance 

•  Apply  for  Social  Security,  veteran's,  and  pre 
fessional  organization  benefits 

puzzle,  resist  making  big  investment  decision 
the  first  six  months  after  your  loss.  You  have  to| 
assess  your  financial  needs,  and  it's  tough  to  d 
while  grieving. 


i 


BusinessWeek  ONLINE, 


For  more  on  women  and  investing,  or  to  join 

a  discussion  in  our  forum,  see  hers.online  at 

www.businessweek.com/investor/. 


" 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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If  you've  been  putting  off 
esting  for  your  retirement,  we 
ve  a  suggestion  for  you:  don't 
on  it  any  longer. 

Visit  National  Discount  Brokers 
db.com)  instead.  We  offer  access 
a  full  range  of  IRA  products,  and, 


just  as  importantly,  we  provide  the 
tools  to  help  you  make  sense  of 
them  all. 

Our  Retirement  Center,  for 
example,  will  help  you  with  the  ins 
and  outs  of  retirement  planning*, 
including  a  "top  ten"  list  of  things 


NATIONAL  DISCOUNT  BROKERS 

The  Resource  for  the  Resourceful    Investor. 


Retirement  Center 


The  Latest  From  MOB. 


Give  the  Oirt  of  Investing:  PuckBu 
NDBcjftewtJlkat'Si  rso^smsWt.  fcr  tr 


^  Education  and  Plannina 

The  Vl/ 3 1 1  Street  Trariscnpt 

Iniijj-ittu  ,nt*rvi*w*  with  CEOs.  Aral]  ^  Open  an  Account 
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NDBMail:  Sign  Up  For  Your  Free  H       Accounts 
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•  Wall  Si  ,'s  drop  to  be 
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analyst  _- 

•  Reuters  Tech  News 
Summary 
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•  U.S.  stocks  hammered  in 
late  trading 
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you  need  to  know. 

If  you  prefer,  you  can  talk  to 
a  Retirement  Specialist  by  phone  or 
e-mail  to  discuss  the  retirement 
products  available  through  NDB.  And 
if  you  still  have  specific  questions, 
you  can  take  advantage  of  our  hot 
links  to  other  helpful  sites  like  the 
Social  Security  Administration  or  the 
Internal  Revenue  Service. 

A       A       A       A 

xxxx 

-Barron's** 

For  information  on  how  to  open 
an  account,  visit  our  web  site  today 
or  call  1-800-4-1 -PRICE.  And  find 
out  why  so  many  investors  are  flock- 
ing to  NDB. 


"Please  consul!  your  personal  tax,  legal  or  investment  advisor  to  determine  which  specific  retirement  plan  is  right  for  you.  "Barron's  3/15/99  "Annual 
Survey  of  Online  Brokers"  NDB  has  relationships  with  third-party  research  and  data  vendors  Securities  products  and  services  are  offered  through  NDB, 
NDB  does  not  provide  tax.  legal  or  investment  advice.  NDB  is  member  NASD,  SIPC,  MSRB  and  Discount  Brokers  Assn.  NDB  is  a  National  Discount 
Brokers  Group  Co.  Barron's  is  a  registered  trademark  of  Dow  Jones  &  Co.  Inc. 
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Sheraton  Premiere  at 
Tysons  Corner,  Vienna,  VA 
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David  R.  Bliss, 

vice-chairman. 

Delta  Consulting  Group 


Randolph  D.  Gale, 

president  and  CEO, 

eNutrition 


Michael  J.  Mulligan, 
chairman  and  CEO, 
MapQuest.com,  Inc. 


Michael  J.  Soenen, 

president  and  CEO, 

FTD.com 


April  11, 2000 

SHERATON  PREMIERE  AT  TYSONS  CORNER 
VIENNA,  VA 

Winning  strategies 
for  the  e-biz  revolution. 

What  will  upcoming  regulation  do  to  your 
e-business?  How  does  Linux  change  the  whole  picture? 
What  is  the  future  for  clicks  and  mortar  companies? 
Now  you  can  learn  the  practical,  relevant  information 
that  you  will  need  to  compete  today  and  tomorrow. 

You  will  hear  the  latest  news  from  Netscape's 
chief  strategist,  Kevin  G.  Coleman  and  Ed  Kilroy, 
general  manager,  E-Commerce,  IBM  Software  Solutions 
Division,  among  others.  You'll  explore  evolving 
e-business  models,  the  cultural  impact  of  e-business, 
enhancing  customer  experiences,  technical  solutions, 
supply  chain  integration  or  security  issues.  You'll 
work  with  the  strategists,  marketers,  operations, 
fulfillment,  customer  service  and  logistics  people 
that  will  take  e-commerce  to  the  next  level. 

Only  a  limited  number  of  professionals  will  be 
able  to  take  part  in  this  event.  For  more  information, 
or  to  register: 

Go  to:  www.conferences.businessweek.com/2000/ebiz2 
e-mail:  ebiz_conference@businessweek.com 
phone:  800-821-1329 
fax  on  demand:  800-821-1329,  document  #140 


Kevin  G.  Coleman, 
chief  strategist, 

Netscape  Division, 
America  Online 


J.  Russell  Gates, 

global  director, 

e-Business  Risk  Consulting, 

Arthur  Andersen,  LLP 


Michael  J.  Saylor, 
president  and  CEO, 
MicroStrategy,  Inc. 


Chris  Tice, 
senior  vice-president, 


Marketing  and  Advertising  Sales, 
Sony  Online  Enteitainment 


PRESENTED    BY: 


BusinessWeek 


CO-PRODUCED    BY: 


USWeb  CKS 


A  Division  of  The  McGraw-Hill  Companies 


in  partnership  with:  Oracle  Corporation 
sponsored  by:  BMC  Software  ■  Compaq  Computer  Corporation 

MicroStrategy  ■  UUNET 
with  the  support  of:  IDA  Ireland  -  Industrial  Development  Agency  of  Ireland 
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The  Barker  Portfolio 


THERE'S  NO  SUCH  THING 
AS  A  FREE  CLASS 

A  tall,  trim  young  man,  Thorn  Prudente,  called 
the  class  to  order.  "Today,  we're  going  to 
learn  about  advanced  option  strategies, 
right?"  The  room  sank  into  anxious  silence.  Had 
I  wandered  into  the  new  movie  Boiler  Room'! 
Then,  Prudente  smiled  and  said:  "Just  kidding." 
Chief  of  the  Charles  Schwab  office  in  Melbourne, 
near  my  Florida  home,  Prudente  was  about  to 
lead  me  and  five  other  amateurs  in  a  decidedly 
basic  seminar  about  online  investing. 

Schwab  calls  these  sessions  WebShops. 
Since  October,  nearly  30,000  clients  and 
prospects  nationwide  have  attended, 
and  by  yearend  Schwab  aims  to  host 
210,000  more.  Why?  Brokers  big  and 
small,  full-service  and  cut-rate,  are 
struggling  to  win — or  keep — your  as- 
sets. They  think  elaborate  education 
programs  give  them  an  edge.  "Hav- 
ing clients  who  feel  confident  only 
contributes  to  a  stronger  relationship," 
PaineWebber  spokeswoman  Donna  Pe- 
terman  told  me. 

Usually  free,  these  sessions  take  time 
and  often  prompt  a  follow-up  call  from  a 
broker.  So,  wondering  whether  they're 
worth  your  trouble,  I  recently  tried  two 
distinct  approaches:  first,  Schwab's  WebShops, 
which  I  sampled  in  three  branches  with  different 
broker-instructors;  and  second,  a  pilot  program  of 
online  seminars  offered  by  PaineWebber  (table). 
Overall,  both  programs  proved  thoughtful  and 
well-delivered.  But  each  also  came  strewn  with 
subtleties  that  you  should  heed  closely. 

Prudente's  lesson,  for  example,  was  clear  and 
crisp,  including  the  best  four-sentence  explanation 
I've  heard  of  "beta,"  a  measure  of  risk.  He  also 
made  a  couple  of  startling  overstatements.  Pru- 
dente showed  a  Web  page  with  the  firm's  "Eq- 
uity Report  Card"  on  America  Online — "every- 
thing you're  ever  going  to  want  to  know  about 
AOL.  You're  getting  opinions  from  all  the  ana- 
lysts." Yes,  Schwab's  report  card  is  a  good  start- 


BY  ROBERT  BARKER 

Brokers  are 
offering  free 
seminars  on  online 
investing.  Are  they 
worth  your  time — 
and  the  follow-up 
sales  call?  Yes, 
if  you  know  what 
to  watch  out  for 


. 


ing  point.  But  would  you  trade  AOL  bi 
this  summary  alone?  I'd  want  to  dig  deed 
This  matters  because  most  investors  I  a 
in  WebShops  had  never  traded  online  be) 
Pasadena,  Calif.,  for  example,  printing  exi 
Rima  Ashkar  told  me  the  hour  led  by  ins 
Diana  Love  was  well  worth  it:  "I  guess  I  r 
spend  some  time  on  my  own  now,  but  th 
good  start."  Yet  I  had  to  wonder  where  the" 
herding  we  got  might  lead.  Love  showed 
links  to  research  on  industries,  saying:  "I 
the  technology  sector  is  where  everyone 
want  to  go  and  look."  Maybe,  but  maybe 
they  were  looking  for  cheap  stocks.  Wh 
man  asked  for  "streaming"  quotes,  a  feati 
manded  by  active  traders,  Love  told  him  S| 
couldn't  help — even  though  it  had  recently 


In  Person  Or  On  Your  PC 


CHARLES  SCHWAB'S 
WEBSHOPS 

800  9-SCHWAB 
www.schwab.com 


PAINEWEBBER'S  ONLINE 
SEMINARS 

www.painewebber.com 


Hour-long  sessions  at  Schwab  branches 
explain  the  Web  site's  portfolio  management, 
research  and  trading  tools;  not  for 
experienced  online  traders 


Twenty-minute  Web  video-and-slide  shows 
cover  thematic  investing  and  muni  bonds;  an- 
other one  is  coming  on  estate  planning;  high- 
speed hookup  of  at  least  56K  is  preferable 
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to  buy 

CyBerCorp,  which  specializes  in  just  that, 
later  told  me  she  felt  the  client  was  not  readjt 
may  be  right.  On  the  other  hand,  why  not 
that  out  with  him? 

Paine  Webber's  pilot  cyber-seminar,  a  23-m 
slide  show  with  strategist  Mary  Farrell  on 
the  firm  uses  demographic  and  technolo  jfs  ] 
themes  to  pick  stocks,  had  the  benefit  of  1: 
available  at  all  hours  from  any  computer.  Bu 
best  for  the  wired  elite.  Via  my  slow, 
hookup,  I  heard  Farrell  speak  on  the  comp 
speakers  and  saw  31  slides  flashing  her 
points.  But  without  a  faster  link  I  couldn't 
the  video  of  her  and  had  to  settle  for  a 
photo.  It  felt  like  Marconi's  first  transmissk 

Despite  that,  and  whether  or  not  you  buy 
firm's  bullish  outlook,  Farrell's  talk  struck 
as  a  terrific  lesson  in  how  investors  might  tj 
their  way  to  a  coherent  strategy.  All  that 
missing  were  names  of  stocks  she  likes.  To  si 
list  of  31  picks,  including  Nextel  and  Tiff; 
you  must  give  your  name  and  number  so  on 
the  firm's  7,576  brokers  can  reach  you.  Wl  h  j\m( 
wrong  with  that?  Nothing,  necessarily.  Just 
member,  when  you  go  to  school  on  Wall  Str '   * 
the  tuition  bill  may  come  due  after  graduatii  — Jusl 

For  barker. online,  go  to  umnv.businessw> 
com/investor/  or  AOL  keyword:  BW  Daily 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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How  does  consistency 

build  and  maintain 

momentum? 


How  much  money  does 
my  company  need  to 
spend  on  advertising? 

How  does  successful 

branding  build  trust 

with  investors? 


:.  "e's  no  shortage  of  questions  about  the  best  way  to  build  your  brand.  Answers  are  harder  to  come 
to  business  Week  offers  a  solution  with  The  Impact  of  Advertising  series. 


ted  for  Business  Week  by  Jim  Gregory,  CEO  of  Corporate  Branding,  LLC,  and  author  and  leading 
rt  on  corporate  branding,  these  booklets  offer  invaluable  guidance  on  how  to  best  invest  your  ad 
loirs.  The  series  includes: 


In 


if 


The  Impact  of  Advertising  on  Brand  Momentum:  illustrates  how  consistent  communication  alone 
can  boost  branding  efforts  and  increase  your  market  capitalization  by  billions  of  dollars. 

The  Impact  of  Advertising  on  Brand  Power:  identifies  the  amount  of  advertising  spending  required 
to  build  brand  power  by  industry. 

The  Impact  of  Advertising  to  the  Financial  Community:  explains  how  to  build  credibility  and 
leverage  when  addressing  the  financial  community. 

ness  Week  is  more  than  a  source  for  readers  to  gain  the  confidence  to  make  smarter  professional 
sions.  It's  also  the  perfect  partner  to  help  you  make  a  lasting  impression. 

'f\  opies  of  The  Impact  of  Advertising  booklets  please  contact: 

T>  1  America — Catherine  Ingargiola,  212-512-3836  or  catherine_ingargiola@businessweek.com; 

pe — Anne  Renton,  44-181-545-6267  or  anne_renton@businessweek.com; 

—Justine  Moss,  65-530-6447  or  justine_moss@businessweek.com 
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Inspiration  for  International  Commerce  Tower  strikes  while 
deciding  between  Cocoa-Puffs®  and  Count  Chocula® 
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on  to  Offi 

,  Latest  zoning  . 

Network  with  builders  to  estimate  cost 
of  flying  buttresses 

Conduct  trademark/patent  search 
on  design 

ign  software  upgrade 


Today's  businesspeople  are  always  thinking.  Always  looking  for  better  answers  and  solutions. 
Now  they  can  find  them  at  Office.com— the  top-rated  online  business  center  with  expert, 
in-depth  information  on  nearly  150  industries  and  professions,  unparalleled  tools  and  access 
to  the  people  and  services  businesspeople  need  the  most.  The  new  way  to  WOrkr 

Cocoa-Puffs  and  Count  Chocula  are  registered  trademarks  of  General  Mils. 

©2000  0ffice.com  Inc.  All  rights  reserved.  Rated  111  online  business  center  overall  and  on  value  to  end  users  by  Cahners  In-Stat  Croup,  December  1999. 
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Is  Internet  leader  America  Online  (aol)  now 
poised  for  a  strong  recovery?  The  market  has 
trashed  Aol's  shares  since  it  announced  on 
Jan.  10  that  it  was  acquiring  Time  Warner.  Trad- 
ing as  high  as  94  in  mid-December,  aol  shares 
have  been  going  downhill,  to  49  by  Feb.  22.  But 
the  stock  rebounded  the  next  day  to  57,  on  an 
upbeat  report  by  Merrill  Lynch.  Add  to  Mer- 
rill's bullish  stance  the  voice  of  San  Francisco  in- 
vestment firm  Harris  Bretall  Sullivan  &  Smith, 
which  manages  $6  billion.  It  believes  that  aol's 
stock  is  dirt  cheap  and  the  company  will  emerge 
stronger  than  it  was  before  the  proposed  merg- 
er. Harris  Bretall  has  been 
buying  shares  and  adding 
to  its  aol  position. 

"aol  has  become  a  ter- 
rific bargain  at  this  level, 
based  on  the  combined 
companies'  huge  cash  flow, 
or  EBITDA  [earnings  before 
interest,  taxes,  deprecia- 
tion, and  amortization]," 
says  Seth  Scholar,  technol- 
ogy guru  at  Harris  Bretall, 
who  tracks  both  aol  and  Time  Warner.  The 
skeptics  are  discounting  AOL  as  a  slow-growth 
company  once  it  hooks  up  with  Time  Warner. 
Scholar  disagrees.  "The  huge  cash  flow  of  the 
combined  companies  and  their  projected  growth 
rate  of  25%  to  30%  next  year  indicate  to  me 
that  aol  will  be  a  terrific  grower,"  he  says. 

And  compared  with  the  current  valuation  of 
some  big  leaders,  aol  is  very  cheap,  argues 
Scholar.  Microsoft  and  Cisco  Systems,  he  notes, 
are  trading  at  two  times  their  cash-flow  growth 
rate  of  50%,  and  emc  and  Sun  Microsystems  are 
selling  at  1.5  times  their  growth  rate  of  25%  to 
30%.  aol  is  trading  at  a  mere  0.9  times  its  2001 
cash-flow  growth  rate  estimate  of  25%.  Scholar 
puts  the  cash  flow  of  AOL-Time  Warner  at  $10.3 
billion,  or  $2.33  a  share  for  2001.  Given  a  1.5 
multiple  of  cash  flow  to  a  growth  rate  of  just 
25%,  aol  should  trade  at  80;  at  two  times  cash- 
flow growth,  it  should  be  120,  figures  Scholar. 
With  aol's  stock  way  down,  there  is  worry  that 
the  merger  might  abort.  "If  it  does,  aol's  stock 
will  rocket,"  predicts  Scholar. 


THE  HOTTEST 
SHOW  IN  TOWN? 


T 


|  he  new  gorilla  of  live  entertain- 
ment events,  sfx  Entertainment 
(sfx),  is  in  itself  well  worth 
watching:  Lively  investment  values  are 
expected  to  accrue  this  year.  So  say 
some  pros  who  have  been  accumulating 
shares  as  they  languish  in  the  low  30s. 
Now  at  33  a  share,  the  stock  traded  as 


high  as  51  last  mid-July.  Led  by  r 

chairman,  Robert  Sillerrnan,     i  •    has  been  busy 

doing  acquisitions,  signing  up  new  shows,  and 

building  its  Internet  strategy.  For  2000,  IX,  a 
promoter  and  producer  of  live  events,  has  signed 
or  is  in  final  talks  to  produce  30  concert  tours,  in- 
cluding Tina  Turner  and  the  Backstreet  Boy.--. 

"Business  trends  in  the  first  quarter  are 
strong,"  says  Harry  Curtis,  an  analyst  at  Robert- 
son Stephens,  who  has  a  buy  rating  on  the  stock. 
Its  Web  site,  sfx.com,  currently  attracts  about  1 
million  page  views  a  week  without  any  promo- 
tions on  sfx's  part,  notes  Curtis.  The  Web  site 
lists  tours  by  artists,  Broadway  shows,  rock  con- 
certs, and  sports  events,  sfx  is  also  launching  its 
ticket  buyers'  club,  and  it  has  a  stake  in  Ultra- 
stara,  a  fan-based  Internet  service  provider.  "As 
sfx  builds  Internet  'eyeballs,'  it  increases  the 
probability"  of  spinning  off  one  or  more  of  its  In- 
ternet assets  by  yearend  2000,  says  Curtis. 

Another  reason  why  some  pros  are  buying 
into  sfx:  cbs,  which  is  in  the  process  of  being  ac- 
quired by  Viacom,  is  believed  to  be  interested  in 
buying  a  big  stake  in  sfx.  "sfx  has  been  in  in- 
formal talks  with  some  cbs  executives,"  says  an 
investment  banker  familiar  with  the  situation. 
"These  talks  could  lead  to  a  buyout,  but  Siller- 
man  won't  sell  for  less  than  70,"  says  the  banker. 
Viacom  spokesman  sfx  couldn't  be  reached  for 
comment. 

WATCH  THIS 
MARKET  WATCHER 

Here  is  a  little  known  business-to-business  e- 
commerce  Internet  play  that  operates  a 
profitable  business  of  its  own.  The  company 
is  Source  Information  Management  (sorc),  whose 
basic  business  is  making  display  racks  used  by 
retailers  at  checkout  counters.  The  business  has 
high  gross  margins  (30%)  and  accounts  for  70% 
of  the  company's  sales. 
Source  has  77%  of  that 
market.  But  the  new 
growth  area  at  Source  is 
its  business-to-business 
Web  site,  Interactive  Com- 
munication Network  (icn), 
which  gathers  daily  and 
weekly  data  on  sales  of 
magazines  and  such  con- 
sumer products  as  razors, 
candy,  and  gum.  "ICN  could 
develop  in  two  years  into  a  company  earning  $2 
to  $3  a  share,"  says  Douglas  Raborn,  who  heads 
the  investment  firm  Raborn  &  Co.  icn  gets  dai- 
ly visits  from  250  retail  chains  with  60,000  stores 
and  publishers  representing  1,700  magazine  titles. 
The  site  provides  timely  sales  info  online  to  re- 
tailers, such  as  Kmart,  Walgreen,  and  Barnes  & 
Noble,  as  well  as  such  companies  as  Hershey 
Foods  and  Gillette.  Raborn  says  Source  is  grow- 
ing at  50%  a  year  and  selling  at  18  times  his  es- 
timated 2000  earnings  of  $1.10  a  share.  His  tar- 
get for  the  stock,  currently  trading  at  20,  is  38. 


RACKING  UP 
GROWTH  ONLINE 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Feb.  23 


%  change 
Year-to    Last  12 
Week       date        months 


GLOBAL  MARKETS 


Feb.  23 


S&P500 

Feb    Aug  Feb.    Feb.  17-23 


ill 

52-week  change 
+8.6% 


:I4I5 


H  360.69 
1340 


1 -week  change 
-1.9% 


COMMENTARY 

The  Nasdaq  Composite  In- 
dex continued  to  be  the 
market's  star,  rising  to  an 
all-time  high  on  Feb.  17. 
But  blue  chips  maintained 
their  desultory  performance. 
The  Dow  Jones  industrial  av- 
erage fell  295  points  on  Feb. 
18,  hit  by  interest  rate 
worries.  Financial  stocks  led 
the  decline.  The  Nasdaq — 
but  not  the  Dow — rallied  on 
Feb.  23. 

Data:  Bloomberg  Financial  Markets 


Dow  Jones  Industrials 

Nasdaq  Composite 

Nasdaq  100 

S&P  MidCap  400 

S&P  SmallCap  600 

S&P  Super  Composite  1500 

SECTORS 

S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


10,225.7       -3.2      -11.1 
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4550.3 

4170.1 

445.9 

207.5 
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843.1 
548.8 
115.5 
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71.4 
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237.0 
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484.5 
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4.9  27.5 
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S&P  Euro  Plus 
London  (FT-SE  100) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Defense  Electronics 
Semiconductors 
Communications  Equip. 
Invest.  Banking/Brkrge. 
Medical  Products 


46.3 

18.0 

12.3 

8.2 

6.5 


Instrumentation 
Defense  Electronics 
Communications  Equip. 
Semiconductors 
Oil  &  Gas  Drilling 


245.1 

150.7 

116.9 

98.6 

90.2 


Shoes  -43.1 

Engineering  &  Constr.  -32.7 
Metal  &  Glass  Containers  -31.1 
Hospital  Management  -27.7 
Hotels  &  Motels  -27.6 


Feb.  22 


1361.9 
23.0% 
0.50 
0.73 


Pollution  Control 

Toys 

Office  Equip.  &  Supplies 

Tobacco 

Shoes 


MUTUAL  FUNDS 


■■SSP500"  ■ 
4-week  total  return 


I  US  Diversified 


I  All  Equity  Week  ending  Feb  22 

52 -week  total  return 


%       -4       -3       -2       -1 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


7        14      21       28      35      42 
"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return        % 

Health  12.0 

Technology  8.9 

Europe  8.1 

Small-cap  Growth  7.4 

Mid-cap  Growth  6.1 

Leaders 

52-week  total  return % 

147.3 
98.6 
94.8 
93.6 
89.0 


Laggards 

Four-week  total  return 


•. 


Financial  -6.7 

Large-cap  Value  -4.6 

Mid-cap  Value  -4.4 

Natural  Resources  -4.2 

Real  Estate  -3.0 

Laggards 

52-week  total  return  % 


Technology 

Japan 

Diversified  Pacific/Asia 

Small-cap  Growth 

Mid-cap  Growth 


Financial 
Large-cap  Value 
Real  Estate 
Mid-cap  Value 
Precious  Metals 


-15.3 
-3.2 
-3.1 
-0.6 
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INTEREST  RATES 


KEY  RATES 


Week 
Feb.  23      ago 


Year 
ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
1-YEAR  TREASURY  BILLS 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS      6.12 
30-YEAR  FIXED  MORTGAGE      8.34 


5.40%    5.39%   4.54% 
5.81       5.72       4.67 


BLOOMBERG  MUNI  YIELD  EQUIVALI  -' 

! 
Taxable  equivalent  yields  on  AM-rated,  tax-exs  .in 

municipal  bonds,  assuming  a  31%  federal  tax 

10-yr.  bond    30-yr 


6.22 
6.41 


6.18 
6.54 
6.26 
8.45 


4.85 
5.18 
5.51 
7.00t 


GENERAL  OBLIGATIONS  5.24%      5  \ 

TAXABLE  EQUIVALENT  7.59         8 


INSURED  REVENUE  BONDS     5.36 


TAXABLE  EQUIVALENT 
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Change  from  last  week:  -0.2% 


Change  from  last  year:  11.1% 


m,i 


p    - 


INDUSTRIAL  OUTPUT 

Feb.  12=163.3 

1992=100 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  continued  to  slid 
week  ended  Feb.  12.  The  unaveragec  l[" 
however,  was  up  0.8%,  to  163.0  from  | 
After  seasonal  adjustment,  output  of 
trucks, and  electricity  were  down  consic  i  ip 
while  lumber  fell  only  fractionally.  Coal  [  m 
tion  was  up  11.5%,  with  a  22.3%  incnf" 
Pennsylvania's  output.  Rail-freight  tra 
creased  by  7.5%,  with  a  21.2%  weekly  iip 
in  carloads  of  crushed  stone,  sand,  and 
Output  of  steel  and  crude  oil  were  also 
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I  THE  WEEK  AHEAD  I 


PERSONAL  INCOME  Monday,  Feb.  28,  8:30 
a.m.  est*  Personal  income  in  January  is 
expected  to  rise  of  0.6%,  based  on  the  me- 
dian forecast  of  economists  surveyed  by 
Standard  and  Poor's  mms,  one  of  The  Mc- 
Graw-Hill Companies.  December  income 
was  up  0.3%.  January  consumer  spending 
should  rise  0.4%,  after  a  0.8%  gain  in 
December. 

CONSUMER  CONFIDENCE  Tuesday,  Feb.  29, 
10  a.m.  est*  The  Conference  Board  is  ex- 
pected to  report  its  February  confidence  in- 
dex at  144,  based  on  the  s&p  mms  survey, 
down  from  the  record  144.7  hit  in  January. 


PURCHASING  MANAGERS  REPORT  Wednesday, 
Mar.  1,  10  a.m.  est*  The  National  Associ- 
ation of  Purchasing  Management's  February 
index  of  industrial  activity  is  expected  to 
rise  to  56.5%,  from  56.3%>  in  January. 

CONSTRUCTION  SPENDING  Wednesday,  Mar. 
1,  10  a.m.  est  ►  Construction  outlays  prob- 
ably rose  0.4%>  in  January,  based  on  the  s&p 
mms  survey,  after  2%>  jumps  in  both  Novem- 
ber and  December. 

NEW-HOME  SALES  Thursday,  Mar.  2,  10  a.m. 
est*  Sales  of  new  single-family  homes  like- 
ly fell  to  890,000  in  January,  from 
900,000  in  December. 


LEADING  INDICATORS  Thursday,  Mar.  2,  1$ 
a.m.  est*  The  Conference  Board's  index 


!»■■  • 

Rl 
■rife 


leading  indicators  is  expected  to  rise  0.3'  s.. 


in  January.  It  rose  0.4%.  in  December. 

EMPLOYMENT  REPORT  Friday,  Mar.  3,  8:30 
a.m.  est*  February  payrolls  are  expected 
increase  by  225,000,  based  on  the  s&p  m 
survey,  following  January's  387,000  surge 
The  jobless  rate  likely  held  at  4%>. 


JfcSS 


<;.-. 


lite  |] 


BusinessWeek  ONLINE, 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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Editorials 


DECONSTRUCTING  ALAN  GREENSPAN 


It  is  not  difficult  to  make  a  case  for  a  tightening  of  Fed- 
eral Reserve  monetary  policy  at  this  time.  Inflation  creep 
is  clearly  evident  in  many  measures  that  are  more  sensitive 
than  overall  price  indexes  (page  13).  Fiscal  policy  is  clearly 
turning  stimulative  in  the  U.  S.,  as  well  as  in  Europe  and 
Asia.  Economic  growth  is  exceeding  the  most  optimistic 
expectations  in  the  U.  S.,  as  well  as  much  of  the  global 
economy.  And  the  money  supply  is  running  way  ahead  of 
targets  in  the  U.S.  and,  yes  again,  in  most  of  Europe  and 
Asia.  Tapping  the  monetary  brakes  at  this  point  in  the 
business  cycle  is  appropriate,  and  central  banks  everywhere 
are  doing  just  that.  So  why  did  Fed  Chairman  Alan 
Greenspan  confuse  things  by  appearing  to  blame  produc- 
tivity for  promoting  excessive  demand  during  his  recent 
congressional  testimony?  Why  did  he  then  suggest  that 
stock  prices  rise  no  faster  than  the  growth  in  personal  in- 
come in  order  to  curb  the  wealth  effect?  On  the  surface, 
both  ideas  appear  to  be  strange. 

Actually,  one  is  and  one  isn't.  Greenspan's  analysis  of 
productivity  does  make  sense,  but  only  after  it's  tweaked. 
Greenspan  has  long  argued  that  a  technological  revolution  in 
the  U.  S.  is  increasing  productivity,  allowing  for  more  non- 
inflationary  economic  growth.  Why?  Because  higher  pro- 
ductivity leads  to  greater  supply.  But  now  Greenspan  is 
also  suggesting  that  higher  productivity  can  generate  de- 
mand that  outruns  supply.  How?  Because  higher  productiv- 
ity can  lift  expectations  of  corporate  earnings,  stock  prices, 
and  household  wealth.  The  result  is  a  wealth  effect,  which 
can  push  the  growth  in  demand  to  exceed  the  growth  in 
supply. 

What  is  essential  to  Greenspan's  analysis  is  the  sense  of  a 
global  business  cycle — a  timing  issue.  Demand  in  the  U.  S.  has 
exceeded  domestic  supply  for  much  of  the  late  '90s  without  ig- 


niting inflation.  Excess  demand  has  been  met  by  im 
goods  and  labor  from  the  rest  of  the  world  where  grov 
been  slow.  But  now  the  global  economy  is  beginning 
up  sharply.  Factories  overseas  are  starting  to  sell  t 
markets,  not  just  to  the  U.  S.  Demand  for  labor  in  A 
Europe  is  tightening.  This  makes  supplying  an  An 
economy  booming  along  at  nearly  a  6%  annual  ratt 
difficult  and  potentially  a  lot  more  inflationary 
Greenspan's  argument  about  productivity  leading  to  exc 
mand  in  the  context  of  a  global  business  cycle  and  it 
sense. 

Greenspan's  idea  that  the  rate  of  personal  income  g 
should  place  a  straitjacket  on  stock  prices  doesn't  make 
at  any  time,  and  certainly  not  now.  Stock  prices  reflec 
rent  and  anticipated  corporate  profits,  which  were  up  l] 
1999,  not  far  from  the  22%  jump  in  Standard  &  Poor' 
stock  index.  Personal  incomes  rose  5.6%  last  year.  Shou 
market  have  gone  up  only  5.6%  despite  the  surge  in  p 
Had  the  Dow  Jones  industrial  average  tracked  inco 
the  '90s,  it  would  be  at  about  5,000  today.  Given  the  s 
New  Economy  growth  and  the  fall  in  interest  rates  ov 
decade,  it  doesn't  make  sense. 

We  would  prefer  that  the  Fed  spotlight  the  upward 
in  inflation  when  making  its  case  for  raising  rates.  In: 
flags  are  flying  everywhere.  Core  cpi,  though  still  ta 
now  beginning  to  rise  in  the  U.  S.,  Canada,  France,  and 
many.  Commodity  prices  are  up  sharply,  even  excludin 
higher  energy  prices.  And  most  importantly,  wage  inflat 
picking  up  as  well  in  the  U.  S.  and  abroad. 

Interest  rates  should  be  going  up,  perhaps  even  fi 
than  they  have  been.  But  more  clarity  about  why  mon 
policy  should  be  tightening  would  help  explain  the 
moves  to  the  market. 


EASE  THE  WAY  FOR  SKILLED  IMMIGRANTS 


Immigration  policy  has  never  been  more  important  to  the 
economic  well-being  of  America.  A  shrinking  pool  of  labor 
is  the  single  most  important  factor  limiting  future  growth.  A 
shortage  of  workers,  especially  those  with  high-tech  skills,  is 
an  acute  problem.  Nothing  less  than  a  significant  remake  of 
immigration  policy  is  needed. 

The  easy  part  is  simply  lifting  the  annual  cap  on  H-1B 
three-year  visas  for  skilled  foreign  professionals.  Senate  pro- 
posals call  for  an  increase  from  115,000  to  195,000  each  year 
through  2002.  Most  everyone  in  the  high-tech  sector  says  this 
is  not  enough.  Congress  should  experiment  with  a  much 
higher  number — 400,000,  for  example — and  create  a  new 
temporary  work  visa  for  foreign  students  earning  science 
and  engineering  degrees  at  U.  S.  universities.  The  system  for 
handing  out  permanent  visas  requires  a  more  serious  over- 


haul. Country-by-country  quotas  for  employment-based  | 
migration  causes  long  waits  in  China  and  India,  which 
large  numbers  of  qualified  applicants,  while  green  cards 
marked  for  other  countries  go  unused.  That's  ridiculous, 
available  permanent  work  visas  should  be  offered  to  wh<j 
er  qualifies,  regardless  of  where  he  or  she  lives. 

The  really  tough  decision  should  be  for  the  U.  S.  to  rej 
ance  its  current  immigration  policy  based  on  family 
That  doesn't  mean  separating  parents  and  children,  bu| 
does  mean  limiting  the  number  of  extended  family  memt 
who  can  legally  come  to  the  U.  S.  and  using  those  si) 
specifically  for  immigrants  with  valuable  skills.  In  all  fairnd 
skilled  Asians,  Europeans,  or  Latin  Americans  who  wane 
immigrate  to  the  U.  S.  deserve  as  much  of  a  chance  as  dist 
relatives  of  those  already  in  America. 
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Houj  iue  looh  at  everq  Five  Star  dealer 


Now  there's  a  process  that  puts  dealers  and  their  dealerships  under  the  microscope  so  you  don't  have  to. 
Five  Star — an  innovative  certification  process  that  totally  redefines  the  way  cars  and  trucks  are  sold 
and  serviced.  •  This  21-point  process  scrutinizes  every  aspect  of  the  car-buying  experience.  It  looks  at 
what  each  person  in  the  dealership  does,  how  they  do  it  and,  most  important,  how  they  can  do  it 
better.  •  Take  a  closer  look  at  a  Five  Star  certified  Chrysler.  Plymouth,  Jeep  or  Dodge  dealer.  You'll  really 
like  what  you  see  —  but  only  where  you  see  the  Five  Star  sign.    Five  Star.  It's  Better.  We'll  Prove  It. 


For  more  information,  call  us  at  1-800-677-5-STAR  or  visit  www.fivestar.com.  Jeep  is  a  registered  trademark  of  DaftnlerChrysler. 
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The  Andy  Grove  era  is  over. 

CEO  CRAIG  BARRETT  is  remaking  the 

company  and  diversifying  into  new, 

riskier  businesses 
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Today's  business  leaders 
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Up  Frr»nt 


EDITED  BY  ROBERT  McNATT 
SILICON  SAGAS 

BASHING  BILL, 
50770  VOCE 

PLENTY  OF  PEOPLE 
have  bashed  Microsoft, 
but  none  as  publicly  or 
joyously  as  Sun  Mi- 
crosystems ceo  Scott 
McNealy.  Once,  he  re- 
ferred to  Microsoft  CEO  Steve 
Ballmer  and  Bill  Gates  as 
"Ballmer  and  Butthead."  And 
after  last  fall's  antitrust  finding 
against  Microsoft,  he  played 
a  recording  of  Breaking  Up 
Is  Hard  to  Do  before  ad- 
dressing a  trade  show. 

Well,  McNealy  says  he  is 
ready  to  cut  back  his  public- 
speaking  to  concentrate  on 
working  with  key  partners  in 
building  Internet  infrastruc- 
ture projects.  That  also  means 
less  public  Microsoft-bashing. 
Sun  was  once  considered  a 
high-tech  misfit  for  resisting 
Microsoft's  pc -centric  view  of 
the  world.  But  thanks  to  Mc- 
Nealy's  perseverance,  Sun's 


focus  on  networked  comput- 
ers is  now  mainstream. 

A  less  outspoken  McNealy 
would  be  welcomed  by  some 
who  deal  with  both  tech  pow- 
ers. "I've  told  [Sun  President] 
Ed  Zander  for  years  to  get 
Scott's  mouth  shut  up,"  says 
Hasso  Plattner,  CEO  of  soft- 
ware maker  sap.  Still,  Mc- 
Nealy is  not  apologetic:  "I've 
been  told  for  16  years  to  cool 
it,  and  I  wouldn't  change  any- 
thing I  did."  Inside  Sun's 
walls  he's  still  at  it.  Talking 
with  business  week,  McNealy 
couldn't  resist  calling  Micro- 
soft's Windows  a  "hairball." 
Maybe  some  things  never 
change.  Peter  Burrows 


THE  LIST    WHO'S  GIVING  IT  AWAY 


The  New  Economy  is  creating 
a  New  Philanthropy.  The  Ford 
Foundation,  No.  1  for  years, 
has  yielded  the  top  spot  to 
the  Gates  Foundation  (as  in 
Microsoft),  while  the  Packard 
Foundation  (as  in  Hewlett- 
Packard)  is  close  to  becoming 
the  second  largest  foundation. 

1999  ASSETS*  PERCENT  CHANGE" 


BIG  SUR:  An  HP  beneficiary 


FOUNDATION/LOCATION 


BILL  &  MELINDA  GATES  FOUNDATION  Seattle 

$21.8 

+1,010.6% 

FORD  FOUNDATION  New  York 

13.1 

+20.2 

PACKARD  FOUNDATION  Los  Altos,  Calif. 

13.0 

+35.4 

LILLY  ENDOWMENT  Indianapolis 

11.2 

-27.2 

ROBERT  WOOD  JOHNSON  FOUNDATION  Princeton, 

N.J.  8.3 

+6.9 

W.K.  KELLOGG  FOUNDATION  Battle  Creek,  Mich 

5.7 

-5.6 

PEW  CHARITABLE  TRUSTS  Philadelphia 

4.9 

+3.5 

MACARTHUR  FOUNDATION  Chicago 

4.5 

+9.8 

ANDREW  W.  MELLON  FOUNDATION  New  York 

4.0 

+22.4 

ROCKEFELLER  FOUNDATION  New  York 

3.8 

+14.6 

DATA:  THE  CHRONICLE  OF  PHILANTHROPY    *IN  BILLIONS   *' 

FROM  1998 

TALK  SHOW  4iWe  are  the  party  of  Ronald  Reagan,  nc 
Robertson —  the  party  of  Abraham  Lincoln,  not  Bob  | 

— Senator  John  McCain,  on  the  influence  of  the  Christian  ^ 
on  the  Republican  party 


IS  THAT 

A  FOR  SALE'  SIGN 

ON  GARPOINT? 


never  announced  pi] 
take  CarPoint  publk 
says  it  hasn't  either. 
Ballmer  spill  the  pro 
beans?  Microsoft  wl 
say. 

Microsoft  doesn't  ci 
CarPoint's  revenues,  s| 
ing    it    is    difficult. 
Microsoft-backed  Wei 


RECENT   TALK    IN    THE    TECH 

industry — and  the  car  busi- 
ness— had  it  that  Microsoft 
and  Ford  would  take  their 
jointly   owned    online    car- 
shopping  service,  msn.Car- 
Point,  public.  But  neither 
company  was  ready  to  ad- 
mit it.  Until  now,  that  is. 
Microsoft  CEO  Steve  Ball- 
mer may  have  inadvertent- 
ly let  the  cat  out  of  the 
bag  during  a  recent  speech 
in  San  Francisco. 

After     the     standard 
speech  praising  all  things 
Microsoft,    a    questioner 
asked   Ballmer  about  the   BALLMER:  Spilling  the 
company's  plans  for  such 


^■ 


noncore  businesses  as  Car- 
Point.  To  which  Ballmer 
replied,  "We  have  sold  part 
of  our  automotive  buying 
site  to  Ford  and  announced 
plans  to  take  it  public."  One 
small  problem:  Microsoft  has 


ness  will  likely  attract! 
ers.  Microsoft  has  al 
spun  off  others:  A  sta 
the  msn.Sidewalk  site  s 
July  for  $156  millioi 
seems  CarPoint  will  soc 
the  road  too.        Jay  G 


RETAIL  REVELRY 

PUTTING  THE  SEARS 
SHOPPER  ON  WHEELS 

CHECK  OUT  A  SEARS  STORE 

and  you  can  see  shoppers 
happy  with  the  goods  they're 
lugging  around.  You'll  also 
see  shoppers  unhappy  be- 
cause— well,  they're  lugging 
goods  around.  So  Sears  plans 
to  ease  their  bur- 
den— with  shop- 
ping carts. 

The  move  vio- 
lates conventional 
retailing  wisdom, 
which   holds   that 
shopping  carts  be- 
long in  supermar- 
kets and  discount 
stores,    not    mall 
anchor     tenants. 
But  the  beleagured 
retailer  thinks  it  can 
maintain     its     mid- 


CASH  AND  CART: 

Sears '  new  thing 


market  image  by  using 
that  resemble  oversized 
strollers.  Sears  says  its  j 
are  already  competitive 
the  discounters.  Now  i 
pers  can  also  have 
convenience  of  a  Targt 
Wal-Mart — the  downms 
crowd — without  actually 
ing  to  shop  there. 

Sears  has  tested  the 
in  Chicago  and  New 
state,   and   expects   to 
them  in  all  858  of  its  full 
stores,  making  it  the  first 
partment  store  with  cart 
So  far,  Sears  says  its  a 
pers  appreciate  the  sack 
carts.  Why?   Convenie: 
„    says  George  Rosenba 
chief  of  r 
ket-resea 
firm     Leo 
Shapiro  & 
sociates. 
only   questi 
"What      1 
Sears 
long?"  Mix 
Arndt 
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CONFINE  THE  BODY 


AND  YOU  SHRINK 


THE  SPIRIT. 


THE  ALL-NEW  AVALON. 

The  most  spacious,  luxurious  sedan  we've  ever  created. 


Humans  love  wide  open  spaces.  Just  ask  anyone  who's  gazed  into  a  sunset,  floated  in  an  ocean  or,  better  yet, 
sat  in  an  Avalon.  And  when  this  celestial  feeling  is  coupled  with  amenities  like  a  concert-quality  JBL  premium 
audio  system*  and  dual  climate  control,  you've  got  a  mobile,  elegantly  appointed  cure  for  claustrophobia. 


-®  TOYOTA 

be  good  to  yourselF. 
every  day. 


www.toyota.com    ♦    l'800-go-toyota   ©1999  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.  'Available  on  alt  models. 


Up  Front 


SECOND  ACTS 

THERE'S  NO  BIZ 
LIKE  THE  CARD  BIZ 

KEN  SOLOMON,  CHAIRMAN  OF 
Getacard.com,  won't  be  the 
first  man  in  California  to 
leave  his  day  job  for  a 
dot-com.  But  he  may  be 
one  of  the  few  to  leave 
with  an  Emmv. 


law  &  order-.  Solomon's 
sequel  will  be  online 

The  ex-president  of  televi- 
sion programming  at  Barry 
Diller's  Studios  USA,  where 
he  oversaw  such  hits  as  Law 
&  Order,  Solomon  is  taking 
his  showbiz  connections  to 
the  startup.  Getacard.com 
customers  go  online,  choose 
a  card,  personalize  it,  and 
have  it  sent  via  mail  or  Unit- 


ed Parcel  Service.  Unlike  on- 
line card  vendor  Blue  Moun- 
tain Arts,  Getaeard.com  sends 
paper  cards,  not  e-mails.  And 
the  big  card  companies  aren't 
seen  as  competitors.  "Hall- 
mark and  American  Greet- 
ings aren't  interested  in  this, 
and  we  will  develop 
a  new  demographic 
of  male  users,"  says 
Solomon,  putting  his 
faith  in  online  cachet 
and  offbeat  cards. 
Most  card  buyers  are 
now  women. 

But  he's  most  ex- 
cited about  business- 
to-business  possibili- 
ties.  Solomon  sees  links  to 
celebrity  Web  sites  to  help 
handle  fan  mail,  promo- 
tional sites  for  entertain- 
ment programs,  even  links 
to  political  candidates'  sites. 
Getacard.com  started  with 
about  $10  million  and  is  set 
to  launch  in  April.  Partners 
include  publisher  A.  H.  Belo 
and  former  Universal  Stu- 
dios honcho  Frank  Biondi. 
The  company  projects  rev- 
enues   of    $140    million    in 
three  years.  □ 


OVER  THERE 


NOT  YOUR  ORDINARY 
BIRD  SEED 


HERE  S  A  BUSINESS  WHERE  A 

bird  in  the  hand  really  can 
be  worth  more  than  two  in 
the  bush.  Since  November, 
farmer  Rudy  Hendrikx  has 
run  what  he  claims  is  the 
world's  first  pigeon  sperm 
bank,  in  the  village  of  Maas- 
mechelen,  Belgium.  Hendrikx 
already  has  stocked  sperm 


from  30  prize-winning  pigeons 
at  his  Duivensperma  Cen- 
trum. "People  really  are  ex- 
cited about  the  chance  to 
breed  the  fastest  pigeons," 
says  Hendrikx. 

Belgians  love  pigeon  races. 
The  birds  are  taken,  in  some 
events,  almost  400  miles  from 
home  and  released.  They  re- 
turn at  speeds  approaching 
i  75  mph,  and  the  winner 
£  can  receive  up  to  $100,000. 
I  Champion  pigeons  have 
sold  for  as  much  as  $25,000. 

It  has  always  been  diffi- 
cult to  breed  the  best  pi- 
geons, in  part  because  of 
their  small  size.  No  longer. 
"We  studied  this  very  hard 
and  developed  new  tech- 
niques to  remove  the  sperm," 
says  Hendrikx.  The  cost  for 
one  insemination  starts  at 
$125  and  can  reach  $625. 
Why  the  range?  Depends,  of 
course,  on  the  quality  of  the 
stud.  William  Echikson 
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CAR  TALK 

HEY,  CAN  YOU  TURN 
DOWN  THAT  FORD? 

IK  tou're  annoyed  by  kids 
driving  down  the  street  with 
booming  car  stereos,  you 
won't  get  any  relief  from 
Ford.  In  March,  it's  teaming 
up  with  Sony  to  sell  7,000 
models  of  its  Ford  Focus — 
each  with  a  powerful  460- 
watt  sound  system. 

This  boom  box  on  wheels 
is  Ford's  latest  response  to 
the  Volkswagen  Beetle's  ap- 
peal to  young  buyers.  "It  will 
reflect  coolness  and  hipness," 
says  Focus  brand  manager 
Julie  Roehm.  Since  launching 
the  compact  in  the  U.  S.  last 
fall,  Ford  has  run  ads  for  it  on 
youth-oriented  outlets  such  as 
MTV  and  vhi. 

The  Sony  deal  could  work 
because  older  folks  buy  cars 
they  know  their  kids  will  like. 


And    they    like    thundj 
sound    systems,    says 
Lachner,  a  senior  pro] 
manager  for  Sony.  The 
Limited  Edition  Ford  F| 
complete  with  sporty 
sells  for  $15,535— on  the| 
end    for    the    Focus. 


O      V3 

6 


0 


wants  those  young  buj 
though.      One-upping 
which  sponsors 'Trek's  ml 
tain  bike  team,  Ford  willf 
launch  a  co-branded  Fd 
with  Kona  Mountain  BJ 
this  summer,  selling  a 
with  the  car.  Same  basicl 
as  the  Sony  model — but 
quieter.  David 


THE  BIG  PICTURE 


FOOD  FOR  THOUGHT  Organic  foods,  usually  definec 
as  those  produced  without  synthetic  pesticides,  anti- 
biotics, and  the  like,  are  now  a  $6  billion  market.  The 
U.S.  Dept.  of  Agriculture  is  expected  to  release  its  final  | 
definition  of  "organic"  later  this  year. 

HEAVY  \  W 


HOW 

CONSUMERS 
REGARD 
ORGANICS 


WOULD 

NEVER 

USE  LIGHT 

"%  USERS 

29% 


HAVE  THOUGHT 
ABOOT  USING 

60% 


SURVEY  OF 
26,000  CONSUMERS, 
SUMMER  1999 


DATA:  THE 
'HAR1MAN  GROUP 


FOOTNOTES  Americans  who  use  ergonomic  devices  at  work:  96%;  who  say  hand  and  wrist  pain  results  from  poor  ergonomics:  941 
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jmewood  Suite, . 

!)out  giving  guests  their  space. 

(Space  to  work,  to  sleep,  to  eat,  to 
lounge  and  to  live.  Each  suite  has 
two  separate  quarters  with  more 


ce.  All  with  the  same  comfort, 

venience  and  privacy  you 
id  at  home.  What's  more, 
jour  satisfaction  is  guaranteed. 
Migrating  on  business?  Stay 
'  with  us  and  satisfy  your 

instinctive  need  for  space. 

www.homewood-suites.com 

1-800-CALL-HOME 
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Hilton 


>2000  Hilton  Hospitality,  Inc 


Follow  your  instincts.  Find  your  way  Homewood!' 

ospitality.  Inc. 


1 

I 


s  = 


£.  % 


O-E 
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\in  Seattle  branc 


Monitoring 

entire  network,  from 
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center  or  ASP?  you 


servers  located  an  over' Run!, 
S°™th,ng  Compaq  ProL,a„, ,  'g  *,ver  ,a™  *  a  data , 
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FOILING  THE  HACKERS 
-AND  WHO  ANTICIPATED  THEM 

It's  not  clear  what  all  the  fuss  is 
about  ("Cyber  Crime,"  Cover  Story, 
Feb.  21).  The  solution  for  the  large 
"denial  of  service"  hits  to  Yahoo!,  eBay, 
and  E*Trade  is  so  obvious:  legal 
responsibility. 

All  owners  of  Net-connected  comput- 
ers where  the  hackers  were  able  to 
plant  their  "traffic  generators"  are  guilty 
of  generating  the  traffic  that  blocked 
the  target  sites.  Just  because  others 
planted  the  generators  should  not  ab- 
solve them  of  blame  and  liability  for 
damages.  The  hackers  were  able  to  use 
those  machines  only  because  the  ma- 
chines had  inadequate  security. 

You  would  be  surprised  how  quickly 

those  "innocent"  partners  of  the  hackers 

would  clean  up  their  acts  after  a  few 

healthy  damage  awards  against  them. 

Eric  Bierman 

Ottawa,  Canada 

Your  editorial  ("E-Barbarians  at  the 
gate,"  Feb.  21)  described  the  hacker  at- 
tacks on  Web  sites  as  "right  out  of 
Philip  K.  Dick's  science-fiction  classic 
Blade  Runner." 

So  far,  so  wrong.  Dick's  novel  initial- 
ly had  the  thought-provoking  title  Do 
Androids  Dream  of  Electric  Sheep?  In 
truth,  it  had  no  content  similar  to  the 


I 


he  1 


latest  attacks.  Maybe  you  were  thin 
of  (Canadian)  William  Gibson's  Ne 
mancer — though  the  whole  episod 
much  more  similar  to  The  Shocku 
Rider,  a  novel  by  the  late  British 
ence-fiction  writer  John  Brunner.  T\m 
story  includes  a  distributed  "attack'  g 
a  global  network,  organized  by  one  j  ^ 
son  (though  his  intention  is  to  make  ta 
information  available,  including  secifl, '.:•■ 
corporations  and  governments  want  arit. 


keep  secret) 

Brunner  had  never  heard  of  the 
ternet  when  he  wrote  the  book.  P 
haps  that's  not  surprising,  since 
wrote  it  in  1975. 

Charles  Art} 
Lone 
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John  A.  Byrne's  review  of  Consu 
ing  Demons  sidesteps  the  responsib 
ties  of  book  reviewing  and  exposes  ] 
own  personal  contempt  for  the  cc 
suiting  profession.  Byrne,  like  Le\ 
Pinault,  attempts  to  characterize 
whole  profession  as  a  bunch  of  snake-  pTw 
salesmen.  The  title,  "First,  let's  kill  ;  L~^j 
the  consultants"  (Books,  Feb  21),  is  :  L^ 
responsible  and  unfair  to  all  of  yo  Le  j, 
readers.  L, 

The  majority  of  consulting  profe^. 
sionals  do  not  work  for  the  big  bran  ,e  ^ 
name  firms,  and  Pinault's  experience j^, 
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■  more  to  do  with  his  personal  guilt 

Whe  practices  of  many  of  the  "elite" 

'  selected  individuals  than  with  the 

ssion  as  a  whole.  Many  of  us  who 

spent  a  number  of  years  in  the 

have  come  to  realize  that  the  prac- 

of  many  of  the  prominent  play- 

•be  they  bait-and-switch  or  hired 

-exhibit  a  complete  disregard  for 

;  assets  and  human  capital. 

llike  the  big  firms,  a  small  consult- 

■ractice  would  not  survive  if  it  tried 

ill  off  some  of  the  stunts  referred  to 

'inault  and  Byrne.  The  attributes 

nail  firms  often  offer  relief  from 

tactics  because  in  a  small  firm, 

titioners  quickly  realize  that  con- 

ng  is  a  labor-intensive  profession 

sed  on  meeting  client  needs,  not 

<ly  pumping  up  billing. 

J.  Kevin  Fisher 
President 
'  Dartmouth  Research  &  Consulting 

Boston 


hinl 


ne  highlighted  phrase  "lying,  cheat- 
and  stealing  are  standard  practice 
le  consulting  business"  is  factually 
rig  and  offensive  to  thousands  of 
:al  consultants.  The  Code  of  Ethics 
the  Institute  of  Management  Con- 
ants   states:   "We  will   serve   our 
its  with  integrity,  competence,  and 
ctivity,"  and,  later,  "We  will  accept 
r  engagements  for  which  we  are 
lifted  by  our  experience  and  compe- 
te." Similar  codes  are  used  by  other 
1|  suiting  organizations.  The  book's  au- 
•  is  not  representative  of  the  man- 
ment-consulting  profession,  and  your 
II  l.ewer  has  done  our  profession  a  dis- 
rice  by  failing  to  sufficiently  empha- 
- 1  that  point. 

Milton  D.  Rosenau  Jr.,  CMC,  FIMC 

Rosenau  Consulting  Co. 

Bellaire,  Tex. 


NONARY  IMAGING 
SNT  SKIPPED  A  BEAT 


^he  medical  community  certainly 
'Ires  the  enthusiasm  for  advanced  non- 
"t'asive  imaging,  as  highlighted  in  "Live 
1 1  in  3-D,  your  body  at  work"  (Busi- 
j  aWeek  Lifestyle,  Feb.  21).  But  there 
ife  been  tremendous  advances  in  coro- 
|  y  imaging  in  the  past  20  years.  The 
j  heters  are  one-third  smaller,  thus 
j  limizing  discomfort,  and  most  diag- 
•'stic  procedures  are  completed  in  ap- 
I  >ximately  20  minutes — not  the  three 
I  irs  reported  in  your  article.  Finally, 
lb  femoral-artery  entry  site  in  the 
pin  is  now  sealed  with  a  closure  de- 
Me  or  plug,  thus  allowing  the  patient  to 
l!  discharged  and  sent  home  one  hour 
i  er  completion  of  the  procedure, 
j  Coronary  arteriography  and  inter- 
*  titions  (angioplasty)  play  a  vital  role  in 


the  management  of  patients  with  heaii 
disease.  Providing  the  correct  details  of 
these  procedures  will  allow  patients  to 
make  appropriate  informed  decisions. 
Antonio  R.  Parente,  M.I). 
Arlington,  Va. 

THE  HIGH  PRICE  OF  CRUDE 

COULD  BRING  ON  A  BUST 

Your  article  about  "The  Boom"  (Cover 
Story,  Feb.  14)  was  very  interesting. 
What  was  more  interesting  is  that  the 


article  pointed  out  how  the  boom  could 
become  a  bust  due  to  high  con  timer 
debl  and  Btockmarkel  inve  ton  taking 
on  more  margin  debt. 

However,  there  is  one  thing  the  article 
did  not  mention  as  a  possible  caus<  of  a 
bust:  high  oil  prices.  As  a  resident  of 
the  Northeast,  I  have  been  hit  hard 
high  heating-oil  prices.  There  are  rep 
of  shortages  of  heating  oil  here;  heating 
oil  is  already  at  $2  a  gallon  and  threatens 
to  go  up  even  more. 

With  opec  seeming  to  want  to  keep 


"The  arrival  of  the  next  demographic  needn't  scare  us,  Edna, 
thanks  to  Williams' futuristic  approach  to  communications." 


Empower  yourself,  baby.  Enterprise-wide,  with  Williams.  And 
with  bottomless  nationwide  bandwidth,  end-to-end  equipment 
solutions,  plus  the  ability  to  expand  everywhere  you  see  opportunity. 
Put  Williams  to  work,  and  concentrate  more  on  your  future. 


Williams 


COMMUNICATIONS., 


1-800-WILLIAMS  •  WWW.WILLIAMSC0MMUNICATI0NS.COM  •  NYSE:  WMB  &  WCG 


BUSINESS  WEEK  /  MARCH  13,  2000  11 


THE  REASON  WHY  PEOPLE 


ONLY  USE  6%  OF  THEIR  BRAIN 


IS  GENETIC.  WHY  THEY'D 


ONLY  USE  A  TINY  FRACTION 


OF  THE  INTERNET'S 


MARKETING  POTENTIAL  IS 


ANYBODY'S  GUESS. 
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to  ensure  the  best  possible  ROI.  Whether  you  have  brand  loyalty  or  lead  generation 
on  the  brain,  only  Engage  can  help  you  meet  all  your  online  marketing  goals  —  and 
help  you  succeed  like  never  before.  To  learn  more,  visit  www.engage.com. 
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CORRECTIONS  &  CLARIFICATIONS 

"Call  him  the  Streetfighter.com,"  (Up  Front, 
Mar.  6)  says  James  Cramer  "was  accused  of 
bashing  a  stock  he  had  shorted"  in  1998. 
It  should  have  said  Cramer  was  accused  of 
shorting  a  stock  he  had  bashed.  The  ac- 
cusation turned  out  to  be  false. 

"Will  the  Blair  Witch  sequel  be  an  IPO?" 
(Entertainment,  Feb.  21)  incorrectly  said 
that  Artisan  Entertainment's  rights  to  the 
Republic  Pictures'  film  library  expire  in 
2003.  The  rights  expire  in  2005,  and  Arti- 
san has  the  opportunity  to  renegotiate  an 
extension  to  mid-2006. 

In  "Web  to  go — sort  of"  (BusinessWeek 
Lifestyle,  Feb.  14),  the  NeoPoint  1000  mo- 
bile phone  was  incorrectly  identified  as  a 
product  of  Qualcomm  Inc.  While  the  phone 
uses  Qualcomm  technology,  it  is  made  by 
NeoPoint  Inc.  The  story  also  should  have 
said  the  NeoPoint  1000  includes  text-recog- 
nition software  for  entering  messages, 
though  the  feature  was  not  well  docu- 
mented. In  addition,  the  story  misidenti- 
fied  Richard  Siber  as  a  telecom  analyst 
with  Arthur  Andersen  &  Co.  He  is  with  An- 
dersen Consulting. 

"Teaching  girls  the  ways  of  money"  (Busi- 
nessWeek Investor,  Feb.  14)  mentioned  a 
Girls  Inc.  economic-literacy  program  for 
girls.  The  program  is  in  the  planning 
stages.  It  will  be  running  at  test  sites  in  10 
locations  this  fall  and  at  all  sites  by  the  fall 
of  2001. 

An  item  on  Southdown  in  "Inside  Wall 
Street"  (Feb.  21)  used  an  incorrect  chart. 
The  numbers  in  the  text  were  correct. 


a  lid  on  production  past  the  Mar.  31 
expiration,  it  looks  as  though  oil  prices 
will  climb  to  $30  a  barrel  and  probably 
more.  Also,  as  oil  supplies  continue  to 
decline,  we  could  see  the  return  to  gas 
lines  reminiscent  of  the  1970s  as  well 
as  having  to  possibly  pay  $2  or  more 
per  gallon  to  fill  up.  business  week 
and  others  have  ignored  the  potential- 
ly crippling  effects  that  such  an  oil 
shortage  can  have  on  our  economy  and 
on  others  around  the  world. 

Yes,  we  are  more  efficient  than  we 
were  in  the  1970s.  But  the  fact  remains 
that  we  are  still  dangerously  depen- 
dent on  opec  for  our  oil  supplies.  It  is 
time  to  stop  ignoring  opec  and  the 
damage  it  is  capable  of  causing  and  for 
this  country  to  start  once  again  pushing 
conservation  and  use  of  alternative  sup- 
plies of  energy,  such  as  natural  gas  and 


coal,  both  of  which  are  in  abundant 
supply  domestically.  South  Africa,  for 
instance,  makes  gasoline  from  coal. 
Why  can't  the  U.  S.? 

As  long  as  we  continue  to  depend 
on  opec  for  our  energy  supplies,  high 
gasoline  and  heating-oil  prices,  short- 
ages, and  the  economic  chaos  they 
cause,  could  unfortunately  become  a 
way  of  life. 

Paul  B.  McGraw 
Rockville  Centre.  N.Y. 


A  WHOOP  AND  A  CHEER 

FOR  THE  SWOOSH 

Louise  Lee's  article  about  Nike  Inc., 
"Can  Nike  still  do  it?"  (The  Corporation, 
Feb.  21),  caught  my  attention  in  the 
first  paragraph.  Opening  an  article  about 
Nike's  move  from  adolescence  into  adult- 
hood by  talking  about  the  company's 
social  responsibility  seemed  appropri- 
ate. Since  1993,  when  I  made  my  first 
visit  to  a  Nike  contract  factory,  I  have 
visited  more  than  25  factories  making 
Nike  and  other  products  throughout  de- 
veloping countries  in  Asia.  I,  too,  have 
witnessed  Nike's  evolving  maturity,  par- 
ticularly in  the  area  of  manufacturing 
practices. 

Don't  get  me  wrong.  The  factories 
were  not  terrible  in  1993,  especially 
compared  with  some  other  factories  I 
had  seen.  But  in  the  past  two  years, 
when  I  visited  two  Nike  contract  facto- 
ries, the  improvements  I  noticed  were 
dramatic — not  only  in  the  factories  but 
also  in  the  communities  where  they  are 
located.  It  seems  that  as  it  grew  up  in 
the  1990s,  Nike's  sense  of  community 
grew  up  as  well,  to  include  the  places 
where  its  products  are  made.  Let's  hope 
they  keep  it  up,  and  that  other  compa- 
nies that  are  going  through  growing 
pains  follow  their  example. 

Kristie  Seawright 

Professor  of  Operations 

Management 

Brigham  Young  University 

Provo,  Utah 

WHY  NOT  MAKE  UTILITY  POLES 

OUT  OF  TIRES,  TOO? 

Thank  you  for  your  article  "Yester- 
day's tires,  today's  railroad  ties"  (De- 
velopments to  Watch,  Feb.  14),  pointing 
out  the  economic  and  environmental 
advantages  of  replacing  chemically 
treated  railroad  ties  with  those  made  of 
recycled  material.  You  have  identified  a 
solution  to  a  problem  that  deserves 
greater  public,  industry,  and  govern- 
ment attention  in  other  sectors,  such  as 


the  utility  industry,  which  colle 
manages  more  than  130  million 
poles.  The  vast  majority  of  utility 
like  railroad  ties,  are  chemically 
ed  and  retreated  with  the  sam« 
ardous  wood  preservatives  that 
nation's  toxic-waste  Superfund 
Wood  preservatives  are  some  ( 
most  toxic  chemicals  known  t 
mankind. 

Jay  Fel 

Beyond  Pest 

National  Coalition  A| 

the  Misuse  of  Pest 

Washii 


THE  SOPRANOS! 

MOB  REALITY  IS  FAR,  FAR  BASER 
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As  Gary  Weiss's  commentary  ("S " 
The  Sopranos  is  off-key,"  Finance, 
7),  points  out,  The  Sopranos,  whil 
tertaining,  is  far  from  reality.  The  a! 
mob  stands  for  greed,  violence,  and 
preservation. 

As  an  FBI  agent  in  Chicago,  I 
saw  a  mob  boss  put  out  a  "contrail11'1" 
his  wife  when  he  learned  she  wj  mi1 
testify  against  him  in  a  murder  I  ft  the  pn 
When  told  that  his   12-year-old  p 
might  be  with  her,  his  reply  was:  £ 
what  you  gotta  do."  Fortunately,  % 
testimony  took  place,  and  he  remaii*' 
jail.  That  is  the  reality  of  the  mob.  joints  o 
Kevin  R.  Stain  el 
Reno,  I  p»ps 
irt 

I 
i 
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RADOX  OF  AMERICAN  DEMOCRACY 

ipecial  Interests,  and  the  Betrayal  of  Public  Trust 

B.  Judis 
>n  •  305pp  •  $26 


HEN  GOOD  ELITES  GO  BAD 


i 


'ever  has  a  book  left  me  feeling 
so  ambivalent  as  The  Paradox 
of  American  Democracy:  Elites, 
I  Interests,  and  the  Betrayal  of 
Trust.  By  the  end,  I  found  my- 
th exhilarated  by  author  John  B. 
penetrating  expose  of  the  role 
ngton  elites  play  in  influencing 
policy,  and  at  the  same  time  ex- 
ted  at  the  blind  spots  in  his  analy- 
the  end,  he  thinks  "American 
3  seems  in  far  worse  shape  than  it 
■  the  last  turn  of  the  century."  I 
argue  just  the  opposite, 
punchier  title  might  have  been 
Good  Elites  Go  Bad. 
i  certainly  has  an  inter- 
;  premise:  that  corpo- 
nd  political  elites  have 
i  the  preeminent  role 
aping  national  events 
I  the  20th  century.  "By 
ig  to  reconcile  capital 
ibor,  rich  and  poor"  at 
>oints  in  recent  histo- 
;rtain  elite  individuals 
;|rroups  have  served  to 
orate  the  economic  in- 
ity  created  first  by  the 
atrial  Revolution,  and  later  by  the 
f  a  strictly  white  middle  class  after 
i  War  II. 
f  j  can  thank  this  aristocracy  for  the 
'essive  Era  of  Theodore  Roosevelt, 
Jew  Deal  of  Franklin  D.  Roosevelt, 
the  blossoming  of  a  new  national 
iicter  during  the  acthist  1960s.  Who 
q.hese  wise  ones?  Judis  knows  'em 
i  he  sees  'em.  From  the  Brookings 
^;ution,  founded  in  1916  by  St.  Louis 
lessman  Robert  Brookings,  to  the 
)les  of  Harvard  University  law  pro- 
r  Felix  Frankfurter  who  later  filled 
^dr's  cabinet,  to  Robert  McNamara 
Rand  Corp.,  the  author  defines 
s  elites  as  privileged  Americans  who 
i  "aspired  above  class,  party,  and 
t  -est.  They  saw  their  role  as  concil- 
t  y,  as  bringing  classes  and  interests 
ther  rather  than  siding  with  one 
ast  the  other." 


•  i 


:c 


But  more  recently,  something  has 
gone  terribly  wrong,  Judis  argues.  The 
club,  so  vital  to  American  democracy, 
is  rotting  at  the  core.  Today,  most  po- 
litically involved  business  leaders  have 
embraced  "a  kind  of  irresponsible  indi- 
vidualism" that  spits  in  the  face  of  pub- 
lic service.  (He  singles  out  Frederick 
W  Smith  of  Federal  Express  and  John 
C.  Malone  of  Liberty  Media  Group  for 
being  drawn  to  the  libertarian  Cato  In- 
stitute, which  opposes  federal  income 
taxes  and  favors  privatizing  Social  Se- 
curity.) CEOs  these  days  see  themselves 
as  part  of  a  competitive  global  economy 
whose  concerns  no  longer 
accord  with  those  of  Amer- 
ican workers.  Meanwhile,  K 
Street  lobbyists  have  stolen 
the  corporate  elitist  mantle, 
twisting  public  opinion  to 
their  own  selfish  interests 
via  such  sophisticated  tech- 
niques as  lobbying  cam- 
paigns masquerading  as 
"grass  roots  organizing." 

Even  natural-born  policy 
aristocrats  such  as  former 
Secretary  of  State  Henry 
Kissinger  and  former  White  House 
counsel  C.  Boyden  Gray,  heir  to  the 
Reynolds  tobacco  fortune,  have  been  co- 
opted,  the  author  charges,  presenting 
themselves  as  disinterested  public  ser- 
vants while  shilling  for  corporate  clients. 
But  Americans,  who  once  trusted  the 
elites  to  do  right  by  them,  have  gotten 
wise  to  such  shenanigans.  The  result: 
Public  cynicism  is  at  an  all-time  high. 

So  when  self-proclaimed  visionaries 
such  as  liberal  elitist  Bill  Clinton  and 
conservative  elitist  Newt  Gingrich  arrive 
on  the  scene,  their  calls  for  revolution 
end  in  nothing  gained.  Voters  no  longer 
listen.  Congress  is  paralyzed  by  special 
interests.  The  '90s  will  be  remembered 
as  "a  decade ...  in  which  the  historical 
pretensions  of  political  leaders  far  out- 
weighed their  actual  achievements." 

What's  wrong  with  this  analysis? 
Nothing.  It's  compelling  and  at  times 


IS  AMERICAN  DEMOCRACY 


ROTTING  AT  ITS  CORE? 


"An  indispensable 
guide  for  CEOs  and 
entrepreneurs." 

— barnesandnoble.co- 


BLOWN  A 

to     ft 

BltS 


pHiLip  evaNS 
tHomas  s.  wuRSteR 

hri?i;rrd  aussriESS  schcol  press 


^ff^-lihi  w?offi  JfTi ,; 


of  the1  cojftmrfii^ti|nsfe#lu 
tion  on  thefcorforlte  woriJ, 

this  book  is 
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— The  Economist 

"Clearly  written 
and  tough-minded." 

—amazon.com 
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',.  ,.  Harvard  Business  School  Press 
\**>  www.blowntobits.com 


Is  your  company  between  a  state  of  flux  and  a  state  of  shock? 
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j  a  little  growth  spurt?  If  you're  not  careful,  your  business  could  easily  outgrow 
noded,  inflexible,  communications  system.  Unless  of  course,  you  outsource  your 
:ommunications  with  us.  We'll  make  sure  it  evolves  with  your  business.  Without 
)nal  capital  investment.  That  way,  you  can  afford  that  quadruple  overtime  your 
?ct  keeps  grousing  about.  Call  1-877-500-LINE,  or  visit  www.accessline.com. 
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'■communications*1 
Call  us  at  the  first  sign  of  success. 


The  Leader  Emerges 

We  offer  serious  manufacturers  and  retailers  more  ways  to  succeed. 

At  redtagbiz.com,  we  provide  an  opportunity  marketplace  for  wholesale  buyers  and 
sellers  that  clearly  outperforms  the  competition: 

[Financing!  Anonymity/         *««J 


But  that's  not  the  whole  story.  Our  marketplace  consists  of  a  wide  range  of 
participants  from  small-  and  mid-size  manufacturers  and  retailers  CO  some  ot  the  most 
prominent  companies  in  the  consumer  products  business.  Plus  with  no  listing  or 
membership  tees,  the  redtagbiz.com  marketplace  is  risk-free  tor  you.  We  have  market 
experts  to  actively  facilitate  transactions  and  handle  logistics  so  redtagbiz.com  deals  get 
done.  Through  our  vertical  relationships,  we  also  can  purchase  inventory  lor  resale  to 
consumers  via  television,  in  store  and  in  print.  In  short,  the  redtagbiz.com  marketplace 
is  the  comprehensive  site  that's  secure  and  easy  to  use.  Put  us  to  work  tor  your  business. 

To  see  the  leader  in  action,  visit  www.redtagbiz.com  and  check  out  our  wide 
range  of  available  products,  or  call  us  at  1-800-605-5364. 
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The  new  paradigm  for  successful  buying  and  selling. 


A  spyglass  in  the  great  naval  tradition. 

Adm.  Nelson's  Telescope 

(with  table  tripod)  just  $59 

>rBut  read  this  ad  for  an  even  better  deal! 

When   Horatio   Nelson   fought   the   battle   of 
Trafalgar,  he  used  a  telescope  just  like  this  to 
monitor  the  movements  of  the  French-Spanish 
fleet.  Our  manufacturer  has  created  a  faithful 
replica  of  this  famous  scope.  Admiral  Nelson's 
Telescope™  measures  about  five  inches  in 
its  "collapsed"  position.  When  you  extend 
the  four  sections  to  full  length,  the  scope  will 
be  thirteen  inches  long  and  focused  to  infinity  with 
needle  sharpness.  Everything  will  appear  twen- 
ty-five times  larger  than  it  would  to  the  naked 
eye.    Compare    that    to    standard    binoculars 
which   give   you   only   6x   or  8x   magnification. 
The  most  amazing  thing  about  Admiral  Nelson's 
Telescope™  may  well  be  its  price.  We  are  the  exclusive 

importers  of  this  outstanding  optical  instrument  and  are  able  therefore  to  bring  it  to 
you  for  just  $59.95.  But  we  he,  ve  an  even  better  deal:  Buy  two  for  $119.90  and  we'll 
send  you  a  third  one,  with  our  a  mpliments — absolutely  FREE!  If  you  have  ever  want- 
ed to  own  a  fine  telescope,  but  round  prices  a  little  steep,  Admiral  Nelson's  Telescope™ 
should  be  your  choice.  You'll  get  many  years  of  good  use  and  enjoyment  from  it. 

You  may  order  by  toll-free  phone,  b,  mail,  u  by  fax  and  pay  by 
check  or  Visa/MasterCard.  Please  give  irdei  number  #1069F396. 
Add  $4.95  standard  shipping/insura;  U  rone,  $9.90  for 

three  (plus  sales  tax  for  California  d  I  Kbu  have  30-day 

refund  and  one-year  warranty.  We  do  not  refund  postage.  For  cus- 
tomer service  or  wholesale  information,  pi©  ise  i    II  (419  643-2810.    2360  Third  St.,  San  Francisco,  CA  941 07 


©  Order  by  toll-free  plume:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 


•  77k  optics  of  Admiral  Nelson's 
Telescope™  are  "25x30"  which  means 
25x  magnification  and  the  great  light-gath- 
ering capacity  of  a  30mm  objective  lens. 
Admiral  Nelson's  telescope  was  made  of 
brass.  This  replica  is  heavily  chrome-plated 
for  extra  beauty  and  protection.  The  scope 
comes  with  a  belt-looped  vinyl  carrying 
case.  For  permanent  mounting  the  scope 
comes  with  an  extendible  table-tripod. 
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brilliant.  As  anyone  who  has  fol 
his  political  writings  in  The  Ne 
public  knows,  Judis  has  a  finely 
analytical  style  and  an  eye  for  a  t 
anecdote.  You'll  learn  everythinj 
ever  wanted  to  know  here  about 
organizations,  from  the  Business  R 
table  to  the  Rockefeller  Foundatior 
volume  is  a  virtual  Who's  Who 
Washington  Establishment. 

My  quibbles  are,  first,  with  * 
perspective.  This  is  a  book  by  ai 
abashed  liberal  crusader.  Labor, 
ronmental  groups,  student  activi 
good;  business — bad.  But  this  is 
half  the  story — it  never  seems  to  i 
to  him  that  the  outfits  that  front  ft 
bor  or  trial  lawyers  play  the  same 
interested  game  as  the  lobbyists  he 
icizes.  Moreover,  for  Judis,  the  tn 
"guardians  of  the  national  interest' 
those  captains  of  industry  enlight 
enough  to  embrace  the  labor  and 
zens  movements  that  have  the  "al 
to  disrupt  the  normal  pattern  of 
Granted,  thousands  of  protesters  mi 
ing  in  the  streets  have  been  and 
be  a  sign  of  a  healthy  democracy. 
Judis  seems  to  think  that  the  only  j 
elite  is  one  that  embraces  every 
gressive  movement. 

Secondly,  in  focusing  on  elites 
their  subtle  effects  on  policymak 
Judis  too  often  imagines  the  tail  is  m 
ging  the  dog.  Most  of  the  powerful  ( 
organizations  that  Judis  chronicles  h 
drawn  their  inspiration  from  the  lai 
national  discourse — from  anti-Viet 
War  protests  to  the  property-tax  n 
of  the  1970s.  As  cynical  as  Amerii 
are  about  Washington,  they've  h 
lost  control  of  their  democracy.  Who 
we  have  to  thank  for  the  rise  of  rag 
maverick  Senator  John  McCain  ( 
Ariz.),  with  his  $3  million  in  small-bu 
contributions  gathered  via  the  Int 
net?  Or  for  the  fact  that  Vice-Presid 
Al  Gore,  so  detested  by  the  "ven 
business  tycoons  Judis  repeatedly  sk< 
ers,  is  close  to  finishing  off  Democ 
Bill  Bradley — a  darling  of  Corpora 
America  if  ever  there  was  one?  V< 
ers — certainly  not  the  elites. 

Finally,  Judis  completely  misses  t 
migration  of  Washington  lobbying  po 
er  from  K  Street  to  Silicon  Valle 
Maryland's  1-270  corridor,  and  Virginii 
Dulles  corridor.  From  Microsoft 
America  Online,  new  high-tech  goliatl 
are  redefining  the  lobbying  and  infl 
ence  game.  Maybe  that'll  be  the  topic 
Judis'  next  book. 

BY  DOUGLAS  HARBRECffe 

Washington  News  Editor  Harbrecl 
has  followed  the  capital  scene  sine 
1978. 
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Idea  to  restructure  marketing  department  occurs  while  shampooing 


at,  businesspeople  are  always  thinking.  Always  looking  for  better  answers  and  solutions, 
v  ley  can  find  them  at  Office.com— the  top-rate*d  online  business  center  with  expert, 
ii  th  information  on  nearly  150  industries  and  professions,  unparalleled  tools  and  access 
i;'  people  and  services  businesspeople  need  the  most.  The  new  way  to  WOrki" 

31  :e.com  Inc.  Ml  rights  resented.  Rated  HI  online  business  center  overall  and  on  value  to  end  users  by  Cahners  In-Stat  Croup,  December  1999. 


Log  on  to  Office.com 

Read  latest  articles  o 
reorganization 

Experiment  with  Buil 
Effective  Team  tool 

Download  creative  compensation 
strategies  report 

Network  to  find  motivational  speaker 
for  department  meeting 

Take  wet  towel  off  bed 


office  com 

a  service  from  winstar 


DARLING, 


IN  THIS  PART  OF  THE  WORLt  j 
WE  LIKE  OUR  LOVERS 1 
TO  TAKE  THEIR  TIME 

NOT  OUR  WEBSITES 

SO  YOU  WANT  TO  TAKE  YOUR  E-BUSINESS  GLOBAL.  BETTER  MAKE  SURE  YOU  CAN  DELIVER  ALL 
YOUR  CONTENT  QUICKLY.  ADEROS  GLOBAL  NETWORK  OF  ADVANCED  SERVERS  AND  SERVICES 
BRINGS  LIGHTNING-QUICK  WEB  CONTENT  TO  99%  OF  THE  PLANET.  THAT'S  POTENT  STUFF.  DADDY 


adero> 

The  world  wants  your  business. 


|  2000  Adero.lnc. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


PUT  YOUR 
IN  (FREE) 


FILES 
STORAGE? 


Having  some  space 
on  the  Web  can  be 
useful-but  not 
for  anything  private 

The  World  Wide  Web 
lias  become  an  amaz- 
ing cornucopia  of  free 
goodies.  While  giving  prod- 
ucts away  may  be  a  dubious 
business  proposition,  we  con- 
sumers may  as  well  enjoy  it 
while  it  lasts. 

The  latest  free  service  to 
blossom  is  online  storage, 
with  companies  offering  20 
megabytes  or  more  of  space 
on  their  servers.  Twenty  MB 
isn't  a  lot  of  space,  and  it 
would  cost  only  30c  to  get 
that  much  more  on  your  com- 
puter, so  it  doesn't  seem  like 
a  great  deal.  But  you  can  do 
things  with  online  storage 
that  you  can't  with  a  regular 
hard  drive.  You  can  share 
files  with  friends  or  col- 
leagues or  easily  get  access 
to  files  from  home,  work,  or 
on  the  road.  My  main  reser- 
vation concerns  the  security 
and  privacy  of  information 
stored  online. 

At  its  best,  moving  files  to 
Web  storage  should  be  as 
simple  as  dealing  with  files 
on  your  computer.  For 
starters,  the  file  has  to  be 
there  when  you  want  it,  and 
this  requires  an  always-on 
connection  to  the  Internet, 
the  kind  you  get  with  a  cable 
modem  or  digital  subscriber 
line  (dsl)  phone  hookup.  But 
seamless  Web  storage  also 
demands  tight  integration  be- 
tween the  service  and  your 
computer's  software. 

I  found  two  services  that 
pull  this  off  well:  iDisk  for 
the  Macintosh  and  Driveway 
Corp.'s  Driveway  for  Win- 


dows. Apple's  iDisk  is  part  of 
a  suite  of  Web-based  services, 
including  free  home  pages 
and  e-mail,  recently  launched 
by  the  computer  maker.  All 
require  the  use  of  Mac  OS  !>. 
Once  you  sign  up  for  a  20- 
MB  iDisk.  it  appears  as  an 
icon  on  your  desktop,  just  like 
any  other  drive.  As  long  as 


ing  additional  space  available 
for  a  fee,  but  it  hasn't  com- 
mitted to  doing  so. 

If  you're  a  Windows  per- 
son, Driveway  offers  a  similar 
service  for  anyone  using  In- 
ternet Explorer  5.0.  Drive- 
way gives  you  25  MB  free, 
with  the  opportunity  to  pur- 
chase more  storage — or  earn 
more  by  getting  acquain- 
tances to  sign  up.  Once 
you've  set  Driveway  up,  you 
can  get  your  files  by  clicking 
the  Web  Folders  icon  created 
by  Internet  Explorer.  And  if 
you  use  Microsoft  Office  2000, 
you  can  load  files  from  and 
save  them  to  Driveway  from 
Word  or  other  Office  applica- 
tions. If  you're  working  from 


you  are  connected  to  the  In- 
ternet, you  can  drag  files  to 
and  from  it  just  as  if  it  were 
a  drive  on  your  machine  or  a 
local-area  network.  You  can 
also  create  a  public  folder 
that  anyone  can  read  and 
copy  files  from  but  not  write 
to.  Apple  is  considering  mak- 


a  computer  that  doesn't  have 
your  Web  Folders  set  up,  you 
can  get  to  your  Driveway 
files,  albeit  less  conveniently, 
using  any  browser  to  reach 
a  password-protected  page. 
You  can  also  set  up  a  shared 
folder  that  is  accessible  to 
designated  users. 


i 


l 
Two  other  online  s 
services  I  looked  at 
much  less  compelling, 
offers  50  MB  of  file  st 
plus  "unlimited"  spaj 
saving  copies  of  Web 
It  also  offers  software  ft 
lecting  Web  pages,  a 
them  with  friends,  anc 
chronizing  file  content 
tween  your  desktop  an 
line  folders.  But  com 
with  better  integrated 
vices,  the  fact  that  yo 
get  to  your  files  only  th 
a  Web  browser  makes  i. 
less  attractive 
INTRUSIVE.  FreeDrive  Sn 
unappealing  that  I 
even  bother  signing  up 
only  did  the  registration 
cedure  ask  a  number  of 
sonal  questions  with  m 
surance  that  the  inform, 
would  be  kept  private 
terms  of  service  require 
I  accept  ads  and  promot 
e-mail  from  sponsors, 
better  alternatives  avail 
it's  easy  just  to  say  no. 

The  services  promis 
keep  your  private  files  c 
dential,  but  they  don't  ( 
much  more  than  their 
as  assurance — along  with 
usual  legal  disclaimers  w 
ing  that  they  may  not  be 
to  keep  their  word.  Th 
no  evidence  that  files  are 
crypted,  either  on  the  sei 
or  in  transit,  and  a  sin 
password  doesn't  offer  m 
protection.  So  I  wouldn't 
these  services  to  store  ; 
thing  you  wouldn't  want  y 
competitors,  your  children 
a  total  stranger  to  see. 

That's  a  serious  limitat 
but  Web  storage  is  stil 
handy  way  to  share  files  ; 
keep  online  copies  of  imp 
tant,  but  not  sensitive,  fi 
With  better  security 
stronger  privacy,  it  could 
come  a  very  useful  tool 


FREE  STORAGE        ADDITIONAL  STORAGE       COMMENTS 


PLACES 


PARK 


DRIVEWAY  25  MB 

www.driveway.com 


iDISK 
iDRIVE 


20  MB 


100  MB  $29.95 
per  90  days 

Planned 


50  MB  None 


Works  with  Windows  Web  folder: 
requires  Internet  Explorer  5.0 

Mac  only;  requires  OS  9 

Browser-based 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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3  Age  of  Either/Or  is  over. 


It's  the  Age  of  All. 

Global  markets.  Infinite  bandwidth.  Lots  of  facts 

(not  much  wisdom).  Now  you  can  have  it  all. 

But  can  you  handle  it?  All  the  rules  keep  changing. 

Yesterday's  collaborators? 
Today's  competitors. 

Earnings  and  shareholder  value. 
Total  strangers? 

That  company  you  want  to  buy? 
Now  wants  to  buy  you. 

Welcome  to  the  21st  century. 
And  Catch  22. 

Deutsche  Bank  is  no  stranger  to  this 
new  business  paradigm. 

Five  years  ago,  we  set  out  to  create  a  world-class 
investment  bank.  Detractors  abounded.  Where  are 
they  now?  Through  strategic  acquisitions  and 
recruiting,  we've  attracted  to  our  ranks  many  of 
investment  banking's  most  seasoned  professionals, 
as  well  as  some  of  the  best  minds  entering  the 
business.  An  extraordinary  combination  of  intellectual 
capital  and  financial  clout. 

And  it  can  all  be  yours. 


Deutsche  Bank 


m 


Welcome  to  the  Age  of  All. 


As  you  step  into  the  new  millennium,  you'll  need  it  all.  You'll  need  financial 
advisers  with  360°  vision  and  serious  resources,  who  respond  instantly  to 
change,  cope  elegantly  with  chaos  and  have  a  proven  track  record  in  every 
corner  of  the  planet.  Any  less  and  you  risk  it  all. 


Global  performance  is 


1  Trademark  application  pending 


leading  to  results.™* 


Selected  recent  awards  and  poll  results: 

Most  Impressive  Investment  Bank  for  Overall  Capital 
Raising  in  1999 

Euroweek  Borrowers  Poll,  January  2000 

World's  No.  1  Investment  Bank  for  Raising  Capital 
Euromoney  Borrowers  Poll,  September  1999 

Bond  House  of  the  Year 

IFR  Review  of  the  Year,  December  1999 

Euro  Bond  House  of  the  Year 
IFR  Review  of  the  Year,  December  1999 

Best  Bank  for  Securitization 
Corporate  Finance,  January  2000 

Advisor  of  the  Year  -  Asia  Pacific 
Project  Finance  International,  January  2000 

Best  Bank  in  Euroland 
Corporate  Finance,  January  2000 

Project  Finance  House  1999 
Financial  Intelligence  Agency,  Winter  2000 

Credit  Derivatives  House  of  the  Year 

IFR  Review  of  the  Year,  December  1999 

Interest  Rate  Derivatives  House  of  the  Year 

IFR  Review  of  the  Year,  December  1999 

European  Loan  House  of  the  Year 

IFR  Review  of  the  Year,  December  1999 

M&A  Advisory  of  the  Decade 
Central  European,  November  1999        , 


Euromoney  Poll  of  Polls: 

"A  new  pecking  order  emerges. 


Overall 

Rank 

ng 

Trad 

ng 

Ui 

iderwriti 

ng 

Advising 

Deutsche  Bank 

1 

1 

2 

2 

Merrill  Lynch 

2 

3 

3 

1 

Morgan  Stanley 
Dean  Witter 

3 

8 

1 

4 

Source.  Euromoney,  January  2000 

Euromoney  Poll  of  Polls  is  a  synthesis  of  League  Tables  and 
Euromoney  Polls  from  1999 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


TO  BEAT  COLOMBIA'S  GUERRILLAS, 
LEGALIZE  DRUGS  IN  THE  U.S. 


Deutsi 


QUICK  FIX: 

A  $1.6  billion 
aid  program 
probably  won't 
work,  but  if 
cocaine  were 
legal,  the  huge 
flow  of  funds 
to  the 
guerrillas 
would  stop 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


Several  months  ago  I  went  to  Bogota  to 
speak  on  economic  issues.  I  had  nice 
discussions  about  the  ongoing  recession, 
fiscal  imbalances,  and  the  independent  cen- 
tral bank's  approach  to  reducing  inflation  and 
allowing  the  exchange  rate  to  float. 

Yet  it  was  clear  then  that  standard  eco- 
nomic issues  are  sideshows  in  Colombia.  The 
country's  future  is  wrapped  up  in  issues  of 
guerrilla  warfare,  drug  trafficking,  the  politi- 
cal will  to  fight  terrorism,  and  the  efficiency  of 
the  military.  It  is  remarkable  that  the  demo- 
cratically elected  president,  Andres  Pastrana, 
effectively  turned  over  the  southern  part  of 
his  country  to  a  guerrilla  group,  the  FARC, 
to  run  the  region  as  it  pleases,  mostly  for 
the  coca  business.  Pastrana  would  like  to 
make  peace  with  the  guerrillas,  but  the  FARC 
has  little  reason  to  negotiate  with  a  weak, 
compliant  government. 

In  response  to  the  disintegration  of  legal 
authority  and  the  expansion  of  the  drug  trade 
in  Colombia,  the  U.  S.  Congress  is  considering 
a  three-year  aid  package  of  $1.6  billion  to 
support  Pastrana's  "Plan  Colombia."  One  rea- 
son that  the  Administration  is  supporting  this 
plan  is  that  Pastrana  is  a  friend  of  democracy 
and  human  rights.  In  fact,  Colombia  has  long 
stood  out  in  Latin  America  for  its  democratic 
traditions.  Unfortunately,  however,  Colombia 
may  now  have  too  much  democracy,  with  its 
constrained  central  authority  and  poorly  func- 
tioning army,  to  combat  effectively  the  ter- 
rorist threat.  The  country  would  probably  be 
better  off  with  a  figure  like  Peruvian  Presi- 
dent Alberto  Fujimori  who  would  be  willing, 
temporarily,  to  suspend  rights  and  democrat- 
ic practices  to  defeat  the  guerrillas  and  reim- 
pose  law  and  order. 

NEIGHBORING  CRACKDOWNS.  If  the  aid  pack- 
age is  approved,  Americans  will  end  up  ef- 
fectively supporting  both  sides  of  Colombia's 
civil  war.  U.  S.  taxpayers  will  help  finance 
the  Colombian  government's  fight  against  the 
guerrillas.  But  American  drug  consumers  will 
continue  to  finance  the  guerrillas'  war  with 
Bogota. 

Instead  of  Washington  providing  money 
to  the  Colombian  government,  we  should  be- 
gin thinking  of  curtailing  the  cash  that  Amer- 
ican consumers  send  to  the  other  side — the 
guerrillas.  This  could  be  accomplished,  virtu- 
ally overnight,  by  legalizing  drugs  in  the 
U.  S.  People  would  still  use  drugs  and  pay  for 
them  (at  lower  prices),  but  at  least  the  in- 


dustry would  no  longer  be  connected  to  c 
inal  activity. 

To  date,  the  focus  of  U.  S.  drug  policy 
been  the  curtailment  of  supply.  Barry 
Caffrey,  head  of  the  White  House  drug  ol 
argues  that  Plan  Colombia  should  be 
ported  to  achieve  the  antidrug  successe 
Peru  and  Bolivia:  "Without  additional 
assistance,  Colombia  is  unlikely  to  experit 
the  dramatic  progress  in  the  drug  fight 
perienced  by  its  Andean  neighbors."  Altho 
Colombia  has  long  been  a  major  playei 
distribution,  it  became  the  world's  larj 
grower  of  coca  only  recently,  precisely 
cause  these  activities  became  more  difficul 
the  neighboring  countries.  There  is  no 
dence  that  the  antidrug  successes  in  P 
and  Bolivia  curtailed  the  region's  overall  s 
ply  of  drugs. 

REGULATE  AND  TAX.  Colombia  has  also  e% 
rienced  victories  against  the  drug  trade 
wiping  out  the  distribution  cartels  in  Mede 
and  Cali.  But  the  response  was  a  shift  oft 
network  to  other  groups  and  places.  If  Cok 
bia  experiences  more  such  victories,  then  1 
drug  business  may  return  to  its  'neighbori 
countries,  including  fresh  possibilities 
Ecuador,  or  to  other  parts  of  the  world.  T 
fundamental  problem  would  continue  to 
the  high  willingness  to  pay  for  drugs  by  us 
in  the  U.  S.  and  other  rich  countries 
demand  would  be  serviced  at  some  pri< 
somewhere  in  the  world. 

The  U.  S.  does  not  have  schemes  like 
Colombia  for  countries  that  produce  tobac 
or  alcohol.  The  important  differences  betwe 
tobacco/alcohol  and  cocaine/marijuana/hero 
are  not  that  one  group  of  drugs  is  more  da 
gerous  than  the  other,  but  rather  that  tl 
former  is  legal  and  the  latter  illegal. 

We  ought  to  be  regulating  and  taxing  tl 
presently  illicit  drugs  as  we  do  tobacco  and  a 
cohol.  Doing  so  would  not  only  raise  tax  rei 
enues  but  would  also  save  enormous  resoura 
presently  expended  on  police  and  prison 
The  freed-up  money  could  be  used,  in  part,  t 
fund  health  programs  for  drug  users  and  ec 
ucation  programs  designed  to  diminish  th 
demand  for  drugs. 

Instead,  we  seem  to  be  moving  on  an  ii 
exorable  path  toward  eventually  managin; 
tobacco  the  way  that  we  presently  treat  ilk 
gal  drugs.  Prohibition  should  have  taught  u 
something.  Our  drug  policy  is  a  mess,  seri 
ously  in  need  of  a  basic  reorientation 


Corr 
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Deutsche  Bank  you  can  have  it  All. 


Commitment  is 


Global  and  local. 

In  the  Age  of  All,  you  have  to  make  hay  wherever  the  sun  shines. 
Which  calls  for  a  financial  advocate  with  deep  industry  knowledge 
and  broad  business  expertise  across  all  disciplines  and  economic 
regions.  At  the  same  time,  you  have  to  act  locally,  understand 
cultural  nuance  and  master  any  strategic  market.  That's  why  we 
have  90,000  professionals  on  the  ground,  giving  clients  access  to 
insight,  capital  markets,  decision  makers  and  influencers  in  every 
time  zone. 

Brains  and  brawn. 

As  one  of  the  world's  largest  banks,  we  routinely  put  our  cash  on 
the  table  to  seal  a  deal.  But  cash  is  only  as  valuable  as  the  ideas 
behind  it.  The  Age  of  All  insists  you  articulate  a  vision  and  think 
strategically  about  things  never  done  before.  You  need  capital  to 
play  the  game,  and  the  intellectual  resource  to  change  the  rules. 
And  we  deliver  both  to  clients  every  day:  from  hot  IPOs  for 
emerging  growth  companies  like  Foundry  Networks,  Inc.,  which 
won  IDD's  'Technology  Breakthrough  Deal  of  the  Year',  to  block- 
buster equity  offerings  for  giants  like  Deutsche  Telekom. 

Debt  /equity  and  advisory. 

While  equity  sizzles,  debt  is  a  critical  component  of  the  capital 
structure.  You  need  innovation  and  liquidity  on  both  sides  of  the 
equation,  and  the  tools  to  put  it  all  in  perfect  balance.  We  have  a 
lot  of  stock  (pardon  the  pun)  in  all  forms  of  equity,  debt,  leveraged 
finance  and  world-class  advisory  -  these  are  the  reasons  why 
Deutsche  Bank  is  leading  to  results.™' 


pplication  pending 


leading  to  results. 
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Economic  Trends 


BY  GENE  KORETZ 

HIRE  MATH: 
FIRE  3,  ADD  5 

Why  job  churning  is  on  the  rise 

In  May  of  last  year,  in  response  to  a 
question  after  giving  a  speech  in 
Chicago,  Federal  Reserve  Chairman 
Alan  Greenspan  suggested  that  em- 
ployers' continuing  strong  tendency  to 
lay  off  workers  may  actually  be  pro- 
moting job  creation.  Whereas  compa- 
nies once  viewed  hiring  new  workers 
as  a  heavy  commitment,  the  knowledge 
that  they  can  also  let  workers  go  if  con- 
ditions warrant  may  have  made  them 
less  reluctant  to  boost  payrolls. 

DOWNSIZING  AND  UPSIZING: 
THE  BEAT  GOES  ON 


PERCENT  OF  COMPANIES 
REPORTING  THAT  THEY: 


▲  PERCENT 


'99*  '98     '99  '98      '99 

AIL  ANNUAL  READINGS  ARE  FOR  U'  MONTHS  ENDING  A! 
MIDYEAR  CATEGORIES  ARE  NOI  MUTUAllY  1 1 

DATA  AMERICAN  MANAGEMENT  ASSN 


The  American  Management  Assn.'s 
latest  annual  survey  of  nearly  1,200  ma- 
jor companies  doesn't  address  this  no- 
tion directly,  but  its  findings  tend  to 
support  it.  While  the  ranks  of  companies 
eliminating  positions,  as  well  as  those  of 
companies  adding  new  ones,  rose  last 
year  (chart),  the  share  of  employers 
who  reported  doing  both  jumped  to  its 
highest  level  in  at  least  five  years.  By 
mid- 1999,  72%  of  those  eliminating  jobs 
during  the  previous  12  months  said  they 
had  also  created  new  positions. 

Such  staffing  changes  clearly  reflect 
the  imperatives  of  today's  fast-paced 
New  Economy.  Among  the  half  of  re- 
spondents who  indicated  they  had  cut 
jobs,  only  15%  cited  the  traditional  ra- 
tionale of  inadequate  demand  conditions, 
whereas  70%  cited  such  reasons  as  or- 
ganizational restructuring,  reengineer- 
ing  of  production,  and  the  adoption  of 
new  technologies.  And  just  14%  men- 
tioned a  merger  or  acquisition. 

Significantly,  business  restructuring 
and  reengineering  are  also  playing  an 
increasing  role  in  job  creation.  According 
to  the  ama's  survey  director,  Eric  Rolfe 
Greenberg,  five  years  ago  such  factors 


were  cited  far  more  as  a  rationale  for 
job  cuts  than  for  job  additions.  Today, 
almost  as  many  companies  report  they 
are  adding  jobs  for  such  reasons  as  say 
they  are  cutting  them.  And  more  say 
automation  and  new  technology  are 
leading  to  job  gains. 

At  last  count,  in  mid- 1999,  a  quarter  of 
respondents  said  they  had  actually  down- 
sized in  the  prior  12  months — that  is,  had 
reduced  then-  total  workforce:  While  that 
was  up  from  1998,  the  companies  as  a 
group  created  five  new  jobs  for  every 
three  jobs  cut — a  net  gain  of  ■">'  < . 

Since  last  year's  ama  survey,  there's 
evidence  that  the  tight  job  market  may 
be  slowing  the  pace  of  layoffs — if  not 
the  pace  of  expansion.  According  to  out- 
placement firm  Challenger,  Gray  & 
Christmas  Inc.,  which  tracks  corporate 
layoff  plans,  job  cut  announcements  in 
January  were  below  their  year-earlier 
level  for  the  fifth  straight  month. 

Still,  there's  one  group  of  employees 
who  may  be  feeling  more  heat  in  to- 
day's red-hot  performance-driven  econ- 
omy. While  their  jobs  aren't  being  elim- 
inated,  Challenger  reports  that  the 
number  of  departing  CEOS  of  major  com- 
panies has  soared  since  mid-1999,  rising 
from  32  in  August  to  95  in  January. 


WELFARE  KIDS: 
NO  EASY  ANSWERS 

Ending  the  dole  may  not  help  them 

Welfare  reform,  some  argue,  will  im- 
prove the  well-being  of  children. 
Young  children  from  welfare  households, 
they  note,  tend  to  suffer  from  deficien- 
cies in  cognitive  development,  do  poorly 
in  school,  and  exhibit  behavioral  prob- 
lems. So  if  being  on  welfare  somehow 
reinforces  negative  parental  traits  that 
affect  kids,  then  getting  moms  off  the 
dole  should  pay  off  for  their  offspring. 

In  an  intriguing  new  study,  Phillip 
B.  Levine  of  Wellesley  College  and 
David  J.  Zimmerman  of  Williams  Col- 
lege assess  the  premise  behind  such 
reasoning:  that  it  is  the  mothers'  re- 
ceipt of  welfare  (rather  than  other  ma- 
ternal characteristics  correlated  with 
welfare  dependency)  that  harms  kids. 
Applying  statistical  techniques  to  data 
that  track  a  nationwide  sample  of  fam- 
ilies from  1979  to  1996,  the  researchers 
find  little  evidence  that  the  length  of 
time  children  were  exposed  to  welfare 
affected  their  subsequent  development. 

The  two  economists  conclude  that  the 
poor  cognitive  development  and  behav- 
ioral problems  exhibited  by  welfare  chil- 


sc.cooi 


dren  are  related  to  other  facto 
welfare  itself.  While  the  results 
that  ending  welfare  won't  he 
kids,  they  do  hold  open  the  pos 
that  other  strategies — such  as  pr< 
quality  child  care — could. 


RUSSIA'S  REVIV;  ,# 

MAY  RE  SHAKY  m 


S&P  questions  its  staying  po\ 


IV 


According  to  recent  estimate 
Russian  economy  grew  betwe 
and  3.2%  last  year,  and  it  could  p 
more  steam  this  year.  But  whetn< 
Russian  bear  is  truly  awake  or  wi 
into  torpor  again  is  a  subject  bein 
ly  debated  by  observers. 

Among  the  optimists  are  econc 
at  J.  R  Morgan  &  Co.,  who  cit 
healthy  increases  last  year  in  Ri 
industrial  output,  trade  surplus,  an 
revenues  as  proof  that  reform  anc 
nomic  recovery  are  on  track.  Vit  STEAD' 
Russia  in  the  context  of  other  fc  .. BORROW 
Soviet  bloc  countries  that  have  pe 
up  in  recent  years,  Morgan  believe 
economy  could  grow  at  an  average 
annual  pace  for  the  next  half-deca 

Analysts  at  Standard  &  Poor's  C 
however,  are  skeptical.  They  attr 
the  recovery's  strength  to  the  oil- 
surge  and  the  pickup  in  demand  foR 
mestically  produced  goods  fostere  |Jj1'. 
the  ruble's  steep  drop.  But  they 
that  the  trade  surplus  rose  becau;  .. 
reduced  imports  rather  than  rising  \ 
ports,  suggesting  that  severe  com* c 
tiveness  problems  still  hamper  the  € 
omy.  And  real  investment  grew  a  r  ates  ad 
1%  last  year,  after  declining  at  an  a  j^m 
age  16%  annual  rate  since  1991. 

Holding  Russia  back,  says  s&P, 


a  corporate  structure  that  e 


managerial  and  worker  shareholder 
resist  reforms,  a  still  grossly  ineffec  '" 
tax  system,  a  gov- 
ernment and  legal 
structure  that  pro- 
vides weak  sup- 
port for  private 
enterprise,  and  a 
poorly  functioning 
banking  system. 
J.  P.  Morgan's  an- 
alysts imply  that 
such  roadblocks 
are  at  last  being 
dismantled.  But 
s&p's  experts  want 
more  tangible  evi- 
dence that  it's  re- 
ally happening. 
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JRPRISE:  THE  NEW  ECONOMY 
WUIRES  HIGHER  INTEREST  RATES 

»|nand  for  investment  capital  is  already  pushing  them  up 
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In  all  the  hubbub  over  Fed- 
eral Reserve  Chairman  Alan 
aspan's  remarks  about  productivity,  stock  prices, 
e  he  wealth  effect,  a  crucial  point  in  the  outlook  for 
conomy  and  interest  rates  is  getting  lost.  The  fact 
e  New  Economy  requires  higher  interest  rates. 

not  simply  that  economic  growth,  now  refigured 
stunning  6.9%  annual  rate  in  the  fourth  quarter,  is 
last.  Or  that  the  strong  showings  of  consumer 
ding,  confidence,  and  factory  orders  so  far  this 
ter  are  raising  the  risk  that  robust  demand  will 
inflation  higher.  The  story  goes  deeper  than  that. 
True,  massive  investments 
in  productivity-enhancing  tech- 
nologies   are    fundamentally 
revaluing  Corporate  America. 
And  stock-owning  households 
are  sharing  in  that  wealth, 
which  is  helping  to  power  the 
economy  and  create  jobs,  even 
for  many  who  don't  own  stock. 
However,   the   investment 
boom  of  the  1990s  is  also  pres- 
suring the  capital  markets  to 
!ide  ever  more  financing  for  those  investments, 
do  we  know?  Because  for  the  past  two  years, 
l  markets  have  been  pushing  up  real  interest  rates, 
ites  adjusted  for  expected  inflation. 
*eenspan  touched  on  this  point,  which  went  largely 
)ticed,  in  his  recent  Humphrey-Hawkins  testimony. 
Dointed  out  that  the  real  rate  on  long-term  BBB  cor- 
ite  bonds,  which  is  a  good  proxy  for  the  cost  of 
it  in  the  corporate  sector,  has  risen  by  a  full  per- 
age  point  during  the  past  two  years  (chart).  By  de- 
ion,  a  rise  in  an  interest  rate  already  adjusted  for 
tion  does  not  reflect  inflation  worries,  and  the  in- 
se  began  well  before  the  Fed  started  to  lift  short- 
a  rates.  What  it  does  reflect  is  "a  quite  natural 
equence  of  the  pressures  of  heavier  demands  for  in- 
ment  capital,  driven  by  higher  perceived  returns  as- 
ated  with  technological  breakthroughs,"  he  says. 


ICKS  101  tells  us  that  a  company's  share  price  ba- 
illy  reflects  two  things:  1)  the  stream  of  expected  net 
aims,  or  profits,  that  a  company  is  projected  to  gen- 
ii e;  and  2)  an  interest  rate  used  to  discount  those  re- 
\  is  for  their  riskiness  and  other  factors.  That  com- 
J  ition  yields  the  current  value  of  a  given  company. 


Part  of  Greenspan's  argument  is  that  investors'  as- 
sessments of  risk  and  other  such  discount  factors,  al- 
though having  risen — as  reflected  in  the  higher  BBB 
real  rate — are  still  too  low.  He  says,  "to  date,  rising 
business  earnings  expectations  and  declining  compen- 
sation for  risk  have  more  than  offset  the  effects  of 
this  increase,  propelling  equity  prices  and  the  wealth  ef- 
fect higher."  His  implication  is  that  real  rates  will  most 
likely  have  to  increase  further. 

It  has  been  easy  to  speculate  that  stock  prices  are 
overvalued,  based  on  traditional  models  that  suggest — 
but  don't  prove — that  price-earnings  ratios  are  exces- 
sively high.  But  now,  the  rise  in  real  rates  is  offering 
some  stronger  evidence:  The  uptrend  indicates  the 
markets'  attempt  to  clear  away  a  fundamental  imbal- 
ance. Specifically,  the  Fed  chief  said  it  reflects  an  excess 
demand  for  funds  to  finance  investment.  What  he  did 
not  say  is  that  at  least  some  of  that  excess  demand  is 
very  likely  showing  up  as  inflated  stock  values. 

THE  KEY  POINT  HERE  for  the  economy  and  Fed 
policy  is  the  increasingly  tighter  link  between  the  fi- 
nancial markets  and  real  economic  activity.  Through 
the  wealth  effect,  the  excess  demand  for  funds  in  the 
financial  markets  is  mirrored  by  excess  demand  for 
goods  and  services,  demand  that  the  economy  cannot 
satisfy  without  generating  inflation. 

In  effect,  the  New  Economy 
and  its  rapidly  changing  struc- 
ture are  demanding  a  rebal- 
ancing of  both  the  financial 
markets  and  the  markets  for 
goods  and  services.  Greenspan 
says  that  with  the  "assistance" 
of  a  tighter  monetary  policy, 
the  financial  markets  will  even- 
tually lift  real  rates  to  levels 
that  will  restore  that  balance 
to  both  areas  of  the  economy. 

The  big  question  is  how  much  assistance  will  the 
Fed  need  to  supply?  Although  much  has  been  made  of 
Greenspan's  comments  suggesting  stock  prices  have 
to  be  reined  in  to  limit  the  stimulus  from  the  wealth  ef- 
fect, the  Fed  will  continue  to  take  its  policy  cues  from 
the  real  economy,  especially  the  labor  markets.  That's 
because,  by  addressing  those  imbalances,  any  financial 
market  imbalances  will  get  washed  out  as  well. 

The  latest  data  suggest  that  the  Fed  still  has  much 
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work  to  do  to  bring  demand  and  supply  back  into  equi- 
librium in  the  markets  for  goods  and  services.  Al- 
though fourth-quarter  economic  growth  was  stunning,  it 
was  clearly  exaggerated  by  a  temporary' surge  in  gov- 
ernment spending  and  by  some  Y2K-related  factors  that 
boosted  demand.  However,  even  if  overall  gross  do- 
mestic product  growth  slows  to  4%  this  quarter,  the 
yearly  growth  trend  will  speed  up  to  4.6%. 

Two  key  sectors  of  demand  are  roaring  ahead.  The 
January  level  of  real  consumer  spending,  for  example, 
already  shows  first-quarter  outlays  growing  at  an  an- 
nual rate  of  4.5%  from  the  fourth-quarter  average  with 
February  and  March  data  still  to  come.  Although  con- 
sumer confidence  dipped  in  February,  in  response  to 
concerns  over  oil  prices  and  interest  rates,  the  decline 
was  from  January's  record  high  (chart,  page  29). 

Also,  capital  goods  orders  and  shipments,  excluding 
aircraft,  soared  a  respective  50%  and  37%  vs.  their 
fourth-quarter  levels,  suggesting  a  sharp  acceleration  in 
first-quarter  equipment  outlays,  after  last  quarter's 
pullback.  And  based  on  the  February  purchasing  man- 
agers' report,  industrial  activity  is  picking  up  steam, 
and  materials  costs  are  rising  (chart). 

BUT  IN  THE  NEW  ECONOMY,  problems  for  Fed  pol- 
icy  go  beyond  the  economy's  powerful  momentum. 
First,  monetary  policy  is  a  blunt  instrument  that  can 
rarely  be  wielded  with  much  precision.  Higher  interest 
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rates  clearly  threaten  traditional  businesses,  si 
cars  and  housing,  more  than  they  menace  techi 
companies,  who  rely  less  on  debt  financing  and 
products  are  less  rate  sensitive.  However,  it  ij 
tech  sector  that  is  generating  much  of  the  wealtlj 
continues  to  stoke  demand  for  goods  and  service 

Second,  because  of  the  tighter  link  between  t1 
nancial  markets  and  overall 
demand,  the  Fed  must  main- 
tain a  heavy  presence  in  com- 
ing months.  As  has  become 
evident  in  recent  years,  any 
time  Wall  Street  believes  that 
the  Fed  is  less  inclined  to  lift 
rates,  the  markets  rally,  keep- 
ing the  wealth  effect  alive, 
and  stimulating  spending. 

The  rise  in  real  corporate 
rates  is  telling  us  that,  if  the 
Fed  does  not  act  to  rebalance  both  the  financial 
product  markets,  market  forces  themselves  will 
mately  restore  those  equilibriums.  Certainly,  the 
w^ould  prefer  that  the  markets  do  some  of  the  wo: 
tightening  financial  conditions.  But  keep  in  mind 
market  reactions  can  be  swift  and  volatile,  especial' 
an  era  of  uncertainty.  That  means  in  the  uncha 
waters  of  the  New  Economy,  the  Fed  will  likely  s 
a  smoother  course  than  the  financial  markets  woull 
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AN  ADVANCE  ON  THE  PEACE  DIVIDEND 


Israel  is  finally  emerging  from 
its  worst  recession  ever.  A  com- 
bination of  tight  fiscal  and  mone- 
tary policy  in  the  late  '90s  had 
slowed  growth  to  its  lowest  levels 
in  more  than  a  decade.  Real  gross 
domestic  product  grew 
by  just  2%  last  year, 
and  when  population 
growth  is  factored  in, 
per-capita  GDP  actually 
declined. 

Still,  a  return  to  the 
Middle  East  peace 
process  by  new  Prime 
Minister  Ehud  Barak, 
coupled  with  a  surge 
in  demand  for  the 
country's  high-tech  exports  and 
stronger  consumer  spending,  has 
led  to  renewed  optimism.  The  Is- 
raeli economy  was  picking  up  by 
the  end  of  1999,  and  for  2000,  it  is 
expected  to  grow  above  4% 


ISRAEL'S  ECONOMY 
IS  PICKING  UP  STEAM 


'96      '97      '98      '99      '00* 
A  PERCENT  'FORECAST 

DATA  STANDARD  &  POOR'S  DRI,  BUSINESS  WEEK 


(chart).  Exports  of  goods  and  ser- 
vices rose  a  hefty  7.4%  in  1999 
and  are  set  to  increase  even 
faster  in  2000  because  of  contin- 
ued growth  in  the  high-tech  sec- 
tor as  well  as  an  expected  rise  in 
tourism.  Even  the 
government  deficit 
may  be  lower  than 
the  2.5%  of  GDP  tar- 
get, thanks  to  an  un- 
expected surplus  in 
January  tax  receipts. 
Also,  the  flames  of 
inflation  seem  unlikely 
to  rekindle  any  time 
soon.  Inflation  has 
slowed  dramatically, 
with  consumer  prices  rising  just 
1.3%  in  the  year  ended  in  Janu- 
ary, compared  with  7.8%  in 
January,  1999.  The  slowdown  is 
due  largely  to  the  strength  of  the 
Israeli  shekel,  which  has  appreci- 


ated against  the  dollar  by  3% 
since  the  beginning  of  the  year. 

The  sharp  drop  in  inflationary 
expectations  has  led  the  Bank  of  I 
Israel  to  lower  rates.  On  Feb.  2l| 
the  central  bank  cut  its  key  dis- 
count rate  from  10.7%  to  10.3%. 
Bank  of  Israel  Governor  David 
Klein  said  that  he  would  continue 
the  gradual  easing  of  monetary 
policy.  But  economists  say  that 
rising  rates  in  the  U.  S.  are  likelyl 
to  limit  the  central  bank's  room  t<| 
maneuver. 

Despite  the  anticipated  growth 
in  the  economy,  unemployment  is 
expected  to  remain  high.  The  job-| 
less  rate  peaked  at  9.1%  in  the 
third  quarter  and  dropped  slightly 
in  the  final  quarter  of  the  year. 
But  the  economy  must  grow  by  al] 
least  5%  for  a  real  dent  to  be 
made  in  the  unemployment  rate. 
By  Neal  Sandler  in  Jerusalem 


30  BUSINESS  WEEK  /  MARCH  13,  2000 


Browsed  your  Web  site, 


Bought  from  theirs. 


Fly  Like  an  Eagle'. 


If  you  don't  offer 
e-customers  fast, 
low-cost  shipping, 
someone  else  will. 

To  see  how  easy  it  is 
to  offer  your  customers 
Priority  Mail®  go  to: 

www.USPSPriorityMail.com 


1  UNITED  STATES 


POSTAL  SERVICE, 


News:  Analysis  &  Commentary 


E-MALLS  FOR 
BUSINESS 


The  new  Web  rush 
is  from  companies 
forming  electronic 
marketplaces 

The  big  job  for  J.  Smoke  Wallin 
last  year  was  to  get  his  family's 
liquor-distribution  business,  In- 
dianapolis-based National  Wine 
&  Spirits  Inc.,  on  to  the  Inter- 
net. But  Wallin,  33,  discovered  a  raft 
of  online  upstarts  was  setting  up  much 
broader  sites  that  could  slice  off  big 
chunks  of  the  alcoholic-beverage  indus- 
try— leaving  distributors  such  as  Na- 
tional in  the  lurch.  So  instead,  he  formed 
eSkye.com  Inc.,  a  national  marketplace 
for  beverage  makers, 
distributors,  and  retail- 
ers to  buy  and  sell  on- 
line. Spits  Wallin:  "I 
don't  want  some  kid  out 
of  Silicon  Valley  with  a 
nose  ring  to  come  in  and 
take  over  my  business." 
Neither  do  thousands 
of  other  traditional  com- 
panies under  fire  from 
cheeky  dot-coms.  By 
forming  electronic  mar- 
ketplaces or  exchanges 
on  the  Web,  hundreds  of 
upstart  online  sites  are 
scrambling  to  make 
themselves  the  new 
commercial  hubs  of  in- 
dustries from  aerospace 
to  waste  management. 
Operating  as  middlemen 
between  suppliers  and 
their  customers,  they 
charge  a  small  percent- 
age of  each  transaction. 
Now,  like  Wallin,  the  in- 
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cumbents  are  thing  back  and  stak- 
ing their  claims  on  the  Net.  And 
they're  doing  so  with  a  haste  that 
wows  even  dot-com  rivals. 

On  Feb.  25,  General  Motors,  Ford  Mo- 
tor, and  DaimlerChrysler  abruptly  cast 
aside  plans  for  separate  online  procure- 
ment sites  to  collaborate  on  a  single  ex- 
change for  auto-parts  suppliers.  The  un- 
named   electronic    marketplace    could 
quickly  become  the  Net's  largest  busi- 
ness, says  auto  analyst  David  M.  Gar- 
rity  of  Dresdner  Kleinwort  Benson. 
Revenues  in  2002  could  be  as  high  as 
$6.9  billion — more  than  four  times  e- 
commerce   king   Amazon. corn's    1999 
sales.  Market  value  could  hit  $100  bil- 
lion when  it  goes  public,  possibly  in  12 
to  18  months. 

And  that  wasn't  the  only  block- 
buster announcement.  On  Feb.  28,  af- 
ter a  scant  three  weeks  of  frenzied 
activity,  Sears  Roebuck 
&  Co.  and  French  re- 
tailer Carrefour 
announced  an  In- 
ternet retail  ex- 
change to  handle  the 
$80  billion  they  spend 
annually  on  supplies. 
They  have  invited  oth- 
er retailers  to  join. 
"Why  wait  for  someone 
else  to  do  it?"  asks 
Sears  Chief  Executive 
Arthur  C.  Martinez. 
"Let's  seize  the  oppor- 
tunity ourselves."  And 
on  Mar.  1,  two  more 
marketplaces  were  un- 
veiled. Cargill,  DuPont, 
and  Cenex  Harvest 
States  Cooperatives  an- 
nounced plans  for  an 
agricultural  hub,  while 
reservations  giant  Sabre 
and  software  maker  Ari- 
ba  formed  a  site  for  the 
travel  biz. 


'04 


Established 
companies  from  Honeywell  to  Chevi  etc 
and  W  W  Grainger  have  all  started )  two-t 
marketplaces  in  chemicals,  aircraft  co  qisI 
ponents,  oil  and  gas,  and  operating  siil 
plies.  As  these  get  rolling,  they're  bou  It, :;. 
to  spur  big  companies  in  other  indi  >r 
tries  to  get  moving.  "We  are  going  h> 
have  one  global  exchange,"  predij  see-m 
Bruce  Johnson,  Carrefour's  chief  inf<  u 
mation  officer.  A 

CUTTING  COSTS.  These  new  creations   g  -. 
way  beyond  electronic  data  interchanj  i  r 
(edi)  networks,  which  generally  are  s  ml,,, 
up  individually  by  large  buyers  of  gootei/: 
and  services.  Instead,  e-marketplac«  ft ,- 
parlay  the  Net's  ubiquity  to  pull  tofe 
gether  multiple  buyers  and  sellers  int;e> 
one    virtual    place,    easily    reachablLi 
through  a  Web  browser.  The  instar  1 1 
communication  afforded  by  the  Web  irly 
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!]  2ted  to  slash  transaction  costs  by 

i  two-thirds,  help  companies  locate 

customers  and  suppliers,  and  even 

mline  design  and  production.  As  a 

t,  more  than  two-thirds  of  online 

rs  and  sellers  polled  by  market 

her  Forrester  Research  Inc.  plan 

le  e-marketplaces  within  two  years. 

le    new    e-mails    could    disrupt 

des-old  relationships  and  ways  of 

•  business — and  fast.  They  might 

reduce  the  advantages  of  scale  and 

nological  prowess  that  have  helped 

>\  •  of  the  largest  companies,  such  as 

■Mart  Stores  Inc.  and  Citigroup  Inc., 

itain  their  dominance.  A  Wal-Mart 

>(  esman  insists  that  the  retailer's  es- 

.{ shed  Internet  technology  will  allow 

J'  be  more  efficient  than  rivals,  but 

Hy  the  competitive  stakes  are  much 


higher — for  buyers 
and  sellers.  Online,  they  can't  hide  be- 
hind geographic  boundaries  or  personal 
relationships  with  customers.  Says  For- 
rester analyst  Varda  Lief:  "These  are 
massive  business  changes  that  are  hap- 
pening in  the  space  of  a  couple  months." 

Why  so  fast?  More  than  anything, 
fear.  The  second  booming  e-Christmas  in 
a  row  didn't  escape  industrial  execs — 
and  neither  did  high-profile  flops  by  tra- 
ditional companies  such  as  Toys  'R'  Us. 
"Most  large  corporations  missed  the 
boat  on  the  consumer  Internet,"  says 
Arthur  B.  Sculley,  author  of  B2B  Ex- 
changes and  a  partner  in  the  invest- 
ment firm  Sculley  Brothers  LLC.  "In 
business-to-business  e-commerce,  they 
don't  want  to  be  Amazoned." 

They  also  want  to  get  in  on  venture- 
capital  and  initial  public  offering  riches 
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raking    in.     Merrill 
Lynch  Vice-Presideni 
Henry  Blodget  figures 
b2b  e-commerce  compa- 
nies could  command  a  stun- 
ning $1.5  trillion  in  market  value  by 
2003.  But  most  of  all,  they  are  lick- 
ing their  chops  over  the  unprece- 
dented opportunity.  Besides  offering 
big  savings  on  procurement  costs,  e- 
marketplaces  take  a  cut  of  transac- 
tions. Such  revenues  are  expected 
to  grow  from  $55  billion,  or  13%  of 
all  online  trade  this  year,  to  $1.4 
trillion,  or  53%  of  business-to-busi- 
ness e-commerce,  by  2004,  says 
Forrester. 

No  wonder  traditional  compa- 
nies are  moving  swiftly.  For  one 
thing,  they  know  their  businesses 
better  than  Net-savvy  outsiders. 
And  revamping  complex  supply 
chains  is  far  more  difficult  than 
entering  a  consumer  business. 
INSTANT  ACTIVITY.  Moreover,  tra- 
ditional companies  have  longstand- 
ing relationships  that  won't  vanish 
simply  because  they're  moving  to 
the  Net.  Indeed,  those  relationships 
provide  the  one  crucial  ingredient 
for  e-marketplaces:  instant  com- 
mercial activity.  Whoever  can  build 
momentum  first  will  win — and  that 
may  not  be  upstarts  from  Silicon 
Valley,  far  from  traditional  indus- 
trial centers.  Says  Mark  Hogan, 
president  of  gm's  online 
_m^mmmmmm~    urL'^'  e_GM:  "Generally, 
A/^tf  rtc^K  ?  '<^     the  first  guy  in  is  the 
winner." 
Maybe   so,   but   the 
old  boys  now  must  deliver  on  their 
grand  promises,  and  that  won't  be  easy. 
gm,  Ford,  and  DaimlerChrysler,  for  in- 
stance, have  widely  varying  technolo- 
gies that  insiders  say  have  yet  to  be 
sorted  out.  Then  there  are  antitrust  is- 
sues: The  feds  may  cast  a  wary  eye  on 
the  joint  ventures  if  the  upshot  is  to 
squeeze  suppliers.  Unlike  the  upstarts, 
moreover,  ventures  in  which  big  players 
have  substantial  investments  may  scare 
away  rivals  who  doubt  they  can  be  neu- 
tral marketplaces. 

And  some  cynics  wonder  what  all 
the  fuss  is  about.  "This  is  EDI  in  drag," 
sniffs  Mark  L.  Walsh,  ceo  of  the  online 
trading  community  VerticalNet. 
"They're  just  using  the  Internet  to 
force  suppliers'  prices  down."  Indeed, 
some  observers  think  the  purpose  of 
the  recent  announcements  is  to  boost 


BUSINESS  WEEK  /  MARCH  13,  2000  33 


News:  Analysis  &  Commentary 


0LOG1 


share  prices  of  the  participants,  or  let 
them  cash  in  on  the  ipos  they're  plan- 
ning for  their  new  creations.  Says 
Stephen  Usher,  an  auto  analyst  at  Jar- 
dine  Fleming  Securities  in  Tokyo:  "I 
think  this  is  as  much  about  support- 
ing auto  makers'  capitalizations  as  it 
is  about  cost-cutting." 
MARGIN  SQUEEZE.  E  -marketplaces  won't 
be  unalloyed  goodness  for  everyone,  ei- 
ther. Suppliers — from  small  manufac- 
turers to  large  distributors — could  ben- 
efit from  exposure  to  more  potential 
customers  and  perhaps  save  on  sales 
costs.  But  pitted  against  one  another 
online,  they  could  also  see  their  thin 


margins  squeezed.  "It  will  allow  some 
suppliers  to  gain  market  share  with  ag- 
gressive pricing,  and  it  will  hurt  oth- 
ers-who  have  relied  on  relationships," 
says  Michael  Blicher,  director  of  e-busi- 
ness integration  at  auto  component  mak- 
er Magna  International  Inc.  That  could 
accelerate  consolidation  already  hap- 
pening in  a  broad  swath  of  industries. 
Says  Carl  Bass,  CEO  of  the  construction 
marketplace  buzzsaw.com:  "The  weaker 
players  will  get  weeded  out." 

For  the  e-marketplaces  themselves, 
it  will  be  a  Darwinian  new  world.  Many 
experts  believe  that  there  won't  be 
room  for  more  than  one  or  two  players 


in  each  industry.  They  point  to  tb 
sumer  exchange  eBay  Inc.,  whici 
only  a  year's  head  start  in  auctio 
rivals  as  Yahoo!  Inc.  and  Amazo: 
yet  still  holds  a  70%-plus  market 
because  buyers  want  to  stay  wher  | 
sellers  are  and  vice  versa.  Declares 
ter  W.  Buckley  III,  CEO  of  Internet 
ital  Group  Inc.,  which  holds  stakes 
B2B  companies:  "There  will  be  a  a 
out."  In  biology  or  business,  evol 
isn't  pretty. 

By  Robert  D.  Hof  in  San  Mateo, 
Da  fid  Welch  in  Detroit,  Michael  A 
in  Chicago,  Amy  Barrett  in  Phit 
phia,  and  Stephen  Baker  in  Paris 
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THE  CZAR  OF  THE  CYBER  BAZAAR? 
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:, 
come  to  rely  on  the  exchanj  t 
for  their  business.  And  Orac  , 
also    owns    a    piece — rough  a' 
10% — of  the  auto  exchange.  Tl  jcli] 
model  will  work  similarly  as  0  Thesis 
acle  rolls  out  other  exchange  jtoeoati 
"If  you  look  at  the  top  thr<  Bhigtt4a 
companies  in  an  industry,  we'r 
talking   to   them,"   say   Oracl 
President  Raymond  J.  Lane 
BITTER  PILL.  Still,  no  one  is 
counting  Commerce  One  out,  ojay 
such  rivals  as  Ariba,  i2  Tech- 
nologies, Concur  Technologies, 
and  Microsoft.  When  Ford  Mo- 
tor Co.  and  General  Motors 
Corp.  decided  to  scrap  plans  to* 
develop  their  own  auto  ex- 
changes, the  companies  agreed 
to  include  both  Oracle,  which 
was  working  with  Ford,  and 
Commerce  One,  which  powered 
gm's  site.  It  wasn't  an  easy  pill  j 
to  swallow  for  Commerce  One 
CEO  Mark  B.  Hoffman,  whose 
company  won  significant  deals 
to  develop  exchange  sites  for 
BellSouth  Corp.  and  Royal 
Dutch/Shell  Group.  "But  if 
Ford  and  gm  can  come  togeth- 
er, than  maybe  Commerce  One 
and  Oracle  can  come  together," 
Hoffman  says. 
But  the  niceties  might  soon  end. 
Oracle  is  already  suggesting  that  ma- 
jor corporations  will  be  skittish  about 
dealing  with  upstarts  such  as  Com- 
merce One.  "These  are  very  small 
companies,"  Lane  says.  If  he  can  con- 
vince the  next  set  of  cyber  bazaar 


0 


Iracle  Corp.  Chairman 
Lawrence  J.  Ellison  likes 
to  boast  that  his  company 
figured  out  the  Internet  Revo- 
lution long  before  competitors 
knew  what  a  browser  was.  He 
crows  that  nine  of  the  top  10 
corporate  Web  sites  use  Oracle 
database  software  as  a  founda- 
tion. And  now  Ellison  has 
something  new  to  brag  about. 

With  two  deals,  Oracle  put  it- 
self at  the  nexus  of  what  could 
become  one  of  the  biggest — and 
potentially  most  lucrative — bets 
on  the  Net  yet.  On  Feb.  25, 
Oracle  joined  with  rival  Com- 
merce One  Inc.,  an  e-commerce 
services  company,  to  power  a 
new7  auto-parts  exchange  creat- 
ed by  the  Big  Three  carmakers. 
Then  Oracle  announced  its  next 
exchange,  a  retail  business-to- 
business  site  that  will  be  owned  I 
largely  by  Sears,  Roebuck  &  Co.  anc 
Carrefour  of  Paris.  So  in  less  than  a 
week,  Oracle  jumped  to  the  lead  in 
the  market  for  providing  the  guts 
that  make  cyber  exchanges  work. 
"Oracle  is  selling  a  pretty  convincing 
story,"  says  Bruce  D.  Temkin,  re- 
search director  at  Forrester  Re- 
search Inc.  in  Cambridge,  Mass. 
B2B  TARGET.  Oracle  isn't  done.  The 
company  plans  to  roll  out  exchanges 
in  several  other  industries.  While  ex- 
ecutives aren't  saying  which  ones, 
analysts  say  health  care,  aerospace, 
and  financial  services  are  good  bets. 
"Just  as  Oracle  has  targeted  business 
segments  in  the  past  and  ended  up 
dominating  those  segments,  so  Oracle 
is  targeting  the  b2b  segment,  and 


BRAGGING  RIGHTS 

Oracle's  Ellison 
has  taken  the  lead 
in  supplying  the 


our  belief  is  they  will 
dominate  that  busi- 
ness as  well,"  says 
Julian  C.  Day,  Sears' 
chief  operating  offi- 
cer 

'  Billions  of  dollars  guts  of  electronic 

are  at  stake.  Right  marketplaces 
now,  the  Big  Three 
auto  makers  spend  nearly  $250  billion 
annually  on  supplies.  The  companies 
also  hope  to  push  the  exchange  model 
on  their  suppliers  in  an  additional  $500 
billion  market.  Expect  Oracle  to  get  a 
piece  of  every  one  of  the  transactions 
— from  tires  to  rubber  hoses — that 
moves  online.  In  addition,  Oracle  gets 
to  sell  its  database  and  application 
software  to  the  suppliers  who  will 


customers  of  that,  Oracle  will  have 
something  else  to  gloat  about. 

By  Jay  Greene  in  Seattle 
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I  RATE  SHOCK 
IE  TECH  STOCKS? 

aps,  if  business  spending  really  dries  up 


[hen  Federal  Reserve  Chairman 
Alan  Greenspan  told  Congress  on 
Feb.  17  that  he  intended  to  raise 
st  rates,  one  target  clearly  was 
g  stock  market.  Evidently,  the 
m  set  wasn't  listening.  While  the 
old  Dow  Jones  industrial  average 
ipped  since  then,  the  tech-heavy 
iq  exchange  climbed  to  a  record 
m  Mar.  1.  "Economics  is  for  econ- 
3,"  says  jds  Uniphase  Corp.  Chief 
rial  Officer  Anthony  R.  Muller, 
If  an  economist  by  training, 
i  San  Jose  (Calif.  )-based  company, 
i  makes  fiber-optic  components 
to  build  the  Internet,  has  seen 
s  rise  23%,  to  $264,  since  Feb. 
aving  it  with  a  $92  billion  valua- 
clipsing  that  of  General  Motors 
The  simple  reason:  Demand  is  ex- 
d  to  continue  soaring  for  its  prod- 
high-bandwidth  networks  spread, 
business  is  driven  by  demand  for 
iternet,"  he  says.  "That,  more  than 
olicy  or  any  macroeconomic  con- 
.tions,  is  what  drives  our  business." 
kybe  so,  but  there's  a  potential  dark 
to  all  this.  For  while  the  red-hot 
><  sector  may  seem  to  be  ignoring 
«4aws  of  Econ  101,  the  fun  will  be 
-lived  if  the  Old  Economy  doesn't 
along  for  the  ride.  If  interest-rate 
slow  the  general  economy,  it  could 
:e  technology  spending  over  time. 
fcY  NERVOUS."  Even  some  of  the  in- 
ry's  biggest  boosters  are  starting 
oice  concern.  "I'm  very  nervous," 
Scott  G.  McNealy,  ceo  of  Sun  Mi- 
/■stems  Inc.  "The  Old  Economy  of 
c-and-mortar  companies  isn't  sick, 
t's  not  on  fire,  either.  And  if  [rising 
send  it  spiraling  downward,  it 
1  pull  the  foundation  out  from  under 
clicks  economy."  Adds  Hasso  Plat- 

ceo  of  German  software 

er   sap:    "What    happens 

n  people  stop  buying  tech- 

ajgy  because  business  slows 

n?"  And  the  dot-coms  with 

e  startling  valuations,  he 

s,  could  face  the  biggest     15 

3.  "We'll  go  on  making  real 

and  earnings,  although  at 

wer  level.  But  companies 

never  had  to  make  a  prof- 

I  think  they  would  drop 

a  black  hole." 

hat  may  be  a  worst-case 

lario,  but  there's  little  rea- 


son for  complacency. 
Economists  generally 
think  Greenspan  will 
proceed  cautiously  as  he 
hikes  rates  this  year,  al- 
lowing growth  of  3.8% 
for  2000.  But  more  and 
more  economists — and 
some  Fed  insiders — 
think  growth  might  have 
to  slow  much  more  to 
thwart  inflationary  pres- 
sures (page  36).  That 
may  mean  bigger  rate 
hikes  than  projected. 

To  be  sure,  the  sales 
scenario  remains  rosy 
for  now.  Wall  Street  an- 
alysts expect  earnings 
for  tech  companies  to 
rise  30%  in  2000,  com- 
pared with  12%  for  non- 
tech  companies,  says 
Chuck  Hill,  research  di- 
rector of  First  Call 
Corp.  Chipmakers  will 
lead  the  charge,  with 
49%  earnings  growth,  al- 
most matching  the  blis- 
tering 52%  gains  in  1999. 

As  long  as  rate  in- 
creases remain  modest, 
tech  companies  probably  won't  feel  much 
pain.  Most  carry  almost  no  debt,  since 
they  can  fund  growth  from  cash  flow  or 
by  using  their  highly  valued  equity.  But  if 
soaring  interest  rates  do  take  a  bigger 
bite  out  of  the  economy,  the  picture  could 
change.  Standard  &  Poor's  dm  estimates 
that  corporate  spending  on  software  and 
computers  is  likely  to  fall  off  sharply  over 
the  next  two  years,  even  with  low  rates. 
If  rates  were  to  jump  substantially,  the 
spending  drop  would  be  far  deeper. 

HOW  IT  MAY  PLAY  OUT 

How  one  analyst  predicts  interest-rate  increases  could  cut 
into  projected  spending  growth  on  software  and  computers 


Greenspan's  warning  didn't  slow 
down  JDS  Uniphase-which  now 
has  a  valuation  exceeding  GM's 
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One  way  or  the  other,  some  tech  sec- 
tors will  be  less  vulnerable  than  oth- 
ers. Phone  companies  aren't  likely  to 
trim  investment  in  gear  needed  to  build 
high-speed  broadband  networks  and  of- 
fer new-fangled  services  such  as  movies- 
on-demand.  And  business  e-commerce 
should  remain  red  hot. 

But  companies  that  sell  less  strategic 
technology  may  not  be  so  lucky.  Cash- 
poor  mom-and-pop  operations  might 
forego  that  new  laser  printer  or  the 
switch  from  Windows  95  to  Windows 
2000.  And  large  companies  may  take  a 
pass  on  the  latest  upgrade  of  high-price 
items  such  as  mainframe  computers. 
"Tech  companies  are  not  immune"  to 
the  effects  of  slowed  spending,  says 
Ford  Motor  Co.  cfo  Henry  D.G.  Wal- 
lace. When  that  day  comes,  slower  sales 
in  the  industrial  sector  could  finally 
prompt  investors  to  take  a  new  look  at 
their  high-tech  holdings.  After  all,  that's 
what  Chairman  Greenspan  wanted  in 
the  first  place. 

By  Peter  Burrows  in  San  Mateo, 
with  Katie  Kerwin  in  Detroit 
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THE  ECONOMY 


WAS  GREENSPAN 
TOO  LAX? 

Some  economists  say  he  let  the  party  go  on  too  long 


From  one  end  of  Corporate  America 
to  another,  you  can't  find  an  execu- 
tive who  has  anything  but  admira- 
tion for  Federal  Reserve  Chairman  Alan 
Greenspan's  deft  nurturing  of  the  U.  S. 
economy.  But  amid  the  high  praise  are 
growing  murmurs  of  concern  that  he 
has  let  the  good  times  go  on  for  too 
long  and  now  risks  tipping  over  the 
economy. 

With  gross  domestic  product  rising 
at  an  astonishing  annual  rate  of  6.9% 
in  the  fourth  quarter  of  1999,  the  worry 
on  Wall  Street — and  among  a  few  anti- 
inflation  hawks  at  the  Fed — is  that 
Greenspan  has  allowed  the  unemploy- 
ment rate  to  fall  too  low,  the  stock  mar- 
ket to  rise  too  high,  and  too  much  liq- 
uidity to  slosh  around  the  system.  To 
keep  inflation  in  check,  Fed  watchers 
say  he  may  need  to  raise  interest  rates 
by  much  more  than  the  two  quarter- 
point  hikes  many  investors  expect. 

According  to  this  line  of  reasoning, 
the  Fed  can't  simply  slow  growth  to 


the  new  speed  limit  of  3'/4%  to  4%  a 
year.  Instead,  it  has  to  engineer  what 
economists  call  a  "growth  recession" — 
lowering  annual  growth  to  as  low  as 
2%  for  a  couple  of  years.  That  would 
reduce  pressure  on  labor  costs  by 
increasing  unemployment  and  also 
lower  capacity  utilization,  thus  pre- 
venting production  bottlenecks.  Both 
would  help  avert  an  inflation  spike  that 
could  derail  the  expansion. 

The  chorus  of  criti- 
cism of  the  Fed  has 
grown  louder  the  more 
exuberant  the  econo- 
my and  financial  mar- 
kets have  become.  The 
Nasdaq  Composite  In- 
dex has  soared  15%  in 
the  first  two  months  of 
the  year  after  climbing 
by  a  jaw-dropping  85% 
in  1999.  Consumer  con- 
fidence is  hovering 
around  its  highest  lev- 
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chief  econc '.  • 
for       Has1' 
Bank/Ban!  «q 
Montreal,    k 
Fed     has  }.Som 
tighten  en  1  juice- 
to  bring  gr  g  flays  ' 
down  to  2°/  of  the  i 
To  be  s  Bmmerdj 
there  are  s  feha  fr 
tered  signs  that  the  Fed's  repej  iy  m:: 
rate  hikes — and  the  threat  of  moi  need;  to 
are  having  a  sobering  effect  on  final  r  the  hi! 
markets  and  the  economy.  Exisi  tockmari 
home  sales  fell  nearly  11%  in  Jam:  worn 
as  higher  mortgage  rates  began  to 
And    many    stocks    outside    of 
charmed  circle  of  the  Nasdaq  have 
fered.  The  Wilshire  5,000  index— fell. 
broadest  measure  of  the  stock  marjClifi' 
and  a  favorite  gauge  of  Greenspa 
has  been  flat  this  year. 
NO  CONFIDENCE  VOTE.  But  is  it  enou  er 
A  growing  number  of  economists    tneFei 
no.  Some  argue  that  when  rising  val  s,  The  r 
of  stocks  and  housing  are  considere<  ymakin 
using  a  measure  known  as  the  Br<  t  recon 
Price  Index — inflation  is  double  the  2.fe  • 
rise  in  the  Consumer  Price  Index.  Th  unemp 
who  think  inflation  isn't  a  problem  ]  fgnayg 
argue  that  the  Fed  has  to  act  m(  iritv  o 
forcefully  now  because  monetary  pol  imitteg 
works  on  the  ecor  er;  or 
my    with    a   lag.   out  tc 
survey  last  month  trer/i 
the  National  Assoc  t  rate 
tion     for     Busineinza: 
Economics      (NABlver. ' 
found  that  32%  of: 
members  believe  p<  ser.a' 
icy  is  too  easy — t]  pgg 
highest   vote   of  i 
confidence  in  the  Fffl 
since  1995. 

The    criticism 
the  Fed  comes  fro 


HOW  TAME  IS  INFLATION? 
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i^:amps  of  economists:  labor  tradi- 
rsts,  who  say  the  unemployment 
}  is  fallen  too  far;  monetarists,  who 
■  money-supply  growth  has  been 
f«  pid;  and  bubble  bears,  who  fear 
l  srices  have  risen  too  much.  With 
employment,  traditionalists  fret 
est|  d  let  the  economy  enter  a  danger 
vhere  mounting  wage  pressures 
lflation.  They  argue  the  jobless 
\2J  as  to  rise  toward — and  perhaps 
—5%  to  keep  inflation  in  check. 
utkJ^ed  may  get  the  economy  to  slow 
gen  i  speed  limit]  and  think  it's  done," 
hris  Varvares,  president  of  con- 
I  ts  Macroeconomic  Advisers  in  St. 
"But  the  pressure  in  the  labor 
ai:ts  may  still  keep  rising." 
iuch  MONEY.  The  monetarists,  too, 
that  the  Fed  may  have  been  lax. 
Fed  has  been  pumping  in  too 
money,"  says  Mickey  D.  Levy, 
economist  for  Bank  of  America 
ities.  The  monetary  base — curren- 
as  reserves  in  the  banking  sys- 
n| -exploded  at  an  annual  rate  of 
than  30%  in  the  last  four  months 
)9.  Some  of  that  money  probably 
en|i  juice  up  the  stock  market  in  the 
g  days  of  1999,  monetarists  say. 
of  the  growth  came  as  the  Fed 
ommercial  banks  tried  to  protect 
selves  from  Y2K  disruptions.  The 
ie^y  supply  has  since  shrunk,  but 

needs  to  be  done,  critics  say. 

ia|r  the  bubble  bears,  the  concern  is 

;ock  market,  not  the  money  supply. 

worry  that  the  Fed  let  a  stock 

iet  bubble  develop  that  could  burst 

lobble  the  economy.  "The  situation 

me  sense  is  out  of  control,"  frets 

i-t  M.  Wojnilower,  senior  adviser  to 

Clifford  Group,  a  private  equity 

The  bubble  b,ears  say  the  Fed 

id  have  noted  rising  asset  prices 

uiir  as  a  harbinger  of  trouble. 

;me  Fed  insiders  share  these  con- 

The  minutes  of  the  central  bank's 

'(Jymaking  meeting  on  Dec.  21 — the 

t  records  available — indicate  a  "few 

bers"  worry  inflation  will  heat  up  if 

unemployment  rate  doesn't  rise. 

e  naysayers  were — and  are — in  the 

irity  on  the  Federal  Open  Market 

tfmittee.  Greenspan  reassured  law- 

ers  on  Feb.  23  that  the  Fed  was 

out  to  slow  the  economy  to  below 

rend  and  push  up  the  unemploy- 

t  rate.  He  believes  the  productivity 

inza  has  changed  the  rules. 

ven  Fed  critics  admit  Greenspan 

have  little  choice  but  to  follow  his 

ervative  strategy.  With  traditional 

i«sures  of  inflation  quiet,  he  would 

^i  trouble  justifying  rate  hikes  that 

«ld  slow  growth  sharply.  But  the  risk 

je  may  end  up  with  inflationary  egg 

I  lis  face. 

By  Rich  Miller  in  Washington 
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THE  STOCK  MARKET 
ISN'T  THE  ONLY  GASH  MACHINE 


Call  it  the  other  wealth  effect. 
While  much  ado  has  been  made 
about  investors'  gains  from  the 
soaring  stock  market,  Americans  also 
are  reaping  a  windfall  from  the  red- 
hot  housing  market.  Federal  Reserve 
Chairman  Alan  Greenspan,  whose 
stock  market  analyses  have  sparked 
controversy,  sees  housing  as  another 
big  contributor  to  the  ongoing  U.  S. 
spending  spree. 

Although  hard  numbers  on  the 
overall  wealth  effect  are  difficult  to 
come  by,  the  Fed  chief  has  estimated 
that  a  quarter  of  the  econ- 
omy's $1.3  trillion  ex- 
pansion in  the  late 
1990s  can  be  at-     ^^ 
tributed  to 
consumers 
spending 
money  from 
all  types 
of  invest- 
ments. He 
believes 
that  one- 
sixth  of  the 
total  comes 
from  rising  home 
values.  That  suggests 
that  homeowners 
have  taken  about 
$55  billion  in  cash 
out  of  their 
homes  during  the 
past  four  years 
and  spent  it.  On 
average,  the  Fed 
chief  says,  a  seller 
realizes  a  capital 
gain  of  $25,000  af- 
ter all  home-sale  expenses. 
TAX-EXEMPT.  Homeowners  also  are 
taking  money  out  of  housing  through 
home-equity  loans  or  refinancing  ex- 
isting mortgages.  That  cash  is  fueling 
a  splurge  on  big-ticket  items,  says 
James  F.  Smith,  chief  economist  at 
the  National  Association  of  Realtors. 
"It's  clear  that  the  boom  in  housing 
fed  into  the  boom  in  vehicles  and  ap- 
pliances last  year,"  he  adds. 

Smith  notes  that  housing  wealth 
has  an  advantage  over  equities  be- 
cause the  gain  usually  is  exempt 
from  taxes.  Although  the  largesse  is 
smaller  than  from  investments,  it's 
spread  across  a  more  diverse  spec- 
trum of  the  population:  67%  of 
Americans  are  homeowners,  com- 


Refinancings  and- 

home-equity  loans 

are  fueling  a  splurge 

on  big-ticket  items 


pared  with  just  49%  who  own  stock. 

Housing  wealth  has  also  con- 
tributed to  the  steep  drop  in  the  sav- 
ings rate.  Homeowners  may  view  the 
unrealized  gain  on  a  home  as  a  nest 
egg,  to  be  tapped  later  for  big  ex- 
penses or  retirement.  "They're  cer- 
tainly spending  more,  saving  less," 
says  Karl  Case,  a  Wellesley  College 
economics  professor  who  has  written 
extensively  about  real  estate. 

But  housing's  wealth  effect  is 
starting  to  weaken.  While  rising  in- 
terest rates  might  not  yet  affect 

high-flying  tech  stocks,  a 
tighter  Fed  policy  can 
limit  the  upward 
spiral  in  home 
values  because 
it  limits  af- 
fordability. 
Consider  a 
househunt- 
ing couple 
making 
$60,000  a 
year  and  hav- 
W  ing  $40,000 

ready  for  a 
downpayment.  A 
year  ago,  when  a  30- 
year  fixed  mort- 
gage averaged 
6.9%,  they  could 
bid  up  to  $231,000 
for  a  home.  Now, 
with  rates  at  8.5%, 
the  maximum  they 
can  spend  is 
$208,000.  Partly 
because  of  the 
higher  rates,  the 
nar's  Smith  estimates  that  existing 
home  sales  will  slip  to  4.8  million  this 
year  from  a  record  5.2  million  homes 
in  1999. 

Higher  mortgage  rates  are  cut- 
ting into  refinancings  as  well.  The 
Mortgage  Bankers  Assn.'s  index  of 
refinancings  has  fallen  by  41%  since 
June,  when  the  Fed  began  to  hike 
rates. 

None  of  this  is  likely  to  halt  the 
inexorable  rise  in  home  prices, 
which  the  nar  says  should  climb 
2.7%  in  2000,  down  from  5%  in  1998 
and  1999.  That  means  yet  more  cash 
to  sellers.  People's  homes  aren't  just 
their  castles  anymore.  They're  their 
piggy  banks,  too. 

By  Kathleen  Madigan  in  Nexv  York 
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COMMENTARY 


By  Lorraine  Woellert 

THE  CASE  FOR  OPEN  PRIMARIES 


If  Texas  Governor 
George  W.  Bush's  tri- 
fecta  primary  win  on 
Feb.  29  propels  him  to 
the  Republican  Presiden- 
tial nomination,  Senator 
John  McCain's  reform 
candidacy  won't  be  the 
only  casualty.  Increasingly, 
it  looks  as  if  the  gop's  rul- 
ing elite  will  react  to  Mc- 
Cain's insurgency,  which 
was  fueled  by  indepen- 
dents and  crossover  De- 
mocrats, by  slamming  the 
door  on  open  primaries. 
There  is  growing  talk  of 
returning  to  old-style  cau- 
cuses or  closed  primaries 
restricted  to  card-carrying 
Republicans. 

Big  mistake.  As  of 
1999,  only  27%  of  Ameri- 
cans identified  themselves 
as  Republicans.  Nearly  40%  of  the 
electorate  considers  itself  indepen- 
dent or  "other."  Party  loyalty  is  wan- 
ing on  both  sides,  and  no  GOP  stan- 
dard-bearer has  captured  more  than 
42%  of  the  popular  vote  in  the  last 
two  Presidential  elections.  Supply- 
siders  and  conservative  Christians 
might  have  a  firm  hold  on  Republi- 
can Party  strings,  but  they're  no 
good  at  picking  winners — a  point  Mc- 
Cain drove  home  in  Virginia  on  Feb. 
28,  when  he  assailed  the  Religious 
Right  for  its  "politics  of  division." 
Whether  they  support  McCain  or 
not,  if  gop  moderates  want  to  recap- 
ture the  White  House,  they  would  be 
better  off  pushing  the  party  to  keep 
the  primaries  open. 

For  two  decades,  Republicans  en- 
dorsed open  primaries  as  a  way  to 
build  a  Big  Tent  by  wooing  indies 
and  conservative  Dems  to  the  nomi- 
nating process.  The  hope  was  that 
the  newcomers  would  stick  with  the 
party  for  the  general  election  and 
vote  the  ticket.  The  strategy  worked, 
helping  the  GOP  win  control  of  state 


NO,  VIRGINIA:  McCain  bid  sled  flic  "politics  of  division 


legislatures  across  the  south. 

But  that  approach  might  meet  its 
end  on  May  11,  when  Republican  Na- 
tional Committee  leaders  meet  in  In- 
dianapolis to  consider  changes  to  its 
primary  system.  One  proposal  would 
take  primary  decision-making  away 
from  the  states  and  return  it  to  na- 
tional party  leadership — a 
step  toward  closed  primaries. 
"I  doubt  power  will  be  left 
with  the  legislatures,"  says 
RNC  Rules  Committee  Chair- 
man Tom  Sansonetti. 
PUSH  TO  PANDER.  The  party 
might  have  a  constitutional  right  to 
limit  participation  in  its  primaries, 
but  it  would  be  political  suicide  to 
turn  away  the  swelling  ranks  of  inde 
pendents  and  disaffected  Dems.  In 
New  Hampshire,  Michigan,  and 
South  Carolina,  the  electricity  gener- 
ated by  a  wide-open  race  produced 
record  turnout.  With  pols  bemoaning 
sagging  voter  participation,  limiting 
nominating  contests  to  die-hard  par- 
tisans will  only  depress  turnout. 
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THE  PARTIES 


Worse,  it  will  compel  gop  contenders 


Sure,  closed  contests  can  unify  both  parties, 
but  how  many  voters  then  go  unrepresented? 


to  pander  more  to  the 
party's  extremes.  "We 
shouldn't  be  a  party 
that's  afraid  of  indepen- 
dents," says  Mark  Millei 
executive  director  of  th« 
moderate  Republican 
Leadership  Council. 

Republicans  already 
have  begun  tightening 
the  screws.  On  Feb.  29  i  r 
Virginia,  the  gop  require  ; 
voters  to  pledge  in  writ-  c 
ing  that  they  wouldn't  a  'in  the  * 
tend  Democratic  caucus!  |ebber  It 
in  April.  The  loyalty  oat   Christopl 
was  an  effort  to  discour-j ,,,  ; 
age  outsiders  from  crashii  ^ 
ing  the  gop  party.  Judg-  <L 
ing  from  the  outcry,  sornftr 
Virginians  didn't  think 
that  was  a  swell  idea  for 
a  party  extolling  individ- 
ual freedom.  Elections  of 
ficials  were  bombarded  with  gripes 
that  the  pledge  was  positively 
un-American. 

Democrats  are  no  better  than  the 
gop  Old  Guard.  In  1980,  the  .Demo- 
cratic National  Committee  forced 
states  into  closed  primaries  or  cau- 
cuses and  sued  those  that  didn't  com? 
ply.  "No  one's  disenfran- 
chised," insists  dnc  Chair 
Joseph  J.  Andrew.  "It's  al- 
lowed our  party  to  become 
much  more  unified." 

Exactly,  say  RNC  leaders. 
But  what  price  loyalty?  A 
1996  survey  by  pollster  John  Zogby 
found  only  27.5%  of  Republicans  and  | 
31%  of  Dems  felt  their  parties  re- 
flected their  views.  Says  Zogby:  "A 
party  cannot  exist  as  a  conservative 
party  or  a  liberal  party  in  the  U.  S., 
especially  when  more  and  more  vot- 
ers are  independent." 

What's  the  answer?  Opening  up 
the  political  process  beats  outrages 
such  as  the  Mar.  7  California  prima- 
ry, in  which  Dems  and  indies  can 
vote  in  the  Republican  primary  but 
only  gop  ballots  count.  Is  that  a  road 
map  for  ensuring  political  participa- 
tion in  the  future?  You  be  the  judge. 

Woellert  covers  politics  from 
business  week's  Washington  Bureau. 
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(W,  IF  THEY 
ILLEDIT0IL.COM... 

i  petroleum  stocks  are  "just  sucking  wind" 


u 


'd  think  these  would  be  glory 
.ys  for  oil  stocks.  The  price  of 
ude  has  nearly  tripled  since  De- 
r,  1998,  hitting  a  nine-year  high  of 
$32  a  barrel  on  Mar.  1.  Mean- 
U.  S.  inventories  of  both  crude 
h  gasoline  are  near  historic  lows 
is  time  of  year,  meaning  prices  at 
ump  should  surge  even  higher 
ig  into  the  sum- 
ving  season, 
how    come    oil 
are  "just  sucking 
in  the  words  of 
ebber  Inc.  ana- 
Christopher     G. 
yos?  And  that's  af- 
*■  iking  into  account 
fe  post  most  energy 
h  '3  got  in  late  Feb- 
I     as  crude  prices 
fe  d.  Overall,  shares 
1   iergy    companies 
i    underperformed 
e  [itandard  &  Poor's 
strials     by     6.2% 
r  this  year.  And 
giants     such     as 
x  n  Mobil  Corp.  and 
co  Inc.  have  seen 
sharper  declines, 
g  11.3%  and  17.6%, 
ctively. 

le  reason  is  that 

ike  many  an  Old 

iomy  sector,  is  be- 

hunned  in  favor  of 

ling  technology  and 

?om    juggernauts. 

ies,  few  in  the  oil 

less  believe  these 

crude  prices  will 

Many     expect 

to  lift  production 

D  it  meets  on  Mar. 

it  was  OPEc's  cuts 

ar  ago  in  the  face  of  rising  demand 

led  to  today's  prices. 

A  )E  NO  MONEY."  There's  also  growing 

ern  about  the  oil  industry's  ability 

ontinue  big  earnings  gains  after 

*s  of  cost-cutting  and  productivity 

ajs.  Some  investors  "don't  see  much 

>  n  for  [earnings]  improvement,"  says 

dan  M.   Haltmaier  of  Standard   & 

ir's  dri  U.S.  Energy  Consulting. 

ril  refining  provides  one  bright  spot 

9r  an  absymal  1999.  A  glut  of  gaso- 

t  and  heating  oil  kept  a  lid  on  prices 


last  year,  while  rising  crude  prices 
pushed  up  raw-material  costs.  "The  in- 
dustry effectively  made  no  money  last 
year,"  says  Michael  C.  Young,  an  analyst 
at  Deutsche  Banc  Alex.  Brown  Inc.  But 
this  year  and  next,  he  says,  "we  be- 
lieve the  refinery  industry  will  have  a 
fabulous  margin  environment." 

The  reason:  opec's  likely  move  to  in- 


crease production  should  bring  crude 
prices  down  to  the  mid-$20  range  by 
the  second  half.  But  a  bigger  factor  is 
low  gasoline  inventories.  Poor  refining 
margins  have  caused  refiners  to  keep 
operating  rates  low.  Now,  with  invento- 
ries at  unusually  low  levels,  the  price  of 
gasoline  and  of  other  products  should 
jump — even  as  crude  prices  drop.  The 
American  Petroleum  Institute  says  gaso- 
line inventories  stand  at  196  million  bar- 
rels, 15%  lower  than  at  this  time  a  year 
ago  and  the  lowest  in  about  15  years. 


What's  more,  ' '.  S.  reflni  I  an 

additional  800,000  to  1  million  barreli 

a  day  of  crude  as  they  turn  their  plant  - 
to  producing  and  BtocMng  gasoline  and 
other  products  for  the  coming  rammer, 
says  George  J.  Caspar,  managing  di 
tor  of  petroleum  research  at  Robert  W. 
Baird  &  Co.  Gaspar  doubts  oijk< 
crease  will  be  enough  to  meet  refiner-' 
demands.  Some  analysts  believe  that 
could  create  shortfalls  and  send  gasoline 
prices  over  $2  a  gallon  this  summer. 

Much  of  that  increase  is  expected  to 
go  to  refiners.  With  most  refining  done 
by  the  major  companies  such  as  Exxon 
Mobil,  Texaco,  and  Chevron,  they'll  like- 
ly funnel  a  big  part  of  the  gain  from 
higher  gas  prices  into  greater  explo- 
ration and  production  spending.  But  for 
independent  refiners 
such  as  Valero  Energy, 
Tosco,  and  Sunoco,  the 
benefits  go  straight  to 
the  bottom  line.  Says 
William  E.  Greehey, 
CEO  of  Valero  Energy 
Corp.,  the  nation's  only 
pure  refiner:  "1999  was 
the  worst  year  in  the 
history  of  refining.  [But] 
we're  expecting  this 
year  to  be  a  record 
year  for  Valero." 
Paine  Webber's  Stavros 
estimates  earnings  will 
be  $108  million  this 
year,  vs.  a  mere  $14.3 
million  in  1999. 

That  helps  explain 
why  shares  of  refiners 
are  generally  faring 
better  than  those  in 
other  energy  sectors. 
Valero's  stock,  for  ex- 
ample, is  up  more  than 
30%  since  the  beginning 
of  the  year,  to  about 
$25.  According  to 
PaineWebber,  refiners' 
shares  are  down  only 
0.1%  year  to  date,  vs. 
a  17.7%  decline  in  do- 
mestic integrated  oil 
companies  and  an  8.3% 
decline  for  international 
companies. 
Still,  that's  hardly  enough  to  bring 
most  investors  back  into  the  fold.  "They 
need  to  see  that  this  improvement  will 
last  more  than  one  quarter  or  sea- 
son . . .  that  it  has  legs,"  says  Terence  P. 
Delaney,  investor  relations  director  at 
Sunoco,  one  of  the  nation's  largest  inde- 
pendent oil  refiners  and  marketers. 
Meaning  legs  that  are  longer  than  the 
tech  and  dot-com  variety,  that  is. 

By  Stephanie  Anderson  Forest  in 
Dallas,  with  Amy  Baivett  in  Philade- 
phia  arid  Peter  Coy  in  New  York 
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COMMENTARY 


By  Joyce  Barnathan 


HOW  TO  HANDLE  CHINA:  TRY  CONSISTENCY  AND  A  TRADE  DEA 


Four  years  ago,  when  Taiwan  was 
holding  its  first  democratic  presi- 
dential election,  China  took  aim. 
It  lobbed  missiles  over  the  island, 
which  it  considers  to  be  a  renegade 
province,  to  warn  the  electorate  not 
to  vote  for  candidates  who  favored 
independence.  This  year,  Beijing  opt- 
ed for  paper  missiles.  With  Taiwan 
voters  going  to  the  polls  on  Mar.  18, 
China  has  issued  a  "white  paper" 


hopefuls — who  score  points  by  stand- 
ing up  to  Asia's  800-pound  gorilla  in 
defense  of  Taiwan. 

It's  up  to  the  Clinton  Administra- 
tion to  tactfully  address  the  compet- 
ing pressures,  be  they  from  Congress 
or  from  Chinese  Communists,  rather 
than  being  whipsawed  by  them. 
While  the  Administration  certainly 
can't  control  the  partners  in  this  dan- 
gerous dance,  it  can  do  one  thing:  en- 


that  lets  Taipei  know  in  no  uncertain 
terms  that  it  must  start  negotiating 
on  reunification  or  China  will  use 
force.  The  message  is  clear,  and  if  re- 
lations are  mishandled,  China  and 
Taiwan  could  be  headed  toward  a 
collision — dragging  the  U.  S.  along. 
Managing  relations  with  China  is 
never  easy.  This  year,  it's  more  com- 
plicated than  ever,  with  elections 
both  in  the  U.  S.  and  Taiwan.  Consid- 
er the  players:  There's  a  discredited, 
lame-duck  President  in  Washington 
with  a  China  policy  that  often  lacks 
consistency  and  coherence.  In  Tai- 
wan, pro-independence  candidate 
Chen  Shui-bian  could  be  elected,  pos- 
ing a  direct  challenge  to  China's 
claim  of  autonomy  over  the  island. 
There  are  Beijing's  Communist  lead- 
ers, who  will  not  let  Taiwan  slip 
away,  even  if  it  means  war.  Add  in  a 
U.S.  Congress — and  Presidential 


sure  that  U.S.  policy  to- 
ward both  China  and 
Taiwan  is  consistent.  Right 
now,  it  isn't.  Whenever  the 
Administration  is  perceived 
as  tilting  toward  China, 
Congress  steps  in  to  bolster 
Taiwan — and  generally  goes 
overboard.  That  leads  to  an 
outcry  from  China.  When 
the  Administration  appears 
to  be  favoring  Taiwan,  Beijing  lashes 
out,  often  precipitating  a  crisis  in  the 
relationship.  "One  pushes  us,  and  the 
others  forces  us  back,"  notes  Harry 
Harding,  dean  of  the  Elliot  School  of 
International  Affairs  at  George 
Washington  University. 

In  this  case,  good  diplomacy  re- 
quires a  degree  of  ambiguity.  Call 
Taiwan  part  of  China,  yet  let  it 
evolve  into  Asia's  most  sophisticated 
democracy.  Continue  to  help  Taiwan 


maintain  its  defenses  at  a  reasonab]  } 
level  so  it  can  deal  with  Beijing's 
missile  buildup,  but  without  embrac 
ing  the  Taiwan  Security  Enhance- 
ment Act.  The  bill,  passed  by  the 
House  to  sharply  increase  military 
contacts  with  Taipei,  has  lukewarm 
support  in  Taiwan  and  is  likely  to 
trigger  an  even  bigger  buildup  in 
China.  The  Administration  should  a 
iterate  to  China  that  the  U.  S.  woul 
defend  Taiwan  if  Beijing  attacks. 
NO  SENSE.  Above  all,  get  China  int 
the  World  Trade  Organization  and 
forcefully  lobby  Congress  to  grant  i 
normal  trade  status.  It  won't  be  easl 
but  the  best  hope  for  a  peaceful  re 
unification  lies  in  China's — not  Tai- 
wan's— transformation.  Nothing  will 
speed  this  process  faster  than  bring- 
ing Beijing  into  the  trade  body.  One 
China  is  in  the  wto,  it  must  brace 
for  an  eventual  onslaught  of  foreign 
competition,  a  move  that  would  ac 
celerate  the  pace  of  economic  refor 

The  argument  that  the  U.S. 
should  punish  China  for  its  ham- 
handed  white  paper  on  Taiwan  by 
keeping  it  out  of  the  WTO  makes  no 
sense.  That  would  retard  progress  i 
China  and  play  straight  into  the 
hands  of  hardliners. 

The  U.  S.  should  actively  encour- 
age cross-straits  dialog  and  economi 
ties.  Already,  Taiwan  and  China  con 
duct  $160  billion  in  in 
direct  trade.  Taipei 
has  invested  $24  bil- 
lion on  the  mainland, 
with  $20  billion  more 
coming.  Taiwan's  thre 
top  presidential  con- 
tenders all  vow  to 
promote  stability  by 
beefing  up  ties.  The 
U.S.  should  encourage) 
the  winner  to  live  up  to  that 
promise. 

Clearly,  the  best  option  is  to  hold 
to  a  consistent  policy  while  making 
persistent  efforts  to  integrate  China 
into  the  world.  If  that  works,  Beijing 
won't  be  lobbing  any  kind  of  missile 
the  next  time  Taiwan  holds  elections 


BEIJING'S  WORRY 

In  Taiwan, 
pro-independence 
candidate  Chen 
Shui-bian  could 
win  the  presidency 


Assistant  Managing  Editor  Bar- 
nathan spent  seven  years  watching 
China  as  Asia  regional  editor. 
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I  will  peer  around  corners. 
I  will  see  pas!  clouds. 


I  will  get  id  the  source. 


I  will  provide  insight. 


not  statistics. 


I  will  shed  light. 


I  will  look. 


I  will  go  hack  and  look  again. 


I  will  find  limhs  worth  going  out  on. 


I  work  for  J. P.  Morgan. 
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COMMENTARY 


By  Joseph  Weber 


WHY  SHOULD  ANALYSTS 
BE  TOLD  MORE  THAN  YOU? 


"Radicalization  comes  at  the  end  of 
a  billy  club"  — Old  saw 

All  right,  so  the  stem-faced  guards 
weren't  exactly  toting  clubs.  But 
they  and  the  even  more  imposing 
middle-aged  matrons  barring  the  way 
to  the  meeting  rooms  at  the  posh 
Ritz-Carlton  definitely  made  me  want 
to  toss  a  brick  at  some  plate  glass. 
Steely-eyed,  they  stood  between  me 
and  top  honchos  from  the 
likes  of  General  Mills, 
Kellogg,  and  Camp- 
bell Soup.  The  man- 
agers were  hud- 
dling in  private 
with  some  350 
analysts  and  big- 
shot  investors  in 
late  February  at 
the  yearly  Con- 
sumer Analysts 
Group  of  New 
York  (CAGNY) 
meeting,  in 
Naples,  Fla.  As 
the  guards  edged 
closer,  one  indig- 
nant clerk  hissed: 
"You're  with  the 
press?  You  can't 
be  in  here." 

Why  not?  After 
more  than  a  year 
of  browbeating  by 
such  heavyweights  as 
Securities  &  Exchange 
Commission  Chairman  Arthur 
Levitt  Jr.  and  the  National  Investor 
Relations  Institute,  it's  simply  stun- 
ning that  high-profile  companies  still 
meet  in  such  secret  sessions. 
VELVET  ROPES.  Levitt  has  been  un- 
equivocal in  stating  it's  vr"ong  to  se- 
lectively disclose  important  develop- 
ments to  a  handpicked  few  who  then 
can  profit  by  the  news.  That's  why 
smart  ceos  have  opened  their  quar- 
terly conference  calls  to  the  press. 
Even  better,  many  now  air  such  ses- 
sions broadly  via  Webcasts  on  com- 
pany sites. 

Such  openness  may  soon  become 
the  effective  law  of  the  land.  The  sec 
is  mulling  a  rule,  proposed  in  Decem- 


ber, that  would  require  companies  to 
make  broad  and  timely  disclosures  of 
any  "material"  information  that  they 
share  with  select  outsiders.  Some 
critics  fear  Regulation  FD — for  fair 
disclosure — could  chill  routine  private 
contacts,  but  simple  fairness  demands 
more  candor  with  all  investors.  The 
rule  could  help  open  the  doors  at 
cozy  gatherings  like  CAGNY. 

Indeed,  because  of  increased 
pressure  to  open  up,  the  Naples 
session  saw  some  oddities. 
Hers  hey  Foods  Corp. 
Webcast  its  presenta- 
tion simultaneously  on 
its  corporate  site.  In- 
vestors big  and 
small — not  to  men- 
tion employees,  sup- 
pliers, candy  bar 
lovers,  and  anyone 
curious  about  the 
company's  for- 
I  tunes — heard  an 
H  hour's  worth  of  de- 
I  tail  about  CEO  Ken- 
I  neth  L.  Wolfe's 
I  "most  difficult  and 
I  disappointing"  past 
I  year.  The  oddity: 
I  Reporters  in  the 
J  Ritz-Carlton  lobby 
f  could  click  onto  the 
site  to  listen,  but  still 
faced  those  guards  if 
they  tried  to  see  Wolfe  in 
person. 

Companies  should  stand  up  to 
analysts  and  large  investors  who 
think  they  deserve  special  private  ac- 
cess and  just  say  no.  Yes,  these  ana- 
lysts do  influence  lots  of  well-heeled 
investors.  And  yes,  there  can  be  real 
value  in  face-to-face  sessions.  So  it's 
fine  to  meet  with  them — but  CEOs 
should  insist  the  meetings  be  open  to 
reporters  and  broadcast  over  the  Net. 
Savvy  corporate  honchos  need  to  real- 
ize that  their  obligations  to  communi- 
cate extend  to  all  investors.  So  let 
that  Florida  sunshine  into  those  meet- 
ing rooms.  It'll  enlighten  everybody. 

Chicago  Bureau  Chief  Weber 
covers  management  issues. 


HOT  INCUBATOR 

An  idealab!  IPO  could  be 
one  of  the  Net's  biggest  ever 


It's  hard  to  find  a  better  image  of  t 
New  Economy  replacing  the  old  01 
On  the  fifth  floor  of  a  former  Mat' 
Inc.  office  on  the  fringes  of  New  Yorl 
Silicon  Alley,  the  walls  are  coming  do\ 
to  create  new  open-space  digs  for  idei 
lab!,  an  Internet  incubator.  Replacii 
the  former  offices  will  be  a'  cluster 
desks,  each  made  of  a  hollow  wood 
door  balanced  on  two  filing  cabine 
The  scrappy  decor  is  a  trademark 
Bill  Gross,  the  eccentric  founder  of  t| 
Pasadena  (Calif.)  outfit  that  has  turn© 
out  such  hits  as  eToys,  CitySearch,  aw 
GoTo.com.  The  New  York  satellite,  an 
nounced  on  Mar.  2,  is  the  first  Easten 
outpost  for  idealab. 

It  won't  be  long  before  those  low- 
cost  desks  are  more  symbol  than  ne- 
cessity. Although  idealab  isn't  talking, 
several  sources  close  to  the  company 
say  it  is  hoping  to  file  for  an  initial  pub-J* 
lie  offering  in  the  coming  weeks.  How 
much  does  inspiration  go  for  these  days? 
Analysts  figure  that  idealab,  having 
spawned  about  40  companies,  is  worth 
somewhere  between  $7  billion  and  $10 
billion.  With  Gross  expected  to  sell  as 
much  as  10%  of  the  company,  it  has  the 
potential  to  ring  up  one  of  the  biggest 
Internet  IPOs  ever.  "I  think  it's  a  slam- 
dunk,"  says  Tom  Taulli,  an  Internet 
stock  analyst  at  internet.com  Corp.'s  of- 
fice in    Newport  Beach,  Calif. 

That's  not  to  say  the  ipo  is  going  to 
be  a  simple  matter.  Because  of  a  60- 
year-old  law,  the  Securities  &  Exchange 
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NOW  EARN  PREMIER  STATUS  FROM  SINGAPORE  AIRLINES. 

Beginning  April  1,  when  Singapore  Airlines  becomes  a  member  of  the 

Star  Alliance",  United  Mileage  Plus   members  can  apply  qualifying 
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AIRLinES 

Agre.Hw.lv  tofl) 

i  ingaporeair.  comlamet  it .  is 


■•Other  conditions  applj    Program  subject  to  change  withoi ic(     <  ill  I  nited  for  details    Star  Alliance  i*  .1  tegisti  red  trademark 


News:  Analysis  &  Commentary 


Commission  deems  an  outfit  such  as 
idealab — essentially  a  collection  of  ven- 
ture holdings  in  disparate  companies — 
an  investment  rather  than  operating 
company.  That  makes  it  much  more  dif- 
ficult to  go  public.  Still,  a  similar  entity, 
Internet  Capital  Group  Inc.  (icg),  suc- 
cessfully traversed  the  regulatory  land- 
scape by  getting  an  sec  exemption.  Al- 
though it  took  more  than  a  year,  [CG 
eventually  got  the  exemption  which  al- 
lowed it  to  go  public  in  1999  with  a 
$209  million  offering.  Idealab  is  trying  to 
do  the  same,  according  to  a  filing  it 
made  with  the  SEC  on  Jan.  28.  "Now 
that  the  SEC  has  established  a  comfort 
level  with  this,  new  applicants  should 
get  the  exemption  in  a  snorter  period  of 
time,"  says  Marco  Adelfio,  a  partner  in 
the  Washington  law  firm  Morrison  & 
Foerster. 

GRANDDADDY.  Idealab's  massive  poten- 
tial payoff  does  seem  to  be  attracting 
some  top-flight  executives.  Andrew  B. 
Zimmerman  left  his  job  as  global  leader 
of  e-business  consulting  at  Pricewater- 
houseCoopers  on  Feb.  1  to  help  head 
up  idealab's  new  office  in  New  York. 
Although  he  won't  discuss  an  IPO, 
Howard  Morgan,  vice-chairman  of  idea- 
lab, does  say  he  has  watched  the  suc- 
cessful public  offering  of  other  incuba- 
tors, such  as  icg  and  cmgi  Inc. 

As  the  granddaddy  of  all  incubators, 
idealab  has  a  more  compelling  story 
than  most.  Launched  in  1996  by  Gross, 
41,  a  lifelong  entrepreneur,  idealab  pro- 
vides seed  funding,  administrative  ser- 
vices, and  technical  support  primarily 
to  consumer  companies. 

Like  most  other  executives  of  Inter- 
net businesses,  Gross  won't  be  parading 
stellar  earnings  figures  for  investors.  In 
the  nine  months  ended  Oct.  31,  idealab 
generated  revenues  of  only  $3.6  million, 
according  to  the  Jan.  28  filing.  But  be- 
cause it  can  raise  prodigious  amounts 
from  private  investors — as  of  October  it 
had  $336.8  million  in  cash  and  short- 
term  securities — idealab  is  profitable, 
with  interest  income  alone  helping  it 
earn  $14.5  million  in  the  recent  nine- 
month  period. 

Back  in  Pasadena,  there's  an  unmis- 
takable feeling  of  an  expected  influx  of 
money.  Next  door  to  Gross's  year-old 
headquarters,  workers  are  knocking 
down  the  walls,  preparing  to  double  the 
space.  If  this  continues,  Gross  will  have 
to  put  in  a  standing  order  for  hollow 
doors  at  MyHome.com.  That's  an  idealab 
company,  too. 

By  Arlene  Weintraub  in  Pasadena 
and  Jennifer  Reingold  in  New  York 


INTERNET 


THE  PERILS  OF 
TEEING  OFF  ONLINE 

La  Jolla  Golf's  ceo  gets  nailed  knocking  Callaway  on  the  Nef 


Poor-mouthing  a  business  rival  is  not 
exactly  unheard  of,  but  the  Web 
has  made  possible  a  particularly 
nasty  sort  of  attack — cybersniping.  Take 
the  case  of  Steven  Cade,  a  local  school 
board  president  and  head  of  privately 
held  La  Jolla  Club  Golf  Co.  in  Vista, 
Calif.  On  Feb.  24,  Cade  posted  a  two- 
part  apology  on  Yahoo!,  admitting  that 
he  had  used  27  different 

messages  disparaging  his  l^L"V"Il  v^dU."  01 

much  larger  rival,  Call-  •        -it         t     n 

away      Golf     Co.      As  YW&l  La  JOlla 

"craigleifer,"  he  encour-  ,          , 

aged    Callaway    share-  COnCedeS  Re 

holders  to  "get  out  be-  .   «_ 

fore  the  next  down  tick  used  Li  screen 

occurs."  As  "biggolfre- 

names  to  post 
163  notes  trash 


tailer,"  he  posed  as  a 
store  owner  who  com- 
plained that  the  Call- 
away company  had  "lost 

±2^ design  ing  the  maker 

Cade   is   finding  out 


of  Big  Bertha 


Callaway  is  no  company 
to  fool  with.  The  maker 
of  Big  Bertha  drivers — 
with  $697.6  million   in 
annual  revenues — doesn't  mind  going 
to  court  and  regularly  chases  down 
companies  that  make  knockoffs  of  its 
clubs  and  golf  balls.  After  subpoenaing 
Yahoo  records,  it  didn't  take  Callaway 
long  to  discover  Cade's  real  identity. 
When  confronted,  Cade  apologized  on 
Yahoo,  saying  he  "got  caught  up  in  the 
Internet." 

Now  Cade,  whose  $10  million-a-year 
company  makes  short- 
ened   clubs    for 
kids,  says  he's 
recanting 
his  apology. 
"This        is 
about      free 
speech,"      he 
says.  "Investment 
bulletin  boards  are 
about  using  pen  names 
in  a  confidential  environment.'1 

Pressured  by  Callaway  lawyers, 
Cade  says  he  agreed  to  his  online 


mea  culpa  only  to  avoid  lengthy 

gation.  Cade  concedes  he  owned  ( 

away  shares  and  even  held  short  ] 

tions,  but  he  says  he  wasn't  shori 

the  stock.  And  he  adds  that  his 

marks  couldn't  have  affected  Callaw 

stock  price.  Shares  fell  from  $27  to 

between  April,  1998,  and  October,  lj 

when  the  badmouthing  occurred, 

during  that  time  0 

away     also     repor 

losses  of  $26.5  mil] 

for  1998. 

That  doesn't  seed 
matter  much  to  79-y 
old  Ely  Callaway, 
company's  crusty  en 
man.  He  has  turned 
Cade  file  over  to  the] 
curities     &     Exchai 
Commission.    "He 
tried  to  injure  this  c< 
pany,"    says    Callaw 
"We  take  that  very  s 
ously."    So    might 
SEC,  says  D.ave  Sny< 
a  securities  lawyer 
the  San  Diego  office 
law      firm      Pillsbui 
Madison     &     Sutro 
"There  are  already  restrictions  on 
free  speech  for  inside  tips,"  says 
Snyder,  "and  this  is  a  logical  ex- 
tension of  that."  Cade  says  he 
didn't  have  any  inside  info. 
Still,  by  playing  through  on 
the  Web,  Cade  definitely 
bogeyed. 

By  Ronald  Graver  in 
Los  Angeles 


ELY  CALLAWAY: 

Won  apology 


te  world  is  talking  about  a  more  powerful  way  to  compete. 
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AETNA,  THEY'RE  OUT 
TO  GET  YA 

JUST  Fork  DAYS  AFTER  BEING 

named  Aetna's  ceo  in  a  man- 
agement shakeup,  William 
Donaldson  found  himself  un- 
der heightened  pressure 
when  news  leaked  on  Mar.  1 
of  an  unsolicited  offer  from 
Dutch  banking  giant  ING 
Group  and  WellPoint  Health 
Networks.  The  two  want  to 
break  up  Aetna's  large 
health-care  and  financial-ser- 
vices businesses  and  divide 
the  spoils.  ING  and  WellPoint 
earlier  proposed  a  $70-per- 
share  offer,  which  the  com- 
pany turned  down.  Aetna  is- 
sued a  statement  saying  that 
it  would  review  the  compa- 
nies' proposal  "in  due  course" 
as  Donaldson  moved  ahead 
with  plans  for  a  strategic  re- 


CLOSING    BELL 


I  LOVE  LUCENT 

It's  about  time  Lucent  Tech- 
nologies gave  Wall  Street 
some  good  news.  Since  warn- 
ing on  Jan.  7  that  fiscal  first- 
quarter  profits  would  nose- 
dive, its  stock  has  taken  a 
beating.  But  on  Mar.  1,  Lu- 
cent regained  favor  by  an- 
nouncing it  will  spin  off  units 
that  sell  corporate  phone  sys- 
tems and  wire  office  net- 
works. Investors  drove  Lucent 
shares  up  more  than  15%,  to 
close  at  68Vs.  Why?  Now  it 
can  focus  on  such  booming 
new  markets  as  optical  net- 
working, where  rivals  such  as 
Nortel  Networks  lead. 
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view.  But  unhappy  investors 
are  hankering  for  a  deal:  Aet- 
na's stock  soared  29%  to  53M., 
before  trading  was  halted. 

TREASURY'S  DIRTY- 
MONEY  CLEANUP 

MONEY  LAUNDERBRS,  WATCH 
your  backs:  On  Mar.  2,  Trea- 
sury Secretary  Lawrence 
Summers  was  scheduled  to 
unveil  legislation  that,  if  ap- 
proved by  Congress,  would 
give  his  office  additional  pow- 
ers to  combat  the  practice. 
For  example,  Treasury  could 
ask  for  records  on  all  wire 
transfers  to  havens  for  dirty 
money.  Summers  also  wants 
banks  to  know  the  source  of 
their  customers'  funds — espe- 
cially when  the  client  is  a 
high-ranking  official  from  an- 
other country.  On  Mar.  8, 
Treasury  is  expected  to  pro- 
pose additional  rules  that 
would  require  the  securities 
industry  to  file  "suspicious  ac- 
tivity reports"  that  banks 
now  must  provide  when  they 
suspect  a  customer  of  laun- 
dering money. 


SFX  IS  BACK 
ON  THE  AIR 


SFX  ENTERTAINMENT  IS  GOING 

back  to  its  roots.  On  Feb.  29, 
two  years  after  shedding  its 
radio  operations  to  focus  on 
the  concert  business,  sports 
management,  and  sporting 
events,  the  nation's  biggest 
promoter  of  live  events 
agreed  to  be  acquired  by 
Clear  Channel  Communica- 
tions for  about  $3.3  billion  in 
stock,  including  the  assump- 
tion of  $1.1  billion  in  debt. 
The  deal  will  make  San  An- 
tonio-based Clear  Channel  a 
major  force  in  music  and 
sports  business.  It's  in  the 
process  of  completing  a  $23.5 
billion  acquisition  of  amfm 
Inc.,  a  move  that  will  make  it 
the  world's  largest  radio  sta- 
tion owner.  The  merger  will 
help  Clear  Channel  extend  its 
advertising  reach. 


HEADLINER:  STEVEN  RATTNER 


It  was  no  surprise  when 
Steven  Rattner,  deputy 
chairman  of  Lazard  Freres 
said  that  he  was  leaving 
the  well-known  in 
vestment  bank  on 
Feb.  29.  But 
where  he  was 
headed  and  who 
he  was  taking 
with  him  did 
turn  heads  on 
Wall  Street.  The 
former  New  York 
Times  reporter,  and  the 
man  known  for  placing 
Lazard's  media  mergers 
and  acquisitions  practice  on 
the  map,  is  now  off  to  build 
his  own  media  empire. 

Rattner  announced  this 
week  that  he  is  forming 
Quadrangle  Group,  a  pri- 
vate investment  firm  that 
wall  specialize  in  investing 


in  the  media  and  commun 
cations  industries.  Joining 
him  as  founding  partners 
are  fellow  Lazard  execi' 
tives  David  Tanne/ 
Peter  Ezersky,.j 
and  Joshua 
Steiner.  They 
have  already 
raised  about 
$250  million  an 
hope  to  come  up 
with  $1  billion  to 
be  invested  in  media 
companies  at  various 
stages  of  development.  Th 
firm's  advisory  board  is  a£ 
who's  who  of  the  media  am 
telecom  world,  including 
such  luminaries  as  USA 
Networks  Chairman  Barry 
Diller  and  cellular  titan 
Craig  McCaw. 

By  Debra  Spark 
in  New  Yorl 


SBC:  SEEKING  A 
WIRELESS  PARTNER 

SRC   COMMUNICATIONS   COULD 

be  close  to  solving  its  wire- 
less problem.  The  San  Anto- 
nio-based company  has  yet  to 
develop  a  wireless  presence 
to  rival  such  national  players 
as  AT&T  and  the  Bell  Atlantic- 
Vodafone  Airtouch  venture. 
But  industry  analysts  said  last 
week  that  SRC  is  in  discussions 
with  BellSouth  to  merge  wire- 
less assets.  SRC  had  no  com- 
ment. But  a  combined  opera- 
tion would  create  a  national 
system  with  nearly  17  million 
subscribers — enough  to  com- 
pete with  the  big  boys.  In- 
vestors cheered,  boosting  src's 
stock  more  than  12%,  to  4VA. 


A  BIG  FIVE  FIRM 
GETS  A  LOT  SMALLER 

pressure  from  the  securi- 
ties  &  Exchange  Commis- 
sion, along  with  global  com- 


petition, is  forcing  Big  Fi 
accounting  firm  Ernst 
Young  to  sell  its  consultii 
practice  to  European  const 
tant  Cap  Gemini.  On  Feb.  2 
Cap  Gemini  promised  31 
million  euros  ($362  millioi 
in  cash,  plus  a  maximum  J 
43.5  million  Cap  Gemii 
shares  (worth  $12  billion)  ft 
the  consultancy.  Talks  wei 
given  momentum  by  sec  coi 
cerns  about  the  potential  cor 
flict  of  interest  at  accountin 
firms  between  consultant 
who  advise  clients  and  aud 
tors  who  review  their  finar 
cial  statements. 


ET  CETERA . . . 


■  Saul  Steinberg  resigned  a 
chief  executive  of  Relianc 
Group  Holdings. 

■  The  Wal-Mart  Web  siti 
named  Banana  Republic  CB( 
Jeanne  Jackson  its  new  chiei 

■  AOL  and  Time  Warnei 
agreed  to  offer  users  a  choi« 
of  Internet  service  providers 
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Business  Model  #001 

"How  do  you  integrate 
brick-and-mortar 
with  e-commerce?" 


take  a  bold  step 


Click  or  brick,  you've  got  a  foundation  —  we'll  show  you  a  way  to  build  on  it.  Manage  it.  Profit  by  it. 
We're  Extraprise®  At  the  intersection  where  creative  and  technology  put  strategy  into  action. 
Take  a  look  at  our  executive  briefing,  "Beyond  e-Business, "  at  www.extraprise.com/ebiz 
or  call  toll-free  1-877-368-9150.    Extraprise.  Where  online  meets  offline." 


» 


extraprise 


Strategy.  Creative.   Technology. 


www.extraprise.com 


Wi 


/ 


VIRUSES     CAST     OUT 


NO     MIRACLES     REQUIRED. 


MCAFEE.COM 

The  forces  of  evil  are  oul  to  gel  your  computer.  ( )nce 
those  viruses  take  bold,  there's  little  you  wouldn  i  do 
in  gel  free.  \\ ell.  don  i  panic. 
PROTECT  YOUR  PC  FOR  $29.95/YEAR 

McAfee.com.  the  world's  only  online  PC  manager,  fea- 
tures  an  always-up-to-date 


V  McAfee  Clinic 

Online  virus  detection  and 
cleaning,  plus  valuable 
virus  information  and  more. 


Wrli  version  of  YirusScan. 
\n\\  the  newest,  nastiest 
viruses  and  worms  are 
all  history. 


EASY  ONLINE  PC  REPAIRS 

Packed  full  of  award-winning  repair  products,  this  Web 
site  automatically  diagnoses  your  set-up  then  fixes  all 
kinds  of  software  and  hardware  problems. 
UPDATE  AND  UPGRADE  FAST 
Quickly  download  the  latest  software,  hardware  and 
upgrades  you  need  most.  McAfee. com  delivers.  Plus  it 
automatically  updates  your  current  software. 
FREE  14-DAY  TRIAL  SUBSCRIPTION 
Gel  our  full  PC  management  and  protection  free  for 
1 4  days.  Sign  on  at  www.incafee.coin. 


THE  PLACE  FOR  YOUR 


©2000  Networks  Associates  technology  tnc  All  Righis  Reserved  McAfee  is  o  registered  iradecnark  ot  Network  Associates  Inc.  ond'oi  its  atliliates  in  the  US  andfoi  other  countries  All  other  trademarks  ore  the  sole  property  ol  their  respective  owners 


ishington  Outlook 


D  BY  LEE  WALCZAK 


ISH  THE  REFORMER? 

IY  HE'S  NOT  JUST  BLOWING  SMOKE 

later,  the  Insurance  Commission  proposed  a  reform  package 
that  included  portable  health-care  benefits  for  job-switchers 
and  a  ban  on  insurers  giving  financial  incentives  to  providers 
who  limit  medically  necessary  care. 

In  1997,  Bush  signed  laws  that  codified  Bomer's  measures. 
But  he  declined  to  approve  a  companion  proposal  granting  pa- 
tients the  right  to  sue  HMOs  after  an  independent  review.  The 
governor  said  he  worried  about  a  wave  of  lawsuits.  Actually, 
facing  a  near-certain  veto  override,  Bush  decided  not  to 
fight.  The  right  to  sue  became  law  without  his  signature. 

"GOT  RESULTS."  The  law  made  Texas 
a  leader  in  HMO  reform.  "I've  got  to 
hand  it  to  him,"  says  Hugo  Berlanga, 
a  liberal  Democrat  and  former  chair- 
man of  the  Texas  House  Public 
Health  Committee.  "He  worked 
through  it  methodically,  and  we  got 
results."  Others  are  less  generous. 
"It's  disingenuous  for  [Bush]  to  claim 
credit,"  says  Reggie  James,  South- 
west regional  director  for  Consumers 
Union.  "He  saw  a  parade  and  tried  to 
get  in  front  of  it." 

Critics  see  Bush  as  a  faux  reformer 
"  who  reflexively  favors  his  corporate 
donors  and  resists  any  changes  that  diminish  the  influence  of 
campaign  cash.  And  the  flip  side  of  his  reforms  are  more  pol- 
lution, more  injured  workers,  morfe  child  poverty.  "What  he 
calls  reform  benefited  a  small  group  of  economic  interests," 
says  Craig  McDonald  of  Citizens  for  Public  Justice,  a  liberal 
watchdog  group  based  in  Austin. 

While  the  debate  rages,  Bush's  current  media  barrage 
may  be  paying  off.  A  Feb.  20-21  poll  for  CNN  and  USA  Today 
found  that  61%  of  GOP  voters  now  think  Bush  is  a  reformer, 
vs.  53%  for  McCain.  That  may  help  explain  the  Texan's  grow- 
ing strength  with  rank-and-file  Republicans — and  the  growing 
frustration  of  John  McCain. 

By  Richard  S.  Dunham,  with  Susan  Zegel  in  New  York 


m  the  high-tech  corridors  of  Virginia  to  the  inner-city 

urches  of  Los  Angeles,  you  can't  attend  a  George  W. 

ish  campaign  event  without  seeing  the  big  blue  banner 

;  the  Texan  as  a  "reformer  with  results."  After  watch- 

'al  John  McCain  score  with  his  outsider  message  early 

'.sh  has  done  what  all  enterprising  pols  do  under  duress: 

s  stolen  his  foe's  best  lines. 

rge  W  is  mouthing  the  words,  but  can  he  back  them  up? 

n  line:  Yes — if  you  buy  Bush's  definition  of  reform.  Under 
watch,  Texas  welfare  rolls  have  plummeted  and  student 

•ores,  particularly  among  minori- 

lave  improved.  Businesses  have 
M  -egulatory  relief  and  a  set  of 
iis  to  ward  off  huge  liability 
ruls.  While  the  governor's  ambi- 
iif  overhaul  of  an  antiquated  tax 
sj  n  was  killed  by  corporate  lobby- 
si  e  delivered  billions  in  tax  cuts.  It 

up  to  "a  strong  record  of  accom- 

aent,"  says  Massachusetts  Gov- 

Paul  Celluci,  "far  stronger  than 

or  McCain's." 
>5  WALTZ.  Bush's  new  campaign 
a  re  hitting  the  reform  theme  hard. 
me  Washington  politicians  dead-  ~ 
:lj  1,  I  delivered  a  patients'  bill  of  rights,"  Bush  boasts  in  one. 
]  ality  is  more  complex.  In  1995,  a  close  Bush  ally,  GOP 
a   Senator  David  Sibley  of  Waco,  pushed  for  passage  of  a 
'lent  Protection  Act"  to  give  enrollees  in  managed-care 
*  more  leverage  against  HMOs.  Under  pressure  from  in- 
iy  lobbyists,  Bush  vetoed  the  bill,  saying  it  would  be  bur- 
l  )me  and  give  a  "competitive  advantage"  to  "special  in- 
v.  ts"  (two  HMOs  were  to  be  exempted  from  the  law). 
lit  the  veto  stirred  an  outcry  from  consumer  groups  and 
«irs.  So  Bush  directed  his  then-insurance  commissioner,  El- 
nSomer,  to  draft  new  rules.  "He  called  me  into  his  office 
isaid:  'I'd  like  to  reconstruct  the  good  elements  of  this 
l| ''  recalls  Bomer,  now  Texas  Secretary  of  State.  A  month 


EFFECTIVE  SLOGAN, 


not  all  agree 


CAPITAL  WRAPUP 


INA  EXPRESS 


-loping  to  speed  up  congressional  ap- 
»val  of  normal  trade  relations  for  Chi- 
the  White  House  has  decided  to 
ih  for  a  vote  even  before  China  finish- 
its  talks  with  Europe  over  admission 
the  World  Trade  Organization.  Hill 
publicans  had  insisted  that  Beijing 
lclude  a  bilateral  deal  with  the  Euro- 
an  Union  before  taking  up  a  bill  that 
>uld  grant  China  permanent  Most  Fa- 
red Nation  trade  status.  But  talks  be- 
een  Europe  and  China  on  WTO  mem- 


bership weren't  concluded  in  February, 
as  President  Clinton  had  hoped. 

Clinton  would  like  to  engineer  a  vote 
on  MFN  by  June — to  avoid  prolonging 
the  clash  between  Vice-President  Al 
Gore  and  his  labor  supporters  over  Chi- 
na. But  that  means  Congress  would 
have  to  consider  granting  permanent 
MFN  based  solely  on  the  market-open- 
ing offers  that  Beijing  made  to  Wash- 
ington. Any  concessions  made  by  China 
to  Europe  would  also  eventually  be  of- 
fered to  the  U.  S.  and  all  of  the  WTO's 
135  members.  But  the  GOP  might  not 


go  along  with  an  early  vote,  particular- 
ly since  Beijing  has  been  threatening  to 
invade  Taiwan. 

The  new  timing  raises  another  prob- 
lem: Clinton  promised  that  he  would  not 
make  public  the  details  of  Beijing's  deal 
with  Washington  before  China  finished 
negotiating  with  Europe.  A  hurried 
vote,  then,  would  require  Congress  to 
debate  and  approve  a  secret  agreement. 
That's  unlikely,  so  the  Administration  is 
also  considering  releasing  the  details  of 
its  agreement  with  Beijing  early. 

By  Paul  Magnusson 
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ASIA 


THE  GREAT 
STOCK  SPLIT 

As  Net  issues  rocket,  the  rest  languish 

M 


[ichael  J.  Green  spent  sleepless 
nights  agonizing  over  the  deci- 
sion. A  group  of  investors  had 
I  approached  him  about  taking 
over  his  publicly  listed  Hong  Kong 
plumbing-supply  company,  Arnhold 
Holdings,  and  using  it  as  a  shell  for 
making  Internet  investments.  For 
Green,  60,  selling  would  mean  surren- 
dering control  of  a  company  his  family 
had  run  for  half  a  century.  But  Arn- 
hold's  stock  price,  hammered  by  the 
Asia  crisis,  had  languished  as  investors 
flocked  to  sexier  technology  companies, 
and  Green  felt  he  had  to  accept.  While 
he's  delighted  that  the  value  of  his  stake 
has  jumped,  Green  regrets  that  Old 
Economy  companies  like  his  are  out  of 
favor.  "The  market  isn't  interested,"  he 
laments.  "They  are  not  listening." 

Right  now,  Asian  investors  hear  one 
word:  technology.  From  Hong  Kong  to 
South  Korea  to  India,  companies  with 
Internet  and  software  angles  are  in  big 
demand.  They  are  gaining  at  the  ex- 
pense of  banks,  utilities,  and  property 
developers,  which  are  less  exciting  be- 
cause they  seem  anchored  to  Asia's  old 
growth  formula.  But  while  Net  frenzy  is 
speeding  up  Asia's  economic  transition, 
many  fear  it  may  be  setting  the  region's 
markets  up  for  another  nasty  tumble. 

Nothing  better  illustrates  the  trend 
than  two  recent  events  in  Hong  Kong. 
In  late  February,  investors  stampeded 
to  snap  up  the  initial  pubic  offering  of 
Net  portal  tom.com,  owned  by  Hong 
Kong  billionaire  Li  Ka-shing.  Even 
though  the  company  consists  of  little 
more  than  big  plans  and  a  rudimentary 
Web  site,  its  stock  soared  fourfold  on 
Mar.  1,  the  first  day  of  trading,  giving  it 
a  market  capitalization  of  $2.8  billion. 

One  day  earlier,  his  son  Richard  Li 
succeeded  in  a  $38  billion  bid  for  Cable 
&  Wireless  hkt,  one  of  Hong  Kong's 
corporate  jewels.  Most  of  his  offer  con- 
sists of  stock  in  his  Internet  holding 


company  Pacific  Century  CyberWorks 
Ltd.,  which  has  a  $26  billion  market  cap 
even  though  it  has  neither  operating 
revenue  nor  profits. 

Net  fever  is  epidemic  across  Asia.  In 
Korea,  the  tech-heavy  Kosdaq  index  is 
soaring  to  record  heights,  grabbing 
trade  away  from  the  struggling  main 
board.  Valuations  of  Indian  technology 
stocks  are  zooming  to  several  hundred 
times  earnings.  One  company,  software 
services  provider  Infosys  Technologies 
Ltd.,  has  revenues  of  $202  million  and 
profits  of  $68  million.  Yet  the  market 
value  of  its  stock,  which  is  listed  on 
both  Nasdaq  and  in  India,  is  an  as- 
tounding $35  billion.  It  alone  accounts 
for  22%  of  the  benchmark  bse  Index. 
"HIJACKED."  The  result  is  a  new  divide 
in  Asia's  corporate  landscape,  one  that  is 
even  more  dramatic  than  the  divergent 
fortunes  of  the  Dow  Jones  industrial 
average  and  tech-heavy  Nasdaq  in  the 
U.  S.  While  investors  can't  get  enough 
of  Asian  companies  with  a  New  Econo- 
my flavor,  those  in  conventional  indus- 
tries are  being  ignored  by  the  markets. 
In  Hong  Kong,  for  example,  trading  in 
blue  chips  such  as  developers  and  banks 
has  dwindled  from  about  two-thirds  of 
total  volume  a  year  ago  to  just  a  quar- 
ter today.  Chris  Lobello,  head  of  quan- 
titative research  at  Nomura  Interna- 
tional in  Hong  Kong,  notes  that  the 
Hang  Seng  Index  is  up  28% 
since  August.  But  take  out 
four  companies  whose  stocks 
have  risen  due  to  Net  strate- 
gies— c&w  hkt,  China  Tele- 
com, Cheung  Kong,  and 
Hutchison  Whampoa — and 
the  index  is  down  by  10%.  In 
India,  where  the  bse  Index 
has  soared,  nontech  compa- 
nies have  fallen  by  30%  since 
December.  The  divide  is  sim- 
ilar in  Korea  and  Thailand. 

The  market  shift  partly  re- 


| 

i 


/ 


GOING,  GOING . . .  Hong  Kong  inik 


fleets  healthy  changes  under  way  site-1 
the  region's  financial  crisis.  Prior  to  I  haprr.ar: 
Asian  tycoons  and  small  investors  a  it  for  a 
shunned  high-tech  startups.  They  ■  ngriroi 
ferred  parking  their  cash  in  prope&i; 
and  financial  companies,  while  exp<  y  v 
oriented  manufacturing  industries  of  f  . 
hogged  credit  from  state-directed  bare 
Now,  software,  multimedia,  and  e-cc  ts.  Thf- 
merce  pioneers  can  get  all  the  moi ; 
they  need  to  push  Asia  into  the  Ini  me  bii 
mation  Age.  "People  are  moving   » all  th 
sources  and  investment  focus  away  fr  l(u 
low-growth,  inflation-linked  business  tl| 
and  toward  higher-growth  business  [01V.V 
like  technology  and  telecom,"  says  S  ^  ( 

BLUES  FOR  BLUE  CHIPS... 
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re-based  portfolio  strategist  Ana 
lhapman  of  Goldman,  Sachs  &  Co. 
lit  for  a  region  that's  still  trying  to 

er  from  its  last  burst  of  speculative 
hazards  loom.  Unlike  the  U.S., 
Asian  economies  still  depend 
ily  on  such  manufacturing  indus- 

as  steel,  chemicals,  toys,  and  gar- 

|  s.  The  region's  banks,  holding  bil- 

i   in   bad   debt,   are   reluctant   to 

me  big  lending.  If  Net  plays  ab- 

all  the  capital  available  in  equity 
<ets,  old-line  industries  might  not 
ble  to  modernize  or  expand, 
oreover,  companies  that  took  strides 
lake  themselves  more  competitive 


aren't  getting  rewarded.  Says  Gary 
Greenberg,  Asia  emerging-markets  port- 
folio manager  for  Goldman  Sachs:  "The 
Asia  restructuring  story  is  getting  hi- 
jacked by  the  tech  story."  Economist 
Geoffrey  Barker  of  Dresdner  Kleinwort 
Benson  argues  that  the  trend  isn't  sus- 
tainable: "We  can't  justify  valuations  of 
the  New  Economy  unless  you  believe 
that  the  Old  Economy  will  click  along." 
AMATEUR  HOUR.  Tech  mania  also  may 
signal  the  return  of  asset  bubbles.  Since 
the  currency  crisis  of  1997-98,  strong 
exports  have  enabled  several  Asian 
countries  to  pile  up  current-account  sur- 
pluses equal  to  5%  of  gross  domestic 


product  or  more.  <  lovernmenl  - 

such  as  Malaysia  and  K 
seem  to  be  deliberately  keeping 
currencies  weak  and  irid 
rates  low.  For  now,  the  < 
liquidity  is  flowing  to  technology. 
There's  also  concern  that  small 
investors  heading  for  a  fall.  In 
Korea,  some  90%  of  the  Kosdaq 
exchange's  average  $8.8  billion 
in  daily  turnover  comes  from  re- 
tail investors.  Often,  analysis  is 
flimsy.  And  fraud  is  common. 
Regulators  have  kicked  about  40 
companies  off  Kosdaq  this  year 
for  price  manipulation.  The  Ko- 
rean Securities  Dealers  Assn.  is 
asking  the  government  to  probe 
six  more. 

Punters  also  are  learning  they 
can  get  singed  on  tech  stocks. 
Asian  Information  Resources 
jumped  28%  the  first  day  it  fist- 
ed on  Hong  Kong's  new  Growth 
Enterprise  Market  (gem)  in  De- 
cember. Now  the  Chinese  Net 
content  provider  is  trading  below 
its  IPO  price.  Once-hot  I-Cable 
Communications,  the  Net  and  ca- 
ble-TV spin-off  of  Hong  Kong 
conglomerate  Wharf  Holdings,  is 
down  23%  this  year.  More 
painful  jolts  are  surely  in  store. 
Eventually,  analysts  predict, 
investors  will  recognize  the  bar- 
gains lurking  in  conventional 
blue  chips.  Since  August,  for  example, 
utilities  such  as  Hongkong  &  China  Gas 
and  Korea  Electric  Power  have  seen 
double-digit  drops  that  are  way  out  of 
line  with  the  overall  market.  But  they 
may  not  rebound  until  the  tech  craze 
runs  its  course.  And  if  the  correction 
is  deep,  slower  consumer  spending  could 
hobble  recovery.  Memories  should  still 
be  fresh  enough  for  Asian  investors  to 
know  what  can  happen  when  bubbles 
burst.  But  for  now,  they  just  want  to 
enjoy  the  ride. 

By  Bruce  Einhorn  in  Hong  Kong, 
with  Moon  Ihlwan  in  Seoul  and  Man- 
jeet  Kripalani  in  Bombay 


...GREEN  FOR  TECHNOLOGY  PLAYERS 


IC  CENTURY 
ERWORKS 


;  Internet  in- 
irm  with  little 
sales  or  profits. 
KT  bid,  the  stock 
than  twentyfold 
ember. 
$25.9  billion 


LEGEND  HOLDINGS 


Chinese  computer  maker 
listed  on  the  Hong  Kong 
exchange.  It  is  pushing 
into  Net-related  business, 
and  its  stock  is  up  82%  so 
far  in  2000. 
Market  cap:  $8.2  billion 


INFOSYS 


Indian  software  services 
provider  with  $202  million 
in  revenue  last  year.  Stock 
has  soared  nearly  tenfold 
since  July. 

Market  cap  (on  Nasdaq): 
$35  billion 


DREAMLINE 


Korean  Net  content 
provider  specializing  in 
movies,  news,  and  games. 
Expects  revenue  of  $62 
million  and  $1.6  million 
profit  in  2000.  Stock  more 
than  doubled  in  February. 
Market  cap:  $1.9  billion 


SER0ME  TECHNOLOGY 


Korean  Internet  software 
startup,  with  revenue  ex- 
pected to  grow  moderate- 
ly to  $29  million  in  2000. 
Stock  more  than  doubled 
in  February. 
Market  cap:  $2.6  billion 

DATA:  BLOOMBERG,  HYUNDAI  SECURITIES, 
SHEN  Y0NG  SECURITIES.  BW 
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COMMENTARY 


By  Michael  Shari 


SINGAPORE  SHOULD  SET  ITS  COMPANIES  FREE 


G 
b 


II 


It  was  a  rough  week  for 
Singapore  Telecommuni- 
cations Ltd.  On  Feb. 
29,  British-owned  Cable 
&  Wireless  hkt  walked 
away  from  SingTel's 
cash-and-stock 
takeover  offer.  That's 
the  third  strategic  tie- 
up  in  Asia  that  SingTel 
has  lost  in  the  past  two 
years:  Malaysian  cellu- 
lar network  Binariang 
declined  a  SingTel  ac- 
quisition offer  in  1998, 
and  Celcom,  another 
Malaysian  network, 
did  the  same  in  Janu- 
ary. And  with  the  C&W 
hkt  deal  in  ruins,  Rupert 
Murdoch's  News  Corp.  quickly  can- 
celed plans  to  purchase  4%  of 
SingTel  for  $1  billion. 

There's  a  lesson  here.  SingTel  ea- 
gerly desires  alliances  to  grow  into  a 
multinational  telco.  But  it  will  never 
make  it  so  long  as  the  government 
holds  on  to  its  76%  share  of  the  com- 
pany. The  truth  is,  these  deals  might 
have  gone  through  if  SingTel  were 
publicly  held.  Beijing  simply  doesn't 
want  the  Singapore  government  con- 
trolling Hong  Kong's  largest  tele- 
phone utility,  bankers  and  diplomats 
believe.  Thus,  it  supported  local  ty- 
coon Richard  Li.  The  same  sentiment 
is  evident  in  Kuala  Lumpur. 
BITTER  EXPERIENCE.  Singapore's 
technocrats  have  long  been  known 
for  their  competent  management  of 
many  of  the  island  nation's  best  com- 
panies. Even  now,  the  government 
holds  $50  billion  worth  of  stock — a 
quarter  of  the  Singapore  market — in 
everything  from  wafer  fabs  to  ship- 
ping lines  to  banks.  But  it's  yester- 
day's formula  for  success.  If  Singa- 
pore is  to  achieve  the  knowledge- 
based  economy  it  craves,  and  turn  lo- 
cal companies  into  multinat  onals,  the 
state  has  to  get  out  of  business.  Oth- 
erwise, all  of  Singapore's  govern- 
ment-linked companies  will  bear  the 
stigma  that  followed  SingTel  to 
Hong  Kong. 

SingTel's  bitter  experience  illus- 
trates the  problem.  After  a  promis- 
ing start  in  January,  talks  seemed  to 





BONDAGE  D 


Outfits 
like  SingTel  will  be 
held  back  as  long  as 
the  state  holds  a  stake 

degenerate  into  a  face-off  not  only 
between  China  and  Singapore  but 
also  between  two  powerful  families. 
SingTel  President  and  Chief  Execu- 
tive Lee  Hsien  Yang  is  the  son  of 
Senior  Minister  Lee  Kuan  Yew.  Talks 
stalled  over  how  much  control  would 
go  to  Temasek  Holdings,  which  owns 
most  of  the  government's  corporate 
assets,  c&w  hkt  is  believed  to  have 
offered  Temasek  only  29%  of  voting 
rights,  a  lousy  deal  since  it  would 
own  more  than  40%  of  the  stock. 

That  allowed  Richard  Li,  son  of 
Hong  Kong  billionaire  Li  Ka-shing, 
to  mount  a  rival  bid,  using  the  stock 
of  his  Pacific  Century  CyberWorks 
Ltd.,  a  Net  holding  company.  Li's  $38 
billion  bid  prevailed  thanks  to  family 
connections:  A  group  of  banks,  in- 
cluding Beijing-controlled  Bank  of 
China,  chipped  in  a  $10  billion  loan. 
Officials  in  Hong  Kong  also  favored 
local  control  of  c&w  hkt. 

SingTel's  corporate  performance  is 
another  issue.  State  control  sustains 
a  bureaucratic  ethos  that  hampers 
companies  trying  to  climb  the  tech- 
nology ladder  and  expand  overseas. 


Few  managers  in  stat 
k  linked  companies  ha 
§.   experience  in  the 
ffij   rough-and-ready 
i    world  outside  thei 
tightly  controlled  i 
land.  Too  often, 
these  technocrat-e> 
ecs  behave  like  se 
s    cure  civil  servants, 
;    more  concerned  wi 
i    obeying  directives 
I    from  higher-ups 
than  with  boosting 
profits.  "They're  nc 
worried  about  get- 
ting paid,  obviously, 
says  Michael  Alan 
Hamlin,  a  Manila  busines 
consultant. 
Divesting  would  be  easy.  Singa- 
pore recently  removed  limits  on  for 
eign  equity  investment  in  sectors 
dominated  by  state-controlled  compa 
nies,  including  banking,  telecom,  and 
transportation.  Temasek,  owned  by 
the  Finance  Ministry,  holds  100% 
stakes  in  dozens  of  huge  companies 
that  run  subways,  seaports,,  and  pow 
er  stations,  among  other  things.  It 
could  divest  all  these  assets. 

Temasek  seems  to  be  catching  on, 
if  slowly.  Its  attempt  to  sell  4%  of 
SingTel  to  News  Corp.  reflects  its  in- 
tent to  shrink  the  state's  role  in  the 
economy.  "We'd  be  quite  happy  if 
SingTel  expands  and  merges  and,  ul- 
timately, we  are  a  10%  shareholder 
in  a  huge  operation,"  says  Chairman 
S.  Dhanabalan.  That  would  be  a  good 
start,  but  not  enough.  Singapore's 
technocrats  have  to  leave  behind 
their  old  development  strategy — and 
their  role  in  the  economy. 

Timing  may  prove  crucial.  Divest- 
ing soon  could  make  the  difference 
between  giving  corporations  the  in- 
dependence they  need,  or  making 
them  eventual  acquisition  targets. 
"SingTel  is  either  going  to  be  an  ac- 
quirer, or  it  will  wind  up  at  the  other 
end  of  the  transaction,"  says  Timothy 
Condon,  regional  economist  at  ing 
Barings  in  Hong  Kong.  For  Singa- 
pore Inc.,  it's  time  for  a  recalibration. 

Bureau  Chief  Sfiari  covers  Singa- 
pore economics  and  politics. 
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GERMANY 


DESIGNS  ON 
THE  WEB 

Deutsche  Telekom  wants  to 
expand  in  Europe  and  the  U.S. 

The  hunger  for  Internet  stocks  in 
Europe  borders  on  desperation. 
Facing  slim  pickings,  investors  have 
bid  up  an  Italian  Net  company.  Tiscali, 
to  a  loftier  stock  market  value  than 
Fiat — in  a  country  where  less  than  10% 
of  the  population  surfs  the  Web.  Spain's 
Terra  Systems,  a  sprawling  portfolio 
of  Latin  Net  companies,  enjoys  a  mar- 
ket cap  of  $33.6  billion,  well  above  Ama- 
zon.com's  $22  billion. 

But  now,  investors  have  an  even  big- 
ger Europe  Net  play  to  sink  their 
teeth  into.  Deutsche  Telekom  is  prepar- 
ing to  spin  off  10%  of  its  Internet  ac- 
cess service,  T-Online  International,  in 
an  initial  public  offering  that  could  val- 
ue the  unit  at  $40  billion.  With  4.2  mil- 
lion subscribers,  T-Online  is  Europe's 
most  popular  way  to  get  on  the  Inter- 
net. What's  more,  unlike  rivals  such  as 
America  Online  Inc.,  Deutsche  Telekom 
has  a  precious  link  to  the  mobile  phone, 
which  could  make  T-Online  a  monster 
of  the  coming  rage,  the  mobile 
Internet. 

BIG  EYES.  The  share  sale  is  crucial  for 
ceo  Ron  Sommer's  plans  to  make 
Deutsche  Telekom  a  global  Net  force. 
Deutsche  Telekom  is  even  preparing  to 
take  on  the  Americans  on  their  home 
turf.  Sommer  has  said  he  wants  a  big- 
ger presence  in  the  U.  S.  and  has  been 
talking  to  several  companies.  Shares  of 
Denver-based  Qwest  Communications 
International  Inc.,  which  operates  a 
worldwide  data  network,  jumped  27% 
on  Mar.  1  on  speculation  of  a  possible 
merger  with  Deutsche  Telekom. 

One  source  close  to  the  negotiations 
confirmed  that  the  talks  have  been  go- 
ing on  for  several  weeks,  although  a 
merger  would  be  difficult  because  Qwest 
has  already  agreed  to  buy  US  West. 
The  source  says  that  US  West  may  vol- 
untarily let  Qwest  out  of  its  acquisition 
agreement.  Then  Deutsche  Telekom 
would  bid  separately  for  the  two  U.  S. 
companies.  Qwest  CEO  Joseph  Nacchio  is 
said  to  support  the  deal,  and  would  like- 
ly receive  a  high-ranking  job  at  the 
newly  merged  Deutsche  Telekom. 

A  big  U.  S.  deal  would  be  a  shot  in 
the  arm  for  DT,  and  after  the  T-Online 
IPO,  it  plans  to  use  T-Online  shares  to 


T-ONLINE  GOES  GLOBAL 


THE  GOAL 


Expand  beyond  Germany  and  become  a 
global  provider  of  mobile  Internet  services 


THE  STRATEGY 


Offer  users  in  France  and  other  countries  local 
services  and  content  by  acquiring  Internet 
providers  and  media  companies. 


THE  HANDICAP 


T-Online  can't  readily  export  its  big 
competitive  advantages  in  Germany,  such  as 
its  online  banking  network. 


THE  STRENGTH 


After  its  planned  April  IPO,  T-Online  will  be 
one  of  Germany's  10  most  valuable  companies, 
with  an  expected  market  cap  of  $40  billion. 


swallow  Internet  and  media  properties 
in  Europe  and  the  U.S.  Deutsche 
Telekom  will  also  raise  billions  more  as 
it  spins  off  its  T-Mobil  unit  and  its  Ger- 
man cable-TV  network,  dt's  market  val- 
ue is  already  $260  billion,  the  largest 
of  Europe's  ex-monopolies,  and  higher 
than  AT&T  and  Yahoo!  combined. 


The  real  test  will  come 
the  next  two  years  as  th 
bile  Internet  takes  off. 
ers  from  aol  to  the  e: 
nopolies  will  be  vyin 
control  the  mobile  Int 
which  Deutsche  Teleko 
ures  will  be  worth  $20 
in  Europe  within  two 
Deutsche  Telekom  hi 
powerful  a< 


T-ONLINE  IS 
EUROPE'S 
MOST-USED 
NET  ACCESS 
ROAD,  WITH 
4.2  MILLION 
CUSTOMERS 


<:t 


tage    at 
and  in  Bri 
Its    Dl    m 
service    is 
second-big 
provider  in 
many,  and  in  Britain  iti  < 
mobile        phone        pro\ 
One20ne.  Competitors  sue 
AOL  will  have  no  choice  b 
use    such    networks    if 
want    to    reach    their 
customers. 

Outside       Germany 
Britain,      though,      Deut 
Telekom  will  be  at  a  disad 
tage.  A  key  rival  is  Vodaf 
which,  with  the  acquisitio 
Mannesmann,  controls  the 
mobile  phone  territory  on 
Continent.  "We  have  gaps 
we  have  to  fill  to  go  toe-to 
with  Vodafone-Mannesma: 
concedes  Jeffrey  A.  Hedb 
Deutsche  Telekom's  chief  o 
ternational   business.   Bu 
prevail,  Deutsche  Telekom 
need  to  offer  local  content 
top-flight  service.  That's 
reason  the  company  last  mo  | 
traded  a  6.5%  stake  in  T 
line  for  Club  Internet,  Fran 
No.  2  online  service  measu 
by  regular  users 

Can  Deutsche  Telekom  fu  I 
its  global  ambitions?  Up  u  i? 
now,  it  has  earned  mixed  ma  I 
for  its  efforts  to  expand  int  I 
nationally.  Joint  ventures  w 
France    Telecom    and    Spr; 
Corp.  fell  apart  after  years 
losses.  The  company  is  a  fo:  I 
only  in  Britain  and  a  few  smi 
er  markets  such  as  Austria. 
But   Deutsche   Telekom 
hoping  more  and  more  to 
its  money  talk.  If  the  Germ 
company  can  succeed  in  finding  the  ri 
partners  soon,  it  stands  a  chance  of  co: 
peting  against  companies  such  as  Voc  I 
fone  or  aol — and  staying  a  player  $ 
the  wired  age. 

By  Jack  Ewing  in  Frankfw } 
Stephen  Baker  in  Par 


and  Peter  Elstrom  in  New  Yo  I 
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International  Business 


COMMENTARY 


By  John  Rossant 


YANK-BASHING  IS  GETTING  SILLIER  AND  SILLIER 


1 


It's  not  enough  to  succeed,"  said 
Talleyrand,  the  supremely  cyni- 
cal statesman  of  18th  century 
France.  "Others  must  fail."  Maybe 
that  sentiment  explains  why  a  flour- 
ishing France  revels  in  America- 
bashing  these  days.  It  goes  far  be- 
yond the  old  complaints  about  fast 
food  and  Hollywood  films.  In  late 
February,  French  newspapers 
splashed  the  spurious  news  that  U.  S, 
intelligence  agencies  were  spying  on 
French  industries.  That  followed  re- 
ports— originating  in  the  Defense 
Ministry — that  Microsoft  Corp.  could 
not  be  trusted  because  of  links  to  the 
U.  S.  defense  establishment. 

In  a  nation  long  famous  for  clear 
thinking,  it's  hard  to  see  the  log 
ic  this  time.  The  current 
wave  of  anti-Americanism 
arrives  just  as  France  is 
learning  how  to  compete, 
American-style,  in  the 
global  economy.  The 
country  is  awash  in 
venture  capital.  Bill- 
boards across  the 
country  display  dot- 
com come-ons.  And 
after  years  of  slug- 
gishness, the  econo- 
my is  roaring.  So  it's 
also  hard  to  resist  the 
simple  conclusion  that 
France  needs  more  of     ^| 
what  provokes  its  latter- 
day  enrages  into  paroxysms  of 
Yank-bashing — fierce,  global  competi- 
tion, deregulation,  and  open  markets. 

Parisian  writer  Viviane  Forrester  is 
buying  none  of  it.  With  her  chunky 
gold  bracelets  and  Chanel  suits,  she 
makes  a  peculiar  firebrand.  Yet  she 
rode  to  fame  four  years  ago  with  a 
best-seller,  L'Horreur  Economique, 
about  U.  S.-style  capitalism.  In  her 
new  book,  Une  Etrange  Dictature  (A 
Strange  Dictatorship),  Forrester  as- 
serts that  U.  S.  and  British  mutual 
funds  rule  the  globe  in  the  name  of 
"ultra-liberalism."  The  only  way  British 
and  American  companies  make  money, 
she  argues,  is  by  firing  employees. 

The  book's  arguments  are  as  ob- 
sessive— and  about  as  convincing — as 
accounts  of  alien  abductions.  But 
Forrester  is  no  voice  in  the  wilder- 


ness. She's  popular  on  the  talk-show 
circuit.  And  France's  most  respected 
daily  Le  Monde  put  a  chunk  of  her 
new  book  on  its  Feb.  21  front  page. 
You  can't  be  altogether  surprised. 
This  is  the  nation  where  Jose  Bove, 
an  iconoclastic  fanner,  rocketed  to  na- 
tional acclaim  last  year,  including  a 
public  tribute  from  President  Jacques 
Chirac,  after  he  trashed  a  McDonald's 
in  the  small  southern  town  of  Millau. 
Yet  it's  also  a  nation  with  a  prime 
seat  on  the  global  gravy  train.  Nei- 


Ernst  &  Young's  consulting  business! 
France's  economic  vigor  is  hardly  f 
lost  on  outsiders.  Among  the  blue 
chips  that  make  up  the  cac  40  indej 
on  average,  over  40%  of  traded  capit 
is  owned  by  foreign  investors.  In 
some  cases,  non-French  hold  a  major! 
ty  of  stock.  Yes,  this  means  strategic 
decisions  are  approved  by  fund  man-! 
agers  in  California  or  Scotland,  as 
Forrester  likes  to  point  out.  But  that] 
partly  because  France's  equity  cultuij 
remains  weak,  and  private  pension 


The  French  are  adopting-and  benefiting 
from-the  U.S.-style  economics  the} 

love  to  denounc* 


ther  Forrester  nor  Bove  seems  to 
grasp  that,  which  leaves  a  hole  the 
size  of  the  Etoile  in  their  arguments. 

Even  as  cultural  icons  malign  the 
free  market,  French  companies  are 
making  their  way  in  it  as  never  be- 
fore. Most  of  the  top  corporations  are 
now  as  lean  and  aggressive  as  their 
best  rivals  across  the  Atlantic  and  the 
English  Channel.  Renault,  once  a 
state-owned  dinosaur,  is  trying  to  save 
Japan's  Nissan  Motor.  Carrefour,  the 
world's  No.  2  retailer  after  Wal-Mart 
Stores  Inc.,  announced  on  Feb.  28  that 
it  is  teaming  up  with  Oracle  Corp.  and 
Sears,  Roebuck  &  Co.  to  mount  a 
global  Internet  supply  exchange.  A 
day  later,  software  giant  cap  Gemini 
announced  a  $10.7  billion  takeover  of 


funds,  an  essential  feature  in  the 
New  Economy,  are  not  permitted. 
In  effect,  France  is  divided 
against  itself  as  much  as  against 
anyone  else.  Its  own  success  in 
the  global  economy  seems  to  re- 
vive an  old  antipathy  toward 
Americans.  "French  attitudes  arel 
completely  schizophrenic,  viewing  | 
the  U.  S.  as  both  hero  and  villain,' 
says  Parisian  political  scientist  Do- 
minique Moisi.  True  enough.  While 
many  French  youths  now  aspire  to 
start  their  own  companies,  others  re- 
coil into  the  past.  "We  are  seeing  a  re- 
turn of  a  popular  anti- Americanism 
that  had  more  or  less  disappeared  in 
the  mid-1970s,"  says  Moisi. 

Chirac  and  Prime  Minister  Lionel 
Jospin  could  drown  out  hostile  rhetoric! 
by  consolidating  France's  recent  eco- 
nomic gains.  But  that  would  require 
even  more  reforms — in  pension  man- 
agement, for  instance,  and  in  labor 
regulation — which  are  unlikely  in  the 
near  term.  With  Presidential  elections 
set  for  2002,  Chirac  and  Jospin,  the 
two  likely  candidates,  are  already 
playing  to  the  galleries.  And  from 
Lyons  to  Lille,  nothing  plays  as  well 
as  sticking  it  to  les  Anglo-Saxons. 
That's  a  shame.  As  long  as  the  French  | 
remain  mired  in  yesterday's  mentality, 
they're  sticking  it  to  themselves. 

Paris-based  Rossant  is  European 
regional  editor. 
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MAD  SCIENTIST' 
WITH  A  FAT  BUDGET 

Glaxo  SmithKline's  Goodfellow  aims  to  revolutionize  research 


Peter  Goodfellow,  the  outspoken  ge- 
neticist who  will  become  head  of 
drug  discovery  for  Glaxo  SmithKline 
when  its  merger  is  finalized  this  sum- 
mer, lists  his  interests  in  Who's  Who  as 
soccer,  science,  and  sex.  The  last  item  is 
a  tongue-in-cheek  reference  to  the  48- 
year-old  scientist's  most  important 
achievement  to  date:  the  discovery  of 
the  male  sex-determination  gene. 

These  days,  Goodfellow  is  spending 
most  of  his  time  on  science.  One  of  the 
top  executives  at  what  is  soon  to  be 
the  world's  biggest  pharmaceutical 
house,  Goodfellow  views  genomics,  the 
study  of  genes  and  their  function,  as 
the  route  to  revolutionizing  the  industry. 
By  the  end  of  this  year,  the  sequencing 
of  the  entire  human  genetic  makeup — 
otherwise  known  as  the 
genome — will  be  complete. 
It's  the  biologist's  equiva- 
lent of  the  Holy  Grail, 
since  it  could  dramatically 
improve  the  understanding, 
diagnosis,  and  treatment  of 
disease.  "It's  the  most  im- 
portant discovery  of  the 
new  millennium,"  says 
Goodfellow.  Gene-based 
drugs  also  promise  to  cut 
bloated  drug-development 
costs  because  genomic  data 
will  lead  to  better,  safer 
drugs.  And  they  will  likely 
be  developed  faster. 
'BIG  LOSERS.'  Goodfellow's 
bosses  at  Glaxo  SmithKline 
are  betting  he's  right.  His 
$4  billion  annual  research 
budget  is  the  biggest  of 
any  drugmaker.  Indeed, 
Goodfellow's  genomics  pro- 
gram is  crucial  to  the  suc- 
cess of  the  Glaxo  Smith- 
Kline merger.  Over  the 
next  decade,  companies  will 
be  in  a  race  for  survival  to 
win  patents  for  gene- 
derived  drugs.  "Companies 
that  aren't  investing  in  this 
area  now  will  be  the  big 
losers  by  the  end  of  the 
decade,"  says  Lehman 
Brothers  Inc.  drug  analyst 
Stewart  Adkins. 


Goodfellow  never  imagined  -he  would 
be  at  the  forefront  of  a  biotech  revolu- 
tion. As  a  boy  growing  up  in  the  coun- 
tryside surrounding  Cambridge,  he 
wanted  to  play  professional  soccer  for 
England.  "The  only  problem  is  that  I 
wasn't  any  good  at  it,"  he  says  with  a 
sigh.  He  was  considered  a  slow  learner 
and  was  placed  in  remedial  classes  until 
one  day  an  observant  teacher  noticed 
the  10-year-old  Goodfellow  amusing  him- 
self doing  complex  math  equations. 
From  then  on,  Goodfellow's  academic 
career  took  a  turn  for  the  better.  He 
went  on  to  get  a  PhD  at  Oxford  Uni- 
versity before  completing  his  post-doc- 
toral work  at  Stanford  University. 

Today,  he  is  one  of  the  world's  leading 
geneticists.  He  believes  that  genomics 
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will  dramatically  change  the  way  d 
are  developed  and  prescribed.  Cur 
ly,  disease  is  diagnosed  by  sympt 
Goodfellow  and  others  hope  to  us 
formation  gleaned  from  genomic 
identify  people  who  will  definitelj 
spond  to  a  specific  medicine.  That  c 
limit  bad  side  effects,  ineffective  ti 
ments,  and  costs. 
DEEPLY  COMMITTED.  Goodfellow 
self  spent  several  years  at  biotechr 
gy  startups.  While  working  as  a 
fessor    of    genetics    at     Cambr: 
University  in  1992,  he  was  recru 
by  a  venture  capitalist  to  help  set 
Sequana    Therapeutics,    a    La    J 
(Calif.)  company  that  develops  g( 
discovery  technologies.  In  1996,  G< 
fellow  helped  found  Hexagen,  a  biofc 
nology  company  based  in  Cambric 
England.  But  he  left  within  months 
ter  Hexagen's  board  refused  to  m 
him  ceo  because  of  his  lack  of  m 
agerial  experience.  Goodfellow  accep 
a  job  with   SmithKline   Beecham 
1996,  hoping  to  gain  that  experiei 
Four  years  later,  he's  still  there 
has  no  intentions  of  leaving. 

One  reason  is  that  the  new  Gl; 
SmithKline  is  deeply  comn 
ted  to  genomics.  The  n 
company  will  have  500  pat 
filings    for    genomies-bas 
drugs,  says  James  Culverw 
a  pharmaceutical  analyst 
Merrill  Lynch  &  Co.  Indepi 
dently,  SmithKline  will  ha 
genomic-based  drugs,  one  1 
obesity  and  one  for  hypert* 
sion,  in  clinical  testing  tl 
year.  They  will  likely  ta 
at  least  five  years  to  get 
market.  Although  gemomi 
speeds  up  drug  research,  t 
approval  period  is  still  lengtl 
While  genomics  is  stirrii 
excitement  among  specialist 
the  efficacy  of  medicines  d 
rived  from  genomic  inform 
tion  is  still  mostly  unteste 
Only  a  handful  of  antiboc 
and  protein  drugs  such  i 
Amgen's   Epogen   and    In 
munex  are  on  the  marke 
Goodfellow  admits  that  a  fe 
of  his  colleagues  think  he 
mad.  "It's  no  more  mad  tha 
talking  about  sequencing  th 
human  genome  was  20  year 
ago,"  he  says.  Whether  the; 
like  it  or  not,  the  fate  o 
pharmaceutical  companies  i 
largely  in  the  hands  of  mai 
scientists  such  as  Goodfellow 
By  Kerry  Capel 
in  Londoi 
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Go  ahead  and  lick  it  once  for  old  time's  sake. 

S&H  Green  Stamps  is  back  as  S&H  greenpoints.  A  thoroughly  modern  1-to-l  digital  solution  that 
has  proven  ability  to  change  the  way  people  shop.  Like  S&fH  Green  Stamps,  it's  fun,  easy  and  provides 
great  rewards  for  both  on-line  and  in-store  shoppers.  As  it  once  was,  this  promises  to  be  the  most  successful 
incentive  program  ever.  And  your  business  can  benefit  zuith  a  turnkey  solution  that  makes  it  easy 
to  participate  and  provide  a  more  valuable,  more  personalized  relationship  with  your  customers. 
S&H  greenpoints.  Earn  them  on  the  things  you  buy.  Spend  them  on  the  things  that  make  you  happy. 


Experience  it  the  way  your  customers  will,  and  get  3.000  greenpoints 
just  for  signing  up  at  www.greenpoints.com. 

Call  us  at  1-800-435-5674  or  email  us  at  sales@greenpoints.com. 
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SOUTH  KOREA:  CAN  REFORM  SURVIVE 
THE  NEXT  ELECTION? 

He  is  known  as  Asia's  star  reformer  and  is  credited  by 
Westerners  with  bringing  South  Korea  back  from  the 
brink.  But  now,  President  Kim  Dae  Jung  is  facing  a  no- 
holds-barred  political  battle  at  home  that  will  largely  deter- 
mine how  much  he'll  be  able  to  accomplish  in  his  remaining 
three  years  in  office. 

On  Apr.  13,  Korean  voters  will  elect  a  new  273-member 
National  Assembly.  The  election  is  essentially  a 
referendum  on  Kim's  reforms,  which  face  stiff 
opposition  from  the  chaebol,  unions,  and  con- 
servative technocrats  in  his  own  government.  So 
no  one  expects  Kim's  Millennium  Democratic 
Party  to  win  an  outright  majority.  And  while 
Korean  voters  are  notoriously  unpredictable, 
early  surveys  indicate  Kim's  followers  may  win 
as  few  as  110  seats — which  would  force  him  to 
scramble  to  form  a  coalition  government. 

That  would  require  painful  compromises  and 
almost  certainly  a  slowing  of  reform.  Kim  might 
have  no  choice  but  to  team  up  again  with  con- 
servatives such  as  Kim  Jong  Pil  and  his  United 
Liberal  Democrats.  A  founder  of  the  Korean 
Central  Intelligence  Agency  that  attempted  to 
assassinate  Kim  in  1973,  Kim  Jong  Pil  and  his 
followers  helped  create  the  Korea  Inc.  that 
thrived  on  kickbacks  from  the  chaebol. 
BRIBERY?  Even  so,  Kim  Dae  Jung  turned  to 
Kim  Jong  Pil  for  support  in  1997  when  he  had  fewer  than  a 
third  of  the  seats  in  parliament.  Their  coalition  split  recently 
after  the  two  parties  wrangled  bitterly  over  proposed  politi- 
cal reforms.  Kim  Dae  Jung's  alternative  partner  is  an  even 
worse  match:  a  splinter  group  of  the  main  opposition  Grand 
National  Party  created  by  party  elders  whom  civic  groups 
charge  with  taking  bribes  from  the  chaebol.  Some  deny  it. 
Others  say  they  accepted  political  contributions — not  bribes. 

Either  of  these  potential  partners  could  demand  big  con- 
cessions from  Kim  Dae  Jung.  He  may  have  to  delay  plans  to 


" 


KIM:  Meeting  resistance 


privatize  10  state-run  companies  in  industries  ranging 
telecom  to  tobacco.  And  he  may  have  to  give  chaebol  fc 
ing  families  more  time  to  streamline  their  fiefdoms 
nation  is  likely  to  be  swept  up  by  a  political  game," 
Gong  Sung  Jin,  head  of  the  Hanbek  Foundation,  a  res 
center  in  Seoul.  Adds  Sonn  Ho  Chul,  a  political  scienti; 
Sogang  University:  "Conditions  for  reform  will  get  wor 
The  political  face-off  certainly  comes  at  >a 
cial  time.  Although  gross  domestic  product 
10.2%  last  year,  Kim  has  far  to  go  to  put 
economy  in  order.  Korea's  financial  syste 
buried  in  some  $100  billion  in  bad  debts 
Kim  must  yet  break  up  the  chaebol  to 
their  business  units  run  independently.  "II 
form  halts  now,  founding  families  will  contint 
steal  money  from  minority  shareholders  thrc 
opaque  deals  involving  various  units,"  wj 
Jang  Ha  Sung,  a  Korea  University  finance 
fessor  who  heads  a  shareholder  activist  gro 
If  Kim  can't  push  through  these  reforms, 
rea  could  miss  its  chance  to  create  a  truly  o] 
competitive  economy.  It  might  even  be  in  dar 
of  backsliding  into  a  system  in  which  the  chcu 
and  government  collude  to  keep  the  mar 
from  working.    The  weak  financial  system 
has  been  bailing  out  companies  could  fal 
'  pushing  Korea  back  into  crisis.  "It's  like  I 
geons  ending  their  work  in  the  middle  of  a  serious  operatic 
says  Lee  Chang  Hee,  senior  analyst  at  Daiwa  Securities 
Kim's  best  chance  to  keep  reform  moving  could  be  to 
spond  to  disillusioned  voters.  From  shareholder  activists 
environmentalists,  civic  groups  want  Kim  to  stamp  out 
ruption  and  clean  up  the  public  sector.  Only  then,  they 
lieve,  can  Korea  reembark  on  the  radical  overhaul  needed 
become  a  global  player.  Asia's  star  reformer  faces  a  tough 
ancing  act  for  the  remainder  of  his  term. 

By  Moon  Ihlwan  in  Sec 
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GLOBAL  WRAPUP 


BUDGET  SHOCK  IN  INDIA 

►  With  the  ruling  Bharatiya  Janata 
Party  politically  stable,  local  and  for- 
eign investors  had  expected  India's 
budget  for  the  fiscal  year  starting 
Apr.  1  to  feature  pruneu  expenditures 
and  more  reform.  Instead,  the  $77.6 
billion  budget  unveiled  by  Finance 
Minister  Yashwant  Sinha  on  Feb.  29 
offered  a  return  to  socialism.  Taxes 
on  income  and  dividends  will  rise 
with  no  noticeable  reduction  in  gov- 
ernment spending  and  subsidies.  In  a 
major  shift,  defense  spending  was  in- 


creased by  almost  30%,  to  $13.6 
billion  for  the  year.  The  sharp  boost 
was  spurred  by  India's  military  con- 
flict with  Pakistan  last  May  over 
Kashmir.  Investors  reacted    by  pum- 
meling  India's  stock  market,  which 
fell  5.1%  on  the  day  the  budget  was 
announced. 

AN  AUSTRIAN  SHUFFLE 

►  Austria's  sharp-tongued  populist, 
Jorg  Haider,  resigned  as  head  of  the 
Freedom  Party  on  Feb.  28  in  an  ap- 
parent effort  to  quell  international 
concern  about  the  rise  of  his  far-right 


party.  Few  expect  Haider,  who  will 
remain  governor  in  the  southern 
province  of  Carinthia,  to  give  up  his 
dream  of  becoming  Chancellor. 
Haider,  50,  said  he  would  stay  active 
in  the  party  in  a  "supervisory"  capaci 
ty  and  picked  loyal  lieutenant  Su- 
sanne  Riess-Passer  to  replace  him  as 
party  chief.  Riess-Passer,  39,  earned 
the  nickname  "king  cobra"  within  the 
party  for  the  ruthless  zeal  she  dis- 
played in  carrying  out  Haider's  or- 
ders. Just  last  month,  Haider  made 
her  Vice-Chancellor  in  Austria's 
much-criticized  coalition  government. 


» 
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TOYS 


BABES  IN 
VIRTUAL  TOYLAND 


Everyone,  from  old-line 
toymakers  to  video-game 
companies,  wants  a  piece  of 
Internet  games  for  kids 

Not  long  ago,  Hasbro  Interactive 
seemed  to  be  doing  everything 
right.  Fired  by  $81  million  worth 
of  acquisitions,  the  video,  PC,  and 
interactive-game  division  of  toymaker 
Hasbro  Inc.  was  racking  up  big  sales 
on  computer  versions  of  its  popular 
board  games,  including  Monopoly  and 
Scrabble,  and  made-for-PC  hits  such  as 
Roller  Coaster  Tycoon.  From  less  than 
$5  million  in  1995,  sales  at  the  unit  ex- 
ploded to  $230  million  in  1999. 

But  for  all  its  fast  growth,  Hasbro 
Interactive  was  slow  to  react  to  a 
major  shift  in  the  computer-game 
business:  the  move  to  the  Inter- 
net. Last  year,  while  Hasbro  was 
rolling  out  its  latest  line  of 
software,  rivals  such  as  Web 
portal  Lycos  Inc.  and  game 
designer  Electronic  Arts    . 
Inc.  (ea)  were  refining    A 
game  sites  that  brought    JBj 
players  onto  the  Web,    fl 
with  everything  from    fl 
intricate   multiplayer 
fantasy  games  to  sim- 
ple puzzles.  Mean- 
while, cd-rom  titles 
sat     on     store 
shelves    untouched, 
slowing  Hi's  growth 
and  denting  profits. 
"Software  sales  went 
fiat,"  says  Thomas  R. 
Dusenberry,  president  I 
of  Hasbro  Interactive:  1 
"The    Internet    went  ' 
prime  time." 

MOUSE-HAPPY  KIDS.  Toy  ^ 
companies  such  as  Hasbro 
have  long  been  interested  in 
harnessing  the  power  of  the  In- 
ternet, but  the  effort  is  taking  on 
a  new  urgency.  Sales  of  some  of 
the  biggest  names  in  toys,  such  as 
Mattel  Inc.'s  Barbie  and  Hasbro's  Star 
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Wars  merchandise,  have  been  disap- 
pointing. Certainly,  online  games  are 
still  a  tiny  market — $106  million  last 
year  vs.  $22  billion  for  the  total  toy  in- 
dustry. But  while  traditional  toys  are 
expected  to  continue  their  annual 
growth  rate  of  5%  to  7%,  online  games 
are  pegged  to  boom  6(5%  a  year.  Ac- 
cording to  Jupiter  Communications  Inc., 
22.4  million  kids  in  the  U.  S.  between 
the  ages  of  2  and  18  are  online  these 
days.  The  No.  1  activity — beating  e-mail, 
chat,  and  homework — is  game  playing. 
These  mouse-happy  kids  are  creat- 
ing a  gold  rush  in  toyland.  Everyone, 
from  old-line  toymakers  such  as  Has- 
bro to  video-game  companies  like  Sony 


Corp.  to  Web  portals  such  as  Lyj 
making  plays  in   the   Internet  [ 
world.  They  face  huge  challenges 
devising  a  profitable  business  mc 
placating  suspicious  parents.  But  al 
with   a  youthful  customer  is  c| 
afraid  to  be  left  behind.  "This  is 
the  kids  want  to  be,"  says  Ken  I 
stein,  senior  vice-president  and  g^ 
manager   of  Disney   Online,    pa 
GO.com.  "If  you're  not  pushing  [o\ 
you're  really  missing  the  next  wa 
Kids  like  Diane  Langona's  8-ye 
son  Kyler  have  already  gotten  int 
ed  in  playing  games  on  the  Net  o: 
ular  pes.  "They're  very  simple  com 
to  cd-rom  games,  but  there's  some! 
about  finding  it  on  the  Web  thai 
like,"  says  Langona. 
INTERNET-READY.  And  many  mo: 
Kyler's  pals  are  likely  to  dial  up 
that  the  big  names  in  gaming  de 
including  Sony,  Sega,  and  Nintend 
getting  Internet-ready.  Soon,  kid 
be  able  to  play  their  favorite 
games  with  online  opponents  by  i 
modems  packaged  with  their  syst 
Sega  Enterprises  Ltd.'s  latest  mac 
already  includes  a  56K  modem  r< 
to  hook  players  up  to  the  Internet 
traditional  phone  lines.  Next  year,  S< 
Playstation2  will  offer  users  the  ch 
to    connect    to    a    broad! 
provider  like  the  digital  ca 
being  installed  in  s 
U.  S.    markets.    Nintej 
Co.,  too,  will  include  a  I 
dem   in   its    next    offer 
code-named  "Dolphin," 
^     Microsoft   Corp.   is 
pected  to  enter  the 
ternet   game   fray 
well.      Modems 
"spreading      gam 
past  the  PC,"  says 
Williams,  an  anal 
with   Gerard    Kla 
Mattison. 
Lycos,     already 
force   in   the   world 
dult    online    games, 
banking    on    advert  I 
ments  to  support 
new  focus  on  kids  3 
12.  Its  eight-mon 
old  site  Lycos  Zc 
features  everythi 
f  from  Chinese  check*  I 
and   Crazy   Eights  [< 
homework     help     a  I 
math  and  word  gam<6 
!ut  so  far,  the  compail 
which  posted  an  operatii' 
$67  million  overall  la 
V  year,  is  struggling  to  perfe 
its  strategy  for  Lycos  Zone.  A< 
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Whon  do  you  want  to  go  today? 


Rory  Brown,  CEO,  VirtualBank 


"You're  going  to  see  a  whole  new  class 

Of  bankS  develop  that  arejust  based  on  technology  that  was  built  for 

the  Internet.  And  that's  what  Windows  2000  was  built  for.- 


To  see  why  Rory  picked  Windows®  2000 
to  launch  a  new  bank  with  millions  of  virtual  branches,  go  to: 

www.SeeMyStory.com/Rory 
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Some  game  sites  make  money  by  selling  ads 
and  sponsorships.  Others  charge  user  fees 


CKwan  i 

c-  r 
■iy  n~" 


work  in  Lycos'  adult  site,  gamesville. 
com,  which  turns  a  profit.  But  on  kids 
sites,  they  are  a  trickier  business. 

So  Lycos  is  bending  over  backward  to 
appease  parents.  All  advertise 
ments,  for  example,  are  clearly 
marked  by  the  word  "ad"  be 
cause,     says     Madeline     S. 
Mooney,    vice-president    for 
marketing    at    Lycos,    "kids  \j    *"*p~|   rT~    U 
sometimes  have  a  harder  time  dis-  — *  *•>*  its   5 
tinguishing  between  what  is  an  ad  and 
what  is  content."  Plus,  to  protect  kids' 
privacy,  Lycos  does  not  ask  kids  to  reg- 
ister and  won't  provide  advertisers  with 
profiles  of  the  people  on  the  site,  a  stan- 
dard in  Web  advertising. 
SURFER  MOMS.  Scott  Rabschnuk,  head 
of  marketing  for  Healthaxis.com,  says 
his  Lycos  Zone  ads  have  done  a  good 
job  of  reaching  his  target:  moms  surfing 
the  Net  with  their  kids.  Ads  on  Lycos 
Zone  have  had  two  to  three  times  the 
response  he  has  gotten  elsewhere.  Still, 
even  though  advertisers  are  happy,  and 
even  though  Lycos  Zone  is  one  of  the 
most  visited  kids'  game  sites  on  the 
Web,  it  remains  unprofitable.  Lycos  CEO 
Robert  J.  Davis  is  convinced  his  kids 
site  will  be  profitable  but  admits:  "We 
make  it  harder  on  ourselves  having  all 
the  restrictions." 

The  difficulties  in  advertising  to  chil- 
dren online  have  many  Internet  game 
makers  looking  for  profits  in  a  more 
traditional  location:  the  toy  store.  Dallas- 
based  Radica  Games  Ltd.,  a  small  toy- 
maker  with  $134  million  in  revenue  last 
year,  is  planning  to  launch  a  group  of 
online  kids'  games  later  this  year.  The 
company  expects  to  make  its  money 
from  the  sale  of  handheld  controls.  Its 
$80  GirlTech  Pocket  Com  for  girls  8  to 
14,  for  example,  lets  users  download 
free  games,  puzzles,  and  e-mail  from  its 
Web  site.  Although  it  seems  that  charg- 
ing a  monthly  subscription  would  be  a 
stronger  long-term  revenue  generator, 
Radica  ceo  Pat  S.  Feely  says  he  has 
yet  to  see  that  model  work  for  games. 
"We  sell  devices,"  he  says.  "This  is  our 
primary  business  model." 

Early  leaders  in  the  Internet  game 
world  say  a  mix  of  models  is  the  key. 
Electronic  Arts  is  selling  ads  on  its  In- 
ternet game  site.  But  in  the  near  term, 
it  expects  most  online  profits  to  come 
from  subscription  dollars.  Although  EA's 
online  division  doesn't  yet  turn  a  profit, 
it  has  a  profitable  game.  Ultima,  where 


players  from  around  the  world  pay  $9.99 

per  month  to  battle  one  another  in  a 

virtual  world.  The  game  broke  even  at 

about  80,000  subscribers,  says  EA.  Now 

it  has  153,000.  Last  November, 

EA  became  America  Online  Inc.'s 

~  exclusive  gaming  partner.  For 

|    |  $81  million  plus  5%  of  the  sub- 

y]    .  J    "1  scription  revenues  and  30%  of 

U    **V~]   rr~^     J  the  ad  revenue,  AOLwill  link 

«  its   50   million   subscribers  to  EA's 

games  site.  "We've  demonstrated  we 

can  make  money,"  says  President  John 

S.  Riccitiello. 

Competitors  such  as  EA  have  a  long 

You  Play,  You  Pay 

Toy  companies,  Internet  portals, 
and  entertainment  outfits  are  all 
scrambling  for  a  piece  of  the  fast- 
growing  online  game  business. 
Here's  how  some  are  trying  to 
make  money: 

ADS  The  Lycos  Zone  game  site 
pulls  in  cash  from  banner  ads  for 
such  companies  as  toy  chain 
Zainy  Brainy. 

SUBSCRIPTIONS  153,000  con- 
sumers pay  $9.99  a  month  to  join 
in  Electronic  Arts'  Ultima  multi- 
player  fantasy  game. 

PERIPHERALS  Radica  Games 
will  sell  its  handheld  controls  for 
$80.  Access  to  the  Internet  site 
is  included. 

ONLINE  SALES  Hasbro's  games, 
com  site  will  double  as  an  online 
store,  selling  the  company's  CD- 
ROM  and  video  games. 

DATA:  BW 

headstart,  but  that's  the  approach  Has- 
bro plans  to  copy.  It  is  confidently  pre- 
dicting it  will  be  the  No.  1  game  site  in 
two  to  three  years.  Hasbro  will  launch 
games.com  this  June — and  will  kick 
off  a  multipart  moneymaking 
strategy.  On  the  sections  of  the 
site  aimed  at  kids,  Hasbro  will 
sell  ads  and  sponsorships,  offer  1  f 
subscriptions  for  premium  services  such 
as  game  upgrades,  and  set  up  an  online 
shop  for  cd-roms,  video  games,  and  oth- 
er merchandise.  It  will  also  collect  data 


about  its  customers  to  use  : 
ture  marketing  to  repeat 
tomers.  Analyst  Margaret 
field  of  Tucker  Anthony  Cli 
Gull  says  she  likes  Hasbro's 
line  strategy:  "I  think  it  cd 
easily  become  the  biggest  element 
the  industry,"  says  Whitfield. 

Still,  experts  say  Internet  game  s 
ers  face  huge  hurdles,  not  only  as  ti 
try  to  find  ways  to  make  money, 
also  as  they  struggle  to  appease  v 
ried  parents.  As  game  sites  prolifer; 
more  and  more  parents  are  likely 
take  notice  and  object,  experts  s 
Joseph  Turow,  a  professor  at  the  I 
versity  of  Pennsylvania's  Annenb 
Public  Policy  Center,  has  found  in 
research  that  "parents  are  really  sea 
of  the  Web  at  the  same  time  as  tl 
see  value  in  it." 

More  troubling,  some  marketing 
pcrts  say  all  these  companies  are  unj 
alistically  optimistic  about  the  amounl 
time  parents  and  children  will  give 
the  Net.  "I  think  companies  are  t: 
to  create  the  trend,"  says  Marianne  SI 
manski,  founder  of  toy  research  con: 
tant  Toytips.com.  In  the  past,  wh 
Szymanski  has  done  research  on  Int 
net-connected  toys,  she  says  "kids  w( 
interested  at  first.  But  they  weren't  s 
ing  T  have  to  go  back  and  go  back  a 
go  back.' " 

SHAKEOUT  AHEAD.  Some  compani 
seem  to  be  daunted  by  the  challeng 
Disappointing  returns  on  its"  traditioi 
videos  and  cd-roms  led  DreamWoi 
skg  to  abandon  its  Internet  game  am 
tions  and  sell  its  gaming  joint  venti 
with  Microsoft  to  rival  EA  on  Feb.  ! 
Mattel,  weighed  down  by  poorly  p< 
forming  software  acquisitions  includi 
the  Learning  Co.  and  Paper  Moon,  hi 
n't  moved  beyond  using  the  Net  as 
simple  marketing  tool. 

But  plenty  of  others  are  pressii 
ahead.  Leap  Frog,  an  Emeryville  (Cal 
maker  of  educational  toys,  including  t 
popular  LeapPad,  an  interactive  bo< 
series,  is  launching  its  first  Inter: 
game  this  year.  The  company,  whi 
only  hit  $70  million  in  revenue  last  ye 
invested  $10  million  developing  the 
site.  "We're  going  to  see  an  explosion 
things  hooking  into  the  Internet,"  saj 
Jim  Marggraff,  vice-president  of  the  J\ 
ternet  division  of  Leap  Frog.  "T 
will  be  the  year  of  the  sha 
out.    Businesses   with   viabl 
business    models    with    re| 
products  people  can  use 
rise  to  the  top."  Hasbro  and  the  re 
want  to  be  among  them. 

By  Nanette  Byrnes  in  New  York  at 
William  C.  Symonds  in  Boston 
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Microsoft 


Whtn  do  you  w»nl  to  jfo  lodf? 


Mike  Rivalto,  CEO,  SmartMart 


"We  had  been  working  for  five  years  to  get  systems  to  talk  to  each  other, 
but  after  we  moved  to  Windows  2000,  everything  from  the 

video-conferencing  to  the  cash  system  to  the 
remote  cameras— every  thing  started  working." 


To  see  how  Mike  is  using  Windows®  2000 
to  allow  people  to  shop  directly  from  their  cars,  go  to: 

www.SeeMyStory.com/Mike 


I  Mi  roaoft  Corporation   Mini  ift.Wmd  s  or  trademarks  of  Microsoft  Corp.  In  the  United  State* 
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Microsoft* 

Windows 
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THE  INTERNET 


WE'RE  WHERE  TELEVISION  WAS 
AT  ITS  BEGINNING' 

The  Net  is  Tinseltown's  test  pad  for  unproven  entertainment  concepts 


Even  veteran  Hollywood  dealmak- 
ers  are  taken  aback  by  the  way 
aggressive  new  dot-coms  are  woo- 
ing stars,  writers,  and  directors 
to  their  startups  in  hopes  of  being  to 
the  studio  business  what  Amazon.com  is 
to  books.  A  case  in  point:  Late  last  year, 
Rob  Burgess,  the  co-founder  of  Shock- 
wave.com,  a  San  Francisco-based  ani- 
mation site,  signed  Smith  Park  creators 
Matt  Stone  and  Trey  Parker  to  provide 
39  "webisodes"  of  the  show  in  return  for 
$1.5  million  in  cash  and  an  equity  stake 
in  the  site.  Riding  in  a  limo  with  the 
duo's  agent  and  lawyer  right  after  seal- 
ing the  deal,  Burgess  turned  to  them 
and  said  "So,  who  else  do  you  have?" 

That  led  to  yet  another  deal  to  pay 
Sleepy  Hollow  director  Tim  Burton  $2 
million  and  some  Shockwave  stock  to 
produce  an  odd  animated  series  called 
Stain  Boy.  Says  P.  Kevin  Morris,  the 
lawyer  who  rode  with  Burgess  that  day: 
"The  sky  seems  to  be  the  limit." 

Of  course,  it  was  only  a  matter  of 
time  before  the  Web  craze  reached  the 


town  where  candy-floss  dreams  are 
made.  Being  recruited  to  a  hot  Web 
startup  is  Tinseltown's  newest  status 
symbol,  like  having  a  prime  table  at 
The  Ivy.  Even  with  the  Web's  present 
limitations  of  speed  and  picture  quality, 
some  of  these  dot-com  upstarts  are  po- 
sitioning themselves  not  just  as  Web- 
casters  but  as  a  new  farm  league  to 
test  and  refine  film  and  TV  concepts  be- 
fore selling  them  to  the  big  guys. 

The  thinking  goes  that  even  if  then- 
business  models  are  as  murky  as  the 
smog  on  the  405  freeway,  by  the  time 
most  consumers  have  broadband  con- 
nections to  their  home — say,  by  2004 — 
these  sites  will  be  rewarded  for  getting 
in  early.  "We're  where  television  was 
at  its  beginning,"  says  Frank  J.  Biondi, 
the  former  head  of  Universal  Studios 
and  Viacom  Inc.,  who  is  now  backing 
several  of  these  ventures.  "And  a  lot 
of  us  are  betting  that  this  will  be  a  lot 
bigger  than  television." 

Problem  is,  the  entertainment  con- 
cepts the  Web  players  are  pushing — 


mostly  shorts  by  wannabe  directors 
three-minute  cartoons — are  unprov 
And  a  point-and-click  tour  through 
ital  Hollywood  isn't  always  pretty, 
of  the  Web's  biggest  hits,  a  cartoon 
Seattle-based  AtomFilms,  featured 
frog  in  a  blender.  A  tale  of  organ  tra 
plants  from  apes  to  humans  is  told 
Ifilm  Corp.'s  three-minute  documenta: 
On  sci-fi  site  Galaxyonline.com,  a  S; 
Trek  spoof  featuring  aging  stars  frt 
the  show  is  a  big  draw. 
PICKLED  PREZ.  But  the  heavy  artille 
isn't  far  behind.  POP.com,  a  site  bacl 
by  Paul  G.  Allen,  DreamWorks  s 
and  the  team  of  director  Ron  Howa 
and  producer  Brian  Grazer,  will  so 
feature    shorts   by   Howard,    Stev 
Spielberg,  and  stars  like  Eddie  Mul 
phy.  Sightsound.com — Biondi  and  A 
tisan  Entertainment  among  its  bac 
ers — plans  to  spend  $3  million  to  mal 
a  live-action  flick  called  Quantum  Pr 
ject,  starring  John  Cleese,  to  be  r< 
leased  for  download  via  its  site.  An 
Icebox.com,  an  animation  site  formed  : 
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Microsoft 

Whon  to  you  wont  to  to  today? 


Greg  Hawkins,  CEO,  buy.com 


"Our  stores  don't  close  at  6  o'clock 
or  9  o'clock,  they  stay  open  all  night,  so  reliability 


is  paramount  to  our  success. 


To  see  how  Greg  is  using 
Windowsp2000toruna  24x7  Internet  superstore,  goto: 

www.SeeMyStory.com/Greg 
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late  January  by  incubator  eCompanies 
LLC,  has  signed  on  more  than  45  Hol- 
lywood production  executives  from 
shows  like  Seinfeld,  Tlie  Simpsons,  and 
Dawson's  Creek.  "We're  a  network  and 
a  studio,"  says  Icebox  CEO  Steve  Stan- 
ford. Icebox  views  its  three-minute 
weekly  shows,  such  as  Hard  Drinkin' 
Lincoln  (featuring  the  assassinated 
President  as  a  Dean  Martin-esque  fig- 
ure traveling  through  time),  as  fodder 
for  online  sponsors  and,  if  they  work, 
franchises  for  TV  and  film.  "Everything 
we  do  is  something  we  want  to  do  on 
television,"  says  Stanford. 

The  question  is:  Can  the  new  medi- 
um offer  anything  different  enough 
from  existing — and  proliferating — cable 
and  satellite  fare?  "I  just  don't  see 
many  of  them  making  it," 
says  Lee  Masters, 


head  of  worldwide  motion  pictures  for 
talent  shop  William  Morris  Agency,  fore- 
sees a  business  in  which  people  pay  75<2 
or  $1  for  a  10-  or  15-minute  short  they 
can  enjoy  while  performing  other  tasks 
on  the  Web,  like  buying  stocks.  "A  real 
market  is  developing  for  shorter,  but 
cooler,  material,"  maintains  Simpson, 
who  represents  Tim  Burton. 


president  of  Liberty  Digital 
Inc.,  the  Internet  holding  company  con- 
trolled by  John  C.  Malone.  "It  costs  so 
much  to  make  good  entertainment  that 
you  can't  just  hope  to  sell  it  on  the  In- 
ternet and  make  money  on  it." 

That  means  creating  businesses 
where  none  existed  before.  Ifllm  Corp., 
which  is  backed  by  Liberty  Digital  and 
Microsoft  co-founder  Allen,  plans  to 
make  money  not  just  through  advertis- 
ing but  by  acting  as  a  virtual  agent — 
putting  together  scripts  and  directors 
through  its  site.  And  Mike  Simpson,  co- 


in the 
near  term,  Dig- 
ital Hollywood's 
best  hope  may  be 
animation  like  Stain 
Boy.  Not  only  are  most  PCs  already 
equipped  to  handle  a  three-minute  car- 
toon, but  animation  is  usually  a  lot  cheap- 
er to  produce  than  live  action.  Plus, 
there's  no  predicting  whether  one  of  the 
dozens  of  new  online  cartoons  could  be 
the  next  South  Park. 

Certainly,  big  bets  are  also  being 
made  on  live-action  short  films,  over- 
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Hollywood's  New  Pioneers 

Some  of  the  hot  Internet  entertainment  sites 


COMPANY 


ATOMFILMS 


IFILM 


SHOCKWAVE 


ENTERTAINDOM 


POP.COM 


ICEBOX.COM 


SIGHTSOUND.COM 


POPULAR  ONI.iNE  SHOWS 


Saving  Ryan's 
Privates, 
Micro-Gerbil  2001 


Sunday's  Game, 
Cannibalism  and 
Your  Teen 


South  Park, 
King  of  the  Hill 


The  God  and  Devil 
Show 


iaunches  in  spring 


Hard  Drinkin'  Lincoln 


My  Secret  Suicide 


FUNDING  SO  FAR 


$28  million 


$40  million 


$45  million 


$45  million' 


NA 


NA 


$30  million 


BIG-NAME  INVESTORS 


Frank  Biondi, 

Chase  Capital,  partners  at 

Allen  &  Co. 


Paul  Allen,  Liberty 
Digital,  Eastman 
Kodak 


Macromedia,  Bob  Daly, 
Jim  Clark 


Time  Warner  (100% 


Paul  Allen, 
DreamWorks, 
Imagine  Films 


eCompanies 


Artisan  Entertainment' 


'Estimated  cash  and  marketing  commitments  per  year 


NA=  Not  available 
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looking  the  fact  that  most  people 
a  soda  when  that  Academy  Awa 
handed  out  on  Oscar  night.  AtomI 
for  instance,  has  been  buying  up 
films  and  recently  obtained  the  rig! 
100  student  films  from  the  Univers 
Southern  California,  including  the 
ling  efforts  of  superstar  dire 
George  Lucas  and  Robert  Zeme 
With  more  than  800  short  films  in 
brary,  AtomFilms  hopes  to  turn 
sumers  on  to  the  format,  and  it's 
tributing  them  to  airlines,  malls 
elsewhere,  in  addition  to  showing 
on  the  Web.  Once  again,  the  old-liri 
ants  are  skeptical.  "The  biggest  cor 
I  have  with  a  lot  of  these  compani 
their  focus  on  short,"  says  Jon '  I 
mond,  president  of  News  Corp.'s  o 
subsidiary. 

OVERSHADOWED.  As  flush  as  thes< 
starts  are  with  venture-capital  (   | 
the  opinion  of  Richmond  and  hi 
vals  counts 
comers 
names  like  V 
break  and  M 
trip  face  an 
hill  battle  get 
noticed  compared  with  giants 
News  Corp.,  Time  Warner,  and  ~\ 
Disney,  which  are  trying  to  ext 
their  massive  entertainment  franch 
onto  the  Web.  Time  Warner  is  lu 
5.6  million  unique  users  a  month  t( 
Entertaindom  site  featuring  such 
as  The  God  and  Devil  Show  and  n 
made  Superman  and  Looney   T\ 
cartoons.  "How  can  they  compete 
our  ability  to  promote  in  Entert 
ment  Weekly,  People  magazine,  on 
Turner  channels,  and,  soon,  on  A 
wonders  Jim  Moloshok,  presiden 
Entertaindom. 

The  answer  is  that  these  new  pla 
may  soon  by  trying  to  link  up  to  old 
dia  giants,  exchanging  equity  for  m 
needed  promotion  as  they  sort  out  bj 
ness  models  and  try  to  go  public.  "N| 
of  us  knows  exactly  where  this  b 
ness  is  going  next,"  says 
Foxhoven,  president  of  E 
tor   Entertainment,   a 
catering  to  young  males 
like  video  games  and  co: 
"We're  making  it  up  as 
go,  and  being  nimble  is 
key  talent  in  this  busin 
right  now."  T 
and    convinc 
Holly  woo 
best  that  o: 
is  where  it's 
By    Ron 
Grover  and  Richard  Siklos  in 
Angeles 


' 
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Q  Worked  his  way  to  CEO  from  warehouse  trainee. 

©  Earned  MBA  after  5  years  of  night  classes. 

O  Led  233%  sales  increase  over  last  6  quarters. 

O  Stock  slid  8%  on  misinformation  while  assistant 
tracked  down  V.R  of  Investor  Relations. 


Nextel  is  dedicated  to  making  your  business  more  productive  with  Nextel  Direct  Connectf  our  digital,  two-way  radio  feature. 

It  goes  beyond  cellular  for  the  instant  answers  you  need  with  the  push  of  a  button.  Call  Corporate        MF  XI 

Accounts  at  l-877-NEXTELC  or  demo  Nextel  Direct  Connect  at  nextel.com/corporateaccounts.        How  business  gets  done. 
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EXECUTIVE  SUITE 


AUTONATIONS  DRIVER 
TAKES  A  SHARP  TURN 

CEO  Jackson  has  dumped  megastores  and  cut  2,000  jobs 

M 


lichael  J.  Jackson  is  a  glutton  for 
punishment — and  stock  options,  too. 
ILast  summer,  the  51-year-old  for- 
mer car  mechanic  was  basking  in  the 
success  of  turning  once-ailing  Mercedes- 
Benz  into  one  of  the  hottest  luxury-car 
brands  in  the  U.S.  Then  he  got  a  call 
from  Florida  billionaire  H.  Wayne 
Huizenga.  Would  Jackson  take  charge  of 
his  deeply  troubled  car  retailer,  Auto- 
Nation Inc.? 

So  much  for  what  Jackson  once  called 
his  "dream  job."  Two  months  of  negotia- 
tions later,  the  trim,  dapper  Jackson  had 
quit  his  job  as  president  of  Mercedes- 
Benz  USA  Inc.  to  sign  up  for  the  top  job 
at  AutoNation.  With  it  came  the  chal- 
lenge of  taking  on  auto  retailing's  biggest 
problem  child. 


The  Fort  Lauderdale-based  company 
has  grown  phenomenally  through  acqui- 
sitions, to  400  stores  from  just  16  since 
its  founding  four  years  ago.  Yet  it  has 
failed  utterly  in  its  initial  promise  to  be- 
come the  leader  in  no-hassle,  low-cost 
used-car  sales.  And  now,  under  Jackson, 
the  company  is  in  the  midst  of  a  com- 
plete strategic  overhaul.  Last  year,  Jack- 
son bailed  out  of  Huizenga's  heavily  pro- 
moted megastore  business,  closing  down 
the  money-losing  23-store  used-car  chain. 
Now,  AutoNation  is  trying  to  refocus 
solely  on  the  new  and  used  car-dealership 
business. 

It's  going  to  be  a  tough  climb.  The 
rising  costs  of  Auto  Nation's  expansion 
have  collapsed  margins  at  an  alarming 
rate.  In  1999,  operating  income  was  just 


$463  million  on  $2< 
lion  in  sales.  That 
pares  with  $356  m 
on  $13  billion  in  sal 
1998.  Although  ana 
expect  some  impr 
ment  in  2000,  inves 
aren't  convinced.  A 
Nation  shares  1 
plummeted  to  $8,  d 
from  nearly  $45  aftei 
company's  1997  in 
public  offering.  "Ci 
bility  with  Wall  Stre 
we  had  it  at  one  pi 
and  we  lost  it,"  cone* 
Huizenga.  "It  takes 
to  get  it  back." 
REFOCUSED.  Still,  J 
son  insists  that  the 
idea  behind  Auto 
tion — no  haggle, 
price  retailing  on  a  n 
sive  scale — is  still  a  g 
one.  And  now  that 
strategy  is  refocused 
the  company's  spraw 
empire  of  dealers! 
and  the  Internet,  J 
son  is  convinced  that 
toNation's  time  has  fi 
ly  come.  "The  irresist 
draw-  was  the  chance  to  reshape  a 
retailing,"  he  says.  Another  big  atti 
tion,  no  doubt,  are  the  1  million  st 
options  he  got  in  addition  to  his  $1  i 
lion  annual  salary — and  the  potential 
a  $1  million  bonus.  If  Jackson  succeed: 
fixing  AutoNation  and  its  share  pn 
he  stands  to  become  an  extremely 
car  salesman. 

But  that's  far  from  a  sure  bet.  N 
that  Huizenga  has  sunk  billions  ii 
building  the  company,  the  clock  is  ticki 
With  new  competition  growing  daily  fr< 
such  popular  Internet  sites  as  auto! 
tel.com  and  Autoweb.com,  investors 
increasingly  skeptical  that  Jackson  a 
Huizenga  can  make  a  go  of  it.  Even 
the  traditional  dealership  business,  co 
petition  is  increasing  as  other  chains  cc 
solidate.  And  in  the  pressure-cooker 
vironment  of  the  auto  industi 
carmakers  are  putting  increasingly  stin 
caps  on  dealership  markups.  "The  jury 
out  as  to  whether  dealerships  can 
managed  by  a  corporation,"  says  Nichol 
Lobaccaro,  an  analyst  at  Lehman  Brot 
ers  Inc.  in  New  York. 

If  anyone  can  recharge  AutoNatio 
however,  it  should  be  Jackson.  Althou 
little  known  outside  the  auto  industr 
he's  famous  among  insiders  for  ove 
hauling  Mercedes-Benz  in  the  U.  S.  Tl 
German  carmaker  began  the  1990s  wil 
a  staid  and  aging  image  in  America  b\ 
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This  announcement  appears  as  <i  matter  of  record  only. 


$1,600,000,000 
DLJ  Investment  Partners  II,  L.P. 

and  affiliates 


The  Partnership  is  the  largest  fund  formed  to  invest  primarily 

in  mezzanine  securities  worldwide.  The  fund  will  invest 

in  a  wide  range  of  transactions,  including  leveraged 

acquisitions,  investments  with  corporate  partners, 

financings  for  growth  companies,  high-yield 

debt  financings  and  recapitalizations. 


Donaldson,  Lufkin  &  Jenrette 


January  2000 
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Color  coordination,  and 


OTHER  ADVENTURES  IN  SUPPLY 


CHAIN  MANAGEMENT. 
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Supply  chain  management  is  about  see- 
ing patterns.  Managing  data  that  helps  solve 
retail  riddles  like:  "What  color  sweaters  will 
sell  next  season?"  Or  "Why  make  more  green 
computers  when  everybody  loves  blue?" 

CNF  is  involved  in  every  aspect  of  the 
supply  chain,  from  the  global  sourcing  of  raw 
materials  through  order  and  inventory  man- 
agement. Providing  solutions,  services  and 
systems  that-among  other  things  -  take  the 
guesswork  out  of  production  planning.  To  see 
all  that  we  do  in  living  color,  visit  our  website. 

cnF 


Where  supply  meets  demand. 


www.freight.com 


EMERY  WORLDWIDE 

CON-WAY  TRANSPORTATION   SERVICES 

MENLO   LOGISTICS 


People 


finished  the  decade  as  one  of  the  hottest 
luxury  brands  around.  Part  marketing 
guru,  Jackson  deep-sixed  pretentious  ads 
flaunting  German  engineering  and  turned 
to  the  likes  of  Janis  Joplin  songs  to  give 
the  brand  a  more  fun-loving  image.  More 
important,  it  was  Jackson  who  insisted 
that  Mercedes  come  up  with  a  sport- 
utility  vehicle,  which  has  been  a  big  hit. 

Affable  but  serious,  Jackson  has  gotten 
far  on  the  power  of  his  personality. 
William  D.  Smythe,  a  retired  San  Jose 
Mercedes  dealer  and  longtime  Jackson 
friend,  recalls  how  Jackson  once  quelled  a 
disgruntled  gathering  of  hundreds  of 
dealers,  persuading  them  to  cut  their 
commissions  nearly  in  half.  In  the  end,  he 
received  "a  standing  ovation"  from  the 
group,  says  Smythe. 

Jackson  never  set  out  to  be  a  car  guy. 
Growing  up  in  suburban  Philadelphia,  he 
was  destined  for  law  school.  Or  so  he 
thought — until  the  summer  of  1971,  while 
he  and  his  wife,  Patricia,  were  honey- 
mooning on  Cape  Cod.  When  their  1959 
Mercedes  broke  down,  Jackson,  out  of 
cash,  talked  his  way  into  a  job  as  a  me- 
chanic trainee,  sweeping  floors  and  doing 
oil  changes  in  exchange  for  repair  work. 
Jackson  liked  the  garage  scene  so  much 
that,  to  the  dismay  of  his  parents,  he 
put  off  law  school  to  become  a  full-time 
Mercedes  mechanic.  Says  Jackson:  "My 
being  a  mechanic  wasn't  what  they  had 
in  mind." 

HUGE  GROWTH.  Jackson  found  his  call- 
ing in  1974,  when  he  landed  a  job  -with 
Mercedes  as  a  field  representative,  visit- 
ing dealerships  and  helping  mechanics 
with  technical  problems.  Five  years  later, 
he  moved  to  a  small  Austrian-owned 
dealer  in  Bethesda,  Md.  During  the 
decade  that  Jackson  ran  the  dealership, 
Euro  Motors,  it  grew  from  a  side-street 
operation  selling  300  Mercedes  a  year 
to  a  multibrand  outfit  selling  about  1,700 
cars  a  year,  including  such  brands  as 
Bentley,  Acura,  and  Saab. 

By  the  end  of  the  '80s,  Jackson  headed 
the  U.  S.  dealer  council,  from  which  he 
loudly  lobbied  Mercedes  for  cars  suited 
to  American  tastes.  The  carmaker's  U.  S. 
sales  had  slumped  to  58,000  vehicles  a 
year — just  half  of  its  peak  earlier  in  the 
decade.  And  Jackson  had  strong  opin- 
ions about  what  was  lacking.  In  1990, 
Mercedes  hired  him  as  senior  vice-presi- 
dent for  sales  and  marketing. 

Over  the  next  seven  years,  Jackson 
often  flew  to  Mercedes  headquarters  in 
Stuttgart,  accompanied  by  a  small  army 
of  dealers.  His  mission:  to  persuade  the 
Germans  to  offer  cars  with  more  exciting 
styling,  a  sportier  ride,  and  better  prices. 
Says  retired  Mercedes  executive  Michael 
Bassermann:  "Mike  pushed  relentlessly  to 


OUTPACED? 


With  competition  growing  from  W 
sites  such  as  autobytel.com  and  Autoweb.com, 
investors  are  increasingly  skeptical  that  Jacksc 
and  Huizenga  can  make  a  go  of  it 


put  some  American  character  into  the 
product."  In  1997,  he  was  named  head  of 
Mercedes-Benz  USA. 

Then  came  his  boldest  move.  To  low- 
er prices,  Jackson  forced  dealers  to  cut 
their  profits  by  slashing  their  markup 
to  7%  over  invoice,  down  from  13%.  It 
was  a  tough  sell,  but  Jackson  was  able 
to  convince  dealers  that  they  stood  to 
benefit.  Says  Jim  Evans,  a  longtime 
Florida  Mercedes  dealer  and  now  vice- 
president  of  AutoNation's  retail  group: 
"Mike  has  an  uncanny  ability  to  own  a 


MICHAEL  J.  JACKSON 

BORN  1949,  Philadelphia,  Pa. 

EDUCATION  B.S.,  political  sci- 
ence, St.  Joseph's  College, 
Philadelphia,  1971 

FIRST  JOB  At  age  10,  shoveling 
horse  manure  at  a  local  stable  for 
$1  a  stall 

EARLY  AMBITION  To  become  a 
lawyer,  but  he  abandoned  the  idea 
after  working  at  a  Mercedes 
dealership.  "I  really  fell  in  love 
with  the  car  business,"  he  says. 

MANAGEMENT  STYLE  "He'll  give 
you  as  much  rope  as  you  need 
without  letting  you  hang  yourself," 
says  a  colleague. 

CAREER  HIGH  Turning  around 
Mercedes-Benz  USA  with  sportier 
models  and  smart  ads. 

HOBBIES  Golf,  to  stay  humble. 
Colleagues  and  friends  say  he  is 
fiercely  competitive  on  the  course. 

FAMILY  Married,  one  daughter. 


room."  Thanks  in  part  to  that  m 
Mercedes  had  record  sales  of  190 
cars  last  year. 

Now,  Jackson  is  faced  with  an 
tougher  job.  Despite  its  size,  Auto 
tion  has  never  reaped  the  efficien 
that  should  come  with  being  the  big 
player  in  car  retailing.  So  Jackson 
made  some  tough  cost-cutting  move 
his  first  three  months  on  the  job.'] 
last  year,  he  slashed  200  of  the  compa 
600  headquarters  jobs  and  cut  an  a 
tional  1,800  workers  by  shuttering 
megastores. 
WEB  SITE.  Jackson's  early  moves  and 
rious  manner  have  earned  him  both 
respect    and    fear    of   his    new    st 
"There's  not  a  lot  of  chitchat,"  says  Pi 
C.  Smith,  AutoNation's  senior  vice-p 
ident  for  human  resources.  "He'll 
down  to  business  and  then  conclude,  i 
ing:  'Are  we  finished?' "  But  he  can  j 
be  a  good  listener,  says  Ken  End< 
vice-president  for  marketing  at 
cedes-Benz  USA:  "He'll  give  you  as  m 
rope  as  you  need  without  letting  ] 
hang  yourself." 

Jackson  knows  that  cost-cutting  al 
will  not  solve  AutoNation's  problei 
He's  introducing  a  new  service  to  Ai 
Nation's  Web  site  that  lets  buyers  p 
the  colors,  options,  and  packaging  tl 
want.  Then,  in-house  software  will  sea 
the  inventory  of  AutoNation  dealers 
that  market,  guaranteeing  a  price.  A 
to  lure  customers  into  showrooms,  Ja 
son  aims  increasingly  to  link  up  w 
big-name  established  local  dealers.  irW 
build  a  national  brand  name  and  tr 
dominate  local  markets  with  names  1 
John  Elway,"  he  says,  referring  to  the 
tired  Denver  Broncos  quarterback  w 
sold  his  six  dealerships  to  AutoNatioi 

Big-name  athletes  may  impress  soi 
consumers,  but  regaining  credibil: 
among  investors  will  take  more.  Ja< 
son  needs  to  get  AutoNation  revved 
once  and  for  all.  Otherwise,  he  will  ha 
given  up  his  dream  job  at  Mercedes  foi 
bunch  of  stock  options  that  won't 
worth  a  nickel. 

By  David  Welch  in  Fort  Lauderdc 


BusinessWeek  ONLINE* 


For  an  interview  with  Wayne  Huizenga  see  tr  t 
March  13  issue  at  www.businessweek.com 
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art  by  building  your  business  around  a  strong  information  storage  infrastructure  from  EMC 
You'll  be  able  to  work  across  platforms, 

grow  without  limits  and  protect  all  your  r  omp.iri/-,  <l..' 
You'll  be  able  to  move  quickly, 
driving  new  products  and  features  into  the  marketplace  months  ahead  of  the  next  guy. 

You'll  be  what's  referred  to  as  EMC  Proven"" 
Which  means  you'll  be  able  to  slap  our  handsome  EMC  Proven  logo  all  over  your  business. 
That  way  your  customers  will  know  you  plan  to  stick  around  for  awhile. 


here  today  here  tomorrow«com 


Go  where  the  great  dot-coms  have  gone  before  you. 

www.EMC.com/ebusir 


The  Workplace 


UNIONS 


UP  AGAINST 
THE  WAL-MART 

Labor,  antisprawl  activists,  and  grocery  rivals  link  hands  to  battle  the  retail  giant 


It's  no  secret  that  nonunion  dis- 
counter Wal-Mart  Stores  Inc.  and 
organized  labor  are  sworn  enemies. 
So  when  the  world's  largest  retailer 
marched  into  the  food  business  in  recent 
years,  with  its  giant  supercenters  and 
grocery-like  Neighborhood  Markets,  it 
might  as  well  have  been  waving  a  red 
cape  before  a  bull.  No  wonder  the  Unit- 
ed Food  &  Commercial  Workers  union 
(ufcw)  is  charging — to  protect  the  jobs 
of  the  1  million  of  its  1.4  million  mem- 
bers who  work  in  supermarkets.  And 
after  more  than  a  decade  of  sparring, 
with  little  result,  the  union  is  suddenly 
scoring  some  surprising  victories. 

On  Feb.  17,  the  ufcw  won  the  first 
union  election  in  a  U.  S.  Wal-Mart  store. 
Although  the  vote  involved  just  11  meat- 


TEXAS  TOEHOLD 

The  meat  cutters  at 
one  Lone  Star  Wal-Mart 
have  voted  in  the  UFCW 


department  workers  in  a  Jacksonville 
(Tex.)  supercenter,  the  win  gives  the 
union  a  big  psychological  boost.  "These 
employees  took  on  the  giant  and  showed 
other  Wal-Mart  workers  across  the  coun- 
try it  can  be  done,"  crows  UFCW  orga- 
nizer Brad  L.  Edwards.  Already,  workers 
at  100  other  Wal-Mart  outlets  have  called 
to  ask  about  holding  elections,  say  ufcw 
officials.  The  next  test  may  come  soon 
among  meat-department  workers  at  a 
Palestine  (Tex.)  store.  The  company  is 


challenging  the  election  results  in 
sonville.  What's  more,  on  Feb.  28  i 
vealed  plans  to  buy  prepackaged 
for  its  U.  S.  stores  and  eliminate  mo 
its  meat  counter  jobs  around  the  cou 
Company  officials  insist  the  move  i: 
related  to  the  union-organizing  driv 
HEAVY  BLOWS.  These  latest  skirmi 
are  all  part  of  labor's  campaign  ag 
Wal-Mart,  the  country's  largest  pri 
employer,  with  885,000  U.S.  worl 
Even  before  the  Texas   victory, 
UFCW  had  landed  heavier  blows  in| 
political  arena.  By  teaming  up  witl 
ban-sprawl  opponents  and  unionizec 
permarket  rivals,  the  union  last  fall 
suaded  the  city  of  Tucson,  the  sta 
California,    and    Clark    County, 
(where  Las  Vegas  is  located),  to 
"anti-big-box"  laws  aimed  at  ban 
supercenter  stores   (table,   page 
These  mammoth  structures  are  typ 
ly  180,000  square  feet,  80%  larger 
a  regular  Wal-Mart,  and  combine 
eral  merchandise  and  groceries. 

While  Wal-Mart  has  faced  plent 
zoning  battles  before  from  antisp 
activists,  these  are  the  first  laws  to 
it  specifically  the  grocery  sale| 
big-box  stores.  They  are 
^  more  of  a  threat  to  Wal-ft 
expansion,  because  they 
don  off  entire  geographic 
from  big-store  developm 
Losses  in  the  past  were  c 
by  case,  leaving  the  comp 
free  to  try  again  in  an  adjoir 
town  or  even  the  same  one. 

Now  the  ufcw  is  strengthening 
links  to  local  antisprawl  activists 
spread  similar  laws  across  the  coun 
Wal-Mart  has  challenged  the  legalit; 
the  Tucson  and  Clark  County  rules.  t 
a  veto  by  California  Governor  G 
Davis,  who  blasted  his  state's  bill 
"anticonsumer,"  saved  Wal-Mart  in  t 
bellwether  state.  But  both  union 
retail  leaders  say  the  bill  is  likely 
return  with  some  modifications  this 
sion.  Activists  in  Washington  State, 
by  a  part-time  ufcw  organizer, 
pushing  a  ballot  measure  that  wo 
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76    DAYS,  GETTING  AN  E-RETAILER  PRIMED  FOR  PEAK  SALES  TRAFFIC 

SEEMED  THE  HEIGHT  OF  WISHFUL    THINKING. 


OPEN  MINDS 


MADE  IT 


CLICK. 


Multiple  Zones  International  laced  a 
massive  challenge.  Their  100,000- 
computer  products  site  had  to  achieve 
new  heights  of  customer  service, 
capacity  and  security  to  capture  vital 
sales.  And  with  just  76  days  to  go,  the 
clock  was  ticking. 

With  razor-sharp  planning,  precision 
execution  and  unmatched  client 
collaboration,  CSC  lit  up  the  dynamic  site 
in  time  for  peak  sales  season.  Customers 
poured  in.  Orders  shot  up.  And  Web 
sales  increased  over  60%.  Today,  CSC 
continues  to  work  closely  with  Multiple 
Zones  International  to  sustain  success. 

CSC  applies  e-business  innovation, 
enterprise  best  practices  and  Internet 
technologies  to  speed  companies  from 
clicks  to  commerce.  In  700  locations 
worldwide,  our  57,000  quick  minds  are 
readv  to  make  business  click  right  into 
place  for  your  company. 

www.csc.com/econsult 


THIS  IS  NO  TIM 


The  Workplace 


limit  stores  to  90,000  square  feet  un- 
less they  win  approval  from  local  voters. 
Wal-Mart  officials  concede  that  these 
laws,  which  have  been  quietly  backed  by 
unionized  supermarket-chain  rivals,  pose 
a  threat.  "We  clearly  need  to  do  a  bet- 
ter job  of  telling  our  story  to  policy- 
makers," says  Jay  Allen,  Wal-Mart's 
vice-president  for  corporate  affairs. 

The  stakes  are  high  for  both  sides. 
Wal-Mart  already  has  720  supercenters, 
which  account  for 
some  27%  of  its  $165 
billion  in  revenues, 
analysts  estimate. 
It's  expected  to  open 
300  more  by  2002. 
After  that,  the  Ben- 
tonville  (Ark.)  com- 
pany will  have  to 
start  moving  into 
unionized  urban  ar- 
eas, says  A.  G.  Ed- 
wards &  Sons  Inc. 
analyst  Robert  P. 
Buchanan.  "I  don't 
think  the  real  battle 
[with  labor]  has  be- 
gun," he  says. 

Indeed,  the  UFCW 
could  take  it  on  the 
chin  if  Wal-Mart  puts 
up  supercenters  in 
union  strongholds 
such  as  California.  A 
move  into  Southern 
California  alone  could 
depress  industry 
wages  and  benefits 
by  up  to  $1.4  billion 
a  year,  concluded  a  study  prepared  last 
year  for  the  Orange  County  Business 
Council.  The  reason:  Wal-Mart's  pay  av- 
erages $9.63  an  hour,  47%  less  than  at 
unionized  grocery  chains.  Vows  UFCW 
President  Douglas  H.  Dority:  "We'll 
fight  [Wal-Mart]  everywhere  we  can." 
LEGAL  WRIT.  Keeping  the  company  at 
bay  might  seem  like  a  harder  job  than 
signing  up  new  union  members,  but  the 
UFCW  has  never  had  much  luck  with  or- 
ganizing untO  the  recent  Texas  win.  For 
years,  organizers  at  other  unions  have 
privately  criticized  the  ufcw  for  failing 
to  devote  substantial  resources  to  a  Wal- 
Mart  recruitment  effort.  Dority  con- 
cedes that  organizing  the  No.  1  retailer 
is  "difficult,"  but  he  blames  ineffective 


laws  that  govern  organizing  and  "a  vio- 
lently antiunion  company." 

Certainly,  Wal-Mart  has  thwarted  the 
union  at  every  turn  until  now.  Last  year, 
the  ufcw  launched  a  recruitment  effort 
among  the  company's  meat-department 
workers.  Just  as  the  union  began  passing 
out  literature  at  Wal-Mart,  the  retailer 
approached  a  friendly  judge  in  Ben- 
tonville  who  slapped  the  union  with  a 
highly  unusual  national  temporary  re- 


WAL-MART  UNDER  ASSAULT 

Tfie  United  Food  &  Commercial  Workers  Union  and  its  allies  have  teamed  up 
tx)  push  new  zoning  laws  to  slow  nonunion  Wal-Mart's  expansion 


CALIFORNIA  In 

September,  the  state 
legislature  approved 
a  bill  prohibiting 
new  retail  outlets 
larger  than  100,000 
square  feet  from 
using  15,000  square 
feet  or  more  to  sell 
groceries  and  other 
nontaxable  items. 
Governor  vetoed  the 
bill,  but  retailers 
expect  a  similar 
measure  this  session. 


TUCSON  On  Sept. 
27,  the  city  council  passed  limits 
on  stores  of  100,000  square  feet 
or  more,  including  a  10%  cap  on 
floor  space  devoted  to  groceries. 


[TARGET 

m^1 


CLARK  COUNTY, 
NEV.  In  October,  the 
county  commissioners 
approved  an 
ordinance  that 
prevents  retail  stores 
of  at  least  110,000 
square  feet  from 
allocating  more  than 
7.5%  of  space  to 
grocery  sales. 

WASHINGTON 
STATE  Activists 
are  trying  to  put 
an  initiative  on  the 
November  ballot 
that  would  limit  new  stores  to 
90,000  square  feet  without 
approval  from  local  voters. 

DATA:  BUSINESS  WEEK 


straining  order,  prohibiting  the  ufcw 
from  soliciting  Wal-Mart  workers  inside 
its  stores.  The  order  remains  in  effect 
even  though  the  judge  later  recused 
himself — after  the  union  discovered  he 
owned  Wal-Mart  stock  and  had  with- 
drawn from  a  prior  case  involving  the 
company.  Wal-Mart  says  it  took  legal 
action  because  union  members  were  en- 
tering private  store  areas  and  potential- 
ly endangering  public  health. 

The  union  may  have  more  luck  with 
its  zoning  strategy.  In  places  such  as 
Tucson,  it  has  skillfully  piggybacked  onto 
neighborhood  opposition  to  giant  stores, 
which  residents  fear  will  create  noise 
and  congestion.  Chris  Tanz,  head  of  The 
Union  of  Citizens  to  Save  Our  Neigh- 


Wal-Mart  charges  that  environmental  and  other 
causes  are  being  used  to  conceal  the  union's 
real  agenda:  To  keep  Wal-Mart  out 


borhood  (tucson),  says  that  her 
arose  out  of  a  shared  concern  o 
proposed  Wal-Mart  and  Home  E 
that  threatened  to  disrupt  their  hij 
Tucson  neighborhood.  While  the 
didn't  work  directly  with  the  unic 
craft  Tucson's  new  ordinance,  Tanz 
that  "we  give  each  other  moral 
port."  Wal-Mart  has  collected  15.00C 
natures  for  a  referendum  in  Septei 
to  try  to  get  the  law  rescinded. 

Wal-Mart  offi 
admit    the    con 
gence   of  neigh 
hood  and  unior 
terests      puts 
company  in  a 
cate  spot.  "If  X 
are  legitimate 
ronmental  concer 
traffic  concerns- 
should  do  all  we 
to    address    the 
says   Allen.    " 
challenge  is  to 
if  an  environme 
cause  is  being 
by  a  union  to  s 
its    real    agen 
which    is    to 
Wal-Mart  out." 
LOSS    LEADER. 
union     makes 
bones  about  its  p 
to  do  just  that 
Nevada,  Clark  C 
ty    Commissio 
Erin  L.  Kenny 
she   introduced 
ordinance  there  a: 
"the  unions  talked  to  me  about  big- 
stores."  She  argues  that  Wal-Mart 
dercuts  local  supermarkets  by  us| 
food  as  a  "loss  leader"  and  makes 
the  lost  profits  on  the  general  mere 
dise  side  of  the  store,  a  charge 
Mart  denies.  "This  is  not  a  union  is 
This  is  an  economic  issue,"  she  insis 

That's  the  same  message  pushed 
reptitiously  by  supermarket  chain  V< 
Cos.,  part  of  Safeway  Inc.,  to  help  c; 
paign  for  the  new  ordinance.  The  he 
line  of  one  ad  that  Vons  helped  pay 
"Here's  how  multi-$billion  retailer 
Mart  has  destroyed  thousands  of  nei 
borhood  stores  throughout  Ameri 
It  urged  citizens  to  call  the  "Neighb 
hood  Committee  to  Stop  Wal-Mart," 
though  Vons  was  never  named.  Rat 
than  get  mixed  up  in  politics,  some 
cers  say  the  industry  should  fend 
its  much  feared  rival  by  lowering  co, 
instead.  But  Wal-Mart's  union  foes 
take  any  victory  they  can  get. 

By  Wendy  Zellner  in  Dallas,  % 
Aaron  Bernstein  in  Washington 
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J0$toaX  can  we  do  to  help  you? 


IT    USED    TO     BE    SMALL- BUSI  NESS     PEOPLE 
COULD    ONLY    RUN     IDEAS     BY    THEIR    SPOUSE. 


kwA 


*  / 


JiH. 


NOW    THEY    CAN     RUN    THEM     BY 
A    LOT    OF    SPOUSES. 


No  matter  how  small  your  company,  you  can  have  the  same  confidence  in  your  ideas  as  the  big  guys 
have  in  theirs.  Because  now  you  can  show  marketing  concepts,  new  product  ideas  -  virtually  anything 
you  come  up  with  -  to  consumers  quickly,  easily,  and  inexpensively.  In  fact,  with  InsightExpress'" 
all  it  takes  is  a  computer  and  a  credit  card.  You'll  find  our  research  methods  provide  a  solid  sense 
of  the  market,  cost  a  fraction  of  traditional  techniques,  and  deliver  results  in  hours,  not  months. 
So  stop  relying  on  the  Mrs.  -  InsightExpress  is  here.  Point  your  browser  to  www.insightexpress.com. 


INSIGHT 

EXPRESS 


INSTANT 


CREDIBILITY         FOR         YOUR         IDEAS 

InsightExpress  is  an  affiliate  of  NFO  Worldwide,  Inc.  (NYSE:  NFO) 
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t  looked  like  a  scene  out  of  Japan's 
Roaring  Eighties.  On  Feb.  2,  sever- 
al thousand  young  Japanese  stood 
cheek-by-jowl  in  the  dimly  lit  Vel- 
re,  Tokyo's  hottest  disco.  The  suit- 
i  professionals  hadn't  come  to  dance 
dawn.  They  were  here  to  absorb 
;ry  precious  syllable  from  the  mouth 
Masayoshi  Son,  42,  founder  of  Soft- 
lk  Corp.  and  longtime  evangelist  for 
Way  of  the  Web.  "The  most  amazing 
jortunities  await  you,"  Son  told  the 
smerized  crowd,  exhorting  them  to 
i  an  inner  dream,  pin  it  to  a  business 
del,  and  quickly  seek  venture  fund- 
;.  The  hidden  subtext:  Don't  miss  the 
it.  "Japan  is  going  through  its  biggest 
rial  upheaval  since  the  Meiji  Restora- 
n  [of  1868],"  Son  intoned. 
The  comparison  is  apt.  For  the  first 
le  since  the  Meiji  period,  when  thou- 


sands of  new  businesses    Sons  of  Son.  They  have 

were  spawned  in  a  rush  to    __r JrY__*__"L  T found    Internet   religion, 


modernize,  the  country  is 
marshaling  its  resources  to 
catch  up  to  the  West  and 
build  a  New  Japan.  Its 
young  elite  are  starting  to 
migrate  from  Old  Econo- 
my banks  and  trading 
houses  to  Internet  ven- 
tures^— start-ups  whose  technical  resources 
and  pluck  almost  make  up  for  their  lack  of 
cash  flow.  Smart,  aggressive  Japanese 
techies  versed  in  software  and  network 
engineering  are  burning  midnight  oil  in 
"Bit  Valley,"  a  maze  of  small  office  build- 
ings that  stretches  away  from  Tokyo's 
Shibuya  Station.  And  orchestrating  this 
migration,  in  myriad  unseen  ways,  are  a 
half-dozen  native-born  empire  builders 
and  investors — you  might  call  them  the 


"The  most  amazing 
opportunities  await 
you,"  Internet  mogul 
Masayoshi  Son  tells  a 
"Bit  Valley"  crowd 


and  they  have  the  brains 
and  the  bucks  to  make  it 
stick. 

If  this  were  just  a 
brigade  of  bowing,  name- 
card-shuffling  Son-clones, 
the  rest  of  the  world 
might  not  need  to  take 
note.  But  economists  and  market  analysts 
say  something  much  more  important  is 
brewing  at  gatherings  like  the  Velfarre 
disco  event  and  other  high-level  gabfests. 
Money  and  powrer  are  coalescing  in  a  new, 
uniquely  Japanese  way.  Softbank's  startup 
investments  of  about  $400  million  in 
Japanese  Net  firms  are  valued,  on  paper, 
at  about  $50  billion.  Now  Son,  with  a 
382%  stake  in  Softbank  that's  worth  more 
than  $60  billion,  is  poised  to  break  into  the 
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It's  an  environmental 
movement  all  by  itself. 

How  many  cars  does  it  take  to  change  the  world?  Just 
one,  perhaps.  Introducing  the  Honda  Insight.  Its  Americas 
first  gasoline-electric  hybrid  automobile. 

Nothing  short  of  an  engineering  breakthrough,  the  new 
Insight  achieves  an  astounding  70  miles  per  gallon  on  the 
highway,  61  miles  per  gallon  in  the  city,  and  a  phenomenal 
700-mile  range  on  one  tank  of  fuel!  How?  Simply  by 
combining  an  efficient  three-cylinder  gasoline 
engine  with  an  electric  motor  that's 
powered  by  nickel-metal 
hydride  batteries 
which  never 
need  to  be 
plugged  in. 
Then  add  a 
lightweight 
body,  and  a 
world-class 

aerodynamic  design,  and  you  have  the  ultra-low- emission1 
Insight.  Its  the  result  of  years  of  research  and  development 
into  lighter,  more  fuel-efficient,  cleaner  cars.  In  other  words, 
technology  with  a  conscience.  Then  again,  what  else  would 
you  expect  from  a  car  powered  by  Honda? 


Thinking: 


Science  &  Technology 


banking  business.  Then  there's  Yasumitsu 
Shigeta,  35,  the  hard-charging  founder  of 
Hikari  Tsushin  Inc.,  a  mobile-phone  re- 
tailer turned  Net  investor.  With  backing 
from  private  investors,  Shigeta  has  built  a 
$300  million  venture-capital  war  chest, 
with  plans  to  launch  an  even  bigger  one, 
worth  $500  million,  in  March.  Trans  Cos- 
mos Inc.,  a  systems  integrator  headed  by 
Koki  Okuda  that  helps  U.S.  ventures  set 
up  in  Japan,  created  a  $100  million  fund 
late  last  year,  targeted  at  Japanese  start- 
ups. And  there's  Masatoshi  Kumagai,  who 
has  $40  million  for  acquiring  new  ven- 
tures to  expand  his  interQ  group.  "The 
Internet  is  about  to  revolutionize  Japan," 
says  Hikari's  Shigeta.  "We're  investing  in 
startups  with  the  aim  of  becoming  a  dom- 
inant force." 

Some  observers  use  the  word  keiretsu 
to  describe  these  growing  families  of  Net 
companies.  But  Son,  Shigeta,  and  others 
say  these  business  hybrids  bear  closer 
affinity  to  the  family-run  industrial 
combines,  called  zaibatsu,  that  were 
broken  up  after  World  War  II.  Still 
others  like  the  new  coinage  "Net-bat- 
su."  Whichever  term  you  prefer,  these 
new  Net  builders  are  a  breed  apart 
from  traditional  Japanese  corporate 
groups  and  could  bring  profound 
changes  to  local  business  culture  and 
society.  The  government  is  beginning  to 
recognize  their  importance  and  is  eas- 
ing regulations  to  give  the  ventures 
more  room  to  maneuver.  One  thing  is 
certain:  If  you  want  know  where 
Japan's  Internet  is  headed,  these  are 
the  people  to  ask. 

AN  EYE  ON  WIRELESS 

Led  by  Yasumitsu  Shigeta, 
Hikari  Tsushin  has  a 
$300  million  war  chest 


GLOBAL  DEALMAKER 

U.S.  Web  stakes  and  Net 
joint  ventures  have  given 
Okuda's  Trans  Cosmos  a 
market  cap  of  $1 1  billion 


To  be  siu-e,  the  new 

Net     builders    won't 

have  the  field  to  them- 

selves.  Sony,  Fujitsu, 

NTT,  and  even  carmak- 

'.    ers  such  as  Toyota  are 

I   charting    their     own 

Net    strategies.   For- 

I  eign  companies,  such 

■'  as  Microsoft,  aol,  and 
Amazon.com  want 
pieces  of  the  pie — as  do  U.S.  and  Eu- 
ropean venture  capitalists.  In  the  past 
half-year,  J.H.  Whitney,  Hambrecht  & 
Quist,  and  others  have  funneled  more 
than  $1  billion  into  Japan. 
TRANSFORMED.  Still,  at  this  moment, 
there's  a  shimmering  opportunity  for 
pioneers  whose  names  and  companies 
are  barely  known  today — just  as  Son 
and  Softbank  were  barely  known  in  the 
mid-1990s.  "This  is  an  opportunity  that 
occurs  only  once  in  100  years,"  says  in- 
terQ founder  Kumagai,  36.  "It's  our 
chance  to  create  new  businesses." 

The  Net  builders  believe  that  Japan, 
and  soon  the  rest  of  Asia,  will  be  trans- 
formed by  the  Internet  revolution.  In- 
dependent and  highly  ambitious,  they 
struggled  during  the  dark  years  to 
build  up  core  businesses  and  eke  out 
profits.   So   far,   they've   managed   to 


maintain  friendly  ties  by 
erating  in  different  sphe 
Softbank  invests  mainly  ii 
commerce  sites,  while  Hil 
is  focused  on  the  mobile  > 
buying  stakes  in  compar 
that  are  developing  servi 
and  technology  for  wirel 
Web  surfers.  Son  and  Shig 
regard  each  other  as  friends  and  re 
larly  meet  on  the  golf  course.  Shig 
sits  on  the  Softbank  board  as  an 
side  director. 

But  it's  not  clear  how  long  the  g( 
relations  will  prevail.  As  Hikari  ca 
its  Web  investments  wider  and  Sc 
bank  moves  into  the  mobile  Intern 
they  could  clash.  Moreover,  Softba 
Hikari,  and  Trans  Cosmos  have 
formed  tie-ups  with  brokerages,  ret 
ers,  telecoms,  and  TV  or  satellite  bro 
casters  to  create  businesses  that 
compete  directly  against  each  other 
The  model  for  nearly  all  the  budd 
Net  builders  is  Masayoshi  Son,  who  ov 
sees  the  world's  largest  conglomerate 
Net-related  firms.  His  Softbank  Co 
has  equity  holdings  in  more  than  3 
ventures — 160  in  the  U.  S.,  120  in  Jap; 
and  the  rest  in  Europe  and  Asia.  Fi 
years  from  now,  he  sees  himself  at  t 
helm  of  a  Net-batsu  spanning  800  Int< 
net  ventures  scattered  through  t 
Americas,  Europe,  and  Asia. 

While  Son's  roots  are  in  software  d 
tribution,  his  riches  all  flow  direct 
from  the  Net.  And  so,  he  believes,  do 
the  future.  So,  while  U.  S.  dot-coms 
stocking  up  on  physical  products  a: 
distribution  channels,  Son  has  start 
to  shed  some  of  his  non-Net  assets,  su 


oo 
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Live,  Voice-Enabled 
Internet  Collaboration 

Train  New  Employees 
Meet  With  Remote  Team  Members 
Collaborate  On  Projects 
Conduct  a  Focus  Group 


eate  a  Free  Meeting  on  the  Web 

:h  CentraNow,  you  can  set  up  a  meeting 
minutes -anytime.  It's  easy,  there  is  no 
software  to  install,  and  it's  live. 


Live,  Voice-Enabled  Group 
Conferencing  and  Communications 

CentraNow  meetings  happen  in  real-time, 

and  allow  you  to  speak  to  all  participants 

right  over  the  Web-  no  phones. 
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www.CentraNow.com 

Live, Voice-Enabled  Internet  Collaboration 


e  Collaboration  Means  Business  Results 

'ork  together.  Collaborate  live.  Right  now.  Today. 
From  anywhere  with  a  Web  browser. 
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Centra 


Live  eBusiness  Collaboration 
For  the  New  Internet  Economy 
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Enterprise 

Collaboration 

Solutions 

for  Sales  Marketing. 

Training  and  Services 


The  First  Voice-Enabled 
Web  Service  and  B2B 
Network  for  Live 
Business  Collaboration 


The  more  people  work  together,  the  better 
a  business  performs. 

At  Centra,  we  help  people  work  together 
-  more  efficiently,  more  easily,  more  inex- 
pensively. And,  more  often. 

With  products  that  deliver  live  eBusiness 
collaboration,  Centra  improves  human 
interaction  throughout  your  business.  So 
you  can  meet  with  clients  more  frequently. 
Train  new  employees  more  effectively. 
Hold  team  meetings  across  distances 
more  efficiently. 

All  while  saving  time  and  opportunity  cost, 
as  well  as  drastically  reducing  travel 
expense. 

With  Centra,  you  can  easily  share  content 
and  workspaces,  use  integrated  voice 
communication -from  office  to  office, 
from  the  road,  from  anywhere  in  the  world. 


Centra  allows  you  and  all  your  business 
partners,  customers,  and  prospects  to 
leverage  the  intellectual  capital  of  your 
company -the  knowledge  that  makes 
companies  successful  today. 

Centra  offers  a  solution  for  your  needs 
whether  you  are  an  individual,  business, 
content  or  service  provider. 

Centra  99  is  a  Web-based  enterprise 
application  designed  to  facilitate  a  broad 
range  of  interactions  to  enhance  business 
performance.  It  leverages  your  people  to 
accelerate  key  initiatives  in  e-commerce, 
sales,  service,  and  training. 

CentraNow  is  an  easy-to-use  Web  serv- 
ice offering  free  and  subscription  services 
to  hold  meetings  and  other  business 
interactions  easily  and  at  any  time. 
CentraNow 's  capabilities  include  applica- 
tion sharing,  voice-over-IR  support  for 
multiple  presenters  and  shared  content, 
all  within  one  easy-to-use  interface. 

The  Centra  Business  Collaboration 
Network,  is  a  Web-based  service  for 
content  and  service  providers,  where 
all  registered  Centra  users  can  find 
industry-specific  business  events,  content, 
communities  and  services. 

The  bottom  line  is  this -when  it  comes  to 
live  eBusiness  collaboration,  Centra  has 
the  solution  you  need.  For  more  informa- 
tion, call  us  at  781-861-7000. 

Collaborate  with  Centra.  And  do  some- 
thing great  today. 
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ton's  recipe:  Import  successful  U.S.  Web  companies  like 
Yahoo!,  set  them  up  in  Japan,  and  take  them  public 


the  Ziff-Davis  Inc.  publishing  group. 
|  anwhile,  a  consortium  led  by  Soft- 
ik  has  won  the  right  to  negotiate  the 
•chase  of  the  failed  Nippon  Credit 
nk,  which  the  government  has  put 
the  seller's  block. 

Son's  basic  game  plan  is  to  import  the 
st  successful  U.  S.  Web  companies,  set 


Japan's  Busy  Net  Builders . . . 


them  up  in  Japan,  and  take  them  public. 
The  pattern  will  be  repeated  in  South 
Korea  and  other  parts  of  Asia.  His  first 
project,  Yahoo  Japan,  turned  out  to  be  a 
high-wire  stock  market  success:  Son's 
stake  now  is  worth  some  $10  billion.  In 
coming  months,  he  expects  to  list  about 
30  Softbank  companies  on  Japanese  mar- 
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SALES 


$62.1  billion 

STOCK  PRICE 

$2009,  up  25% 
in  3  months 


$2.4  billion 

OPERATING  PROFITS 

$51.5  million  (fiscal 
year  to  8/99) 
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MARKET  CAP 


SALES 


$11.3  billion 

STOCK  PRICE 


$465,  up  152% 
in  3  months 


$454  million 

OPERATING  PROFITS 

$44  million  (fiscal 
year  to  3/00)* 
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MARKET  CAP 


SALES 


$7.7  billion 

STOCK  PRICE 


$630,  up  128% 
in  3  months 


$34.3  million 

OPERATING  PROFITS 

$6.6  million  (fiscal 
year  to  12/99) 


•ESTIMATES  BY  MERRILL  LYNCH  AND  TOKYO-MITSUBISHI  SECURITIES 


MASAY0SHI  SON,  42,  president  and  CEO, 
is  the  master  Net  empire  builder.  His  con- 
glomerate holds  stakes  in  300  Internet 
companies  in  the  U.S.,  Japan,  Europe,  and 
other  parts  of  Asia.  Today,  Softbank  man- 
ages about  $4  billion  in  venture  capital 
funds  for  global  investments. 

YASUMITSU  SHIGETA,  35,  has  invested  in 
more  than  70  Web  or  mobile  Net-based  ven- 
tures in  Japan  and  the  U.S.,  including  Tum- 
bleweed  Communications  and  Phone.com. 
Shigeta  is  also  developing  businesses  that 
take  advantage  of  the  growth  of  the 
Internet  and  mobile  communications. 

K0KI  0KUDA,  63,  has  been  making  strategic 
investments  in  Real  Networks,  Liquid  Audio, 
and  DoubleClick.  Last  year,  his  firm  set  up 
the  local  operations  for  Autobytel  Japan,  the 
company  also  formed  a  $100  million 
venture  fund  with  Nikko  Securities  last 
November. 

MASATOSHI  KUMAGAI,  36,  is  Japan's  newest 
Internet  star.  A  high  school  dropout,  Kuma- 
gai  founded  Voicemedia,  a  multimedia  com- 
munications company.  He  took  interQ  public 
last  August.  In  1995,  he  moved  into  ISP 
services.  Like  Son  and  Shigeta,  Kumagai  is 
investing  in  promising  startups. 

*  STOCK  PRICES  AS  OF  MID-FEBRUARY 


. . .  And  Two  New  Net  "Incubators" 


NEOTENY 


J0ICHI IT0,  33,  chair- 
man of  Infoseek  Japan,  operates  one  of 
Japan's  first  venture  incubators  to  provide 
seed  financing  and  support  services  for 
startups.  Ito  is  incubating  four  companies 
and  in  the  next  several  years  plans  to 
launch  dozens  more. 


NETAGE 


KIY0SHI  NISHIKAWA, 

a  veteran  of  AOL  Japan,  created  Japan's 
first  Net  venture  incubator  in  1998. 
Nishikawa  helped  launch  Tokyo's  Bit  Valley. 
One  of  his  first  success  stories  was  Net 
Dealers,  an  online  assessment  service  for 
autos.  It  was  sold  to  Microsoft's  CarPoint. 


kets,  including  Nasdaq  Japan.  The  new 
bourse,  in  which  Son  has  invested,  will 
open  in  June  and  offer  fast-track  listing 
procedures  for  high-tech  companies.  Crit- 
ics complain  that  this  will  represent  a 
conflict  of  interest.  They  also  voice  con- 
cern about  Softbank's  $2  billion  in  long- 
term  debt  and  its  lack  of  cash  flow-,  issues 
Son  shrugs  off. 

Following  in  Son's  footsteps  is  Shigeta, 
who  struck  gold  in  Japan's  booming  retail 
market  for  cellular  phones.  With  his  cash 
horde,  Shigeta  has  purchased  stakes  in 
more  than  70  Internet  ventures  in  Japan, 
China,  and  the  U.  S. — mostly  in  the  past 
year.  Some  competitors  say  its  invest- 
ments are  haphazard,  while  others  ques- 
tion whether  Hikari  has  the  finesse  need- 
ed to  run  such  a  broad  operation.  But 
Mahendra  Negi,  an  Internet  analyst  at 
Merrill  Lynch  Japan,  says  the  scatter- 
shot approach  works  for  Hikari:  "That 
increases  their  chances  of  hitting  on  a 
success." 

Close  behind  Softbank  and  Hikari  is 
Trans  Cosmos.  Founded  in  1966  as  a 
data-processing  venture  by  Osaka  entre- 
preneur Koki  Okuda,  Trans  Cosmos  has 
grown  into  a  leading  network  service 
company,  with  such  clients  as  Sony,  Mi- 
crosoft, and  Apple.  It  beat  Softbank  to 
the  U.S.,  getting  up  office  in  San  Fran- 
cisco in  1989.  Okuda's  aim  was  not  to 
gamble  on  future  Web  stars,  but  to  invest 
in  ventures  with  the  technology  it  want- 
ed to  import  into  Japan. 

Ultimately,  Trans  Cosmos  took  equity 
stakes  in  more  than  50  U.  S.  Web 
outfits,  including  Amazon.com,  Auto- 
bytel.com,  DoubleClick,  and  Liquid  Au- 
dio, in  their  initial  stages.  And  in  the 
past  year,  it  has  helped  set  up  more 
than  a  dozen  joint  ventures  in  Tokyo,  in- 
cluding that  of  online-advertising  ven- 
ture DoubleClick  Japan,  of  which  it 
owns  53%,  and  Autobytel  Japan  (16%). 
Some  of  these  deals  have  already  paid 
off.  Last  December,  Liquid  Audio  Japan 
listed  on  Mothers,  a  new  over-the- 
counter  bourse  in  Tokyo,  and  it  has 
since  seen  its  value  triple. 
"NET-BATSU."  These  New^  Age  conglom- 
erates indeed  bear  an  uncanny  resem- 
blance to  the  old  zaibatsu,  which  stalled 
out  as  retailing  ventures,  then  grew  into 
mighty  groups  engaged  in  trading,  in- 
surance, and  shipping.  Organized  as  fam- 
ily-run holding  companies,  they  invested 
in  new  businesses  and  ballooned  in  size, 
untO  they  were  disbanded  under  the  U.  S. 
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IT'S  OUR  CHANCE' 


occupation  of  Japan — only  to  be  reborn 
as  the  corporate  groups  called  keiretsu. 
Now,  history  could  be  repeating  itself. 
"The  new  zaibatsu  will  transform  Japan 
from  an  industrial  to  an  information  so- 
ciety," says  Son. 

The  transformation  already  is  playing 
out.  After  years  of  lagging  far  behind 
the  U.  S.,  Japan's  spending  on  information 
technology  is  finally  shooting  up  and 
should  account  for  20%  of  all  capital  out- 
lays in  2000,  up  from  12.5%  last  year. 
Many  observers  now  foresee  an  informa- 
tion technology-led  recovery  in  Japan, 
mirroring  that  of  the  U.  S.  in  the  early 
1990s.  "The  power  of  it  is  strong  enough 
to  create  a  vigorous  economy,"  says  Jiro 
Kokuryo,  a  Keio  University  Business 
School  expert  in  high-tech  trends. 

Investors  are  betting  on  this.  With  so 
few  pure  Internet  companies  listed  on 
Japanese  markets,  they're  falling  over 
themselves  to  grab  the  early  players. 
Atop  everyone's  list  is  Hikari  Tsushin, 
which  is  hell-bent  on  the  wireless  Inter- 
net. Hikari's  share  price  has  quadrupled 
in  value,  to  $2,009,  since  it  debuted  on 
the  Tokyo  Stock  Exchange's  main  board 
on  September  2.  Its  market  cap  is  now 
$62.1  billion,  compared  with  about  $36 
billion  for  NEC. 

Everywhere,  it  seems,  the  New  Japan 

VENTURE  BACKER 

"We're  going  to  need  lots 
and  lots  of  entrepreneurs 
to  rebuild  Japan,"  says 
Infoseek  Japan's  Ito,  33 


outshines  the  Old.  As  Softbank's  share 
price  zoomed  from  $72  to  about  $1,500  in 
the  past  year,  its  market  cap  soared 
above  that  of  Sony  Corp.,  at  $121  billion. 
Nothing  compares,  though,  with  Yahoo 
Japan — 51%  owned  by  Softbank — whose 
shares  go  for  a  whopping  $1.4  million, 
more  than  2,000  times  projected  earn- 
ings for  fiscal  1999.  The  scarcity  of  pure 
Net  stocks  accounts  for  some  of  this  fizz. 
(Yahoo  Japan  has  issued  only  13,000 
shares  on  the  Jasdaq.)  But  the  situation 
should  ease  later  this  year,  when  an  esti- 
mated 250  Internet  or  high-tech  ventures 
expect  to  go  public. 

If  the  many  scenarios  sketched  by  the 
Net  builders  sound  like  a  sure  bet,  they 


Says  interQ  founder 
Kumagai,  36:  "This  is  an 
opportunity  that  occurs 
only  once  in  100  years" 

aren't.  Even  if  everything  goe 
cording  to  plan,  some  doubt  t 
will  be  room  for  more  than  t 
or  four  dominant  Net-batsu 
will  likely  be  Softbank,  says 
roshi  Fujiwara,  an  astrophysi 
turned-entrepreneur  who  runs 
ternet  Research  Institute  Inc. 
other  two  could  be  Sony  and 
he  says.  That  prospect  disturbs 
and-coming  entrepreneurs,  sue 
Susumu  Fujita,  president  of  C; 
Agent.  Japan's  largest  online 
vertising  company,  it  recently 
stakes  to  both  Hikari  (6.6%) 
Softbank  (2.6%)  in  hopes  of  r 
tralizing  the  competition.  "They 
fearsome  rivals  that  could  take  over 
company,"  says  Fujita,  26. 
WILD  CARDS.  Others  believe  Japan  ne 
many  more  people  like  Son.  The  im] 
tant  thing,  at  this  early  stage,  is  to  te 
Japan's  risk-wary  youth  how  to  bec( 
entrepreneurs.  So  Kiyoshi  Nishikawa 
founded  a  company  called  NetAge  wh 
sole  function  is  to  "incubate"  new  ' 
companies.  And  there's  Joichi  Ito 
chairman  of  Infoseek  Japan,  who  re« 
ly  raised  $20  million  in  venture  fund 
from  J.H.  Whitney  &  Co.  and  PSINet  '. 
to  seed  startups.  "We're  going  to  n 
lots  and  lots  of  entrepreneurs  to  rebi 
Japan,"  says  Ito. 

That  could  mean  more  competit 
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E-BUSINESS  SYSTEMS  BUILT  LIKE  NOBODY'S  E-BUSINESS. 

Scalable,  expandable,  secure,  custom  e-business  systems.  Just  what  you'd 
expect  from  senior  engineers  who  focus  on  doing  just  one  thing  —  for  some  of  the 
most  respected  global  2000  companies.  Call  (800)  996-2582  or  visit  www.cysive.com 


Cysive. 
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down  the  line  for  top-tier  Net  builders, 
such  as  Hikari  and  Trans  Cosmos.  At 
the  same  time,  these  two  must  keep  an 
eye  on  the  Net  aspirations  of  blue  chips 
like  Sony  or  Fujitsu.  These  are  Japan's 
"click-and-mortar"  equivalent  of  Wal-Mart 
Stores  Inc.  and  IBM,  which  are  now  duk- 
ing  it  out  with  U.  S.-based  dot-coms. 

In  the  click-and-mortar  circuit,  some 
potent  wild  cards  could  compete  with 
the  Net  builders.  Seven-Eleven  Japan, 
the  No.  1  convenience-store  chain,  is  part- 
nering with  banks  and  electronics  com- 
panies to  turn  its  8,000  outlets  into  de- 
pots where  consumers  pick  up  and  pay 
for  online  purchases.  Taking  a  page  from 
Softbank,  NEC  just  acquired  a  307c  stake 
in  eBay  Inc.'s  brand-new  Japanese  sub- 
sidiary. 

Internal  competition  aside,  other  fac- 
tors could  cloud  the  future  for  Japan's 
new  Net  builders.  There's  a  dearth  of 


experienced,  flexible  managers  for  fast- 
changing  Net  firms.  Also,  many  people 
ask  if  Japan  can  reform  its  rigid  political 
and  business  structures  quickly  enough  to 
nurture  the  new  Net-bat&u.  Japanese  con- 
sumers still  pay  inflated  prices  for  energy, 
telecommunications,  and  other  basic  out- 
lays. That  may  be  one  reason  the  econo- 
my is  teetering  back  toward  recession. 
"We  need  sweeping  deregulation  in  every 
sector,"  says  Toshifumi  Suzuki,  chairman 
of  Seven-Eleven  Japan.  Net  builders  such 
as  Son  have  been  nudging  Japanese  poli- 
cymakers  toward  Easter  deregulation.  And 
it  seems  to  be  working.  After  years  of 
pressure,  mt  plans  to  introduce  afford- 
able Net  access  rates — comparable  with 
U.  S.  rates — starting  in  Tokyo  in  May. 

Such  changes  can't  come  fast  enough 
for  Japan's  Net  builders.  And  as  the  rev- 
olution they  stalled  gathers  steam,  more 
men — and  women,  too — will  find  inspira- 


tion in  their  successes.  That  should 
ther  undercut  Japan's  ossified  busi 
structures  and  breathe  more  life  inta 
manifold  Net  ventures.  At  this  e 
stage,  Japan  is  experiencing  entre 
neurial  drive  it  hasn't  seen  for  125  y 
Or  at  least  since  the  postwar  days,  w 
entrepreneurs  Akio  Morita  and  Ma, 
Ibuka  founded  Sony  in  a  firebomb-dt- 
tated  Tokyo.  If  the  Net  builders  1 
pushing,  the  bullish  prophecies  of 
Roaring  Eighties  could  come  roai 
back:  The  21st  century  may  be  Ja] 
century  after  all. 

By  Irene  M.  Ki 
in  Tu\ 


BusinessWeek  ONLINE, 


For  additional  stories  on  Japan's  Net  Build^ 
see  the  March  6  issue  online  at 
www.businessweek.com. 


A  WOMAN'S  PLACE  IS  RUNNING  A  WEB  SITE 


M 


ae  Towada,  31,  isn't 
your  typical  Japanese 
woman.  After  graduat- 
ing from  a  top  university  in 
1990,  she  passed  up  a  dead- 
end job  at  a  Japanese  compa- 
ny and  joined  the  Tokyo  of- 
fice of  Boston  Consulting 
Group.  Later,  she  earned  an 
MBA  in  the  U.S.  and  worked 
in  Hong  Kong,  before  return- 
ing to  Tokyo  to  hatch  her 
own  Internet  business  last 
year.  The  result  is  eSampo 
Ltd.,  a  bustling  Web  site  of- 
fering information  to  wrorking 
women  and  housewives. 

Only  a  handful  of  Japanese 
women  are  running  Net  start- 
ups. But  they're  starting  to  hog  the 
limelight.  Japanese  magazines  have 
jumped  on  the  story  of  Towada  and 
that  of  Tomoko  Namba,  a  former 
McKinsey  &  Co.  consultant  who  has 
created  a  popular  auction  site  called 
Bidders.  And  everyone  seems  to 
know  about  Merle  Okawara,  recently 
named  ceo  of  eBay  Japan.  "Women 
never  had  a  level  playing  field  in 
Japanese  business,"  she  says.  "The 
Internet  will  change  all  that." 
DRIVING  FORCE.  Success  stories  like 
these  are  spurring  more  women  to  mi- 
grate from  traditional  companies  to 
online  startups.  At  Rakuten,  Japan's 
largest  cybermall,  women  account  for 
half  of  the  70-strong  workforce.  They 


also  hold  senior  management  posts  in 
newly  listed  Net  ventures  such  as  In- 
ternet Research  Institute  and  interQ. 
Even  female  college  students — usually 
a  risk-averse  lot — are  starting  to  flock 
to  e-commerce  outfits.  "I  don't  know  if 
I'll  ever  become  an  entrepreneur,"  says 
Akiko  Shimodaira,  a  university  senior 
who  attended  a  recent  gathering  for 
Netrepreneurs  in  Tokyo's  trendy  Bit 
Valley.  "But  I  realize  now  there  are 
many  career  possibilities." 

Some  analysts  believe  women  are 
actually  driving  Japan's  Net  econo- 
my. They  make  up  just  under  40%  of 
the  country's  22  million  Internet 
users.  But  they  are  the  main  force 
behind  consumer  e-commerce,  which 


last  year  reached  $3.2  billion 
in  sales,  according  to  Ander- 
sen Consulting — up  fivefold 
from  1998.  And  thanks  to  the  | 
rise  in  single-woman  house- 
holds and  homemakers  work- 
ing part-time,  online  sales  in 
2003  could  surge  to  $250  bil- 
lion, or  10%  of  expected 
household  disposable  income, 
projects  Thomas  Rodes  of 
Nikko  Salomon  Smith  Barney  | 
Ltd.  in  Tokyo. 

Towada  had  busy  people  in 
mind  when  she  came  up  with 
the  concept  for  eSampo.  Its 
4,000  registered  users  gather 
tips  on  everything  from  cook- 
ing and  childbirth  to  stocks 
and  job  openings.  Admittedly,  it's  no 
trivial  jump  to  go  from  buying  on 
the  Net  to  building  a  business  there. 
But  the  climate  for  doing  that  has 
never  been  better.    Namba,  the  gut- 
sy founder  of  Bidders,  raised  two 
rounds  of  funding  from  companies 
such  as  Sony  Corp.  and  from  venture  I 
capitalists.  Now,  she's  preparing  for  a| 
third  round  and  an  initial  public  of- 
fering later  this  year. 

In  the  old  days,  says  Towada,  "we 
were  educated  as  equals,  only  to  go 
out  into  the  workforce  to  be  treated 
as  inferiors."  That  kind  of  thing  got 
old  fast  in  the  brick-and-mortar 
world.  It'll  never  fly  on  Internet  time. 
By  Irene  M.  Kunii  in  Tokyo 
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D    EXPERIENCE    OF    THE    ENTIRE    CMGI    NETWORK    TO    PROVIDE    CLIENTS    WITH    AN 
JPRECEDENTED  BREADTH  OF  INTERNET  BUSINESS  SOLUTIONS. 


Ever  wonder  how  a  six-month-old  startup 
company  with  a  12-year-old  CEO  can  launch 
the  most  successful  IPO  on  the  Street?  While 
your  solid,  steeped-in-tradition  corporation, 
with  money  in  the  bank,  seems  grossly 
undervalued?  That's  the  Internet  Age  for  you. 
The  real  question  is,  what  are  you  going 
to  do  about  it? 


I  ut  ions 


a  cmg/    company 


SIEMENS 


Automation   •  Automot 


ve  Electronics   •   Energv   •   Information  and  Communications   •   Lighting   •   Medical  Systems   •   Power  Generation   •  Transportation 


torn  the  giant  presses  that  print  the  news,  to  the 
lUtomation  systems  that  manufacture  the  paper, 
Siemens  is  at  the  very  forefront  of  manufacturing 
echnology.  Whether  it's  turnkey  assembly  lines, 
)rocess  controllers,  or  complete  building  automation 


installations,  we  provide  flexible,  creative  technology 
that  can  reduce  production  time  even  as  it  improves 
quality  and  productivity.  From  stand-alone  systems 
to  fully  integrated  solutions,  Siemens  has  been 
making  news  all  over  the  world. 

We're  Siemens.  We  can  do  that. 
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Business  is  on  your  mind  and  in  your 
blood.  It  courses  through  your  veins, 
telling  your  spleen  to  stop  slacking 
off.  But  you  wouldn't  have  it  any 
other  way.  So  doesn't  it  make  sense 

WHEN  A  CEO  STOPS  THINKING 
ABOUT  BUSINESS,  THERE'S  USUALLY 
ANESTHESIA  INVOLVED. 

to  work  with  someone  as  driven  as 
you  are?  A  partner  who  will  help 
turn  your  words  into  actions.  And 
deliver  results  that  will  leave  your 
shareholders  unconscious  with  joy. 
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IERCULOSIS: 
/ELOPING 
[REATH  TEST 

IE     A    WHIFF     OF    THIS: 
ressor  Joseph  Stetter  and 
Marcher  Bill  Penrose  from 
Illinois  Institute  of  Tech- 
>gy  in  Chicago  have  de- 
Jped  several  prototypes  of 
plectronic  nose  that  could 
(doctors  sniff  out  tubercu- 
\i  by  its  odor.  One  proto- 
i  is  a  cylinder  about  the 
of  a  thimble  with  elec- 
liic  sensors  inside.  Another 
la    vibrating    crystal — it 
ks   like   a  transparent 
e — that  absorbs  bacteria 
n  the  air.  Soon,  the  re- 
rchers  intend  to  plant  one 
:hese  tiny  wonders  in  a 
erculosis-detecting  breath- 
zer:  a  small  bag  with  a 
e  that  you  blow  into. 
The  challenge  is  to  make 
artificial  schnozz  more 
isitive.    One   way   to   do 
t,  researchers  say,  is  to 
e  large,  one-gallon  breath 
nples  and  condense  them 
3  the  cylinder,  thus  boost- 
sensitivity  up  to  one- 
•usandfold. 

The  benefits  of  the 
nose"  could  be  huge:  Pen- 
e  says  it  could  slash  diag- 
;is  time  from  as  much  as  six 
eks  now  down  to  just  10 
lutes.  "You  save  the  cost  of 
■ping  people  confined  to  the 
spital,"  he  says,  and  get 
>m  quickly  onto  healing 
igs.  Roger  O.  Crockett 


MIRROR  MAGIC 
FOR  OPTICAL 
NETWORKS 

THE     OPTICAL     NETWORKING 

revolution  continues  its 
march.  The  latest  advance 
in  photon-based  technology 
comes  from  startup  Xros 
Inc.  in  Sunnyvale,  Calif.  On 
Mar.  6,  it  will  unveil  an  all- 
optical  device  known  as  a 
cross-connect  switch,  which 
is  essentially  a  network  box 
that  switches  communica- 
tions circuits  between  two 
different  destinations. 

On  today's  fiber-optic  net- 
works, pulses  of  light  are 
widely  used  to  carry  voice 
and  data  across  long  dis- 
tances. But  when  these  opti- 
cal pulses  must  be  trans- 
ferred, or  "switched,"  from 
one  hub  of  the  network  to 


another,  the  pulses  must  firsl 
be  converted  to  electrical  sig- 
nals and  then  turned  back 
into  light  pulses.  Xros  elimi- 
nates this  step  by  using  thou- 
sands of  densely  packed 
micromirrors  to  bounce  light 
beams  through  the  switch. 

Lucent  Technologies  Inc. 
and  Corvis  Corp.  are  devel- 
oping similar  switches.  But 
neither  has  the  capacity  and 
density  of  Xros'  system, 
which  aims  to  connect  up  to 
1,152  pairs  of  mirrors  the  size 
of  a  pinky  nail.  "They  have 
the  lead  in  the  all-optical 
switch  area,"  says  Max 
Schuetz,  an  analyst  at 
Thomas  Weisel  Partners.  The 
devices  will  be  tested  with 
three  customers  this  August. 
And  AT&T  and  mci  WorldCom 
Inc.  may  use  the  new  switch- 
es on  their  main  Internet 
trunk  lines.  Spencer  E.  Ante 


DIAMONDS  ARE 
A  TINY  MACHINES 
BEST  FRIEND 

TINY  MACHINES  CALLED  MEMS 

— or  microelectromechanical 
systems — are  built  with  parts 
no  bigger  than  grains  of 
pollen.  Typically  made  from 
silicon,  these  futuristic  de- 
vices are  already  driving 
computer-game  joy- 
sticks and  miniature 
satellite  mirrors.  But 
just  like  other  ma- 
chines, MEMs  wear 
down  over  time.  And 
that  limits  their  use- 
fulness in  electronic 
gadgets  and  newfan- 
gled medical  devices. 

Now,  a  new  technol- 
ogy developed  at  San- 
dia  National  Laboratories 
seeks  to  extend  the  life  ex- 
pectancy of  many  types  of 
mems.  Two  scientists,  John  P. 
Sullivan  and  Tom  Friedmann, 
have  developed  and  patent- 
ed a  process  to  build  micro- 
machines  from  amorphous  di- 
amond— the  hardest  material 
in  the  world  after  crystalline 
diamond. 

Micromachines  fabricated 


from  diamond  are  superior  to 
silicon  versions  in  several 
ways.  First,  they're  extreme- 
ly durable.  Amorphous  dia- 
mond is  thought  to  be  10,000 
times  as  wear-resistant  as  sil- 
icon. Second,  diamond  films 
are  biologically  inert.  That 
means  they  could  be  used  as 
long-acting  drug-delivery  de- 
vices with  no  danger  of  trig- 
gering an  immune  reaction. 


In  their  first  attempt,  Sul- 
livan and  Friedmann  built  a 
motor  barely  the  width  of  a 
human  hair  from  two  teeny 
diamond  combs  (picture). 
When  an  electrical  current  is 
run  through  the  device,  the 
combs'  teeth  attract  and  re- 
pel each  other,  and  create 
enough  energy  to  drive  a 
tiny  diamond  shuttle  back 
and  forth.  Ellen  Licking 


DIGITAL  DIAGNOSIS 
MAY  SOON 
OUTSHINE  THE  MPs 

AT  THF  AMERICAN  HEART 
Assn.'s  March  conference 
on  cardiovascular  disease, 
researchers  from  Cooper 
Institute  in  Dallas  will 
announce  that  a  new  imag- 
ing technology  called  elec- 
tron-beam computed  to- 
mography can  accurately 
predict  which  patients  are 
most  at  risk  for  heart  dis- 
ease. There  could  be  a 
small  hitch,  though:  There 
is  a  shortage  of  radiologists 
to  interpret  the  images. 

To  the  rescue  comes  Dr. 
Robert  J.  Schier  Jr.,  a 
consulting  radiologist  in 
Southern  California.  He 
has  developed  a  computer- 
aided  diagnostic  program 
that  excels  at  interpreting 
medical  images.  In  tests  on 
mammograms,  the  system 
spotted  the  key  signs  of 
breast  cancer  with  93%  ac- 
curacy— better  than  most 
doctors  do  with  these 
hard-to-read  images. 
'  Next,  Schier  plans  to 
tackle  cardiovascular  dis- 
ease using  artificial  intelli- 
gence tools  known  as  ge- 
netic algorithms,  which 
Schier  has  harnessed  at  his 
Orinda  (Calif.)  startup,  Ar- 
tificial Life  Technologies  Inc. 
The  algorithms  are  snippets 
of  DNA-like  computer  code 
that  combine  and  mutate  to 
evolve  progressively  better 
solutions  to  problems. 

These  algorithms  don't 
actually  spot  the  tumors  or 
the  telltale  signs  of  heart 
disease.  Rather,  Artificial 
Life  Technologies  uses  the 
formulas  to  train  another 
type  of  artificial  intelligence 
software — namely,  neural 
networks  that  mimic  the 
brain's  ability  to  detect 
patterns.  To  continue  his 
research,  Schier  is  looking 
to  raise  $2.5  million  from 
investors.  Otis  Port 
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MANAGEMENT 


THE  TALENT  DRAIN 

AT  AT&T 

Can  Mike  Armstrong  stanch  the  flow  of  key  execs? 


Daniel  H.  Schulman  thought  big 
when  he  joined  AT&T  as  a  ju- 
nior marketer  in  1981.  If  he  pa- 
tiently stuck  it  out  and  climbed 
to  the  top  of  the  corporate  lad- 
der, he  could  look  forward  to  a  hefty 
salary,  a  chauffeur-driven  limousine,  and 
a  coveted  membership  at  the  Baltus- 
trol  Golf  Club  near  the  phone  company's 
headquarters  in  Basking  Ridge,  N.J. 
But  last  year,  shortly  after  Schulman 
finally  reached  the  pinnacle  as  head  of 
the  company's  $24  billion  Consumer  Ser- 


vices Div,  he  abruptly  quit  to  become 
president  of  Internet  startup  price- 
line.com.  Inc. 

Why  would  Schulman  throw  away  all 
he  had  worked  for  at  AT&T  for  nearly  20 
years?  For  starters,  priceline.com  gave 
him  a  $100  million  multiyear  compen- 
sation package.  More  important:  AT&T 
could  not  touch  priceline.com  when  it 
came  to  producing  an  adrenaline  rush. 
"You  think  about  all  the  times  in  histo- 
ry you  might  have  wished  for  a  frontier 
to  explore,"  says  Schulman,  42.  "The 


Net  is  one  right  here  and  now  for  < 
generation." 

Unfortunately  for  AT&T,  Schulmar 
not  the  only  defector  among  its  key 
ecutives.  Roughly  a  dozen  execs  hi 
left  the  company  since  Chairman 
Michael  Armstrong  arrived  in  1 
1997 — and  they're  still  leaving  in 
steady  stream  long  after  his  transit: 
period  ended.  Some,  like  Schulm; 
were  bitten  by  the  startup  bug.  O 
ers  were  impatient  with  AT&T's  si 
progress  in  transforming  itself  fro 
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Digital  Island 


e-Business  without  Limits 


Maybe  it's  a  tax  software  upgrade.  Or  an  on-line  EZ  form.  Or  a  quart  of 
Rocky  Road.  But  no  matter  what  your  customers  need  at  tax  time,  your  site 
better  handle  the  transaction  in  seconds.  Download  seamlessly.  Or  they'll 
click  somewhere  else. 

You  need  a  Global  e-Business  Delivery  Network:  integrated  hosting, 
network,  content  delivery  and  application  services,  all  in  one.  And  that's 
what  Digital  Island  delivers.  So  you  can  guarantee  a  fast,  locally-relevant 
experience  to  your  customers  —  and  dramatically  reduce  time-to-revenue 
for  your  business.  No  matter  how  demanding  the  season  might  be. 
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creaky  old  phone  company  into  a  speedy 
Internet  player.  And,  for  others,  fric- 
tions with  Armstrong  have  been  as  big 
a  factor  in  their  departures  as  the  lure 
of  exciting  opportunities  elsewhere. 

Armstrong  is  admired  by  many  for 
his  strongman  style,  but,  to  some  exec- 
utives who  have  worked  for  him,  he's 
overbearing  and  inflexible.  He  manages 
them  too  closely,  they  say,  and  prevents 
them  from  spending  money  they  need  to 
to  expand  their  businesses.  They  com- 
plain that  Armstrong  insists  on  person- 
ally approving  all  decisions  about  pricing 
and  hiring  of  key  managers.  And  it  ran- 
kles them  that  he  keeps  them  in  staff 
meetings  every  Monday  for  up  to  nine 
hours.  "Unfortunately... he  is  chairman, 
CEO,  president,  and  coo  all  rolled  up 
into  one,"  says  one  former  exec. 

The  list  of  people  who  have  aban- 
doned Armstrong's  ship  reads  like  a 
Who's  Who  of  the  tech  industry.  There's 
Robert  Annunziata,  who  left  one  year 
ago  as  head  of  at&t's  Business  Services 
Div.  to  become  CEO  of  telecom  up-and- 
comer  Global  Crossing  Ltd.  He  was 
joined  there  late  last  year  by  Leo  Hin- 
dery,  who  ran  AT&T's  cable  TV  opera- 
tions. Jeffrey  Weitzen,  another  Business 
Services  boss,  left  two  years  ago  to  be- 
come chief  operating  officer  of  PC  maker 


WOOED  BY  THE  WEB 


Gene  Lockhart,  former 

head  of  AT&T's 

Consumer  Sendees 

Div.,  crossed  swords 

with  Mike  Armstrong, 

then  took  off  for  a  still 

hush-hush  dot-com 


history.  Armstrong  aims  to  beef  up 
s  offerings  from  regular  phone  con- 
nections to  state-of-the  art  services  such 
as  high-speed  Internet  access,  global 
networks  for  businesses,  and  wireless 
voice  and  data  services.  He  has  spent 
$110  billion  on  cable  TV  acquisitions. 
Now  he  must  integrate  those  operations 
even  as  he  fends  off  the  incursion  of 
the  regional  Bell  companies  into  the 
long-distance  market. 

While  Armstrong  admits  that  his  ex- 


I1 


company.  I  want  as  many  strong  e: 
tives  as  I  can  get,"  he  says. 

But  the  company's  strong  mam 
are  much  sought  after,  he  says.  "T 
is  terrible  demand  on  the  AT&T  t 
pool,"  Armstrong  says.  "The  key  ( 
tion   is   whether   the   core   execi 
strength  is  still  there,  and  I  feel 
confident  today  that  it  is" — a  claim 
at  least  some  Wall  Street  analysts  a 
with.  Armstrong  says  some  of  the  1 
profile  departures  were  involunta 
although  he  won't  name  names. 
THROUGH  THE  CRACKS.  In  spite  of  J- 
strong's   assurances   that   nothin 
amiss,  he's  moving  aggressively  to 
on  to  top  people.  A  key  initiative:  b 
ing  stock  options.  The  board's  com 
sat  ion  committee  has  approved  a 
option  plan  that  will  be  announced 
this  month,  BUSINESS  week  has  lear 
Under  the  old  plan,  managers  who 
ceived  options  had  to  wait  five  year 
exercise  them.  Now,  people  can  e 
cise  25%  of  the  options  one  year  { 
they  receive  them  and  an  additi 
25%  every  year  thereafter. 

Accelerating  stock  payouts  won't 
everything,  though.  Armstrong  is 
der  intense  pressure  to  improve 
company's  performance.  He  has  aire 
done  a  lot  right.  The  company  has  ( 


AT&T:  Executives  Do  the  Walking 

A  slew  of  top  AT&T  managers  have  been  hired  to  Web  ventures,  telecom  upstarts,  and  other  companies  during  the  past  four 
years,  both  before  and  after  Armstrong  took  over.  Here  are  some  of  the  most  prominent  defections:      ' 


ALEX  MANDL 
Left  job  as  president 
in  August,  1996,  to 
be  chairman  oi 
Teligent, reaping  a 
$20  million  signing 
bonus. 


JOE  NACCHIO 

Left  job  as  head  of 
Consumer  Services  in 
December,  1996,  to 
run  Qwest  Communi- 
cations. Made  $19.6 
million  in  1998. 


JEFF  WEITZEN 

Left  Business  Ser- 
vices in  December, 
1998,  to  become 
president  of  Gateway. 
Now  CEO.  Made  $4 
million  in  1998. 


GAIL  McGOVERN 

Left  Consumer  Ser- 
vices in  September, 
1998  to  become  a  Fi- 
delity vice-president. 
Now  president,  per- 
sonal investments. 


BOB  ANNUNZIATA 

Sold  Teleport  to  AT&T 
for  $11.5  billion  in 
1998.  Left  AT&T  last 
year  to  run  Global 
Crossing.  Collected 
$30  million  package. 


DAN  SCHULMAN 

Left  job  as  consumer 
chief  in  July,  1999,  to 
become  president  of 
priceline.com  for 
stock  worth  up  to 
$100  million. 


LEO  HINDERY 

Was  president  of 
Broadband  Service 
Left  last  fall  to  joir 
Global  Crossing  an 
run  its  Web-hostinj 
business. 


Gateway  Inc.  Now  he's  ceo.  The  most 
recent  major  defector,  H.  Eugene  Lock- 
hart,  who  ran  AT&T's  consumer  unit,  quit 
in  February  to  be  ceo  of  a  still  hush- 
hush  dot-com.  "I  can't  think  of  a  com- 
pany that  loses  more  executive  talent 
than  AT&T,"  says  Brian  Adamik,  coo  at 
market  researcher  Yankee  Group. 

This  is  happening  just  as  at&t  is  en- 
tering a  crucial  stage  in  its  123-year 


ecutives  are  prime  targets  for  head- 
hunters,  he  denies  it's  a  serious  problem. 
He  claims  he's  not  an  overbearing  man- 
ager and  that  there's  room  in  his  orga- 
nization for  other  strong  personalities. 
He  demands  that  executives  meet  his 
expectations,  but  he  denies  that  he 
makes  unfair  demands  or  overrules  their 
every  decision.  "I  develop  people  to  be 
strong.  I  try  not  to  bury  people  in  the 


bled  its  growth  rate  in  each  of  the  1 
three  years — rising  from  1.5%  in  1997 
6.2%  last  year.  Still,  many  invest< 
seem  to  have  lost  faith  in  him.  The  co 
pany's  stock  price  is  hovering  at  arou 
$44  a  share,  down  28%  from  a  high 
$63  on  May  6,  1999. 

Armstrong  is  struggling  mightily 
produce  results  that  will  earn  the  cor 
dence  of  investors.  He  was  hailed  as 
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yOU  WON'T  FIND  THE 
FASTEST  GROWING 
DOCUMENT  OUTPUT 
COMPANY  UNDER  X. 
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(You  won't  find  it  under  C  or  M  for  that  matter,  either.) 


Here's  an  interesting  fact.  The  name  of  the  fastest  growing  major  document  output  company 
isn't  Xerox,  Canon,  or  Mita.  It's  Savin.  That's  right,  Savin. 

After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  also  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  black  &  white  and  full-color 
digital  imaging  solutions,  as  well  as 
our  unshakable  commitment  to 
service,  contact  us  at  1-800-234-1900 
or  www.savin.com.  Or  look  in  your 
card  file  under  S.  we've  got  what  it  takes  to  win  you  over  m 
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SAVIN  CORPORATION,  333  LUDLOW  ST.,  STAMFORD,  CT  06904 
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The  top  performers  in  the  FORTUNE'  Global  500  use  Teradata™  from  NCI 

Do  they  see  something  you  don't? 
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troduclng  Relationship  Technology™  Solutions  from  NCR,  the  power  to  know. 
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Relationship  Technology  Solutions.  They're  bringing  the  world's  most  successful  companies  closer 
to  their  customers,  suppliers  and  employees.  Six  of  the  world's  top  ten  retailers,  seven  of  the  world's 
top  nine  telecommunications  companies,  six  of  the  world's  top  seven  airlines  and  the  world's  leading 
banks  all  depend  on  a  Teradata"  Active  Data  Warehouse  from  NCR.  It  makes  relationships  more 
powerful  and  more  profitable.  From  deep  in  your  supply  chain,  through  your  network  and  on  out 
to  the  customer.  It's  as  big  as  you  need,  as  fast  as  you  can  imagine  and  more  intelligent  than 
anything  on  the  planet.  For  a  closer  look,  visit  www.teradata.com  today  and  get  your  Teradata 


Knowledge  Pack.  We  give  you  the  power  to  know. 
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hart  headed  for  the  exit,  say  executives 
familiar  with  the  matter.  It's  difficult  to 
get  former  executives  to  speak  about 
AT&T- because  many  of  them  have  signed 
agreements  preventing  them  from  pub- 
licly criticizing  the  company. 

Armstrong  does  have  his  supporters 
among  the  ranks  of  former  executives. 
They  describe  him  as  a  demanding  but 
fair  boss  who  brought  out  the  best  in 
the  people  around  him.  "Once  he  was 


potential  savior  when  he  arrived  at  AT&T 
in  1997  to  replace  former  chairman  and 
CEO  Robert  E.  Allen,  who  fell  behind  on 
the  Internet  and  let  growth  lag.  He 
quickly  decided  to  provide  high-speed 
cable  modem  service  to  about  one-third 
of  U.S.  households  so  AT&T  could  have 
direct  contact  with  customers  rather 
than  reaching  them  through  local  tele- 
phone lines. 

But  Armstrong  won't  be  able  to  meet 
his  goals  unless  he  has  a 
strong  team  of  managers  ca- 
pable of  executing  flawlessly. 
Already,       the       constant 
turnover  seems  to  be  hurt- 
ing performance.  Some  im- 
portant    initiatives     are  ; 
falling  through  the  cracks. 
Before  Annunziata  left,  he 
predicted    the    company's 
Business      Services      Div. 
wouldn't  be  able  to  hit  its  fi- 
nancial targets  if  it  didn't 
have  1,000  additional  sales- 
people. He  had  hired  only 
a  few  hundred  of  them  be- 
fore  he   went   to   Global. 
But  two  people  have  run 
the  unit  since  Annunziata 
left,  and  the  jobs  still  aren't 
filled. 

Most  of  the  conflicts  be- 
tween Armstrong  and  his 

lieutenants  were  disagree-  £  BROADBAND  INFORMATION  SERVICES  This  will  be 

F  the  largest  U.S.  cable-TV  business,  with  16.5  million 


What  AT&T  Faces  in  the  Wake 
of  Management  Turmoil 

|  BUSINESS  SERVICES  It's  AT&T's  biggest  division,  with 
-  $29  billion  in  revenues  last  year.  But  the  management 
exodus  has  kept  this  business  from  performing  up  to  po- 
tential. Rising  star  Richard  Roscitt  now  leads  the  division, 
following  on  the  heels  of  Gail  McGovern,  Jeffrey  Weitzen, 
and  Michael  Keith.  His  task  is  to  fend  off  MCI  WorldCom  by 
offering  advanced  Internet  services,  such  as  corporate  net- 
work management. 

CONSUMER  SERVICES  Robert  Aquihna  and  Howard 

f  McNally  took  over  in  February  after  the  sudden  departure 
of  Eugene  Lockhart.  The  two  are  in  a  tough  spot  because 


prices  are  plunging  in  the  hypercompetitive  long-distance 
telephone  market.  AT&T  is  using  this  operation's  $9  billion 
annual  cash  flow  to  fund  high-growth  ventures  elsewhere  in 
the  company. 


n 


cable-TV  business,  with 
subscribers,  after  AT&T  completes  its  purchase  of  Me- 
diaOne.  However,  unit  CEO  Daniel  Somers,  who  took  over 
last  year  when  Leo  Hindery  left,  faces  huge  challenges. 
AT&T  has  to  land  customers  for  its  high-speed  Internet  ac- 
cess, cable  phone  service,  and  digital-TV  customers.  Other 
wise,  Armstrong's  $110  billion  cable-acquisition  binge  will 
be  an  expensive  bust. 


ments  over  how  to  execute 
strategies  to  meet  goals — 
not  the  strategies  them- 
selves. Sometimes,  it  was 
about  power.  Annunziata 
wanted  AT&T's  $4  billion 
business-consulting  unit  in- 
tegrated into  the  $29  billion 

he  was^  running.  He  urged  d  s  AT&T  WIRELESS  GROUP  AT&T  President  John  Zeglis 

dismantle  %l      added  this  unit  to  his  responsibilities  when  it  was  created 


Armstrong  to 
some  of  the  company's  fief- 
doms,  which  he  felt  were 
counterproductive,  accord- 
ing to  executives  familiar 
with  the  situation.  Arm- 
strong declined — merging 
them  only  after  Annunziata  left,  the  ex- 
ecutives say. 

Other  conflicts  were  over  money. 
Lockhart  and  Armstrong  agreed  on  the 
need  to  cut  costs  in  the  giant  Consumer 
Services  Div.,  but  they  disagreed  on 
how  fast  to  do  it.  Lockhart  wanted  to 
stretch  the  cost  cuts  out  over  two  or 
three  years,  according  to  former  execu- 
tives. That  would  leave  room  for  in- 
vestments in  revenue-building  programs 
such  as  airline  frequent-flier  promotions. 
But  Armstrong  insisted  on  making  cuts 
in  just  one  year — and  a  frustrated  Lock- 


in  December  from  the  mobile-  and  fixed-wireless  business 
es.  It's  growing  fast — more  than  30%  a  year.  But  the  compa 
ny's  digital  wireless  technology  doesn't  do  as  good  a  job  han 
dling  high-speed  Internet  access  as  do  rivals  such  as 
Sprint — and  that  has  got  to  be  fixed. 


convinced  you  could  produce  results,  he 
would  support  you  and  invest  in  your 
ideas  with  little  interference,"  says  By- 
ron Smith,  a  former  vice-president  in 
AT&T's  Consumer  Services  Div.  who  now 
heads  marketing  at  Web  portal  Ex- 
cite@Home,  in  which  AT&T  has  a  stake. 
GREEN  CARROTS.  And  Armstrong  is 
making  efforts  to  attract  and  retain  the 
best  people  at  all  levels  in  the  organi- 
zation. The  company  is  making  stock 
options  available  to  anyone  classified  as 
a  manager,  which  includes  about  half  of 
its  150,000  employees.  Also,  Armstrong 


is  creating  a  separate  tracking  stoc 

AT&T's  wireless  business,  which  i 

pected  to  perform  well.  "This  crea 

currency  they  can  use  to  retain  son 

the  most  appealing  people,  especial! 

the  growth  areas,"  says  Lehman  Bi 

ers  Inc.  telecom  analyst  Blake  Batl 

Armstrong  has  had  some  luck  k 

ing  a  handful  of  managers.  He  saw 

rising  star  Richard  R.  Roscitt,  who 

been  running  the  company's  consul 

unit,  was  eager  for  a  laj 

business,  so  he  put  hir 

charge  of  the  $29  bil 

Business  Services  Div. 

also  gave  AT&T  Presi 

John  D.  Zeglis  more  op 

tional  responsibilities, 

ing  him  CEO  of  AT&T 

less     Croup.     Zeglis 

considered  leaving  AT& 

run  a  utility  company 

was  also  in  the  running 

the    top   job    at    Hew 

Packard  Co. 

But  keeping  mana 
happy  is  a  tricky  busin 
By  satisfying  Zeglis,  A 
strong  could  end  up  lo 
Daniel  R.  Hesse,  the  a; 
tious  head  of  the  mo 
wireless  unit,  who  now 
ports  to  Zeglis.  AT&T 
kept  Hesse  on  board  so 
by  throwing  a  lot  of  st 
options  at  him,  accordin 
executives  familiar  with 
situation. 

HAPPIER    TROOPS.    In 
ranks,  AT&T's  morale  se 
to  be  improving.  In  J 
1997,    six    months    befi 
Armstrong  arrived,  an 
ternal  survey  showed  t 
only  10%  of  employees 
confidence  in  the  mana: 
ment.  A  new  survey  sho| 
confidence  has  risen  to 
AT&T  now  has  a  bold  stra! 
gy.  And  Armstrong  has 
couraged  a  fighting  spi 
That's  enough  to  keep  mi 
of  its  employees  hanging  on  to  see  h 
the  battle  turns  out.  "I  have  received 
credible  off ers ...  from  startups  and  frc 
clients.  I  could  leave  in  a  heartbeat  i 
wanted  to,"  says  Nancy  Sirles,  a  t 
sales  representative  who  heads  AT& 
General  Electric  Co.  account.  "But  the 
are  great  things  going  on  here,  and 
choose  to  stay." 

Now,  Armstrong  has  to  convince 
top  executives  that  the  thrill  isn't  go: 
at  AT&T — and  it's  worth  their  while 
stay,  too. 

By  Steve  Rosenbush  in  New  Yo 
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How  to  cook  a  steak: 

'.t 

k 

Buy  top  sirloin  at  supermarket.                                        / 

Grill  until  done.                                                               \ 

ill 
hi 

Bon  appetit. 

fig.  1 


over  done. 


How  to  cook  a  steak: 


Hire  the  hottest  celebrity 
chef  to  come  over  and 
cook  for  you. 


tig.  5 


Fly  to  Montana. 


Have  it 
filleted  and 
flown  to  N.Y. 


Buy  a  Black 
Angus  steer. 


Once  he  arrives  by  limo, 
he  gives  you  the  choices: 
steak  au  poivre,  steak  Diane, 
steak  f rites. 


Welcome  to  a  place  where  common  sense  reigns  and  lunch  is  a 
it      turkey  sandwich.  Where  your  e-business  is  given  exactly  what  it 
needs  to  sell  and  succeed  online  without  unnecessary  custom- 
ization. Improving  your  customer  service  and  productivity  is  our 
mantra.  Getting  you  there  and  keeping  you  there  is  our  mission. 
Doing  it  quickly  and  efficiently,  our  manifesto.  Know  Better. 


www.pandesic.com  or  1-888-349-ebiz  (3249) 


Buy  all  new  dishware 
and  silverware  for 
the  occasion. 


You  can't  decide. 
He  makes  one  of  each. 
Mission  accomplished  for 
just  under  $10,000. 


|    |  |   http://www,pandesk.com 


5Ppandesi 


the  e-business  solution 
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Taking  networks  f  Orward 

(in  h°Ps-  skips,  leaps  and  bounds). 
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We  make  the  things  that 
make  communications  work" 


(0)1  QQQ  I  iirpnt  Tprhnnlnnip^ 


Start  with  the  Internet. 


We're  making  it  fast  as  the  speed  of  light  using 
our  breakthroughs  in  optical  networking  and  our 
fastest-ever  router. 


Jump  to  the  next  wave  of  wireless  networks  (we're 
making  anytime/anywhere  access  to  the  Net  a  reality). 


4&5 


Voice  &  data.  Wireless  &  wireline.  Internet  & 
whatever-comes-next.  We  make  all  networks  work 
together  (with  the  quality  and  reliability  you  expect). 


(did  we  mention  we're  doing  it  all  today?) 


7  o  O  ;        Plus,  more  people  with  more  network  knowledge 
than  anyone  else  out  there  (that's  Lucent  NetCare1, 
ready  to  jump  at  a  moment's  notice). 


HoTTlG'      '~et  us  ^P  y°ur  business  leap  forward. 
www.lucent.com,  or  1-888-4-Lucent. 


Informatk 


fe- 


NETWORK  SOLUTIONS 
CEO  RUTT 


THE  INTERNET 


No  Longer  a  Monopol 

Some  100  companies  are  expected  t\ 

compete  with  Network  Solutions 

to  register  Web  site  addresses.  Here  a\ 

some  of  the  early  entrants: 

REGISTER.COM,  NEW  YORK  A  distal 
second  to  Network  Solutions,  it  targj 
small  businesses  with  services  suchl 
as  Web  hosting  and  free  Web-page 
design. 

INTERNET  NAMES  WORLDWIDE, 
MELBOURNE,  AUSTRALIA  The  startu| 
focuses  on  small  businesses  but  also 
fers  free  trademark  searches  to  help  ' 
companies  avoid  pesky  legal  battles  o\ 
Web-site  addresses. 

NAMESECURE.COM,  MORAGA,  CALII 

It  sells  Web  addresses  based  on  people] 
names,  betting  that  consumers  will  war 
to  own  a  personalized  piece  of  the  Web] 
that  niche  takes  off,  the  company  stanc 
to  gain  from  its  early  focus  on  the  markj 

NAMEZERO.COM,  LOS  GATOS,  CALII 

Upstart  gives  away  Web  addresses  basetj 
on  individuals'  names.  Registrants  can 
up  a  personal  Web  portal.  The  company! 
hopes  to  sell  ads  on  those  pages  and  talf 
a  cut  of  e-commerce  transactions. 


STILL  THE  MASTER 
OF  ITS  DOMAIN 

Rival  Web-name  registries  haven't  hurt  Network  Solutions 


You  would  think  Network  Solutions 
Inc.  would  be  running  scared 
these  days.  Last  November,  it  lost 
its  government-sanctioned  monop- 
oly over  a  building  block  of  the  New 
Economy:  the  registration  of  Internet 
addresses  ending  in  .com,  .net,  and  .org. 
Now,  some  30  companies  compete  for 
the  business  of  doling  out  Web  ad- 
dresses to  retail  customers — and  nearly 
120  others  are  ready  to  jump  in.  In 
spite  of  the  competition,  Network  Solu- 
tions' shares  are  trading  at  about  $315, 
up  from  a  52-week  low  of  $49  last  June. 
What  gives?  Sure,  rivals  took  15%  of 
new  registrations  last  year.  And  there's 
even  a  threat  of  a  price  war  that  could 
squeeze  Network  Solutions'  profits.  But 


experts  say  there  will  be  plenty  of  busi- 
ness to  go  around  as  everyone  from  the 
local  taxidermist  to  multinational  cor- 
porations clamors  for  a  Web  address  to 
hang  out  as  an  e-commerce  shingle.  In- 
deed, investment  bank  Chase  H&Q  esti- 
mates that  registrations  in  .com,  .net, 
and  .org  will  explode,  to  more  than  6 
million  this  year  from  100,000  in  1995— 
and  should  top  18  million  by  2002.  Even 
if  Network  Solutions  loses  a  big  share  of 
the  total  market,  it  still  stands  to  gain. 
"It's  not  a  zero-sum  game,"  says  Chase 
H&Q  analyst  James  Pettit.  "This  is  a 
big  market  that  will  support  many  suc- 
cessful players." 

Network  Solutions  isn't  sitting  around 
waiting  for  the  competition  to  catch  up, 


though,  ceo  Jim  Rutt  plans  to  juice| 
company's  revenues  by  selling  custor 
Web  services  such  as  e-mail  and 
site  design  and  dishing  up  Web  pd 
with  the  help  of  partners  such  as| 
ternet  service  provider  EarthLink 
Rutt  figures  his  company  can  cap^ 
Net  newcomers  at  the  front  door, 
they  register  their  first  Web  addi 
and  "follow  them  through  their 
lifecycle"  as  they  set  up  ever  morel 
bust  sites.  "The  domain-name  businl 
historically,  is  the  building  permit  of  | 
Internet,"  says  Rutt.  "Now,  we're 
coming  the  general  contractor." 

The  payoff,  however,  may  be  slo\ 
coming.  In  1999's  fourth  quarter, 
of  Network  Solutions'  customers  bou| 
extra  services,  but  those  services 
tributed  less  than  1%  of  revenues  ■ 
year.  And  Prudential  Securities  anal|r 
Paul  Merenbloom  expects  the  new 
enue  streams  to  contribute  less  tJ 
10%  of  total  sales  until  at  least  20041 

Even  so,  Rutt  is  building  on  a  blol 
buster  business.  Last  year,  customj 
paid  the  Herndon  (Va.)  company  to 
a  record  5  million  new  Web  addresses! 
$35  each — nearly  triple  the  number| 
registrations  from  a  year  earlier, 
company  even  makes  money  when  pi 
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All  you  want  is  a  simple  solution  that  works. 
At  Ricoh,  we  look  at  your  needs 
and  come  up  with  a  networked  printing  solution 
that  puts  you  at  the  top  of  your  game. 


Ricoh  at  1-000  63- RICOH 
isit  us  at  www.ricoh-usa.com 


We're  in  your  corner. 


Image  Communication 
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A  mother-to-be  in  Bruss 


A  grandmother-to-be  in  Beijing. 


Thousands  of  miles  separate  them. 


i 


An  optical  internet  carrying  live  video  of  this  miracle  connects  them. 


It's  the  kind  of  magical  moment  the  next  generation  network  from 
Marconi  can  deliver. 

A  faster,  more  reliable  optical  internet  with  the  bandwidth  to  bring 
more  possibilities  into  the  world. 


With  this  kind  of  power  at  your  fingertips,  now's  the  time  to  ask- 


When 


your 


finest  hour 


mmunicalions      I      services      I      systems      I      www.marconi.com      I      This  could  be  your  finest  hour. 


Information  Technology 


pie  turn  to  its  rivals.  To  minimize  dis- 
ruption to  the  Net,  the  government  has 
allowed  Network  Solutions  to  remain 
the  sole  operator  of  the  central  data- 
base of  all  .com,  .net,  and  .org  addresses. 
Under  the  current  contract,  competi- 
tors pay  Network  Solutions  $6  per  year 
for  each  name  they  log.  That  helped 
the  company  earn  a  $26.9  million  profit 
last  year  on  $220.8  million  in  revenues. 

Skeptics  argue  that  the  company's 
profits  are  in  for  a  squeeze  because  of 
the  increased  competition.  Some  rivals 
are  lining  up  to  take  advantage  of  the 
hefty  spread  between  the  $6  they  pay 
to  add  names  to  Network  Solutions' 
central  database  and  the  $35  Network 
Solutions  charges  retail  customers.  "It's 
a  huge  markup,"  says  Bruce  Reiser.  CEO 
of  Namezero.com  in  Los  Gatos,  Calif., 
which  gives  away  Web  addresses 
to  individuals  who  accept  advertis- 
ing. So  far,  most  larger  rivals 
charge  about  the  same  as  Network 
Solutions  for  commercial  addresses, 
but  that  could  change,  and  some 
are  offering  services  such  as  Web- 
page  design  for  free. 
STEADY  STREAM.  There  are  other 
clouds  on  the  company's  horizon. 
It  may  not  be  able  to  keep  both 
the  central  database  and  name-reg- 
istration businesses  forever.  The 
government  will  let  it  extend  its 
exclusive  contract  for  the  database 
for  four  years  beyond  its  current 
term,  which  ends  in  2003.  But  to 
do  so,  it  will  have  to  reduce  its 
stake  in  either  the  database  or  the 
name-registration  business  to  less 
than  25%  by  April,  2001,  most  like- 
ly by  spinning  out  a  share  of  the 
database  business. 

In  spite  of  these  potential  diffi- 
culties, Wall  Street  is  enthusiastic  about 
Network  Solutions'  prospects.  J.  P.  Mor- 
gan &  Co.  analyst  Rai  Archibold  val- 
ues its  registry  business  alone  at  $4  bil- 
lion, which  could  mean  a  financial 
windfall  if  the  company  spins  it  off.  Best 
yet,  in  a  world  of  Web  companies  with 
dubious  earnings  models,  Network  So- 
lutions' predictable  revenue  stream  looks 
pretty  attractive.  Owners  of  the  8.1  mil- 
lion domain  names  the  company  cur- 
rently has  registered  are  unlikely  to 
take  the  trouble  to  move  those  regis- 
trations to  a  competitor. 

If  the  company  can  put  those  rev- 
enues to  work  building  up  other  busi- 
nesses, it  may  indeed  become  the  gen- 
eral contractor  of  choice  in  the  Web's 
real  estate  boom.  And  it  will  demon- 
strate that  losing  a  monopoly  doesn't 
have  to  spell  disaster. 

By  Catherine  Yang  in  Washington 


NEW  PLAYERS 
IN  THE  NAME  GAME 


%. 


Last  August,  Belgian  entrepreneur 
Lieven  Van  Neste  started  a  busi- 
ness speculating  on  promising  e- 
commerce  Web  addresses.  He  first 
snapped  up  1,600  names,  most  fash- 
ioned around  the  phrase  "24  hours," 
such  as  24hourAcupuncture.com  and 
24hourEverything.com,  paying  Net- 
work Solutions  Inc.  $70  per  name  for 
two-year  registrations.  But  when  he 
heard  that  Baltimore-based  Bulkreg- 
ister.com  would  do  the  same  thing 
for  a  $10  annual  fee,  he  jumped  ship. 


registering  his  next  16,000-plus 
names  with  the  cut-rate  competitor. 
"A  client  with  10,000  names  is  noth- 
ing to  Network  Solutions,"  he  says. 
"But  to  Bulkregister,  it  means  a  lot." 

Since  competition  officially  started 
in  the  .com,  .net,  and  .org  registra- 
tion business  last  November,  new 
competitors  have  seized  about  15%  of 
new  registrations  from  onetime  mo- 
nopolist Network  Solutions.  Many 
have  promising  business  models — 
everything  from  deep-volume  dis- 
counts to  free  domain  names. 
"They're  finding  places  we  didn't 
know  existed,"  concedes  Robert  J. 
Korzeniewski,  chief  financial  officer 
of  Network  Solutions. 

Some  are  meeting  Network  Solu- 
tions head  on.  The  biggest  newcom- 
er— New  York-based  Register.com, 


with  467,000  registrations  in  just 
eight  months — is  targeting  the  san 
small-business  customers  that  the 
incumbent  is  pursuing.  In  addition 
to  domain  names,  Register.com  of-  H®$* 
fers  services  such  as  e-mail  and  W 
site  design — and  it  is  off  to  a  good 
start,  says  Prudential  Securities  ar 
alyst  Paul  Merenbloom.  The  chal- 
lenge, he  says,  is  for  the  company 
"ramp  up  its  brand." 

Others  are  pursuing  quirkier  busi 
ness  models.  NameSecure.Com,  base 
in  Moraga,  Calif.,  is  focusing  on  indi- 
viduals— registering  names  such  as 
joesmith.com — on  the  assumption  th 
consumers  will  want  to  have  their 
own  piece  of  the  Web.  Soon  people  c 
the  go  will  want  their  own  Web 
pages,  says  Chairman  Jeff  Field,  to 
access  their  home  computers  and  ap 
pliances  linked  to  the  Net. 
FREE,  WITH  ADS.  Namezero.com  in 
Los  Gatos,  Calif.,  is  taking  that  on< 
step  further,  betting  on  consumers' 
insatiable  appetite  for  free  Interne 
services.  It  plans  to  give  away  Wei 
address  registrations  to  individuals 
who  set  up  personal  portals.  Armec 
with  demographic  information  abou 
its  customers,  Namezero  then  will 
sell  ads  and  e-commerce  opportuni- 
ties to  companies  that  want  to  tar- 
get individual  sites.  Some  100,000 
customers  have  preregistered  for 
the  service,  which  is  still  in  trials 
and  will  launch  officially  in  April. 
The  company  expects  4  million  cus- 
tomers by  2002.  Analysts,  though, 
aren't  convinced.  "I  question 
whether  advertisers  will  come  in 
long  enough  for  this  to  work,"  says 
analyst  Ulric  Weil  of  Friedman, 
Billings,  Ramsey  &  Co. 

Regardless,  the  race  to  win  cus- 
tomers is  clearly  spurring  rapid  in- 
novation in  the  arcane  business  of 
domain  names.  "There  is  a  vast 
space  yet  to  be  pioneered,"  says 
Network  Solutions  General  Manage 
Douglas  L.  Wolford.  "You  skate 
where  the  puck  is  going."  But  the 
former  monopolist  is  learning  that 
when  it's  no  longer  the  only  player 
on  the  ice,  it's  sure  to  find  others 
chasing  the  puck  as  well. 


By  Catherine  Yang  in  Waskingtoi 
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This  year  people  will  buy  millions  of  books  from  Rmazon.com.  find  BER's  e-commerce 
transaction  software  mill  make  it  possible. 


Welcome  to  the  e-generation 
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Craig  Barrett  is  leading  the  chip  giant  into  riskier  terrain 


Cover  Story 


Intel  Chief  Executive  Craig  R.  Barrett  sounds  nearly  po- 
etic when  he  describes  why  it  has  been  so  darn  hard 
getting  the  giant  chipmaker  to  charge  into  new  busi- 
nesses— and  into  the  Internet  Age,  where  the  old  rules 
of  computerdom  no  longer  hold.  Not  surprisingly,  Bar- 
rett conjures  up  a  Western  metaphor.  He  does,  after  all, 
live  in  Arizona,  commuting  most  weeks  to  Intel  Corp.'s  Silicon 
Valley  headquarters.  Barrett  compares  Intel's  microprocessor 
business  to  the  creosote  bush,  a  tall  desert  plant  that  drips 
poisonous  oil,  killing  off  all  vegetation  that  tries  to  grow 
anywhere  near  it.  Microprocessors  so  dominated  the  compa- 
ny's   strategy,    he    says,    that    other    businesses    could 

not    sprout 
around    it. 
Chips,     he 
says,  "are  a 
dream    busi- 
ness, with  wonderful  margins  and  a  wonderful  market  posi- 
tion. How  could  anything  else  compete  here  for  resources  and 
profitability?" 

How,  indeed,  unless  you  have  a  ceo  who  is  kicking  up  a 
sandstorm  to  find  a  way.  Nearly  two  years  after  Barrett  took 
the  reins  at  Intel,  the  chip  giant  is  in  the  midst  of  a  historic 
overhaul  that  is  transforming  its  business  and  its  culture — for 
a  second  time.  The  first,  back  in  1985,  Intel  fled  the  memory 
chip  business  and  bet  the  farm  on  microprocessors,  turning  it- 
self from  a  diversified  maker  of  chips  into  one  focused  solely 
on  producing  the  electronic  brains  of  personal  computers.  It 
was  a  brilliant  move  that  set  up  the  company  for  a  golden  pe- 
riod of  growth  under  legendary  ceo  Andrew  S.  Grove.  But 
now,  the  days  of  Intel  concentrating  virtually  all  its  energy  and 

investment  on  PC  chips  are  gone.  

The  Grove  era  is  over.  Instead,  Bar-        t~>        a                Ti 
rett  is  reshaping  Intel  into  a  supplier  of        £>Y  ANDY  KEINHARDT 
all  sorts  of  semiconductors  for  network-     


sal 


zil 


ing  gear,  information  appliances,  and,  of  course,  PCs.  M< 
startling,  he's  taking  Intel  into  radically  different  terra 
such  as  e-commerce,  consumer  electronics,  Internet  serve 
and  wireless  phones.  "We're  putting  a  new  image  on  top  of 
big  powerful  chip  monster  that  eats  the  world,"  Barrett 

And  how.  Last  September,  Intel  unveiled  a  new  family 
chips  for  the  networking  and  communications  gear  that 
data  traffic  through  the  arteries  of  the  Internet.  That's 
$7  billion  opportunity — and  it's  growing  30%  faster  than 
processors.  In  the  same  month,  Barrett  launched  an  ev 
wilder  scheme:  Internet  services,  a  $3  billion  business  worl 
wide  that  is  nearly  doubling  each  year.  Intel  opened  the  fir 
of  a  dozen  gigantic  computer  centers  that  it's  building  arou 
the  world  to  run  Web  and  e-commerce  sites  for  other  co 
panies.  Over  the  next  two  years,  the  chipmaker  will  spend 
billion  on  this  elaborate  network  of  Internet  data  facilities 
WEB  WAR.  Barrett's  handiwork  didn't  stop  there.  In  Octob 
he  paid  $1.6  billion  to  buy  DSP  Communications  Inc.,  a  leai 
maker  of  digital  wireless  phone  technology.  Then,  in  Janua 
Intel  rolled  out  an  ambitious  plan  to  sell  branded  informati 
appliances — screen  phones,  e-mail  stations,  TV  set-top  boxes- 
through  phone  companies  and  Internet  service  provider 
And  in  February,  the  company  barged  into  yet  another  nel 
business,  announcing  a  family  of  special-purpose  netwo: 
servers  that  manage  Web  traffic.  The  boxes  will  go  head-t 
head  against  gear  from  networking  powerhouse  Cisco  Sy 
terns  Inc.  and  a  host  of  smaller  rivals.  "Craig  stepped  on  t 
gas  much  more  aggressively  than  I  would  have,"  conced 
Grove,  now  Intel's  chairman. 

Each  of  these  new  schemes  is  ambitious  in  its  own  righ 
Taken  together,  they're  a  watershed.  Within  five  years,  Barre 
intends  all  of  Intel's  new  thrusts  to  be  $ 
billion-plus  businesses  and  No.  1  or  No 
in  their  markets.  He's  betting  they  wi 
help  Intel  grow  15%  to  20%  a  year,  u 
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WHAT  THE 
NEW  INTEL 
LOOKS 
LIKE 

The  old  Intel  was 
dedicated  to  a 
single  product. 
But  Barrett  has 
divided  the 
company  into 
five  groups,  the 
better  to  pursue 
new  products 
and  acquisitions 


from  its  paltry  8%  compound 
growth  over  the  past  two  years. 
So  far,  Wall  Street  is  buying  Bar- 
rett's vision,  driving  Intel  shares 
up  40%  since  Jan.  1 — easily  the 
best  growth  among  the  20  most 
widely  held  stocks  in  the  U.S.  By 
2001,  figures  Merrill  Lynch  &  Co. 
analyst  Joseph  A.  Osha,  products 
other  than  processors  will  make 
up  a  quarter  of  Intel's  $38  billion 
in  revenues  and  contribute  nearly 
a  third  of  its  revenue  growth. 
"Barrett  is  undertaking  nothing 
less  than  a  reinvention  of  Intel," 
says  analyst  Drew  Peck  of  sg 
Cowen  Securities  Corp. 

But  no  one  is  sure  what  he'll 
wind  up  with  when  he's  done.  In- 
tel already  is  late  to  the  Inter- 
net party.  And  the  company  is 
trying  to  break  into  new  markets 
that  already  have  scores  of  en- 
trenched competitors.  The  result: 
Two  years  into  Barrett's 
makeover,  much  of  the  payoff  for 
Intel  remains  in  the  future.  PC 

components  are  still  the  heart  of  its  business,  generating 
90%  of  revenues  and  100%  of  profits.  "No  organization  its  size 
can  turn  on  a  dime,"  says  Peck.  "This  will  be  a  slow,  pon- 
derous process,  and  meanwhile,  expectations  are  very  high." 
Make  that  sky-high.  Investors  already  are  treating  Bar- 
rett's plan  as  if  success  were  a  sure  thing.  That  doesn't 

leave  much  margin 
for  error.  Barrett  has 
to  ensure  that  Intel's 
cash  cow  microproces- 
sor business  keeps  throwing  off  beaucoup  bucks  to  pay  for 
the  new  gambits.  In  early  March,  for  example,  Intel  will  un- 
veil the  fastest  PC  chip  ever  sold,  a  Pentium  III  that  runs  at 
one  gigahertz,  or  one  billion  cycles  per  second.  But  Intel's 
track  record  in  its  core  business  last  year  wasn't  so  good. 
The  company  had  a  rash  of  blunders  in  1999 — microproces- 
sors and  chipsets  delivered  months  late,  embarrassing  design 
bugs,  and  supply  shortages.  Even  loyal  customers  like  Dell 
Computer  Corp.  and  Gateway  Inc.  have  taken  the  highly  un- 
usual step  of  publicly  blaming  the  chip  giant's  gaffes  for  their 
recent  earnings  problems.  Gateway  was  so  incensed  over 
supply  problems  that  it's  giving  some  orders  to  archrival  Ad- 
vanced Micro  Devices  Inc.,  which  has  caught  up  to  Intel  in 
chip  performance. 

INTEL'S  PATH 
BEYOND  THE  PC 

How  the  advent  of  the 
Internet  and  cheap  PCs 
made  Intel  reboot 


Cover  Story 


FEBRUARY    19*, 


Compaq  unveils  a  $999  PC 
using  a  cheap  Pentium  clone 
chip.  Intel  execs  downplay 
sub-$  1,000  PCs  as  a  fad, 
but  the  machines  catch  on, 
and  Intel's  share  of  the  low 
end  drops  to  30%. 


APRIL    1997 


Barrett  wants  the  troops  to 
break  their  old  habits  and 
diversify.  He  compares 
Intel's  microprocessor  busi- 
ness to  a  creosote  bush,  a 
plant  that  kills  off  nearby 
vegetation. 


. 


That's  prompting  analysts  to  wonder  if  top  managemen 
prepared  to  handle  the  swirl  of  new  initiatives.  For  start*  ' 
Intel  is  heading  into  territory  unfamiliar  to  its  executives 
of  them  veterans  deeply  rooted  in  chips.  Analysts  wo 
that  the  company's  pell-mell  rush  into  new  businesses  lacks  f 
cus.  "They're  throwing  spaghetti  against  the  wall  to 
what  sticks,"  complains  analyst  Jonathan  J.  Joseph  of  Salon  » 
Smith  Barney.  And  rivals  snort  that  Intel  lacks  key  expert 
in  networking  and  data  services — though  they  admit  tl  p 
its  rich  profits  give  it  the  means  to  buy  into  new  mark* 
Barrett  himself  concedes  that  in  its  new  endeavors,  In  ■'-* 
will  have  to  "compete,  scratch,  and  claw  for  market  share'  W 
a  bracing  change  from  Intel's  near-monopoly  in  PC  processc  *: 
PC  POTHOLE.  Barrett  had  little  choice.  After  10  years  Wi 
30%-plus  compound  annual  growth,  Intel  hit  a  milewide  p  W? 
hole  in  1998.  Earlier  attempts  to  expand  into  new  business  jto 
such  as  modems  and  video  conferencing  had  gone  nowhe  p 
Then  falling  PC  prices,  computer  industry  consolidation,  and 
creased  competition  piled  on  top  of  one  another,  causing  Intrf* 
revenue  growth  to  slow  to  5%,  while  earnings  declined  for  t 
first  time  in  a  decade.  The  bad  news  drove  Intel's  sto 
down  30%  and  kept  it  off  its  peak  for  most  of  1998, 

The  biggest  culprit  in  Intel's  slowdown  was  a  changing  ding; 
landscape.  For  the  first  time  since  the  IBM  Personal  Comput  p 
exploded  onto  the  market  in 
1981,  PCs  were  losing  some  of 
their  luster.  Instead  of  clam- 
oring for  more  power  to  run 
fatter  software  programs, 
many  customers  just  wanted 
cheap  PCs  to  get  online.  Low- 
cost  pes  meant  low-cost  chips, 


JULY     1997 


Barrett  is  named  president  in 
May  and,  fearing  the  impact 
of  low-cost  chips,  kicks  off 
the  first  of  eight  seminars  for 
Intel's  top  brass.  The  classes 
are  aimed  at  getting  them  to 
dream  up  new  businesses. 


OCTOBER     199  ECEMl 


Intel  buys  DEC'S  chip  u 
for  $700  million.  The  c 
contains  a  gem:  Rights 
the  zippy  StrongARM 
sor,  which  Intel  adopts 
some  mobile  and  netwo 
products. 


P 
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the  pc 
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Still  the  heart  of  Intel's  business,  processors  and  companion 
chips  for  PCs  and  servers  contributed  90%  of  revenues  and  100% 

S    of  profits  in  1999.  Analysts  figure  Intel's  microprocessor 
business  will  account  for  less  than  80%  of  total  revenues  in 
a  couple  of  years. 


lOSS  Paul  Otellini,  49, 

No.  3  in  the  company,  runs 
jorldwide  processor  group.  He's 
ja  possible  successor  to  Barrett. 

ITS  Pentium  III  and  Celeron 

for  desktop  and  mobile  PCs; 
;essors  for  servers  and  work- 
in  the  second  half  of  this  year, 
deliver  its  first  64-bit  processor, 
anium,  which  will  help  it  grab 
the  market  for  big  corporate 
Items.  And  it's  about  to  intro- 
i gigabit  chip,  the  fastest  ever. 


[.ON  STEPHENS,  SEMICONDUCTOR  INDUSTRY  ASSN 


HOW  INTEL  STACKS  UP  Intel  still  has 
84%  market  share  in  PC  processors.  But 
rival  Advanced  Micro  Devices  has  hit  big 
with  its  Athlon  chip  and  Taiwan's  Via  also 
is  coming  on  strong  since  buying  the  Cyrix 
processor  from  National  Semiconductor. 

ACQUISITION  HELP  Intel  has  made  a 
few  small  acquisitions  for  its  core  busi- 
ness, such  as  graphics  chipmaker  Chips  & 
Technologies  and  multiprocessing  expert 
Corollary. 

MARKET  GROWTH 

The  microprocessor 
sector  just  isn't  the 
rocket  ship  it  used 
to  be. 


A  BILLIONS 


lething  rivals  realized  faster. 

ad  'ring   into    the    future,    says 

;.  ink  Gill,  Intel's  former  top  net- 
rking  exec  who  retired  in  1998, 
tel  could  see  that  the  next  10 
irs  wouldn't  be  as  lucrative  in  processors."  Adds  Barrett: 
used  to  be  that  the  PC  was  the  center  of  the  action,  but 
w  it's  clearly  the  Internet." 

Ihere's  no  question  that  Intel  is  now  a  believer.  Just  look  at 
i  company's  semiannual  developers'  conference  on  Feb.  15. 
||  3,200  digit  heads  crammed  into  a  ballroom  at  the  Palm 
rings  (Calif.)  convention  center,  giant  video  screens  flashed  to 
and  the  unmistakable  riff  of  Steppenwolf  s  Bom  To  Be  Wild 
red  into  the  hall — only  it  had  new  lyrics:  "Get  your  modem 
ining,  head  out  on  the  I-way.  Looking  for  e-ventures,  and 

J  latever  comes  our  way.  Born  to  be  wired."  It  was  the 

hei  rmup  for  a  speech  by  Grove,  the  legendary  chip  warrior  who 
rely  sounded  as  though  he  were  still  in  the  semiconductor 
siness,  as  he  went  on  about  e-commerce,  gigabit  networks, 
d  facilities  filled  with  servers.  "For  the  first  time  in  15 
ars,  we  have  found  it  necessary  to  change  our  corporate  mis- 
m  statement,"  said  Grove.  Now,  instead  of  being  just  the 
iding  purveyor  of  PC  technology,  Grove  says,  Intel  aims  to 
ike  the  building  blocks  for  the  entire  Net  Economy. 
To  do  that  means  undoing  much  of  what  Grove  put  in 
ace.  Within  weeks  of  taking  over  in  May,  1998,  Barrett  be- 
n  dismantling  Grove's  rigidly  centralized  management 
ructure,  eventually  breaking  Intel  into  five  groups  whose 
anagers  report  directly  to  him.  He  loosened  Intel's  con- 
rvative  financial  management  to  let  more  of  its  $12  billion 
sh  hoard  flow  to  acquisitions,  equity  investments,  and 
Iternal  startups.  "We  had  to  change  the  culture  and  the 


Hi) 


.'.<•  run  our  bu  ine  ,"  he 
aj  Mo  I  "i  all,  Barretl  had  to 
wean  Intel  from  the  denning 
b1  rategy  of  i  he  *  frove  era, 
growth  lay  in  stimulating  demand 
for  ever-more  powerful  p< 

To  flesh  out  his  vision,  Barretl 
has  been  on  a  spending  spree. 
He's  buying  companies  to  beef  up 
Intel's  product  line  and  help  Bhed 
its  notorious  "nok-invented-here" 
syndrome.  In  1999  alone,  the  com- 
pany spent  $6  billion  snapping  up 
12  companies — more,  for  the  first 
time  ever,  than  it  spent  on  capital 
equipment,  and  nearly  as  much 
as  the  research-and-development 
and  capital  budgets  combined.  In 
a  bid  to  mine  fresh  ideas  within 
the  company,  the  60-year-old  CEO 
has  poured  some  $50  million  into 
25  homegrown  startups  that  could 
someday  become  new  product 
lines  or  be  spun  off  as  sub- 
sidiaries. And  hundreds  of  other 
ideas  are  in  the  pipeline.  Gerhard 
H.  Parker,  the  Intel  veteran  wrho 
heads  the  company's  New  Business  Group,  says  people  are  so 
excited  about  the  opportunity  that  an  employee  recently 
chased  him  into  the  bathroom  clutching  a  business  plan.  "It's 
wonderful  to  see  that  kind  of  enthusiasm,"  Parker  says.  "It 
wouldn't  have  happened  a  few  years  ago." 
BATTING  AVERAGE.  Not  without  Barrett.  While  Grove  is 
known  for  his  fiery  temper,  Barrett  is  cool  as  ice.  In  his 
years  before  becoming  ceo,  he  was  known  occasionally  to 
bring  a  baseball  bat  to  meetings  to  ensure — humorously — 
quick  capitulation  from  intransigent  colleagues.  A  native  of  the 
Bay  Area,  he  studied  metallurgy  at  Stanford  University  and 
went  on  to  become  an  associate  professor  in  the  school's  en- 
gineering department.  After  a  sabbatical  year  working  for  In- 
tel in  1973,  he  returned  to  Stanford  for  one  day,  then  chucked 
it  all  and  went  back  to  Intel  for  good,  rising  through  the 
ranks  on  the  strength  of  his  operational  skills.  He's  credited 
with  turning  the  company  from  an  80-pound  weakling  into  an 
800-pound  gorilla  in  manufacturing,  largely  through  inventing 
a  technique  called  "Copy  Exactly"  in  which  every  Intel  plant 
is  identical,  down  to  the  colors  of  paint.  That  made  it  easy  for 
Intel  to  roll  out  new  production  techniques  to  all  its  facto- 
ries— and  dramatically  boost  quality  and  productivity. 

So  how  did  Mr.  Manufacturing  get  Intel's  troops  jazzed 
about  something  besides  their  beloved  microprocessor?  He 


CEMBER     1997 


nds  the  year  with 
sales  of  $25  billion 
blowout  $6.9  billion  in 
.  But  analysts  worry 
the  potential  financial 
t  of  cheap  PCs. 


JANUARY    1998 


Intel  surveys  2,000  Internet 
service  providers  and  discov- 
ers they  want  simple  servers 
that  do  jobs  such  as  encryp- 
tion. So  Intel  develops  server 
appliances  that  debut  two 
years  later. 


FEBRUARY     1998 


To  kick-start  a  networking 
business,  Intel  hosts  a 
press  event  in  San  Francis- 
co and  unveils  dozens  of 
products,  including  routers 
and  switches. 


MARCH     1998 


Barrett  is  named  CEO.  But 
lower  chip  prices  in  part 
prompt  a  warning  of  lower 
first-quarter  results.  To  re- 
claim lost  share,  Intel  launch- 
es the  cheap  Celeron  chip. 
But  it's  poorly  received.         ► 
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CHIPS 


Intel  is  "deadly  serious"  about  being  a  player  in  the 
riyft  fast-growing  networking  industry,  says  CEO 
»"^   Barrett.  In  the  past,  networking  was  a  sideline 

to  sell  more  PCs.  Now,  Barrett  is  pouring  billions  into 

acquisitions,  hiring,  and  marketing. 


THE  BOSS  Mark  Christensen,  40,  is 

a  rising  star  at  Intel.  With  the  com- 
pany 18  years,  he  helped  drive  net- 
working sales  from  zero  to  about 
$1  billion  in  the  1990s.  Now  he 
leads  a  2,500-person  group  and  re- 
ports directly  to  Barrett. 


HOW  INTEL  STACKS  UP  Lucent 
Technologies  Microelectronics  Grou 
is  No.  1.  Stalwarts  like  Motorola  an 
Texas  Instruments  also  play  major 
roles,  while  newcomers  Broadcom 
and  Conexant  Systems  are  favorites 
with  investors.  Intel  is  barely  a  blip 
on  the  radar  screen  in  the  market 
a  whole,  but  it's  strong  in  some  seg 
ments  such  as  chips  for  broadband 


PRODUCTS  The  Network  Communi- 
cations Group  sells  chips  used  in 
modems,  network  interface  cards, 
switches,  and  routers.  Customers  in- 
clude Lucent,  Nortel,  Ericsson,  and 
Nokia.  A  new  family  of  13  chips 
rolled  out  last  September  features  a 
so-called  network  processor,  a  pro- 
grammable chip  that  speeds  and 
simplifies  the  design  of  new  net- 
working gear. 


ACQUISITIONS  Intel  has  spent  big 
to  get  into  this  business.  In  1999, 
bought  Level  One  Communications 
(for  $2.2  billion),  Softcom  Microsys 
terns  ($149  million),  NetBoost 
($215  million),  and  the  telecom 
chips  group  of  Stanford  Telecommu 
nications  (price  not  disclosed). 

MARKET  GROWTH  Such  chips  are 
among  the  fastest-growing  of  all 
categories. 


DATA.  MERRILL 
LYNCH  &  CO , 
COMPANY  REPORTS 


u 


Cover  Story 


didn't  need  a  baseball  bat.  When  Compaq  Computer  Corp.'s 
$999  PC  hit  the  market  in  February,  1997,  carrying  a  chip 
from  rival  Cyrix  Corp.,  Intel  executives  began  to  worry  that 
cheap  PCs  could  choke  off  its  growth  engine.  Soon,  inexpensive 
machines  were  flooding  the  market,  and  by  mid-summer,  In- 
tel competitors  AMI)  and  Cyrix  had  grabbed  20%  of  the  U.  S. 

retail  PC  market,  their 
highest  share  in  half  a 
decade. 

That's  when  Barrett 
and  then  chief  Grove  decided  to  split  Intel's  Pentium  line  into 
distinct  price  and  performance  bands  to  target  different  mar- 
kets. They  devised  the  Celeron  line  for  inexpensive  pes  and 
the  Xeon  family  for  high-powered  servers  and  workstations, 
while  keeping  the  flagship  Pentium  III  aimed  at  the  middle 
tier  of  the  market.  Despite  a  cool  reception  at  first,  the 
Celeron  has  helped  Intel  climb  back  to  62%  market  share  in 
sub-$l,000  Pes,  up  from  30%  a  year  ago.  And  analysts  now 
expect  revenues  from  server-class  chips  to  top  $6.7  billion  by 
2001,  up  from  $3.4  billion  last  year.  The  segmentation  strategy 
has  helped  Intel  maintain  its  juicy  60%  gross  margins  by  bal- 
ancing high-  and  low-end  sales. 

But    Barrett    understood  ^ 

that  segmentation  alone 
wouldn't  put  Intel  back  on 
the  growth  curve  investors 
had  come  to  expect.  Given  In- 
tel's size,  growing  at  20%  per 
year  required  coming  up  with 
$5  billion  or  more  in  new  rev- 


▲  BILLIONS 


enues  every  year.  And  that 
meant  Barrett  had  to  think  big. 
"He  was  looking  to  build  Intel's 
next  $25  billion  business  and 
knew  he  would  have  to  signifi- 
cantly expand  its  charter,"  says 
David  B.  Yoffie,  a  professor  at 
Harvard  business  school  and  a  member  of  Intel's  boa 
THINKING  GREEN.  The  CEO-to-be  knew  the  first  place  to  st. 
was  inside  Intel.  In  July,  1997,  he  arranged  for  three  corj 
rate  strategy  gurus  to  conduct  a  seminar  series  for  Intel's  t 
400  managers.  In  eight  groups  of  50,  executives  retreated  : 
a  week  to  hotels  near  Intel's  offices  in  Santa  Clara,  Cal 
Phoenix,  and  Portland,  Ore.  "We  had  to  figure  out  how 
grow7  new'  businesses  in  the  shadow  of  the  creosote  busl 
Barrett  says. 

The  first  day  was  led  by  Robert  A.  Burgelman,  a  Stanfo 
Business  School  professor  who  has  studied  Intel  for  yea 
and  co-teaches  a  course  at  the  school  with  Grove.  Burgelm 
specializes  in  helping  companies  develop  and  nurture  an  e 
trepreneurial  spirit.  He  urged  seminar  attendees  to  divide  I 
tel's  businesses  into  "blue"  products,  its  old  bread-and-butt 

chips  businesses,  and  "gree: 
products — everything  ne 
The  goal  was  to  get  ma 
agers  to  jump  faster  c 
green  ideas  and  escape  tl 
gravitational  pull  of  the  bh 
status  quo.  Executives  at  Ii 
tel  now  routinely   use   tl 


JULY     1998 


AUGUST    1998 


Barrett  O.K.'s  the  launch  of      The  company  forms  a 


a  new-business  group  to 
fund  internal  startups  and 
asks  manufacturing  veteran 
Gerry  Parker  to  head  the 
new  unit. 


home-products  group  to 
develop  Web  appliances 
and  Internet-enabled  TVs 
and  set-top  boxes. 


SEPTEMBER     1998 


Five  managers,  led  by 
Renee  James;  study  the 
Web-hosting  business — but 
it's  a  risky  leap  from  mak- 
ing chips.  The  board  gives 
it  the  O.K.  six  weeks  later. 


NOVEMBER     1998 


Intel  completes  a  crash, 
12-month  program  to  set 
up  Web-based  order  taking 
for  its  customers.  In  1999 
online  revenues  soar  quick! 
to  $1  billion  per  month 


!l 


1  14  BUSINESS  WEEK  /  MARCH  13,  2000 


1 


Cookie  cutter 

solutions 

are  great,  if 

you're  a  cookie. 


#"* 


But  you're  a  business  in  a  whole  new 
economy.  And  you  need  your  own 
specific  solutions  for  future  growth. 
With  our  creative  thinking  we  can  help 
lead  you  to  innovative  and  customized 
e-business  solutions  for  every  area  of 
your  business.  Hungry  for  success? 
www.ey.com 


=L  Ernst  Young 


From  thought  to  finish. 


• 


ANNOUNCING   THE    NEXT   BIG   STEP   IN    B2B 


^f  ventro 


Chemdex  introduces  Ventro  Corporation,  the  B2B  industry's  leading 
builder  and  operator  of  vertical  marketplace  companies.  Ventro's  mission  is 
to  leverage  our  technology  and  operational  expertise  to  build  the  blue  chip 
B2B  companies  of  the  21st  century. 

Chemdex,  where  we  launched  our  complete  e-commerce  solutions,  is  now 
a  Ventro  life  sciences  company.  Along  with  Promedix,  a  Ventro  specialty 
medical  company.  And  Industria  Solutions,  a  Ventro  fluid  processing 
company.  With  more  to  come. 

By  putting  the  Ventro  name  on  our  corporate  face,  we  are  taking  the  next 
big  step  in  transforming  the  B2B  economy. 


www.ventro.com 
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Nine  years  after  launching  its  first  networking  gear, 
Intel  has  only  a  single-digit  share  of  a 
$20  billion  market.  Now  it's  aiming  for 
fast-growth  segments:  Home  networking,  broadband 

modems,  PC-based  telephony  and  server  appliances. 


THE  BOSS  John  Miner,  45,  used  to 
run  the  company's  servers  and  work- 
stations effort.  Barrett  tapped  him 
last  July  to  head  a  new  3,000-per- 
son  Communications  Products 
Group.  Miner  is  gung  ho:  "Barrett 
says  he'd  rather  come  running  after 
me  and  pull  me  back  than  have  to 
push  me  out  to  the  edge." 

PRODUCTS  Intel's  lineup  includes 
Ethernet  hubs,  small  networking 
switches,  and  routers.  It  recently 
rolled  out  a  line  of  specialized 
servers  that  manage  Web  traffic  and 
speed  up  e-commerce.  And  it  sells 
PC-based  phone  systems. 


HOW  INTEL  STACKS  UP  Intel  is 
up  against  3Com,  Nortel,  and  Cisci 
in  home  and  small-business  networ 
ing.  As  it  pushes  into  broadband 
modems,  it  crosses  Alcatel,  Motoro 
la,  and  others.  And  in  specialty  mar 
kets  such  as  Web  appliances  and  P 
phones,  it  bumps  into  Alteon, 
Natural  Microsystems,  and  others. 


ACQUISITIONS  Intel's  most  active 
area.  In  1997,  it  bought  Case  Tech 
nology  (for  $72  million)  a  maker  of 
low-end  networking  boxes.  Since 
then,  it  has  gobbled  up  the  likes  of 
IPivot  ($500  million),  which  makes 
secure  e-commerce  servers;  and 
Dialogic  ($732  million),  a  leader  in 
PC-based  phone  systems. 

MARKET  GROWTH  Network  gear  i 
big  business,  but  growth  is  slowing. 
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blue  vs.  green  descriptions  when  discussing  strategies. 
"There's  been  a  freeing  up  of  thinking,"  says  Paul  S.  Otelli- 
ni,  the  head  of  Intel's  processor  unit. 

On  the  second  day,  managers  learned  about  the  threat 
posed  by  so-called  disruptive  technologies.  Clayton  M.  Chris- 
tensen,  a  Harvard  B-school  professor  and  author  of  The  In- 
novator's Dilemma, 
explained  how  makers 
of  cheap  steel  reinforc- 
ing bars,  known  as  re- 
bar,  once  dismissed  as  insignificant  by  industry  giants,  had  nib- 
bled their  way  into  the  market  for  higher-value  steel.  The  PC 
had  done  the  same  thing  to  mainframe  computers,  he  said. 
"DIGITAL  REBAR."  The  third  day  of  the  seminar  focused  on 
business  ecosystems.  Led  by  James  F.  Moore,  president  of 
consultancy  GeoPartners  Research  Inc.  and  author  of  The 
Death  of  Competition,  the  session  taught  Intel  execs  that  to 
move  beyond  the  familiar  PC  world,  they  would  have  to  con- 
struct new  webs  of  relationships  and  help  seed  emerging 
business  ecologies.  In  the  first  few  months  of  the  seminar  se- 
ries, when  Intel  still  believed  that  cheap  Pes  would  be  a 
short-lived  craze,  "there  was  a  lot  of  denial  of  the  message," 
Moore  says.  Then,  with  AMD's  market  share  soaring,  the 
mood  turned  to  despair. 

The  big  breakthrough  came 
in  September,  1997.  At  a  din- 
ner with  Grove  and  other  top 
execs  following  a  seminar,  the 
famously  paranoid  Grove 
latched  on  to  the  rebar  story 
as  an  analogy  for  cheap  PCs. 
"If  we  lose  the  low  end  to- 


day, we  could  lose  the  high  end 
tomorrow,"  he  exclaimed.  From 
then  on,  Grove  referred  to  cheap 
pes  as  "digital  rebar,"  and  Intel 
became  more  aggressive  in  pro- 
moting the  Celeron,  even  at  the 
risk  of  cannibalizing  sales  of 
pricier  chips. 

Intel's  execs  also  began  to  ac- 
cept the  idea  of  widening  the  company's  mission.  Their  ve 
cle  of  choice  was  an  investment  fund  Intel  launched  in  1991 
dribble  money  into  PC  industry  startups  whose  products 
technologies  gobbled  up  PC  power  and,  in  the  words  of  Gro1 
created  "waves  of  excitement"  among  potential  PC  buye 
Now  renamed  Intel  Capital,  the  fund  has  vastly  expanded 
outlays,  from  about  $300  million  in  1997  to  $1.2  billion  h 
year,  and  has  stakes  in  more  than  350  software  and  Intern 
companies. 

Intel  Capital  has  scored  some  notable  hits,  including  eToj 
Red  Hat,  and  Inktomi.  Its  holdings  are  now  valued  at  mo 
than  $8.2  billion,  and  it  kicked  $327  million  in  pretax  incon 
into  Intel's  fourth-quarter  results — half  of  the  company's  ( 
upside  earnings  surprise.  But  Intel  Capital  wasn't  conceiv( 
primarily  as  a  moneymaker.  The  investment  in  eToys,  for  e: 

ample,  was  seen  simply  as 
way  to  boost  the  growth 
e-tailing — and  the  purchase 
PCs.  "My  goal  is  to  expod 
the  company  to  every  fac^ 
of  the    Internet    economy 
says  Leslie  L.  Vadasz,  m; 
ager  of  the  fund.  "It  has 


FEBRUARY     1 9  99 


Intel  unveils  plans  to  co- 
develop  a  digital  signal 
processor  with  Analog 
Devices.  This  could  help  it 
gain  ground  in  markets 
such  as  cell  phones  and 
consumer  electronics. 


MARCH     1999 


Intel  makes  its  largest  ac- 
quisition, buying  networking 
chipmaker  Level  One  for 
$2.2  billion  in  stock.  The 
company  specializes  in 
chips  that  connect  network 
cards  to  wiring. 


APRIL    1999 


Intel  announces  a  home 
networking  kit,  the  first 
product  it  will  sell  directly 
to  consumers  over  the 
Web.  The  product  sends 
data  over  phone  wiring  in 
homes. 


JUNE     1999 


Straying  far  from  its  roots, 
Intel  buys  Dialogic,  a  mak( 
of  PC-based  phone  system: 
for  $780  million.  Dialogic 
gives  Intel  technology  for 
the  convergence  of  voice 
and  data  networks.  I 
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(           Or  is  it  gasping  for  a          1 
breath  of  fresh  content? 

Attract  visitors  and  keep  them  on 
your  site  with  fresh  news,  photos 
and  features,  custom-filtered 
for  your  web  site,  and  updated 
continuously.  Visit  our  web  site. 

1 

T 

OUR  SUBSCRIBERS: 
America  Online,  drkoop.com,  Microsoft, 
MotherNature.com,  ProgressiveFarmer.com, 

and  hundreds  more. 

OUR  CONTENT  PROVIDERS: 

New  York  Times  Syndicate,  Red  Herring, 

Knight  Ridder/Tribune,  USATOOAY.com, 

Christian  Science  Monitor,  Salon.com, 

New  York  Post,  and  over  500  others.     -  « 
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Intel's  New  Business  Group  has  pumped  more  than 
$50  million  into  25  small  projects.  They  vary  from  a 

K    secure  medical  ID  system  for  doctors  on  the  Net 
to  terminals  installed  in  the  backs  of  seats  at 
Madison  Square  Garden. 


THE  BOSS  Gerry  Parker,  56,  is  a 

widely  respected  31-year  Intel 
veteran  who  previously  ran  the 
company's  manufacturing.  Why  an 
operations  guy  in  business  develop- 
ment? Because  he  makes  things 


HOW  INTEL  STACKS  UP  It's  too 
early  to  say  how  Intel's  startups  wi 
do.  But  Intel  is  not  the  first  to  spy 
the  opportunity  for  Web  hosting.  Th 
top  players,  including  Exodus  and 
IBM,  have  30%  of  the  market— wit( 
Intel  nowhere  in  sight.  Intel  thinks 
can  break  in  by  offering  soup-to- 
nuts  e-commerce  services. 


ACQUISITIONS  In  1998,  Intel 
bought  Seattle-based  iCat,  a  maker  < 
easy-to-use  e-commerce  programs 

happen.  "We're  looking  for  as  many      aimed  at  small  to  midsize  businesses 

ideas  as  possible,"  Parker  says 

PRODUCTS  Only  a  few  projects 
have  been  revealed.  One,  an  Oregon 
startup  called  Vivonic,  will  sell  a 
$230  digital  handheld  health 
planner  that  links  to  a  PC  and  a 
Web  site.  Another,  called  PassEdge, 
is  developing  technology  for  protect- 
ing digital  content.  And  the  first  of  a 
dozen  Web-hosting  centers  is  now 
open  in  Santa  Clara,  Calif. 


MARKET  GROWTH  Web  hosting 
is  one  of  the  the  fastest-growing 
segments  of 
the  infor- 
mation 
technology 
business. 


DATA:  INTERNATIONAL 
DATA  CORP., 
COMPANY  REPORTS 
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ready  lead  to  an  opening  of  minds."  The  model  worked  so 
well  that  in  1999  Intel  set  up  a  separate  $250  million  fund  to 
encourage  software  development  for  its  new  64-bit  Itanium 
processor  and  a  similar  $200  million  fund  to  spur  adoption  of 
its  new  networking  chips. 

After  the  seminar  series  ended  in  1998,  the  minds  of  In- 
tel's managers  were 
opened  a  bit  more 
than  the  company 
could  handle.  At  each 
session,  attendees  had  broken  into  groups  to  dream  up  new 
business  ideas.  But  "Barrett  had  gotten  all  these  people  ex- 
cited with  nowhere  to  go,"  says  D.  Craig  Kinnie,  director  of 
Intel  Architecture  Labs,  a  research  group  in  Oregon.  The 
new  ceo  soon  realized  he  needed  more  than  just  a  cultural 
awakening:  He  had  to  change  Intel's  inflexible  structure  to  al- 
low new  ideas  to  thrive. 

WAD  OF  CASH.  That  July,  Barrett  came  up  with  a  solution.  He 
and  chief  financial  officer  Andy  D.  Bryant  threw  out  Intel's 
rulebook  for  funding  newr  programs  and  established  the  New 
Business  Group.  Rather  than  setting  tight  budgets  and  sub- 
jecting internal  startups  to  rigorous  reviews,  they  were  treat- 
ed like  venture-capital- 
financed  companies  and  given 
a  wad  of  cash  to  spend  until 
it  ran  out.  Under  this 
scheme,  Parker's  unit  has 
launched  about  20  seed  proj- 
ects, each  with  three  or  four 
employees  and  a  budget  of 


several  hundred  thousand  dol- 
lars. Seven  larger  projects  have 
received  $5  million  to  $10  million  in  funding.  The  ideas  rar 
from  a  scheme  to  equip  doctors  with  secure  ids  to  encours 
online  medicine,  to  installing  3,000  information  terminals 
the  backs  of  seats  at  Madison  Square  Garden  for  hock 
fans  to  look  up  information  on  their  favorite  players.  Two  j 
tential  spin-offs:  An  Intel  business  called  Vivonic,  based 
Oregon,  will  sell  handheld  computers  that  help  users  monit 
their  diet  and  fitness  starting  this  spring.  Another  Portlar 
based  venture,  called  PassEdge,  is  set  to  be  launched  tl 
April  with  technology  for  protecting  online  content,  such 
digital  music  and  movies,  against  illegal  copying. 

By  far,  Intel's  biggest  gamble  is  its  nascent  Web-hosti 
business.  The  idea  of  running  Net  data  centers  had  be 
floated  in  1996  but  was  shot  down  because  top  execs  did] 
grasp  the  coming  rise  of  Web  services.  Two  years  later, 
September,  1998,  Barrett  directed  Renee  James,  Grove 
chief  technical  aide,  to  explore  the  idea  again.  She  pulled  in 
team  of  five  people  and  spent  six  weeks  cobbling  together 
plan.  "We  pored  over  reams  of  data,  but  in  the  end  we  to< 
a  flyer,"  James  says.  Intel's  board  quickly  approved  the  pl< 
in  November,  and  by  Janu- 
ary, 1999,  it  was  launched. 
Just  nine  months  later,  Intel 
opened  its  first  data  center 
in  Santa  Clara.  With  a  capac- 
ity for  10,000  servers,  the 
center  is  now  barely  occu- 
pied. So  far,  only  about  a 


SEPTEMBER     1999 


Intel  unveils  13  networking 
chips  and  opens  its  first 
Web-hosting  center  in  Santa 
Clara.  With  a  capacity  for 
10,000  servers,  it  could 
serve  hundreds  of  e-com- 
merce companies. 


OCTOBER     1999 


Intel  acquires  DSP  Com- 
munications, a  leader  in 
wireless  phone  technology, 
and  IPivot,  a  maker  of 
gear  for  speeding  up  secure 
e-commerce  transactions. 


JANUARY    2000 


Barrett  spells  out  a  plan  to 
sell  info  appliances  through 
phone  companies  and  ISPs 
later  this  year.  The  devices 
use  Linux  software — not 
Windows  CE  from  its  long- 
time partner  Microsoft. 


FEBRUARY    2000 


Intel  launches  a  line  of  sev 
en  server  appliances,  callec 
the  NetStructure  family, 
that  speed  up  and  manage 
Web  traffic.  This  puts  Intel 
in  competition  with  Cisco 
Systems  and  others. 


\ 
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a  car  that  sometimes  runs  on 

gas  power  and  sometimes  runs  on 

electric  power  from  a  company  that 

always  runs  on  brain  power 


Toyota  Prius.  Introducing  a  breakthrough  in 


jonmental  technology.  The  Prius  combines  a 
:r-efficient  gasoline  engine,  an  electric 
)r  powered  by  a  battery  that  never  needs  to 


be  recharged,  and  an  intelligence  system  that 
knows  when  to  use  which.  The  world's  first  mass- 
produced  hybrid  car  — cleaner,  affordable,  and 
arriving  here  this  summer.  What  a  smart  idea. 


more  information,  call  1-800-GO-TOYOTA  or  visit  www.toyota.com/ecologic 

today  ►  tomorrow  ►  TOYOTA 


A  few  years  ago,  Intel  was  convinced  that  PCs  were 
the  ultimate  information  appliance.  But  the 
possibility  that  something  simpler  or  cheaper 
could  attract  millions  of  non-PC  households 

became  too  attractive  to  ignore. 


THE  BOSS  Claude  Leglise,  44,  who 

used  to  manage  outside  software 
developers,  got  a  new  mandate  in 
August,  1998,  "to  move  Intel  into 
the  home,  somehow,"  he  says.  Just 
18  months  later,  Intel  rolled" out 
services  and  prototype  products  that 
should  appeal  to  consumers  and 
Internet  service  providers. 

PRODUCTS  As  yet  undelivered, 
they'll  use  Celeron  chips  and  Linux — 
not  Microsoft  Windows  CE — software, 
and  will  be  sold  through  phone  com- 
panies and  ISPs.  Possible  models  in- 
clude screen  phones,  e-mail  termi- 
nals, and  TV  set-top  boxes. 


HOW  INTEL  STACKS  UP  There  ?. 
zillions  of  rivals — from  startups  si 
as  Network  Appliance  to  giants  lik 
Motorola/General  Instrument.  Intel 
is  behind  since  it  hasn't  shipped 
any  products  yet.  Another  promisir 
avenue:  Intel  is  moving  aggressive 
into  chips  for  wireless  phones. 


ACQUISITIONS  DSP  Communica 
tions  ($1.6  billion). 


MARKET  GROWTH  PC  unit  sales 
in  the  U.S.  are  expected  to  be 
eclipsed  in  2002  by  combined  sal 
of  e-mail  terminals,  Web  pads, 
screen  phones,  Internet -enabled  TVs 
and  other 
such  high- 
tech 
gizmos. 


DATA:  INTERNATIONAL 
DATA  CORP., 
COMPANY  REPORTS 
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dozen  companies — including  Citigroup,  an  Excite@Home  shop- 
ping service,  and  several  customers  from  Intel's  Pandesic 
joint  venture  with  sap  Corp. — are  using  the  service. 

Web  services  couldn't  be  further  from  the  chip  industry. 
But  Intel  execs  argue  that  being  in  the  business  will  give 
the  company  insight  into  e-commerce  trends.  Plus,  it's  an  in- 
surance policy  in  case 
computing  moves  to  a 
pay-for-service  model 
and  PCs  are  eclipsed 
by  devices  connected  to  Web  servers.  Besides,  Intel  execu- 
tives point  out,  the  company  already  does  $1  billion  in  online 
business  every  month.  "We  run  Intel.com  24  hours  a  day, 
365  days  a  year,"  Barrett  says.  "We  went  from  selling  noth- 
ing online  to  more  than  $1  billion  a  month  over  our  own  in- 
frastructure. We  have  expertise  in  this  space." 
WIRELESS  WAY.  Still,  analysts  remain  ambivalent  about  the 
likely  success  of  the  program.  "I  just  don't  get  it,"  says 
Manoj  Nadkarni,  president  of  consultancy  ChipInvestor.com, 
an  investment  research  house  based  in  Federal  Way,  Wash., 
that  specializes  in  chip  companies.  Noting  that  the  leading  in- 
dependent Web-hosting  outfits,  Exodus  Communications  Inc. 
and  Verio  Inc.,  are  still  losing  money,  Nadkarni  and  other  an- 
alysts wonder  what  kinds  of  margins  Intel  can  get  from  the 
business.  Barrett  won't  comment  on  profits.  Competitors, 
naturally,  can't  resist.  "This  is  a  mistake,"  says  William  L. 
Shrader,  ceo  of  Internet  service  provider  PSlnet  Inc.,  pointing 
out  that  Intel  is  going  into  business  against  its  customers.  "In- 
tel looks  like  a  joke.  They'll  retreat  in  less  than  two  years  as 
gracefully  as  possible."  Adds  Ellen  Hancock,  ceo  of  Web-ser- 
vice rival  Exodus  Communications:  "It's  a  stretch  for  them  to 
say  they  have  some  expertise  here.  We've  taken  years  to  set 
up  our  operations." 

Barrett  rejects  such  notions  but  admits  that  Intel  Online 
Services  isn't  the  centerpiece  of  his  strategy.  By  comparison, 
networking  and  communications  are  "an  order  of  magnitude" 
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more  important,  he  says,  because 
the  communications  industry  is 
larger  than  computing,  yet  In- 
tel "doesn't  play  nearly  as  sig- 
nificant a  role  there."  Intel,  however,  does  stand  a  g  ; 
chance  of  becoming  a  major  supplier  of  wireless  chip  t(  j 
nology.  The  purchase  of  DSP  Communications,  combined  \ 
a  joint  venture  with  Analog  Devices  to  develop  a  new  dig 
signal  processor  chip,  could  give  Intel  a  bigger  piece  of 
explosive  mobile-phone  business.  It's  already  the  No.  1  s 
plier  of  memory  chips  used  in  cell  phones.  By  packag 
DSPC's  software  with  Intel's  energy-efficient  StrongARM  pro< 
sor,  Barrett  figures  he  can  parlay  that  position  into  selling 
more  profitable  brains  of  wireless  Internet-ready  phor  I 
It's  a  huge  opportunity:  Researcher  International  Data  Cc 
figures  such  devices  could  surge  to  536  million  units  in  20 
up  from  85  million  in  2000.  "Wireless  access  is  the  secc 
coming  of  the  Internet,"  says  IDC  researcher  Iain  Gillott. 

But  rivals  aren't  rolling  over.  The  $7  billion  communicatk 
chip  sector  is  on  fire,  with  projected  20%  growth  this  year.  1 
tablished  players  are  beefing  up  their  portfolios.  Motorc 
Conexant,  and  Lucent  Technologies,  for  instance,  all  recen 
bought  network  processor  startups,  and  IBM  has  a  chip  of 
own.  Competitors  pooh-pooh  Intel's  prospects,  arguing  it  lac 
expertise  in  custom  chips  and  analog  circuits — both  crucial  l 
networking.  "Intel  doesn't  understand  the  communicatio 
market,"  snaps  John  T.  Dickson,  president  of  Lucent  Mici 
electronics  Group,  the  No.  1  supplier  of  communications  chi{ 
What's  more,  says  Charles  Boucher  of  Bear,  Stearns  &  Co., ; 
ter  seeing  how  Intel  sucked  the  profits  out  of  the  PC  make: 
networking  companies  "are  suspicious  of  their  intentions." 

Adding  talent  through  acquisitions  could  help,  but  Inte 
track  record  in  promoting  outsiders  is  poor:  Only  three  CE 
from  the  20  companies  Intel  has  bought  in  the  last  thr< 
years  are  now  among  its  top  92  executives.  Most  othe 
have  stayed,  -but  they  toil  deeper  in  the  ranks.  By  contras 


After  seeing  Intel  squeeze  PC  makers,  says  one  analyst, 
networking  outfits  "are  suspicious  of  their  intentions" 
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Are  you  both  attracted  and  repelled 
by  the  Internet  at  the  very  same  time? 
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Read  on  to  see  how 
MCI  WorldCom  used 
VPN  technology  to 
help  a  pharmaceutical 
giant  get  comfortable 
with  the  Internet. 


it's  the  classic  double-edged  sword.  On  one  hand,  the  internet  opens 
your  business  up  to  billions  of  potential  customers.  On  the  other  hand, 
it  opens  your  business  up  to  billions  of  potential  hackers. 

Not  long  ago,  a  pharmaceutical  giant  came  to  MCI  WorldCom " 
with  this  exact  dilemma.  They  wanted  to  make  sure  their  customers 
would  only  have  access  to  their  products.  But  not  their  research.  So  we 
recommended  they  install  a  Virtual  Private  Network  on  top  of  their  Internet  and  Frame  Relay 
services.  A  VPN  would  keep  their  research  separate  from  their  products  by  using  everything 
from  firewalls  to  encryption  codes.  And  because  the  data  would  run  on  our  wholly  owned, 
seamless  global  network,*  we'd  be  able  to  monitor  it  from  one  end  to  the  other. 

All  of  which  made  this  pharmaceutical  giant  feel  a  brand  new  emotion:  relief.  For  more 
information,  just  visit  us  at  www.wcom.com/data. 
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Cisco's  top  tier  is  populated  with  former  heads  of  acquired 
companies.  Intel  acknowledges,  too,  that  while  its  overall 
turnover  remains  an  enviable  4%  per  year,  it  has  had  trouble 
holding  on  to  younger,  midlevel  managers  who  are  defecting 

to  dot-coms.  Says  one 
former  Intel  exec: 
"There  '  aren't  any 
whiz  kid>  there." 
Barrett  is  undaunted.  He's  driving  Intel  at  a  pace  it  has 
never  known  before,  even  during  the  heyday  of  "only-the- 
paranoid-survive"  Grove.  The  new  chief  executive  is  bent  on 
leaving  a  legacy  every  bit  as  large  as  Grove's,  but  he's 
managing  a  far  more  complex  enterprise  facing  much  greater 
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challenges.  If  anything,  the  need  to  prove  that  Intel's  siJ 
wasn't  just  a  fluke  has  its  managers  fired  up.  "We  felj 
we  had  succeeded  before  the  Net,"  says  Sean  Malone 
tel's  worldwide  sales  and  marketing  manager.  "Now] 
have  to  prove  it  all  over  again."  And  show  the  world | 
Intel  is  no  creosote  bush. 

By  Andy  Reinhardt  in  Santa  Clara,  C\ 
with  bureau  re] 


An  expanded  Q&A  with  CEO  Barrett  and  a  story  on  Intel's  stock 
performance  may  be  found  at  www.businessweek.com. 


THE  THRILL  OF  CLAWING  FOR  MARKET  SHARE'  IS  BACK 


Craig  R.  Barrett,  CEO  of  Intel 
Corp.  since  May,  1998,  is  as  cool 
as  his  predecessor  Andrew  S. 
Grove  was  hot.  But  don't  let  Barrett's 
placid  mien  fool  you:  He's  as  tough 
as  tfiey  come,  with  a  biting  wit. 
Trained  as  a  metallurgist,  Barrett 
(/nit  his  job  as  a  Stanford  University 
engineering  professor  to  join  Intel  in 
197k.  He  rose  to  the  top  on  his  opera- 
tions talent — Barrett  is  credited  with 
turning  Intel  into  a  nonpareil  manu- 
facturer— bid  in  the  past  two  years. 
he  has  been  moving  into  the  role  of 
visionary-in-chief.  Barrett  spoke  with 
BUSINESS  WEEK  correspondent  Andy 
Reinfiardt  in  the  CEO's  unadorned 
conference  room. 

Q:  How  is  Intel  changing? 
A:  We  still  are  driving  our  core  [mi- 
croprocessor] business  as  hard  as 
ever,  and  [it's]  still  doing  pretty  well. 
But  we've  supplemented  it  with  new 
growth  initiatives,  which  are  very 
exciting  and  very  different  for  us. 
We  are  acquiring  companies,  acquir- 
ing people,  and  putting  a  new  image 
on  top  of  the  big,  powerful  chip  mon- 
ster that  eats  the  world. 

Whether  it's  networking  or  cellular 
communications,  server  appliances,  or 
server  farms,  there's  a  lot  more  buzz 
and  energy,  which  is  causing  the 
company  to  change  the  way  it  be- 
haves. It's  not  just  the  big  machine 
continuing  to  roll  on.  [We  have]  a 
bunch  of  smaller  businesses  starting 
up,  which  are  forced  to  compete, 
scratch,  and  claw  for  market  share. 

Q:  You've  started  other  businesses  be- 
fore. What's  different  this  time? 
A:  A  lot  of  the  initiatives  we  had  in 
the  past  were  not  so  much  new  busi- 
ness thrusts  as  something  designed 
to  augment  and  support  the  existing 
Job  1  business.  But  when  you  look  at 
server  farms  [facilities  with  rows  of 


"We  went  from  nothing 
online  to  more  than 
$1  billion  a  month* » 

CRAIG  BARRETT 

Intel  CEO 


computers]  or  cellular  communica- 
tions, these  are  pretty  well  removed 
from  microprocessors.  They're  quite 
different,  not  just  a  pimple  on  our 
core  business. 

Q:  Why  are  you  undertaking  such  a 
massive  overhaul  of  your  business? 
A:  The  PC  was  at  the  center  of  com- 
puting during  the  '90s,  but  if  you 
look  at  the  next  decade,  the  Internet 
is  clearly  it.  The  PC  is  still  very  im- 


portant in  the  Internet  era.  But  if 
you  want  to  be  involved  in  this  new| 
era,  you  have  to  look  for  the  new 
growth  opportunities.  That's  exactly| 
what  we're  trying  to  do. 

Q:  Why  are  you  doing  so  many 
acquisitions? 
A:  We  recognized  one  of  the  changed 
we  had  to  make  to  continue  to  grow 
was  to  pump  up  the  acquisitions.  Wtj 
really  can't  develop  all  this  technolo-| 
gy  internally,  so  we  had  to  go  out- 
side. This  is  generally  accepted  now 
as  one  of  the  ways  people  grow . . 
Let's  stop  being  squeamish;  let's  just 
go  out  and  do  it. 

Q:  Your  plan  to  host  the  Web  opera- 
tions of  others  baffles  some  people 
because  it's  so  different  from  manu- 
facturing chips.  Wfiat  expertise  does 
Intel  have  to  offer? 
A:  If  the  argument  were  that  we  rur 
big  silicon  factories  so  we  can  run 
big  server  farms,  I  would  question  itj 
too.  But  you  have  to  look  at  it  from 
the  standpoint  that  we  run  Intel.com  | 
24  hours  a  day,  365  days  a  year.  We 
went  from  selling  nothing  online  to 
more  than  $1  billion  a  month  over 
our  own  infrastructure.  We  have  ex- 
pertise in  this  space.  Forget  about 
silicon  factories. 

Q:  What  about  your  plan  to  sell  in- 
formation appliances?  Couldn't  they 
undermine  sales  of  PCs? 
A:  The  Internet  is  too  big,  too  pow- 
erful, too  multifaceted  not  to  have 
multiple  points  of  entry.  But  the  real 
question  is,  if  you're  going  to  send 
e-mail  with  photo  attachments,  how 
are  you  going  to  do  that?  I  would  ar- 
gue that  you're  going  to  do  that  on  a 
standard,  fairly  rich  PC,  not  on  a 
handheld  device.  As  long  as  it  works 
that  way,  the  PC  is  still  at  the  center 
of  the  action. 
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"Thirty  million  people  visit  our  Web  site 

every  week.  Hyperion  helps  us  understand 

them,  their  buying  habits  and  traffic  patterns  - 

which  makes  our  e-business  more  profitable." 

■ 

Ari  Bose,  VP 
E-Business  &  Emerging  Technology 


3Com  uses  Hyperion  software  to  manage,  analyze,  track  and  report 
In  finance,  sales  and  Web  data.  These  activities  enable  3Com  to 
jnderstand  and  measure  on-target  performance,  sales,  online 
Dustomer  choices  and  buying  patterns. 

Hyperion  business  analysis  software  transforms  your  organization's 
financial,  customer  and  e-business  information  into  better  customer 
'relationships,  increased  revenues  and  higher  profits. 


o 
ooo 

o 


www.hyperion.com 


Hyperion 

See  the  Future  First" 
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HEDGE  FUNDS 


TIGER  IS  LICKING 
ITS  WOUNDS 

Cruel  losses  have  put  the  fund's  future  in  jeopardy 


30 


"There  has  to  be  a  day  of  reckon ing 
and  we  fiave  to  invest  in  a  way  to  ame- 
liorate the  pain  when  that  day  comes. 
But  painful  as  it  may  be,  there  is  one 
good  thing  about  that  day;  it  is  the  day 
reality  returns  to  the  markets." 

— Julian  H.  Robertson  Jr.,  in  a  memo 
to  investors,  Jan.  7,  2000 

It's  an  annual  ritual  at  every  money 
management  firm:  the  yearend  re- 
view. Performance  is  discussed,  goals 
hammered  out.  In  a  bull  market,  this 
tends  to  be  a  pleasant  experience.  But 
on  the  48th  floor  of  101  Park  Avenue  in 
Manhattan,  the  gleaming  offices  of  Ju- 
lian H.  Robertson  Jr.'s  Tiger 
Management  LLC  hedge-fund 
group,  the  bull  market  is  but  a 
distant  rumor.  Only  a  year  and 
a  half  before,  Robertson  was 
the  master  of  the  hedge  fund 
universe — running  the  largest 
funds,  boasting  an  enviable 
track  record.  But  by  Decem- 
ber, a  shrunken  Tiger  was  con- 
cluding the  worst  year  in  its 
history — a  19%  decline  that 
trailed  the  Standard  &  Poor's 
500-stock  index  by  a  stagger- 
ing 40  percentage  points. 

The  atmosphere  wyas  grim 
as  analysts  met  individually 
with  Tiger  Chief  Operating  Officer 
Philip  N.  Duff.  By  the  account  of  one 
person  called  in  for  that  annual  review, 
Duff  didn't  mince  words.  According  to 
this  ex-Tigerite,  Duff  told  his  employees 
they  have  eight  months  to  perform  "or 
we're  done."  Tiger  analysts,  this  per- 
son says,  were  told  by  Duff  that  "the 
firm  has  got  one  year  to  survive."  A 
Tiger  spokesman  would  neither  confirm 
nor  deny  Duffs  remarks  nor  comment 
on  any  point  raised  in  this  article,  saying 
only  that  "Tiger's  first  priority  is  and  al- 
ways has  been  to  manage  the  portfolio 
in  the  best  interests  of  investors,"  and 
that  Tiger  "will  consider  any  strategic 
option  that  makes  sense." 


The  reason  for  Tiger's  dire  straits  is 
straightforward  enough.  Continued  poor 
performance  means  that  Tiger's  only 
source  of  revenue  is  its  \c/<  manage- 
ment fee.  No  profits  means  no  profit- 
based  compensation — the  lifeblood  of 
Tiger  and  every  other  hedge  fund.  With- 
out this  "performance  fee,"  Robertson 
must  dig  into  Tiger's  reserves  to  pay 
Tiger's  high-priced  talent.  Continued 
poor  performance  also  means  continued 
investor  redemptions,  which  result  in 
asset  sales  and  even  worse  performance. 
Duff  acknowledged  in  September  that 
Tiger's  performance  has  been  hurt  by 
withdrawals  (BW— Sept.  27).  But  he 
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▲  PERCENT 

•PERFORMANCE  OF  THE  JAGUAR  FUND,  WHICH  REPLICATES  PERFORMANCE  OF  THE  OTHER  TIGER  FUNDS. 
THROUGH  DEC.  31. 1999  MULTIYEAR  NUMBERS  ARE  ANNUALIZED.  MAY,  1980.  NUMBERS  ARE  FOR  TIGER  FUND 

DATA  JAGUAR  FUND  "THROUGH  FEB.  29 


predicted  that  the  worst  was  over — and 
it  was  not.  Heavy  redemptions  contin- 
ued into  early  January,  when  investors 
pulled  out  $1  billion,  one  out  of  eight 
dollars  invested  with  Tiger. 

It's  now  two  months  into  the  year — 
and  for  Tiger,  it  is  a  case  of  "so  far,  so 
bad."  Jaguar,  which  mirrors  the  perfor- 
mance of  the  other  Tiger  funds,  plum- 
meted 13.8%  through  Feb.  29,  includ- 
ing a  7.9%  decline  in  February  that 
trailed  the  s&P  500  by  six  percentage 
points.  Although  the  Tiger  funds  per- 
formed well  in  1996  and  1997,  the  awful 
recent  numbers  have  erased  those  gains 
and  ruined  what  had  been  Robertson's 
pride  and  joy — his  long-term  perfor- 


mance numbers.  According  to  the 
monthly  report  for  Jaguar,  inves 
who  joined  Tiger  as  long  ago  asl 
cember,  1992,  would  have  done  bett^ 
an  index  fund  (chart).  Only  inves 
who  joined  Tiger  in  1989  or  ear 
when  it  was  much  smaller,  have  be 
the  market  if  they  remained. 

Increasingly,  though,  Tiger  inve 
are  choosing  to  become  ex-Tige 
vestors.  A  combination  of  poor  pet 
mance  and  redemptions  have  cad 
Tiger's  assets  to  shrivel  from  $22.5 
lion  in  August,  1998,  to  just  over  $( 
lion  in  recent  days.  Indeed,  Robert 
funds  have  fallen  50%  from  the  eff 
of  poor  performance  alone,  since  t 
1998  peak — a  far  worse  decline  it 
was  suffered  by  hedge-fund  vete| 
Michael  Steinhardt  before  he  shutt 
his  funds  in  1995.  "It's  getting  nas| 
says  a  former  Tiger  analyst.  "The  ci 
is  ticking." 

"OBLITERATED."  Various  options  are 
der  consideration  to  resuscitate  Ti 
from  the  creation  of  "sector  funds" 
centrating  on  industry  groups  to  a  m 
er  with  another  hedge-fund  group, 
in  the  cards  is  an  infusion  of  capital 
a  large  corporation  such  as  General  E 
trie  Co.  business  week  has  learned  t 
ge  held  talks  with  Tiger  in  mid- 1998, 
fore  the  decline,  and  con 
ered  taking  an  equity  stak 
Tiger  at  that  time.  A 
spokesman  declined  comme 
What  ails  Tiger?  An  ans 
to  that  question  emerges 
an  examination  of  the  mont 
and  yearend  reports  issued 
Robertson's  offshore  Jag 
fund,  distributed  to  invest 
in  recent  months  and  obtai: 
by  business  WEEK.  Invest 
and  former  Tiger  officials 
clined  to  comment  on  t 
record.  Ex-Tiger  employe 
say  that  Tiger  analysts  a! 
asked  to  sign  agreements  fi 
bidding  them  from  talking  to  the  pi 
about  Tiger  after  leaving  the  firm. 

The  most  recent  Jaguar  monthly 
port,  sent  to  investors  early  in  Feb: 
ary,  makes  the  problem  at  Tiger  dr| 
matically  clear:  poor  stock  pickin 
particularly  U.S.  stocks.  In  Robertso 
Feb.  4  memo,  he  acknowledged 
"our  value  stocks  were  completely  oh 
erated."  Indeed,  Tiger's  top  10  holdin 
as  of  Jan.  31  were  top-heavy  with  stoc 
that  have  fallen  faster  than  the  mark* 
as  a  whole  (table). 

The  Robertson  pick  that  has  receive 
the  most  publicity  is  his  16.5  millior 
share  stake  in  U  S  Airways  Group  Inc 
which  has  fallen  42%  in  the  year 
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TIGER'S  ROBERTSON 
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Over  18  months,  poor  performance  and  redemptions 
ave  shriveled  Tiger's  assets  from  $22  billion  to  $6  billion 
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Tiger  is  sticking  with  its  stock  picks  in  the 
laggard  U.  S.  industrial  and  financial  sectors 


date.  Far  less  attention  has  been  fo- 
cused on  Robertson's  other  major  picks, 
some  of  which  have  been  almost  as  lack- 
luster. Among  his  other  top  holdings 
are  Royal  Bank  of  Scotland  Group, 
which  has  been  embroiled  in  a  takeover 
battle  with  National  Westminster  Bank 
PLC.  Tiger  has  major  stakes  in  both — 
and  the  shares  of  both  have  dropped 
this  year.  Robertson  has  done  much  bet- 
ter with  its  little-publicized  major  stake 
in  San  Paolo  imi,  an  Italian  bank  that 
has  seen  its  share  prices  climb  11.2^,  in 
dollars,  through  Feb.  28. 

Robertson's  U.S.  stock  picks  have 
generally  been  heavily  weighted  toward 
the  industrial  and  financial  sectors,  both 
of  which  have  been  subpar  performers. 
Among  Tiger's  major  holdings  are 
Bowater,  the  newsprint  manufacturer, 
Columbia/HCA  Healthcare,  and  GTECH 
Holdings,  which  operates  computerized 
online  lottery  systems. 

Robertson  appears  to  have  sold  at 
least  a  portion  of  his  stake  in  Bear, 
Stearns  &  Co.,  which  appears  on  the 
December  list  of  top  holdings  but  not 
the  January  list.  Short-selling  of  Amer- 
ican stocks — a  wager  on  lower  share 
prices — was  Tiger's  best-performing  as- 
set class.  But  shorts  contributed  only 
1.8  percentage  points  to  Tiger's  January 
performance. 

LEVERED  DOWN.  Robertson  has  retreat- 
ed from  bets  in  currencies,  fixed-income 
investments,  and  commodities — and  the 
ones  that  he  made  were  also  lacklus- 
ter, according  to  the  January  monthly 
report.  Bad  currency  bets  trimmed  one 
percentage  point  from  January  perfor- 
mance, and  commodity  bets  eked  out  a 
0.8%  performance  contribution.  Accord- 
ing to  the  January  report,  Tiger  is  main- 
ly short  Asian  stocks  and  is  long  the 
North  American  and  European  markets, 
though  with  a  substantial  short  posi- 
tion almost  two-thirds  the  size  of  its 
stock  holdings.  In  his  Feb.  4  memo  to 
investors,  Robertson  was  philosophical 
about  his  holdings'  dreary  performance: 
"I  know  you  have  hear-:!  this  before, 
but  we  still  believe  that  these  and  our 
other  value  stocks  will  work  well  for 
us  in  time." 

The  Jaguar  reports  shed  an  interest- 
ing light  on  Robertson's  use  of  leverage. 
In  recent  months  he  has  used  far  less 
leverage  than  he  formerly  employed  to 
beef  up  his  stock  and  "macro"  invest- 
ments in  global  currencies  and  deriva- 


tives. Hedge  funds  have  often  been  crit- 
icized for  using  borrowed  money  to 
boost  their  returns,  which  can  result  in 
massive  problems  if  market  bets  go 
sour.  Indeed,  leveraged  market  bets  con- 
tributed to  the  downfall  of  Long-Term 
Capital  Management  in  1998.  Robert- 
son is  avoiding  that  pitfall,  however. 

At  the  beginning  of  1999,  Tiger's 
stock  positions  were  leveraged  to  about 
270%.  Adding  in  its  positions  in  curren- 
cies and  commodities.  Tiger's  total  lever- 
age was  500%  of  its  net  assets.  By  the 
end  of  1999,  Tiger's  stock  positions  were 

OFF  TO  A  ROCKY 
START  IN  2000 


COMPANY                                               PERFORMANCE 
YEAR  TO  DATE** 

TOP  10  HOLDINGS* 

BOWATER 

-13.8% 

COLUMBIA/HCA 

-33.6 

GENERAL  MOTORS 

7.6 

GTECH  HOLDINGS 

-11.4 

NATIONAL  WESTMINSTER 

-16.0 

ROYAL  BANK  OF  SCOTLAND  GROUP 

-31.5 

SAMSUNG  ELECTRONICS 

-9.1 

SAN  PAOLO  IMI 

11.2 

SEALED  AIR 

-11.2 

U  S  AIRWAYS 

-42.1 

S&P'S  500  STOCK  INDEX 

-8.1 

Companies  are  listed  in  alphabetic  order;  performance  of 
overseas  companies  are  in  U.S.  dollars;  dividends  reinvest- 
ed where  applicable 

*As  of  Jan.  31,  2000  **As  of  Feb.  28 

0ATA:  JAGUAR  FUND:  BLOOMBERG  FINANCIAL  MARKETS 

leveraged  to  135%  of  invested  capital, 
and  total  leverage  was  down  to  about 
280%  of  net  assets.  Tiger's  leverage  of 
its  stock  portfolios  increased  slightly  in 
January  2000,  to  149%.  But  that  is  still 
a  far  cry  from  the  massive  leverage 
that  troubles  regulators. 

By  using  only  modest  leverage, 
Robertson  has  ensured  against  dramat- 
ic declines  if  his  portfolios  continue  their 
downward  slide.  Less  leverage  also  lim- 
its Tiger's  upside  potential,  if  its  hold- 
ings rebound.  But  will  they?  In  1999,  of 
course,  the  big  winners  were  technology 
stocks,  and  Tiger  generally  kept  its  dis- 
tance. Only  one  high-tech  stock — Korean 
electronics  company  Samsung — appears 
in  the  list  of  Robertson's  top  stock  hold- 
ings as  of  Jan.  31.  In  a  memo  to  Jaguar 


investors  in  mid-January,  Tiger  te< 
ogy  analyst  Thomas  Kurlak  prec 
strong  earnings  growth  for  the  K 
company.  But  the  company  ha; 
formed  poorly  so  far  in  2000. 

Technology  has  been  a  low  pn 
for  Robertson.  At  the  end  of  1999 
9%  of  Tiger's  equity  positions  cons 
of  technology  stocks,  compared  w 
24%  exposure  to  financial  stocks, 
for  transportation  stocks,  and  IP 
industrials.  Tiger  officials  have  said 
licly  that  his  technology  picks  have 
formed  well.  But  according  to  one 
mer  Tiger  analyst,  Robertson 
resisted  implementing  an  idea  th 
said  to  be  favored  by  Duff — indu 
specific  "sector  funds." 
CLAWING  BACK  UP.  According  to 
former  Tiger  analyst,  Robertson 
the  idea — in  principle.  "Phil  thought 
people,  because  they  love  diversi 
tion,  weren't  going  to  increase  thei 
vestment  in  Tiger,"  but  might  put  t 
money  in  a  sector  fund  operatec 
Tiger.  "Julian  has  been  saying:  'I  ag 
let's  do  that.'  But  when  push  has  c 
to  shove,  he  hasn't  let  go."  Such  fu 
he  notes,  would  result  in  separate  ti 
records  that  might  be  better 
Robertson's,  "and  that's  n6t  sometl 
that,  frankly,  his  ego  can  handle." 

Another  alternative  that  has 
nowhere,  so  far  at  least,  is  the  poss 
ity  of  a  merger  partner.  That  would 
assure  investors  and  bring  Tiger 
capital.  But  a  merger  or  creation  of 
tor  funds  may  prove  to  be  fruitless 
less  Tiger  stems  the  flow  of  losses  in 
coming  months.  In  order  to  again  be 
drawing  its  20%  share  of  profits,  Ti 
must  recoup  all  of  its  losses  since  Ja 
ary,  1998 — the  "high-water  mark" 
most  Tiger  funds.  With  Robertsc 
funds  now  33%  below  their  levels 
that  time,  the  Tiger  funds  have  to  cli 
50%  just  to  break  even  and  begin  dn 
ing  fees. 

Accomplishing  such  a  task  is  daunt 
but  not  impossible.  Market  sentim< 
can  shift.  There  may  even  be  that  "c 
of  reckoning"  Robertson  mentioned 
his  January  letter  to  investors.  His  v 
ue  stocks  may  come  back  in  style.  I 
for  Robertson's  sake,  they'd  better  st 
rebounding  over  the  next  few  months, 
they  don't,  that  "day  of  reckoning"  v 
take  place  on  the  48th  floor  of  101  Pa 
Avenue,  New  York  City. 

By  Gary  Weiss  in  New  Yo 
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I  You  have  a  million  questions 
about  e-business. 


V    . 


Here  are  25,000  companies; 
that  can  answer  them. 


Microsoft 


Solution  Provider 


You  know  e-business  can  move  your  company  forward  by 
leaps  and  bounds.  But  how  do  you  take  the  first  steps?  Start 
by  talking  to  a  Microsoft8  Certified  Solution  Provider.  MCSPs  are  independent  companies 
certified  by  Microsoft  to  provide  you  with  the  expertise  and  support  needed  to  create  an 
e-business  solution  that's  right  for  your  company.  Make  transactions  over  the  Web.  Move 
processes  online.  Help  people  in  your  organization  work  smarter  together.  Whatever 
e-business  solution  makes  the  most  sense  for  your  business,  MCSPs  are  the  easiest  way 
to  get  started.  To  find  the  right  solution  provider  for  you,  go  to  www.microsoft.com/mcsp 


\ 


:vo:^ 


Where  do  you  want  to  go  today? 


Finance 


LEVITT:  Afocus 
protecting  indivi 
ual  investors 


REGULATION 


HOW  GOOD  IS 
LEVITTS  ENDGAME? 

His  methods  under  fire,  the  SEC  chief  tackles  market  reform 


Securities  &  Exchange  Commission 
Chairman  Arthur  Levitt  Jr.  has 
the  accounting  industry  right 
where  he  wants  it:  On  the  ropes. 
The  scandal  caused  by  Pricewater- 
houseCoopers'  violations  of  auditor  in- 
dependence rules — in  which  half  of  the 
firm's  partners  were  found  to  own 
stocks  in  companies  it  audited — has  ac- 
countants cowering.  The  sec  has  taken 
a  tough  stance,  directing  Compaq  Com- 
puter Corp.  to  drop  pwc  as  its  auditor 
and  ordering  follow-up  probes  at  seven 
other  top  firms.  But  Levitt  is  pursuing  a 
more  ambitious  goal:  He  hopes  to  har- 
ness public  outrage  to  force  big  ac- 
counting firms  to  split  their  audit  work 
from  lucrative  consulting  practices,  a 
move  the  Big  Five  have  long  fought. 

The  ploy  is  classic  Levitt.  From  en- 
crusted stock  exchanges  to  overcom- 
pensated  brokers,  the  69-year-old  SEC 
chief  holds  strong  views  on  industry 


practices  that,  based  on  his  long  Wall 
Street  career,  he  believes  harm  in- 
vestors. He  forces  change  through  a 
mix  of  jawboning  public  speeches  and 
stern  private  scoldings  of  industry  lead- 
ers. He  doesn't  hesitate  to  use  his  bully 
pulpit  or  the  SEC's  considerable  powers 
to  steer  the  financial  industry  toward 
reform.  If  all  else  fails,  he  regulates. 

And  he  has  gotten  results.  Levitt's 
SEC  has  presided  over  the  biggest  ex- 
pansion of  stock  ownership  in  history. 
His  enforcers  have  cracked  down  on  In- 
ternet stock  scams,  companies  and  ac- 
countants that  cook  their  books,  collu- 
sion in  the  Nasdaq  stock  market,  and 
firms  that  favor  analysts  and  institu- 
tions with  exclusive  information  (table). 
His  long  tenure — at  almost  seven  years, 
the  longest  in  the  sec's  66-year  histo- 
ry— has  been  marked  by  a  drive  to  pro- 
tect individual  investors  and  a  haunt- 
ing fear  of  what  might  happen  if  the 


bull  market  ends 
denly.  "When  the 
ket  goes  down,  il 
public  feels  their 
tectors     have 
asleep  at  the  sw 
business  and  gov 
ment  will  suffer  a 
rible  loss  of  public 
fidence,"  Levitt  w; 
"It's  uppermost  in 
mind." 

But    his    metl 
are    igniting   con 
versy    as    he    ni 
into  the  home  str 
of  his  career.  Thol 
he  wins  bipartisan 
dos  for  his  stew 
ship,  Levitt  isn't 
tain  of  remainin 
chairman    next 
under  either  a  Re 
lican    or    Democr 
President.  And  his  latest  plans  to 
shape  U.  S.  stock  and  options  mar 
for  electronic  and  increasingly  gl< 
competition  are  running  into  a  hailst 
of  opposition  from  the  industry 
Capitol  Hill.  "I  have  a  very  high  op: 
of  Arthur  Levitt,  but  he  has  often  b 
too  quick  to  intervene,"  says  Sen 
Banking   Committee    Chairman 
Gramm  (R-Tex.),  who  promises  mon 
of  hearings  to  brake  Levitt's  dash 
AMBITIOUS   AGENDA.    Levitt  concec 
that  his  agenda  is  ambitious.  But 
job,  as  he  sees  it,  is  to  drive  the  capi 
markets'  multiple  vested  interests 
ward  consensus.  If  he  seems  overly  < 
ger,  he  makes  no  apology.  "I  believe 
U.  S.  markets  could  lose  their  supren1 
cy  overnight  to  overseas  electronic  m; 
kets  that  are  more  facile,"  he  says.  1 
ready,     European     exchanges     ha 
adopted  electronics  to  execute  stock 
ders  more  quickly  and  cheaply  than  t 
New  York  Stock  Exchange  or  Nasd 
Levitt  is  not  alone:  Federal  Reser 
Chairman  Alan  Greenspan  privatel 
shares  his  concerns.  And  former  Tre 
sury  Secretary  Robert  E.  Rubin,  no 
with  Citigroup,  says  that  Levitt  "h 
done  the  country  an  enormous  servic 
by  giving  this  issue  a  sense  of  urgency 
The  sudden  appearance  of  multip 
electronic  markets  raises  sticky  que 
tions  about  "fragmented"  trading  an 
investor  protection.  Dealers  or  investoi 
who  put  in  the  best  bids  for  stocks  ma 
end  up  watching  traders  in  anothe 
market  selling  at  their  price  withot 
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SOUND 
ADVICE. 


Minus  The  Power  Lunches. 

www.pmblvd.com  —  The  next  generation  of  management  consulting. 

PMBoulevard  is  the  world's  most  comprehensive  project  management  portal  —  now  offering  online  project 
management  through  the  Virtual  PMO.  The  Virtual  PMO  gives  you  access  to  a  full-service  project  management 
team  and  best-of-breed  web-based  project  collaboration  software,  reducing  overhead  and  travel  costs. 
PMBoulevard  also  offers  expert  advice  and  decades  of  expertise  through  the  Knowledge  Center, 
one-on-one  consulting,  and  online  training.  Visit  for  free  information,  newsgroups,  project  templates, 
assessments,  and  current  articles.  Call  800-663-7138  or  visit  us  at  www.pmblvd.com  today. 
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On  May  9, 
plug  into  a  wor 
or  e-network 
opportunitie 
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TECHNOLOGY 

LEADERSHIP 

S  U  M  M  I  I 


e-Networks:  Communications  Strategies 
for  the  e-Business  Economy 


MAY  9,  2000  ■  SHERATON  NEW  YORK  ■  NEW  YORK  CITY 


John  W.  Sidgmore 

Vice  Chairman, 

MCI  Worldcom; 

Chairman,  UUNet 


Kevin  O'Connor 

CEO 

DoubleClick 


Naveenjain 

Chairman, 

CEO  &2  Founder 

Infos^ace.  com 


What  decisions  will  you  need  to  make  to  survive 
in  the  next  generation  of  e-business?  How  do  you 
integrate  voice,  data  and  Internet  communications 
into  the  most  effective  global  network7  What  are 
the  most  successful  strategies  and  business  models 
today?  And  even  more  important,  what  will  those 
strategies  be  tomorrow? 

Find  out  at  The  2nd  Annual  Business  Week 
Technology  Leadership  Summit  in  New  York.  On 
May  9,  you'll  learn  why  the  right  technological 
advantage  is  the  best  strategic  advantage. 

You'll  also  hear  real-world  solutions  and  insights 
from  pacesetters  in  the  e-business  economy  including: 

■  Eric  A.  Brewer,  Chief  Scientist,  Inktomi,  Inc. 

■  John  Cross,  Executive  VP,  AppNet,  Inc. 

■  Mark  H.  Goldstein,  President  and  CEO, 
BlueLight.com 

■  Gary  King,  CIO,  bamesandnoble.com   ' 
among  others 

To  guarantee  that  this  conference  is  a  valuable 
experience  for  each  executive,  reservations  are  ex- 
tremely limited.  To  reserve  your  place  at  this  strategic, 
hands-on  conference  for  top-level  executives: 
Go  to:   wwwconferences. 
businessweek.com/ 
2000/enetworks/ 
e-mail:    enetworks@businessweek.com 
phone:    1-800-682-6007 
fax  on  demand:    1-800-682-6007  document  #150 
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"I  believe  the  U.  S.  markets  could  lose  their  supremacy  f\  < 
overnight  to  overseas  electronic  markets"  f0 


ever  offering  them  any  shares.  One  an- 
swer is  to  link  competing  markets.  But 
who  owns  the  linkage,  and  what  rules 
apply,  are  questions  that  the  sec  is  de- 
bating. 

Five  of  Wall  Street's  biggest  invest- 
ment banks  say  they  have  the  answer: 
Force  all  markets  to  display  orders  in 
one  electronic  order  book,  where  the 
best  bids  or  offers  will  be  filled  first- 
come,  first-served.  Sounds  fair.  But  elec- 
tronic markets  and  retail  brokers  such 


as  Charles  Schwab  &  Co.  say  this  "cen- 
tral limit  order  book"  will  become  a  cap- 
tive of  the  big  banks.  Markets  should 
forge  their  own  links,  they  say.  Compe- 
tition among  markets  "has  leveled  the 
playing  field — and  customers  love  it," 
says  Schwab  ceo  Charles  R.  Schwab. 
Skeptics  also  note  that  the  Street's 
scheme  wouldn't  require  mutual  funds, 
pensions,  and  other  institutions — the 
most  profitable  clients  of  big  investment 
banks — to  post  their  orders  in  the  cen- 
tral book. 

For  markets  and  brokers,  "this  is  a 
life-and-death  debate,"  Levitt  says.  He 
maintains  that  he  hasn't  made  up  his 
mind.  But  his  public  remarks  empha- 
size the  risks  of  fragmented  trading 
over  the  advantages  of  market  compe- 
tition. That  worries  Schwab  and  other 
advocates  of  market-driven  linkages. 
Even  Levitt's  admirers  say  he  should 


slow  down:  "I'd  hate  for  him  to  take 
[the  competition]  back  a  step  by  over- 
reacting," says  Bernard  L.  Madoff  of 
stock  wholesaler  Bernard  L.  Madoff  In- 
vestment Securities. 

Some  critics  also  question  whether 
Levitt  is  playing  fair.  He  met  with  top 
executives  of  Merrill  Lynch,  Goldman 
Sachs,  and  Morgan  Stanley  Dean  Witter, 
promoters  of  the  central  book,  while 
the  sec  was  drafting  the  market-reform 
options  that  it  put  out  for  public  re- 


when  Levitt  headed  the  American  ten 
Exchange,  options  in  a  particular  io< 
have  traded  on  only  one  of  the  fouln 
jor  exchanges.  At  Levitt's  urginajtl: 
markets  have  begun  to  trade  eacllti 
ers'  options.  But  that's  brought  I 
of  the  same  problems,  such  as  dap 
paying  kickbacks  to  win  orders, 
arise  in  competing  stock  markets. 
Now,  the  sec  wants  options  ma 
to  link  up — perhaps  in  the  same  sdfc  i 
central  book  that  the  big  Wall  .Site* 


Levitt's  Push  To  Protect  Investors 
Is  Meeting  Resistance 


ISSUE 


FOR-PROFIT  STOCK 
MARKETS 

RISE  OF  ELECTRONIC 
EXCHANGES 

AUDITOR 
INDEPENDENCE 

ANALYST  MEETINGS 


OPTIONS  EXCHANGES 


LEVITTS  STANCE 

In  favor,  but  says  must 
be  independently  regulated 

Worries  fragmentation  could 
make  U.S.  markets  less 
competitive 

Wants  reforms,  such  as  split 
between  firms'  audit  and 
consulting  arms 

Wants  retail  investors  to  get 
quickly  all  information  disclosed 
to  analysts 

Pressing  exchanges  to  link  trad- 
ing and  offer  the  same  options 

DATA:  BUSINESS  WEEK 


OPPONENTS 

NYSE  says  regulation 
is  part  of  its  strength 

Schwab  and  electronic  mark 
say  rules  would  kill 
competition 

Accounting  firms  argue  they'; 
fixing  conflict-of-interest 
problems 

Some  analysts  and 
institutional  investors  like 
selective  disclosure 

Exchanges  say  customers  wa 
different  services  and  produc 


view.  Competitors,  fearing  a  fix  was  in, 
rushed  to  Capitol  Hill:  "We've  had  a  lot 
of  complaints  that  the  sec's  decisions 
are  made  in  private  with  a  select  few, 
then  announced  as  a  fait  accompli,"  says 
a  GOP  congressional  aide. 
OPTIONS  INITIATIVE.  Levitt  insists  that 
he's  no  more  swayed  by  the  big  firms 
than  he  is  by  the  electronic  markets 
and  small  brokers  whom  he  also  con- 
sulted. On  Feb.  29,  Levitt  gave  House 
Government  Reform  &  Oversight  Com- 
mittee Chairman  Dan  Burton  (R-Ind.)  a 
letter  listing  all  the  firms  with  which 
he  met,  including  Schwab.  "Meeting 
with  lots  of  people  is  what  the  chairman 
of  the  sec  should  be  doing  as  he  for- 
mulates policy,"  says  Robert  C.  Pozen, 
president  of  Fidelity  Management  &  Re- 
search Co.,  who  attended  one  meeting. 
The  options  exchanges  are  feeling 
Levitt's  heat,  too.  Since  the  early  1980s, 


firms  propose  for  stocks.  Such  rv 
"would  have  a  destructive  impact  on 
vestors  in  the  options  market," 
William  J.  Brodsky,  CEO  of  the  Chic 
Board  Options  Exchange.  Another 
change  official  is  more  blunt:  Levitt 
"trying  to  shove  this  down  our  throat 

Levitt  insists  that  his  methods 
always  above-board.  His  goal  has  be 
to  "position  the  [sec]  as  the  investo 
agency,"  an  approach  that  "gives  us  t 
ability  to  push  the  industry  forwar 
with  a  minimum  of  formal  regulatic 
And  even  his  harshest  critics  agree  th 
Levitt's  drive  to  put  investors  first  h 
paid  off  in  public  confidence  and  robi; 
markets.  But  how  much  further  can 
get,  with  limited  time  and  stiffening  i 
dustry  resistance?  For  Levitt,  that's  tl 
trillion-dollar  question. 

By  Mike  McNamee  and  Pan 
Dwyer  in  Washingtc 
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IRA         INVESTING 


A  clever  headline  is  no  substitute 
for  actual  long-term  performance. 


$40,000 
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10,000 


How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors 


■  Blue  Chip  Growth  Fund 
0  Upper  Large-Cap  Core 
Funds  Average 


$40,039- 


6/93  12/93 


12/99 


Maybe  it's  time  to  move  your  IRA. 


For  many  investors,  the  beginning  of  a  new  year 
signifies  the  time  to  reassess  the 
performance  of  their  IRA  invest- 
ments. So,  if  you're  thinking  of 
opening  a  Roth  or  Traditional  IRA, 
we  would  like  you  to  consider 
investing  with  T.  Rowe  Price. 


We  offer  a  wide  variety  of  options, 

including  the  T.  Rowe  Price  Blue  Chip  Growth 

Fund — a  proven  long-term  performer. 

The  fund  seeks  long-term  capital  appreciation 
by  investing  in  established  companies  with 
strong  market  positions  in  growing  industries. 
The  fund  may  be  appropriate  for  retirement 
investors  primarily  seeking  capital  growth  over 


Overall  risk-adjusted  performance. 

The  fund  was  rated  among  3,533  and 

2,215  domestic  equity  funds  for  the 

three-  and  five-year  periods  ended 

1/31/00,  respectively.* 


time  and  who  are  willing  to  assume  market  risk. 

As  the  chart  shows,  it  has 
outperformed  its  Lipper 
Category  Average  of  peer 
growth  funds  since  incep- 
tion, and  has  also  earned 
Morningstar's  highest  rating 
of  five  stars  (*****)  for 
its  overall  risk-adjusted  performance.  Of 
course,  past  performance  cannot  guarantee 
future  results.  No  sales  charges. 

To  receive  your  free  IRA  Investing  Kit  and  a 

prospectus  (we  offer  over  50  mutual  funds, 
all  appropriate  for  IRA  investing  and  all  100% 
no  load),  call  us  or  visit  our  Web  site  today. 


ASK 

ABOUT 

OUR 


ROTH 
IRA 


Call  24  hours 
1-800-541-7885 

www.troweprice.com 


Invest  With  Confidence 

T.RoweRice 


20.00%,  28.28%,  and  23.78%  are  the  hind's  average  annual  returns  for  the  1-year,  5-year,  and  since  inception  (6/30/93)  periods  ended 
12/31/99,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and  principal 
value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  (Source  for  Upper  data:  Upper  Inc.) 
*Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1/31/00.  These  ratings  may  change  monthly  and  are  calculated  from  the 
fund's  3-  and  5-year  average  annual  returns  in  escess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  per- 
formance below  90-day  Treasury  bill  returns.  The  fund  received  4  and  5  stars  for  the  3-  and  5-year  periods,  respectively  The  top  10%  of  the  funds  in  a  broad 
asset  class  receive  5  stars,  and  the  next  11 .5"'.  receive  4  For  more  information,  including  fees  and  expenses,  read  the  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  ik  u»31  1 1 
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EVEN  IN  SMALL  CAPS 
ITS  A  TECH  RALLY 

The  small-stocks  surge  is  real,  but  its  scope  remains  narrow 


For  the  past  five  years  some  of  Wall 
Street's  top  small-cap  pundits 
doggedly  predicted  that  small 
stocks  would  outperform  large 
stocks.  It  finally  happened  last  year. 
With  a  sudden  burst  in  December,  the 
Russell  2000  index — the  most  widely 
used  gauge  of  small-stock  performance — 
slipped  past  the  Standard  &  Poor's  500- 
stock  index.  This  year  the  Russell  is  on 
a  tear  again.  It's  up  14.5%  through  Feb. 
29,  vs.  a  7%  decline  in  the  s&p  500. 

Some  investors  are  saying  that  small- 
cap    stocks    are    finally   ending   their 
painful  slump.  "The  market  is 
realizing  large-cap  valua- 
tions are  extremely  high, 
and  a  natural  broadening  out 
is  occurring,"  says  Joseph 


Sciences  Inc.,  up  187%  year-to-date,  says 
Steven  G.  DeSanctis,  small-cap  strate- 
gist at  Prudential  Securities  Inc. 

The  two-tier  small-cap  market  has 
left  value  investors  out  in  the  cold  again. 
Through  the  end  of  February,  190  small- 
cap  value  funds  tracked  by  Momingstar 
are  up  an  average  of  just  .04%,  while 
342  small-cap  growth  funds,  which  in- 


Gatz,  manager  of  Loomis  Sayles  Small 
Cap  Value  Fund. 

But  does  the  small-cap  resurgence 
really  signal  a  broadening  of  the  mar- 
ket? The  answer  appears  to  be  no.  As 
in  the  overall  market,  tech  stocks  and 
biotech  stocks  account  for  nearly  all  the 
gains  in  the  Russell  2000,  while  nearly 
all  others  are  lagging  behind  (table, 
page  138).  So  far  this  year,  only  56 
stocks  accounted  for  the  Russell  2000's 
gain  through  Feb.  28.  Nearly  all  were 
high-flying  tech  names  with  the  biggest 
winners  PE  Corp.  Celera  Genomics 
Group,  up  229%,  and  Human  Genome 


vest  heavily  in  technolo- 
gy, are  up  22.7%. 

Pressure  on  small-cap  value  investors 
is  likely  to  continue.  Mutual  fund  in- 
vestors chasing  high  returns  are  con- 
centrating their  bets  ever  more  heavily 
on  technology.  So  for  this  year,  more 
than  half  of  the  $65  billion  going  into 
U.S.  equity  funds  has  gone  into  tech- 
nology, biotech,  and  aggressive  growth 
funds,  according  to  amg  Data  Services. 

Some  small-cap  managers  are  wor- 
ried. Gatz's  value  fund  aims  to  avoid 
buying  stocks  that  trade  above  the  Rus- 
sell 2000  average  price-earnings  ratio 
of  21,  so  he's  limited  in  the  number  of 
tech  and  biotech  names  he  can -buy. 
Now  that  the  Russell  is  soaring,  Gatz 
groans,  "It's  like  finally  getting  an  invi- 
tation to  a  big  party,  and  you  get  stuck 
in  the  parking  lot." 

Small  technology  stocks  are  soaring 
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profits  for  the  large-cap  tech  stocks 
the  s&p  500  are  just  29%,  Hill  says. 

True,  small-cap  stocks  have  stagJ^ 
brief  rallies  repeatedly  in  the  last  fr 
years,  only  to  disappoint.  But  this  tin    ^ 
might  be  different.  For  the  last  fe 
years  investors  have  focused  on  the  a< 
vantages  of  large  stocks  compared 
small  stocks,  says  Paul  Antico,  manage 
of  Fidelity's  Small  Cap  fund.  "That 
not  the  case  any  more — now  it's  tec 
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vs.  nontech"  regardless  of  a  company's 
size,  he  says. 

Technology's  might  is  zapping  the  ap- 
peal of  classic  defensive  stocks  that  in- 
vestors tend  to  favor  when  the  economy 
weakens,  as  many  now  fear  will  hap- 
pen as  Fed  Chairman  Greenspan  raises 
rates.  Consumer  staples,  including  com- 
panies whose  profits  typically  hold  up 
well  in  recessions,  such  as  Smithfield 
Foods  Inc.  and  Coca-Cola  Bottling  Co., 
are  down  9."r(  this  year. 
BETTING  ON  THE  "BARBELL"  Even  non- 
tech industries  with  strong  earnings 
prospects  are  sucking  wind.  DeSanctis 
estimates  small-cap  energy  stock  profits 
will  rise  42%  this  year,  but  the  sector  is 
so  far  eking  out  just  a  9%  gain.  "Every- 
body's going  after  high-growth  compa- 
nies and  ignoring  everything  else,"  De- 
Sanctis says. 

Still,  some  small-cap  specialists  an- 
ticipate strength  in  the  broader  small- 
cap    market.    Satya    Pradhuman,    of 

Behind  the  Surge 

YEAR-TO-DATE 
PERCENT  CHANGE 


BIOTECH* 

59.95 

TECHNOLOGY 

30.00 

PRODUCER  DURABLES 

16.55 

ENERGY 

9.19 

UTILITIES 

4.09 

FINANCIAL  SERVICES 

-7.41 

MATERIALS  AND  PROCESSING 

-7.72 

CONSUMER  STAPLES 

-9.74 

OTHER 

9.98 

AUTOS  AND  TRANSPORTATION 

-10.79 

CONSUMER  DISCRETIONARY 

-11.24 

TOTAL  14.5 

"Includes  all  health  care  "Through  Feb.  29 

DATA:  PRUDENTIAL  SECURITIES 

Merrill  Lynch  &  Co.,  is  betting  on  a 
"barbell"  effect,  in  which  both  the  top 
and  the  bottom  sectors  of  the  small-cap 
universe  see  healthy  gains  this  year. 
His  reasoning?  Pradhuman  says  21%  of 
the  small-cap  stocks  he  tracks  are  trad- 
ing at  rock-bottom  valuations  of  less 
than  10  times  earnings  tracked  over  the 
year  to  date.  And  the  bottom  stocks 
will  get  a  boost  because  many  of  them 
will  be  takeover  or  merger  targets,  he 
says. 

Pradhuman's  bottom  fine:  the  Russell 
2000  will  be  up  about  14%  at  yearend — 
vs.  a  10%  rise  in  the  s&p  500,  according 
to  market  forecasters  polled  by  busi- 
ness week  at  the  end  of  last  year. 

Pradhuman's  forecast  may  turn  out 
to  be  on  the  mark.  Not  because  the 
market  will  broaden,  but  because  small- 
cap  tech  will  continue  to  skyrocket. 

By  Geoffrey  Smith  in  Boston 
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BANKING 


NOW  ITS 
SANDYGROUP 

John  Reed's  departure  gives 
Weill  free  rein  at  Citigroup 

Citigroup  co-Chief  Executive  John 
S.  Reed's  retirement  in  mid-April 
will  leave  Sanford  I.  Weill,  66,  sole 
ruler  of  a  $170  billion  empire  stretching 
over  100  countries.  Many  analysts  are 
guessing  that  Weill,  free  from  Reed's 
characteristically  cautious  approach  to 
mergers,  will  switch  to  what  he  does 
best — buying  up  companies  and  squeez- 
ing out  costs,  especially  in  the  U.  S., 
where  financial  services  firms  are 
cheap.  Citigroup,  says  Raymond  James 
&  Associates  banking  analyst  Richard 
X.  Bove,  will  become  "maniacally 
aggressive." 

Not  so  fast,  says  Weill.  Although  he 
concedes  that  there  are  financial  ser- 
vices firms  that  could  be  considered  bar- 
gains in  the  U.S.,  "it's  a  little  too  early 
to  tell"  whether  or  not  any  of  them  will 
work  with  Citi's  strategy.  "We  have  to 
see  what  can  be  done  with  a  branch," 
Weill  says,  adding  that  he's  not  con- 
vinced that  Citi  needs  to  expand  its 
physical  presence. 

READY  CASH.  There's  no  lack  of  buyout 
candidates  among  financial  services  com- 
panies. Banks  are  cheap,  particularly 
those  that  choked  on  bungled  mergers. 
Both  Bank  One  and  First  Union,  fcr 
example,  have  struggled  to  integrate 
acquisitions  and  are  trading  at 
around  1.5  times  book  value,  vs. 
Citi's  3.7.  Citi,  already  the  na- 
tion's largest  credit-card  lender, 
could  achieve  even  greater 
economies  of  scale  by  buying 
Bank  One's  $70  billion  credit-card 
portfolio. 

Investors  have  also 
shied     away     from 
nonbank        finance 
firms,  making  them 
bargains,  too.  Asso- 
ciates First  Capital 
Corp.,     a     Dallas- 
based       consumer 
lender,  could  be  a 
buy,  say  analysts. 

Citi  is  one  of  the 
few  U.S.  financial 

REED:  Gold-watch 
time 


WEILL:  No  spendathon 
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groups  with  the  currency  to  mak 
quisitions.  Its  stock  trades  around 
off  a   52-week   high   of  $60,125, 
stronger  than  most  of  its  peers, 
reason  for  that  strength  is  Citi's 
itability:  Analysts  expect  earnin 
rise  nearly  20%  this  year.  They  say 
could  also  free  up  a  lot  of  cash  by 
ming  Citi's  global  banking  networ 
hallmark  of  the  Reed  era.  Weill  in 
he's  committed  to  global  banking, 
analysts  note  it  earns  less  than  dom 
banking.  Citibank  North  America, 
instance,  is  the  group's  most  profit 
unit,  with  a  4.14%  return  on  assets. 
Although  Reed  was  responsible 
building  that  unit  over  his  35  year 
the  bank,  it's  Weill's  sheer  force  of 
that  seems  to  inspire  confidenc 
investors.  "They're  both  typ 
personalities.  Sandy  is  just 
plus,"  said  Timothy  M.  Ghris 
senior  portfolio  manager  at  Dr 
fus  Corp. 

TO-DO  LIST.  Weill  still  has  so| 
unfinished  business  to  compl 
The  Travelers-Citicorp  merge 
"roughly  two-thirds  comple 
says  one  of  Citi's  few  detr| 
tors,     Credit     Suisse     Fi 
Boston   Corp.   bank  anab 
Michael  L.  Mayo,  who  ra  I 
the  stock  a  sell. 

But  that's  a  minority  op 
|  ion.  And  it  is  unlikely  to  c 
ter  Weill  from  pursuing  a 
good  deals  he  spots.  Es{ 
cially  as  he's  now  in  sc 
charge. 

By  Heather  Timmons  v 
New  York 
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COMMENTARY 

By  Geri  Smith 

MEXICO  ISN'T  INVESTMENT-GRADE  YET 


The  news  caught  many  by  sur- 
prise: On  Feb.  2,  Moody's  In- 
vestors Service  announced  that  it 
was  contemplating  granting  Mexico 
investment-grade  status  (Baal)  for 
its  foreign  currency  debt.  The  move 
has  sparked  a  debate  among  Mexico 
watchers  over  whether  the  country 
is  really  ready  to  join  the  select 
group  of  investment-grade  nations. 
In  Latin  America,  only  Chile  is 
now  a  member  of  that  club. 

Is  Moody's  rushing  to 
judgment?  It  seems  so. 
The  upgrade  could  come 
as  early  as  April,  just 
months  before  the  pres- 
idential election  in  July, 
which  promises  to  be 
the  most  open  and  hotly 
contested  in  history.  The 
rub  is  that  in  Mexico, 
every  presidential  tran- 
sition for  the  past  quar- 
ter century  has  been 
accompanied  by  a  steep 
devaluation  and  eco- 
nomic collapse. 
PESO  PROBLEM.  Al- 
though chances  are 
good  that  the  country 
can  avoid  an  economic 
crisis  this  election  year, 
it's  by  no  means  certain. 
And  while  the  economy 
is  in  fine  shape,  it's  still 
vulnerable.  The  peso  is  a 
touch  too  strong.  And 
there  is  still  potential  for 
political  upheaval,  such  as 

an  assassination  or  a  a.«n  j_        j.*     l 

guerrilla  uprising— events    Still  P0l6ntlcll 
that  helped  precipitate  n  . ,    .        - 

for  political 


its  part,  denies  that  it  is  jumping  the 
gun.  "We  have  never  said  that  noth- 
ing will  happen,"  says  Luis  Ernesto 
Martinez-Alas,  vice-president  and  se- 
nior credit  officer  of  Moody's  sover- 
eign risk  unit.  "We're  saying  that 
even  if  something  happens,  the  risk 
that  the  Mexican  government  will 
default  on  its  bonds  is  less  than  it 
was  before."  Martinez-Alas  is  also 


The  economy 
has  improved, 
but  there  is 


the  peso  crash  of  1994. 

All  these  reasons  sup- 
port the  decision  by  oth-      Upheaval 

er  rating  agencies  to  

wait.  Duff  &  Phelps 
Credit  Rating  Co.,  which  rates  Mexi- 
co one  notch  below  investment 
grade,  has  indicated  that  it  will  hold 
off  until  after  the  elections  and 
maybe  until  next  year  before  consid- 
ering an  upgrade.  So  has  Standard  & 
Poor's  Corp.,  which  rates  Mexico  two 
notches  below  investment  grade.  s&P, 
like  business  week,  is  part  of  The 
McGraw-Hill  Companies.  Moody's,  for 


confident  the  elections 
will  not  significantly  al- 
ter the  course  of  eco- 
nomic policy  in  Mexico. 
"We  believe  reforms 
will  go  forward,"  he 
says. 

True,  Mexico  has 
come  a  long  way  since 
the  Dec.  1994  devalua- 
tion. After  shrinking 
6.2%  in  1995,  the  econo- 
my has  averaged  annual 
growth  of  5.1%.  The  current-account 
deficit  was  a  manageable  2.8%  of 
gross  domestic  product  at  the  end  of 
1999.  And  with  oil  prices  at  $30  per 
barrel,  the  government  is  sure  to 
meet  this  year's  budget  deficit  target 
of  1.25%  of  gross  domestic  product. 
But  Mexico  is  not  completely  in 
the  clear.  Its  economy  is  still  far  too 
dependent  on  the  U.S.,  which  takes 


in  85%  of  its  exports.  So  a  slow- 
down north  of  the  border  would 
Mexico  hard.  The  country  is  also 
vulnerable  to  fluctuations  in  the 
price  of  oil,  which  provides  more 
than  30%  of  all  tax  revenue. 

An  even  bigger  Achilles'  heel  is 
the  banking  sector.  Despite  a  $100 
billion  government  rescue,  Mexicai 
banks  are  still  not  lending.  That 
dampen  economic  growth  for  yeai 
to  come.  What's  more,  the  gov 
ernment  has  not  yet  put  the 
cost  of  the  bailout  on  its 
books.  If  it  did,  s&p  esti- 
mates that  Mexico's  fiscal 
deficit  would  be  closer  to 
3.5%  of  GDP. 

Last  but  not  least,  th« 
is  the  peso.  Allowed  to 
float  freely  since  1995,  it 
appreciated  by  some  14 
against  the  dollar  last 
year.  Mauricio  Gonzalez 
an  economist  at  Grupo 
Economistas  y  Asociado: 
a  Mexico  City  consultan 
cy,  fears  that  a  Moody's 
upgrade  could  draw  bil- 
lions of  dollars  into  Mexi 
co  from  U.S.  insurance 
companies  and  pension 
funds  that  are  allowed  to 
hold  only  investment-grade 
paper.  These  inflows  could 
strengthen  the  peso  further,  setting 
the  stage  for  an  abrupt  correction  in 
the  event  of  a  political  or  economic 
shock. 

Moody's  move  has  raised  the  ques 
tion  of  whether  Mexico  is  ready  for 
prime  time.  The  overwhelming  con- 
clusion among  veteran  Mexico-watch 
ers  is  that  it's  not.  "We  still  have  a 
lot  to  prove  as  a  country  before  we 
merit  an  investment-grade  rating," 
says  Jonathan  Heath,  a  Mexican 
economist  with  LatinSource,  a  net- 
work of  independent  analysts  in 
Latin  America.  It's  one  thing  to  rec- 
ognize the  great  strides  Mexico  has 
made  in  the  five  years  since  the  de- 
valuation. It's  quite  another  to  tell 
American  retirees  that  their  money 
is  completely  safe  in  Mexico. 

Smith  covers  Mexican  economics 
and  politics. 
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Sports  Business 


COMMENTARY 


By  David  M.  Carter 


TAKE  ME  OUT  TO  THE  BALL  GAME,  JAMES 


In  the  early  1950s,  Henry  Luce 
was  famously  hesitant  to  start 
Sports  Illustrated  because  specta- 
tor sports  were  considered  a  low- 
brow diversion  for  the  masses.  Oh,  if 
Henry  could  see  the  sports  world 
now.  No  doubt  he  would  be  shocked 
by  the  multibillion-dollar  TV  con- 
tracts, the  millionaire  players,  and 
the  gleaming,  publicly  financed  stadi- 
ums. But  perhaps  nothing  would 
amaze  him  more  than  the 
white-collar  crowd  in 
the  stands. 

Live  sporting 
events  have  in- 
creasingly be- 
come spectacles 


can  no  longer  afford  to  take  the  fam- 
ily out  to  the  ball  game  on  anything 
more  than  an  occasional  basis.  And 
the  elitist  aura  of  new  stadiums  that 
have  become  extravagant,  business- 
to-business  marketing  facilities  has 
some  corporate  sponsors  rethinking 
their  investments  in  sports  market- 
ing. Last  October,  Target  Corp.  an- 
nounced plans  to  scale  back  its  spon- 
sorship of  pro  teams.  It  cited  the  fact 


-r^c 


for  the  corporate  luxury  class.  Ac- 
cording to  Team  Marketing  Report 
Inc.'s  Fan  Cost  Index,  it  costs 
$266.61  for  a  family  of  four  to  go  to 
an  NBA  game.  That  number  repre- 
sents a  108%  increase  in  ticket  prices 
over  the  1991-92  season.  The  bill  for 
an  NFL  game,  at  $258.50,  isn't  much 
of  a  bargain,  either.  Football's  1999 
ticket  prices  represent  an  81%  hike 
over  1991.  (The  Fan  Cost  Index  is 
based  on  the  tab  for  two  average 
child-price  tickets,  two  average 
adult-priced  tickets,  four  soft  drinks, 
four  hot  dogs,  parking,  two  game 
programs,  and  two  souvenir  caps.) 
At  those  prices,  the  everyday  fan 


that  pro  sports  increasingly  cater  to 
a  corporate  clientele,  as  opposed  to 
families.  Others  are  finding  big-time 
sports  marketing  just  plain  ineffec- 
tive. Sprint  chose  not  to  renew  its 
NFL  sponsorship  last  season.  And 
ceo  Peter  Lewis  said  this  about  Pro- 
gressive Insurance's  sponsorship  of 
the  halftime  show  at  Super  Bowl 
xxxiv:  "It  was  a  total  bomb,  a  disas- 
ter, but  I  learned  a  lot.  When  you 
spend  $20  million  for  nothing,  you 
learn  a  lot."  Certainly  such  misgiv- 
ings will  spread  as  vehicles  such  as 
minor  league  baseball  offer  com- 
pelling access  to  coveted  markets. 
Although  the  major  leagues  might 


not  want  to  admit  it,  any  drop  in 
corporate  support,  whether  assoch 
ed  with  a  sudden  downturn  in  the 
economy  or  an  evaporating  base  o 
everyday  fans,  would  put  sports 
franchises  in  a  squeeze.  The  sporti 
world's  reliance  on  the  corporate  d 
lar  extends  well  beyond  the  pricey 
advertising  that  pays  for  enormou 
TV  contracts.  For  example,  accordi 
to  Moody's  Investors  Service,  thei 
group  building  the  Staples  Center 
Los  Angeles — home  to  the  NBA 
Lakers  and  Clippers  and  the  NHL 
Kings — last  April  cited  the  followin 
revenue  streams  in  order  to  secure 
its  original  $315  million  in  financi 
33%  from  the  sale  of  luxury  suites 
29%  from  corporate  sponsors  such 
Anheuser-Busch  and  Pepsi;  and  11 
from  naming  rights. 

GIVING  PAUSE.  Franchise  own 
^  ers  who  are  highly  lever 

aged  because  of  the  infiat 
ed  cost  of  acquiring 
teams  would,  of  course, 
be  the  most  vulnerable 
to  a  contraction  of  the 
sports  marketing  dolla 
And  without  powerful 
streams  of  non-shared 
revenues  such  as  cor- 
porate suites,  franchis 
es  could  no  longer  com 
mand  enormous 
premiums. 
All  of  which  should 
give  the  major  leagues 
pause.  Pricing  the  every- 
day fan  out  of  the  stands  may 
not  hurt  them  in  the  short  run,  since 
most  folks  see  their  teams  play  on 
TV.  But  over  the  long  term,  catering 
to  the  corporate  elite  could  surely 
lead  to  a  dwindling  fan  base.  And 
that,  in  turn,  could  redirect  mass- 
market  advertisers  toward  more 
populist  forms  of  entertainment,  like 
stock-car  racing  and  professional 
wrestling.  It's  tough  to  root  for  a 
team  when  you  need  a  second  mort- 
gage to  buy  tickets  to  a  game. 


Carter  teaches  "Tlie  Business  of 
Sport"  at  the  University  of  Southern 
California  Graduate  School  of  Busi- 
ness and  is  a  principal  of  The  Sports 
Business  Group  in  Los  Angeles. 
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jams.  Internet  interruptions.  Drops.  Crashes. 
Seems  like  it's  always  rush  hour  out  there. 
But  with  Agilent  systems  and  technologies, 
the  world's  major  communications  networks 


move  faster,  handle  more,  avoid  trouble  and 


merge  effortlessly.  Happy 


)y  motoring. 
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STRATEGIES 


CAN  LEVI'S 
BE  COOL  AGAIN? 

It's  trying  to  woo  kids-without  turning  off  grown-ups 

M 


larissa  Emmer  certainly  recog- 
nizes that  Levi  Strauss  is  an  ail- 
American  brand.  But  the  15- 
I  year-old  high  school  sophomore 
from  Setauket,  N.Y.,  and  her  friends 
won't  wear  anything  from  Levi's.  "It 
doesn't  make  styles  we  want,"  says  Em- 
mer, who  prefers  baggy  pants  from  JNCO 
and  Kikwear.  "Levi's  styles  are  too  tight 
and  for  the  older  generation,  like  mid- 
dle-aged people." 

Ouch.  This  is  what  Philip  A. 
Marineau,  Levi  Strauss  &  Co.'s  new 
chief  executive,  is  up  against  as  he 
struggles  to  make  the  San  Francisco 
apparel  giant  cool  again.  In  the  top  job 
since  September,  the  marketing  veteran 
from  PepsiCo  Inc.  is  taking  on  I 
a  company  whose  fortunes  in 
recent  years  have  faded  faster 
than  a  new  pair  of  jeans. 
Marineau  vows  to  get 
the  venerable,  fam- 


ily-owned company  growing  again.  After 
three  years  of  tumbling  sales,  layoffs, 
plant  closings,  and  a  failed  effort  to  woo 
kids  online,  Levi's  is  gearing  up  for  sev- 
eral product  launches.  "Levi's  is  a 
mythical  brand,  but  our  performance 
has  been  poor,"  says  Marineau,  53. 
"We  need  to  turn  our  attention  back 
to  customers  and  have  more  rele- 
vant products  and  marketing." 
MANUFACTURING  KINKS.  Marineau  is 
no  stranger  to  makeovers.  As  head  of 
Pepsi's  North  American  unit,  he  di- 
rected the  splashy  1998  rollout 
of  low-cal  Pepsi  One  and  other 
products.  He's  already  at- 
tacking Levi's  biggest 
problem:  its  failure  to  re- 
spond quickly  to  fash- 


When  fashion  shifted 

to  big-pocketed 

cargo  pants,  the 

company  hung 

back — and  lost 

the  youth 

market 


ion  trends.  In  coming  months,  Le 
unveil  a  slew  of  youth-oriented  f; 
ranging  from  oddly  cut  jeans  ti 
pants  that  unzip  into  short 
Marineau  is  not  giving  up  on  the  | 
He  wants  to  broaden  Levi's  ap 
grown-ups  by  extending  the  Dock 
Slates  casual-pants  brands.  Marin 
needs  to  smooth  out  kinks  in  m 
turing  and  shipping  that  prevent 
from  rushing  new  products  into  s 
Even  Marineau  acknowledges 
turnaround  won't  happen  overnig 
that  reason,  it's  probably  a  good] 
that  Levi's  is  privately  held,  owr 
descendants  of  founder  Levi  S 
Marineau  succeeded  Robert  D.  H; 
founder's  great-great-  grandnephe 
^p  ..  n    remains  ch 

j  (_  X    /I^r>4\    of  the  boar 

W 


company 
ready 


* 


Introducing  TradeMatrix,  the  premier  digital  marketplace  for 
business-to-business  eProcurement,  eCommerce  and  eFulfillment. 
It's  powered  by  i2,  whose  proven  Intelligent  eBusiness  solutions  have 
helped  industry  leaders  streamline  and  integrate  business  processes, 
strengthen  customer  relationships  and  master  their  supply  chains. 
In  fact,  i2  solutions  have  already  delivered  more  than  $7.5  billion  in 
customer  value.  All  of  which  adds  up  to  a  considerable  difference. 


tradeMatrix 

Your  Company's  B2B  Strategy 

powered  by  y2^  .1  nas(Jaq:itwo 


Call  us  at  800-800-3288  or  visit  www.tradematrix.com. 
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ACROSS 

L  Tariff  organization  formed 
in  1948 

5.  File  partner 

9.  Utah  ski  resort 

13.  Suits  to 

14.  Farmer,  at  times 

15.  Two-person  contests 
17.  Investor's  holdings 

19.  _Mobil 

20.  Bid-asked  differential 
2L  Compass  reading 

23.  Western  Indians 

24.  Gore- (hiking-shoe  fabric) 

26.  MIT  graduate:  Abbr. 


28.  Campaign-contribution 
source:  Abbr. 

3L soda  (sodium  carbonate) 

33.  Putting  to  the  test 

37.  Tate  &  Lyle  product 

39.  Connnuation-of-benefits  law 

4L  Deli  bread 

42.  Where  the  Union  Pacific  met 
the  Southern  Pacific  in  1869 

45.  " the  ramparts..." 

46.  Lorna (Nabisco  cookie) 

47.  Water  carriers 

48.  One  working  on  the  floor 

50.  Wal-Mart  founder's  first  name 
52.  Sky  Harbor,  on  luggage  tags 


53.  College  military 
program:  Abbr. 

55.  Set  of  sales  supplies 

57.  Software  options  list 

60.  In  great  demand 

62.  Affidavit  authenticator 

67.  Wear  down 

69.  Martha  Stewart  Living Inc. 

7L  Scope 

72.  Hammer  end 

73.  Dickensian  heroine 

74.  Prophet 

75.  Unforeseen  difficulty 

76.  What  some  hemlines  reach 


DOWN 

1.  Wide  divergences 

2.  On  the  summit  of 

3.  S.iles  region:  Abbr. 

4.  French  head 

5.  De  Beers  founder 

6.  Netscape  Communicator  i 

7.  Rhinelander's  refusal 

8.  Norwegian  mono 

9.  Citrus  drink 

10.  "American "  (see  page  at  I 

I  1.  Body  of  a  speech 
12.  Shampoo  ingredient 
16.  CIs'  IDs:  Abbr. 
18.  Dieter's  concern 

22.  Double- bookkeeping 

25.  Art  director's  knife 

27.  Flip-chart  illustration 

28.  Comparatively  clean 

29.  Ancient  Greek  marketplace 

30.  Machine  part 
32.  Birds  on  Canadian  $1  coin| 

34.  From  Waterford 

35.  It  merged  with  Bell  Atlantic] 
in  1997 

36. across  (communicates) 

27.  Delivered  at  once,  as  gold 

38.  Drive  in  Beverly  Hills 

40.  Bankrupt  , 

43.  Iran-Contra  headliner 

44.  No  longer  published, 
as  a  book:  Abbr. 

49.  Internet  political  columnist! 

51  The  second  M  of  3M 

54.  Some  apartments 

56.  Mr.  Brokaw 

57  Thundering  Herd's  ticker  syr 

58.  Historical  periods 

59. of  the  above 

6L  Government  agents 

63.  Race  distance 

64.  Mideast  gulf 

65.  Make  angry 

66.  Hillary  Clinton  alma  mater 
68.  Occupational  suffix 
70.  Teachers'  union:  Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  163  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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1-800-688-8898 


ad  lightly  and  luxuriously  in  Lincoln  Navigator,  the  world's  most  powerful  full-size  luxury  SUV.  Tread  spaciously,  too.  Navigator  has  room 
seven  in  three  rows  of  leather-trimmed  seats.  Call  800-688-8898,  visit  www.lmcolnvehicles.com  or  see  an  authorized  Navigator  dealer. 


Lincoln  Navigator.  American  Luxury- 


Target  kids  with 
hip  products  such  as 
unusually  cut  Engi- 
neered Jeans  with  large 
pocket  for  pagers 


The  Corporation 


sales  drop  steadily  since 

19%,  when  they  peaked  at 

$7.1  billion.  For  the  year 

ended  Nov.  30,  sales  slid  to 

$5.1  billion,  a  14%  decline 

from  the  year  before.  Since 

the   mid-'90s,   the   overall 

jeans  market  expanded  about  4%  a  year. 

Analysts  estimate  that  the  share  held 

by  Levi's  has  fallen  to  about  17%  from 

31%  over  the  past  decade,  snatched  away 

by  labels  ranging  from  Gap  and  Old 

Navy  to  Tommy  Hilfiger  and  Diesel. 

Most  of  the  pain  from  that  retrench- 
ment has  already  rippled  through  the 
147-year-old  company.  Before  Marineau 
arrived,  Levi's  closed  30  of  its  51  facto- 
ries and  laid  off  about  15,000  people,  or 
40%  of  its  workers.  That  cut 
annual  costs  by  about  $500 
million.  But  Levi's  was 
forced  to  rack  up  $1.3  billion 
in  charges  and  boost  its  debt.  Marineau 
says  it  barely  broke  even  last  year. 

Some  of  Levi's  problems  can  be 
blamed  on  the  slid- 
ing fortunes  of 
some  of  its  biggest 
retailers,  most  no- 
tably J.  C.  Penney 
Co.  But  more  dam- 
aging was  the  com- 
pany's own  inability  to  connect  with 
young  customers.  Since  the  mid-1990s, 
Levi's  mainstay  five-pocket  jeans  have 
steadily  lost  ground  to  big-pocket- 
ed denim  cargo  and  carpenter 
pants,  says  John  Schamberger, 
head  of  the  jeans  unit  at  com- 
petitor \T  Corp.,  which  makes 
the  Lee  and  Wrangler  brands.  In 
vf's  boys'  jeans  business,  for  in 
stance,  traditional  styles  today  make  up 
only  20%  of  sales,  down  from  more  than 
50%  four  years  ago.  But  while  vf  and 
others  jumped  on  this 
trend,  Levi's  largely 
stood  still.  "When  fash- 
ion shifted,  Levi's  never 
caught  on  to  what  youth 
wanted,"  says  Leonard  Rothschilds,  own- 
er of  Lark  Clothing  Stores  Inc.,  a  Chica- 
go-based chain  that  quit  selling  Levi's 
four  years  ago. 

Marineau  acknowledges 
that  Levi's  missed  trends 
ranging  from  flared  jeans 
legs  to  stretchy  fabrics. 
"We've  always  been  a  sea- 
son behind,"  he  says.  To  catch  up,  Levi's 
is  unveiling  a  line  called  Engineered 
Jeans.  Billed  as  a  "reinvention"  of  the 
five-pocket  style,  the  new  pants  feature 
side  seams  that  follow  the  line  of  the  leg 
and  a  bottom  hem  that's  slightly  shorter 
in  back  to  keep  it  from  dragging  on  the 


ULevi's  is  a  mythical  brand,  but  our 
performance  has  been  poor.  J  J 


PHILIP  MARINEAU,  Levi  Strauss 


LEVI'S  NEW  LOOK 


say    the 
a  tough 


Emphasize 
products  over  image 
in  its  advertising 


ground.  The  jeans  also  have  a  larger 
watch  pocket  to  hold  items  like  a  pager. 
Under  its  youth-oriented  Silver  Tab 
brand,  Levi's  is  introducing  the  Mobile 
Zip-Off  Pant,  with  legs  that- unzip  to 
create  shorts,  and  the  loose  Ripcord 
Pant,  which  rolls  up. 

The  new  styles  are  designed  to  ap- 
peal to  the  sort  of  niche  stores  that 
kids  flock  to  these  days.  But  it  is 
not  clear  yet  whether  those  specialty 

retailers 

are  ready 

for        a 

radical 

shift  such  as  Engineered  Jeans  from 
the  plain-vanilla  jeans  supplier,  which 
is  still  best  known  for  its  classic  Red 
Tab  denim  cuts.  "It's  certainly 
different  for  Levi's  because 
it's  a  fashion  jean,"  says 
Norm  Adams,  a  denim  buyer 
at  American  Rag,  a  Los  An- 
geles specialty  jeans  store 
that  sells  expensive  reproduc- 
tions of  vintage  Levi's.  Some  buyers 
Engineered  Jeans  will  be 
sell  because  of  the  unusual 
cut  and  features. 
"It'll  be  a  product 
where  sales  staff 
will  really  have  to 
explain  it,"  says 
Scott  Dromms, 
a  buyer  for  region- 
al specialty  chain  U.  S.  Male  in 
Memphis,  which  is  testing  Engi 
neered  Jeans  in  stores. 

In  the  meantime, 
Levi's  can't  afford  to 
alienate  its  core  baby- 
boomer  customers.  "It's 
a  mistake  to  target  only 
the  under-25  market,  because  it's  the 
most  fickle,"  says  Harry  Bernard,  a 
San  Francisco  marketing  consultant. 
Marineau  plans  to 
expand  the  men's 
Slates  brand  into 
a  line  of  skirts 
and  trousers  for 
women.  He's  also  ex- 
tending Dockers  khakis  to  a  business- 
casual  line  called  Dockers  Recode,  using 
stretch  fabrics. 

But  the  heart  of  Levi's  remains  the 
flagship  brand,  and  Marineau  needs  to 
make  it  just  as  attractive  to  a  new 
generation  of  kids  as  it  is  to  their 


Boost  appeal 

to  baby  boomers  with 

extensions  of  Slates 

casual  slacks  and 

Dockers  khakis 


Work  out  glitch- 
es in  getting  products 
from  offshore  contract 
factories  to  stores 


boomer  parents.  How  do  you  sel 
idea  that  you're  hip  while  not  tui 
off  the  oldsters?  New  ads  will  show 
the  products  themselves  rather 
relentlessly  trying  to  convey  "attit 
An  upcoming  television  campaigr1 
frayed  cutoff  shorts  shows  a  y( 
woman  throwing  her  jeans  in  froi 
an  oncoming  train,  which  slices  t 
into  cutoffs.  Contrast  that  with 
year's  magazine  ad  for  the  Silver 
line  that  showed  navel-baring  ,t 
slouching  nonchalantly.  "Levi's  is 
huge  a  brand  to  be  focused  on  su 
narrow  segment  of  the  audience," 
Marineau. 

WARY  OUTSIDERS.  Some  of  Marin 
other  challenges  are  less  sexy  but 
as  critical.  He  has  to  smooth  out  gl 
es  in  Levi's  production  and  logistics 
tern,  which  got  tangled  as  Levi's  sh 
manufacturing  from  company-ow 
plants  to  contractors.  Stores  freque 
received  the  wrong  merchandise  or 
it  late.  One  major  project  that's  u 
way:  building  a  computerized  "autor 
ic  replenishment"  system  to  keep  re 
ers'  shelves  full  of  core  products, 
don't  look  for  a  big  e-commerce  pus! 
January,  Levi's  pulled  the  plug  o 
struggling  effort  to  sell  jeans  onl 
Sales  volume  was  too  small  to  jus 
the  high  costs.  Also,  Levi's  angered 
tailers  by  blocking  their  efforts  to 
its  jeans  online.  Now  if  you  try  to 
jeans  from  Levi.com,  it  directs  yoi 
Macy's  and  Penney's  Web  sites 

[arineau  projects  another  s; 
decline  "in  the  high  single  dig 
for    this    year    but    thi 
growth    will    return 
2001.     "There's 
reason  ^ 

Levi's  won't 
cover,"  he  says 
But  outsiders 
wary.  Since  Deceml 
Moody's  Investors  Serv 
Standard  &  Poor's,  and  Fi 
ibca  have  downgraded  Levi's  $ 
million  in  senior  unsecured  debt, 
ing  eroding  sales.  The  company  rect 
ly  renegotiated  its  bank  loans  and 
cured  them  with  assets  that  inclu< 
the  brand  name  and  trademark.  U 
Marineau  successfully  woos  a  new  g 
eration  of  consumers,  Levi's  will 
singing  the  blues. 

By  Louise  Lee  in  San  Mateo,  Q 


:. 
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Education/Instruction 


eCreate  Yourself 

Re-create  yourself  by  earning  your  graduate  degree  online.  Get  your  MS  in 
Information  Technology,  MS  in  Information  Management,  or  MBA.  Log  on 
and  you're  there.  Network  with  respected  technology  leaders  and  fellow 
professionals  from  around  the  globe. 

Join  us  at  www.isimu.edu,  the  award-winning,  accredited  online  university. 
Applications  are  now  being  accepted  for  the  Spring,  Summer,  and  Fall  terms. 
Apply  online  or  call  our  admissions  mentor,  Robin,  at:  303.333.4224,  ext.  1 77, 
or  Toll-free  at  1 .800.441 .4746,  ext.  1 77.  W 
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school  with  more  than  70 
yeais  ot  experience  in 
distance  education 


o$£. 


'<£& 


1  me  nam 


(610)526-1377 


gradschool@amercoll.edu 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate*Bachelor»Master«Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology, 

Pschology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254       www.scups.edu 


E-Commerce 


Special  Introductory  promotion        while  supplies  last 
Just  visit  our  website 

FREE  SPORTS 
TRAINER  WATCH 

(a  $39.95  value) 

America's  largest  wholesaler 

of  nutritional  supplements 

WWW.CONSUMERSTORES.COM 


Investment  Services 
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week  of  great  trades!  By  email  or  fax. 
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SIZING  UP 
COLLEGE  TECH— 

AND  WHAT  YOU 
NEED 


Learn  the  "port-to-pillow" ratio 
before  you  pick  a  school 


BY  LARRY  ARMSTRONG 

Almost  overnight,  the  nation's  college  cam- 
puses got  wired.  Students  now  sign  up 
for  classes  and  receive  final  grades  over 
campus  networks.  They  view  professors' 
Power  Point  presentations  in  their  dor- 
mitory rooms,  consult  faculty  advisers 
using  e-mail  and  stay  in  touch  with 
friends  back  home  or  down  the  hall  via  the  In- 
ternet. The  hot  movie  on  campus  the  other  week- 
end was  The  Beach,  downloaded  from  the 
Internet  and  playing  (illegally)  in  dorm 
lounges  across  the  country.  At  Massa- 
chusetts Institute  of  Technology,  even 
some  of  the  campus  laundry  rooms  are 
online — the  washing  machines  are  able 
to  send  students  e-mail  when  a  load  is 
done.  "I  don't  even  remember  how  it  hap 
pened,"  says  Mamta  Motwani,  who  arrived  at 
the  University  of  Texas  at  Austin  1992  and  is  fin- 
ishing up  a  PhD  in  higher  education.  "All  of  a 
sudden,  it  was  just  there." 

High  tech  has  become  the  latest  recruiting 


lor 

I'  i 


tool     colleges 
are     using     to 
woo  a  generation 
of    students    who 
grew  up  around  per- 
sonal computers.  Col- 
leges try  to  have  enough 
shared  computer  facilities  to 
go  around.  But  with  virtually 
every  school  now  strongly  suggesting  that 
dents  have  their  own  computers  (page 
you  now  have  to  add  a  host  of  tech  qljiar , 

tions  to  those  you  have  about  acad<  p, 

and  athletic  programs 

FUDGING?  A  good  place  to  start  jliur  j 

tech  search  is  Yahoo!  Internet  Life's  m  , 
nual  Wired  Colleges  issue,  which  n  be 
200  schools  and  comes  out  every  1  rt  j 
(www.zdnet.com/yil/content/college).  Last  y*  a  ) 
top-ranked  school  was  Cleveland's  Case  W< 
ern  Reserve  University,  although  the  stuc  j| 
newspaper  has  charged  that  the  survey  respc  | 
had  been  fudged.  MIT  and  Wake  Forest  Unr  g 
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mvere  ranked  second  and  third,  respectively. 
ed,  like  all  college  rankings,  the  Yahoo  one 
oecome  controversial,  with  smaller  colleges 
plaining  they  were  jilted  only  for  reasons  of 
and  some  big-name  colleges 
;ing  to  participate  because 
e  fine  distinctions  between 
dIs  that  the  survey  draws, 
jys  Gregory  A.  Jackson,  chief  information  of- 
at  the  University  of  Chicago,  which  is  sit- 
out  this  year's  list:  "A  pass-fail  test  is 
gh  for  most  institutions  at  this  level."  But 
list  is  still  a  good  place  to  get  a  feel  for 
your  candidate  schools  stack  up  against  one 
her.  Another  good  resource  is  at  www.edu- 
e.edu. 

)ur   first   question   should   be   about   the 

ol's  "port-to-pillow  ratio."  Does  every  stu- 

have  a  personal  connection  to  the  campus 

I  fork  in  his  or  her  dorm  room?  This  can  be 

sal.  Many  colleges  now  give  students  free 

3s  to  online  resources  available  to  outsiders 

at  extra  cost.  Columbia  University,  'for 

lets  students  visit  Early  English  Books 

ne,  which  contains  digitized  images  of  more 


? 


Technology 


than  96,000  printed  books  published  between 
1475  and  1700.  Included  are  the  first  printed 
editions  of  Chaucer's  Canterbury  Tales  and 
Shakespeare's  first  quartos  and  folios.  With 
many  assignments  requiring  the  use  of  such 
online  databases  as  Lexis-Nexis  or  Dow  Jones 
News  Retrieval,  and  professors  often  requir- 
ing that  assignments  be  filed  electronically,  it's 
vital  to  have  full-time  access. 

If  on-campus  housing  is  in  short  supply,  check 
out  the  alternatives  as  well.  Some  sororities  and 
fraternities  are  now  wiring  their  rooms  into  the 
campus  net,  and  private  dorms  and  off-campus 
apartments  have  started  installing  high-speed 
Internet  connections  to  compete  for  the  over- 
flow. Indeed,  there's  a  new  price  to  pay  for  the 
privilege  of  living  off-campus.  "You  get  spoiled," 
says  Wellesley  senior  Shana  Hildebrand,  who 
opted  for  an  apartment  on  her  own  in  Boston 
this  year.  "Now,  I  have  to  schedule  computer 
time  on  campus,  and  then  I  have  to  remember  to 
bring  my  disks." 

GROWING  FAST.  Even  if  you're  assured  a  room, 
try  to  figure  out  whether  the  school  has  enough 
Internet  capacity  to  go  around.  The  best  way  to 
determine  that  is  to  visit  the  campus.  Snag  a  few 
students — those  with  laptops  are  a  good  bet — 
and  ask  them  how  they  like  their  connection.  If 
they  talk  about  Internet  traffic  jams  or  the 
school's  attempt  to  regulate  or  filter  access,  you 
know  that  there's  going  to  be 
trouble. 

The  problem  is  that  on- 
campus  Internet  use  is  grow- 
ing exponentially,  and  it  doesn't  take  much  of  a 
blip  on  the  network  to  bring  it  to  its  knees.  At 
University  of  Southern  California,  for  example, 
Internet  use  has  quadrupled  in  just  the  past 
year.  Colleges,  long  sensitive  to  freedom-of- 
speech  issues,  are  loath  to  place  restrictions  on 
what  their  students  can  download  from  the  In- 
ternet. But  once  in  a  while  a  program  comes 
along  that  can  overwhelm  a  school's  network  if 
it's  not  keeping  up. 

The  current  dilemma  is  Napster,  a  program 
that  eases  the  trading  of  MP3  music  files,  a  fa- 
vorite pastime  of  students.  Some  colleges,  such 
as  Indiana  University,  have  simply  blocked  ac- 
cess to  Napster's  central  servers.  Most,  howev- 
er, are  struggling  to  strike  a  balance  that  allows 
reasonable  recreational  use  and  more  legitimate 


Your 

Technology 
Checklist 

►  Does  every  dorm 
room  have  one 
network  connec- 
tion per  bed? 

►  Are  current  stu- 
dents satisfied 
with  the  speed  of 
their  Internet  con- 
nections? 

►  Can  I  study  the 
college  catalog 
and  register  for 
classes  online? 

►  Can  I  search  the 
library  to  find  out 
if  the  book  I  want 
is  on  the  shelf? 

►  Will  I  have 
enough  space  on 
the  server  to  post 
my  own  Web 
page? 

►  Is  live  technical 
help  available 
every  day? 

►  Do  top  school 
officials  use  e- 
mail  to  communi- 
cate with  faculty 
and  staff? 
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scholarly  pursuits.  At  use,  students  can  now 
download  up  to  3.5  gigabytes — roughly  1,000 
titles  in  the  MP3  music  format — over  a  two-hour 
period  without  getting  a  warning  e-mail  from 
campus  administrators. 
COMMON  GRIPES.  Another  way  to  fig- 
ure out  if  a  college's  commitment  to 
technology  goes  beyond  the  glossy 
brochures  and  Web  sites  is  to  ask 
whether  top  administrators  use  it. 
Chances  are  if  the  chancellor,  provost,  or 
president  expects  to  communicate  by  e- 
mail,  profs  will  be  putting  coursework  on  the 
network  and  staffers  will  be  streamlining  the 
tasks  that  chew  up  so  much  of  students'  time. 
Two  particular  gripes:  waiting  in  line  all  night  to 
ensure  a  seat  in  a  popular  professor's  class,  and 
walking  pink  slips  to  the  registrar's  office  to 
drop  and  add  courses. 

Not  only  is  the  Web  making  registration  eas- 
ier. It  is  also  helping  students  land  jobs  before 
and  after  graduation.  Online  recruiting  of  grad- 


uating seniors  is  the  latest  twist  at  til 
wired  college,  but  you  should  be  able  td 
to  line  up  part-time  work  and  summer  | 
ships,  too.  This  year,  Wellesley  College 
for  the  first  time  are  using  the  Int^ 
research  companies,  send  resur 
cover  letters,  and  schedule  on-<] 
interviews  with  recruiters.  For 
this  is  a  lifesaver.  Mia  Santosl 
year-old  political  science  major,) 
the  fall  semester  sick  at  home 
Francisco,  vet  managed  to  get  heil 
views  with  recruiters  for  several  major  v\ 
scheduled  for  the  spring. 

Soon,  the  wired  campus  will  be  wirele 
this  fall,  students  at  Pittsburgh's  Carnegie 
University  will  be  able  to  buy  a  $100  ca 
laptop  computers  that  will  hook  them  up 
school's  network  no  matter  where  they 
the  103-acre  campus.  That  way  they'll  be 
work  on  their  tans  and  their  research 
same  time. 


[hat's  the  well-equipped  fresh- 
Iman  supposed  to  take  to  the 
'  wired  college?  Before  you 
spend  all  your  graduation  mon- 
ey on  the  biggest,  baddest  com- 
puter you  can  afford,  and  buy  the  pe- 
ripherals to  turn  it  into  a 
communications  and  entertainment 
center,  consider  this:  It's  a  good  idea  to 
wait  until  you  get  to  campus  to  buy  a 
computer.  Only  then  can  you  tell  just 
what  you'll  need. 

Many  colleges  have  specific  recom- 
mendations as  to  the  hardware  that 
they'll  support.  Northwestern  Uni- 
versity says  it  won't  support  any 
computer  that  doesn't  come  from 
the  manufacturer  with  a  net- 
work card  installed.  Top  picks 
at  the  University  of  Texas  in- 
clude desktop  units  from  Apple 
and  Dell,  and  Apple's  notebook 
computers,  but  the  school's  sup- 
port staff  can  handle  Compaq 
and  Gateway  systems  as  well. 
Many  manufacturers  offer  dis- 
counts, but  you  need  a  student  ID 
for  them.  That's  another  reason 
to  wait. 

You  probably  didn't  figure  that  you 
should  buy  a  corporate  computer 
rather  than  a  home  computer.  But 
chances  are  you'll  be  operating  in  a 
networked  environment,  just  as  you 
would  be  in  a  company,  so  your  com- 
puter should  be  designed  for  it.  Maybe 


you  should  buy  a  laptop  rather  than  a 
desktop.  A  quarter  of  college  students 
do,  according  to  Student  Monitor,  a 
market  research  firm  in  Ridge  wood, 
N.J.  The  top  colleges  are  beginning  to 
put  wireless  networks  in  place,  and 
you  can't  take  advantage  of  them  with 
a  desktop  computer. 


one,  requires  at  least  a  300  MHz 
processor,  64Mb  of  memory,  and  a 
drive.  If  you  plan  to  use  the  compu 
for  entertainment,  and  most  studen 
do,  many  computer  models  now  hav 
CD  recorder  built  in.  While  MP3  pla; 
ers,  which  let  you  transfer  downloai 
music  files  to  a  carry-around  device 
are  beginning  to  catch  on,  at  $250  ti 
$400  or  more  they're  still  on  the  ex- 
pensive side.  With  a  "cd  burner,"  as 
they're  called,  you  can  copy  the  mus 
onto  a  disk.  That  way,  you  can  share 


Okay,  you  still  want  the  biggest, 
baddest  computer.  Make  sure  you 
check  the  college's  minimum  specs. 
You  can  usually  find  them  spelled  out 
someplace  on  its  Web  site.  Texas,  for 


1/Miy/nHYui)  won't  know  what 
you  need  until  you  have  seen  what  a 
campus  can  support-and  you 
won't  be  eligible  for  some 
discounts  until  you  enroll 


with  friends — and  half  of  all  college 
students  already  own  a  portable  CE 

player,  such  as  Sony's  CD  Walkmar 
You  can  also  outfit  even  a  laptop 

computer  with  external  speakers. 

Cambridge  SoundWorks'  $40  PC- 
works  or  $80  SoundWorks  are  good 
bets,  and  each  comes  with  a  separate 
subwoofer.  If  you  get  a  portable  with 
dvd-rom  drive,  you  can  haul  the  whol^ 
setup  down  to  the  dorm  lounge  and 
plug  it  into  the  big-screen  TV.  After 
the  movie,  you  may  even  have  time  to] 
do  a  little  homework.  Larry  ArnistrongL 
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Piling  Up 
Those  Bucks 


for  College 


How  to  pick  from 
an  array  of  state- 
sponsored  plans 


BY  MIKE  McNAMEE 

Saving  for  college  is  getting  a  lot  easier.  A 
new  breed  of  state-sponsored  savings 
plans  offers  parents  and  grandparents 
big  tax  breaks  while  they  build  up  assets 
to  meet  future  education  bills.  Unlike 
the  states'  earlier  prepaid  tuition 
schemes,  these  savings  programs,  called 
Section  529  plans  after  the  tax  code  section  au- 
thorizing them,  provide  cash  for  any  college. 
And  nearly  every  state's  plan  is  open  to  resi- 
dents of  other  states,  so  savers  have  a 
wide  range  of  choices. 

Indeed,  the  major  problem  facing 
savers  these  days  may  be  variety.  Each 
state  wants  to  tweak  its  version.  Invest- 
ment options,  fees,  and  sweeteners  for  in- 
state savers  create  a  range  of  choices.  So 
parents  and  grandparents  still  face  some 
tough  challenges  in  deciding  whether  to  invest  in 
a  529  plan  and,  if  so,  which  one  to  buy. 

States  first  started  helping  parents  panicked 
by  the  cost  of  college  by  offering  prepaid  tu- 
ition plans  in  the  mid-1980s.  But  the  newer  sav- 
ings plans  are  rapidly  pushing  prepaid  tuition 
schemes  aside.  "With  a  strong  stock  market  and 
slower  tuition  increases,  the  investment  plans 


provide  a  better  return,"  notes  Joseph  Hurley,  a 
Pittsford  (N.  Y.)  accountant  whose  Web  site, 
www.savingforcollege.com,  tracks  and  evaluates 
both  types  of  plans.  They're  also  more  straight- 
forward: Savers  set  up  an  account  for  a  child,  or 
beneficiary,  and  fund  the  account  with  aftertax 
dollars.  Earnings  aren't  assessed  for  federal  tax 
until  the  beneficiary  withdraws  funds.  If  the 
funds  are  spent  on  tuition  or  other  college  ex- 
penses, the  earnings  are  taxed  at  the  child's  fed- 
eral tax  rate — zero  to  15%,  most  likely,  vs.  28% 
to  39.6%  for  the  parent  or  grandparent. 
To  boost  the  plans'  appeal,  many  states 
offer  enticements  to  their  own  residents. 
New  York  taxpayers  can  deduct  from 
their  state  income  up  to  $5,000  in  con- 
tributions ($10,000  for  a  couple)  to  New 
York's  plan,  run  by  the  insurance  and 
mutual-fund  giant  tiaa-cref.  Louisiana  and 
Minnesota  will  match  up  to  15%  of  a  resident's 
contributions,  based  on  the  saver's  income.  Con- 
necticut's plan,  also  run  by  TIAA,  promises  to  ex- 
empt withdrawals  from  state  tax.  New  Jersey's 
state-administered  plan  exempts  earnings  from 
state  tax  and  gives  beneficiaries  who  attend  in- 
state colleges  a  $500  freshman  scholarship. 
But  some  big  states,  such  as  California  and 
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Massachusetts,  don't  offer  residents  any  special 
rewards.  And  almost  every  state  limits  its  sweet- 
eners to  its  own  plan.  For  instance,  a  New  York- 
er who  signs  up  for  Massachusetts'  plan,  run  by 
Fidelity  Investments,  cannot  deduct  contribu- 
tions against  New  York's  taxes. 

Besides  taxes,  the  529  plans'  big  ap 
peal  is  control:  The  account  belongs  to 
the  donor,  not  the  beneficiary.  If  the 
savers'  daughter  runs  off  with  a  mo- 
torcycle gang  instead  of  enrolling  at 
State,  Mom  and  Dad  can  shift  the  ac- 
count to  little  brother.  Indeed,  most  states 
allow  a  change  of  beneficiary  to  any  family  mem- 
ber (even  a  parent),  although  a  quirk  in  federal 
law  bars  transfers  to  cousins.  If  Grandma  needs 
to  reclaim  her  funds,  she  can  even  cash  out  the 
account  herself,  although  the  state  must  assess  a 
penalty — usually  10% — on  the  earnings. 

Grandparents  get  another  kicker:  A  saver  can 
make  a  single  contribution  of  up  to  $50,000  to  a 
plan  without  paying  any  gift  tax.  The  contribu- 
tion is  counted  against  the  donor's  $10,000  annu- 
al gift  exclusion  over  five  years.  That  moves 
$50,000 — and  five  years'  earnings — out  of  the 
donor's  estate,  with  no  gift  or  estate  taxes. 

Savings  Plan  Advantages... 

TAXES  Earnings  in  a  Section  529  plan  aren't  taxed  until  they're 
withdrawn.  Then  they're  taxed  at  the  student's  rate,  which  is  usual- 
ly lower.  Many  states  offer  residents  deductions  or  credits.  Most 
plans  allow  donors  to  contribute  $100,000  per  child,  and  a  donor 
can  set  up  several  plans  for  each  kid. 

CONTROL  A  parent  or  grandparent  who  sets  up  a  plan  controls  the 
assets.  The  donor  can  switch  the  plan  to  another  beneficiary  if  the 
first  child  doesn't  go  to  college. 

FINANCIAL  AID  Federal  formulas  count  assets  held  in  a  529  plan 
as  assets  of  the  donor,  which  have  a  smaller  impact  on  aid  awards 
than  do  student's  assets. 

...And  Some  Drawbacks 

INVESTMENT  CHOICES  Donors  must  select  a  specific  mix  of 
stocks  and  bonds  or  a  managed  allocation  when  the  account  is  es- 
tablished. Managed  allocations  are  often  very  conservative. 

FINANCIAL  AID  Earnings  withdrawn  are  counted  as  student  in- 
come, which  reduces  financial  aid  in  later  years.  For  calculating 
their  own  aid,  some  colleges  are  counting  Section  529  plans  as 
student  assets,  which  shrinks  aid. 


Are  these  plans  for  everyone?  Almost.  If 
you're  saving  for  a  preschooler  or  elementary- 
school  child,  8  to  18  years  of  tax-free  compound- 
ing is  hard  to  beat.  "For  an  upper-income  family 
that  won't  get  financial  aid,  the  529  is  a  good 
deal,"  says  Raymond  Loewe,  president  of  College 
Money,  a  Marlton  (N.J.)  financial  planning  firm. 

For  a  teenager  or  preteen,  the  choice  is 
tougher.  Once  a  child  turns  14,  he  or  she  pays 
taxes  at  low  rates — with  the  first  $700  in  in- 
vestment earnings  exempted  from  tax,  and  the 


next  $26,250  taxed  at  15%.  Long-term,  a 
Gift  to  Minors  Account  (ugma)  might  r 
less  tax  than  a  529  plan.  But  you  have  to 
two  questions:  Is  this  child  reliable? 
takes  control  of  his  or  her  ugma  at  ag 
21 — and  many  a  ugma  intended  1| 
lege  has  bought  a  sports  car  or  cr 
stead.  Also,  is  your  family  likely 
ify  for  student  aid? 

If  so,  stick  with  Section  529.  F 
poses  of  federal  financial  aid,  52! 
owned  by  a  parent  are  counted 
parents'  assets.  Parents  are  expe 
contribute  no  more  than  5.6%  of  their  as 
college  costs — far  less  than  the  35%  slice 
from  student-owned  assets.  (Payments  fro: 
paid  tuition  plans  reduce  financial  aid  dol 
dollar.)  Private  financial  aid — scholarshi 
grants  offered  by  colleges  themselves — is 
er.  Some  private  colleges  have  decided  th 
plans  are  student-owned  assets. 

Some  investors  might  find  that  529  plai 
too  conservative.  Federal  tax  law  specifie 
the  donor  can't  manage  the  account's  i 
ments.  Plans  responded  by  offering  ma 
portfolios  that  start  out  aggressive — up  t< 
stock  when  the  beneficiary  is  a  prescho 
but  grow  conservative,  to  ensure  cash  is 
able,  as  the  student  approaches  college  agi 

It's  a  textbook  strategy.  But  for  parents 
ing  late  on  saving,  the  mix  offered  for  a  12 
old  by,  say,  the  Maine  plan  run  by  M 
Lynch— 50%  stocks,  40%  bonds,  and  10% 
market — doesn't  promise  the  big  score  need 
meet  looming  tuition.  States  and  invest 
firms  have  responded  by  offering  more  ch 
Merrill  now  offers  all-stock  and  afl-fixed-in 
accounts.  The  donor  can't  move  funds  fron 
account  to  another — but  she  could  set  up  mu 
accounts  and  direct  later  contributions  to  acl 
the  asset  mix  she  prefers. 

To  choose  among  529  plans,  look  first  at 
own  state's  plan  to  see  what  sweeteners  it  o: 
Most  states'  tax  rates  are  so  low,  however, 
any  breaks  can  be  swamped  by  better  in\ 
ment  returns.  So  you've  got  to  compare  r 
agers  (which,  in  some  cases,  are  state  agenc 
asset  allocation  choices,  specific  mutual  fund 
fered,  and  management  fees — which  range  f 
0.6%  to  2%,  on  top  of  fund  fees — from  one  s 
to  the  next. 

Fans  of  529  say  the  future  is  bright.  St; 
are  offering  accounts  with  smaller  minimum 
tributions  and  are  urging  employers  to  set 
payroll  deduction  plans.  "We  almost  need  to  t 
a  United  Way  approach  to  this  and  campE 
for  people  to  sign  up,"  says  Tim  Lane,  Tli 
vice-president  for  tuition  financing.  Congres 
likely  to  lift  investment  restrictions  and  mak 
easier  to  transfer  between  accounts.  Repu 
cans  have  twice  passed  tax-cut  bills,  vetoed 
President  Clinton,  that  would  have  made 
earnings  totally  tax-exempt — potentially  a  hi 
boon.  College  will  always  be  a  major  finan< 
hurdle  for  most  families.  But  these  new  plans 
moving  the  bar  lower  and  lower. 
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/\s  the  nation's  largest  recycle^ 

of  course  we  believe 
what  goes  around  comes  around. 


■"■-"■•  - 


Each  year  at  Nucor,  we  keep  10  million  tons  of  scrap  steel  out  of  America's  landfills  and  off  of  her 
landscapes.  And  we  turn  that  scrap  into  new  steel  for  everything  from  appliances  to  office  buildings.  All  the  while, 


nucor 

|t's  our  |\|ature. 


the  neighbors  near  our  steel  recycling  plants  are  impressed  with  how  we 

\ 

\  preserve  wetlands,  enhance  natural  habitats  and  meet  or  exceed  environmental 
requirements.  From  our  well-known  employee  incentives  to  the  support  we  provide  our  communities,  we've  always 
believed  in  sharing  our  success  with  those  around  us,  including  generations  yet  to  come.  It's  just  our  nature. 


Nucor  Corporation,  2100  Rcxtord  Road,  Charlotte,  North  Carolina  28211  Phone  704/366-7000,  fax  704/362-4208,  www.nucor.com 
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Riding  a  Winning  Streak 

Tom  MengeVs  global  fund  has  been  burying  rivals 


nancial  screening  so  we  don't  overpay, 
want  the  p-e  ratio  to  be  much  above  the 
rate.  For  New  Economy  companies,  we 
er  measures  like  the  ratio  of  enterpris 
market  capitalization  and  net  debt,  tc 


T- 


GOOD  CALL:  Last 
year,  Mengel  loaded 
up  on  technology 


Thomas  Mengel,  manager  of 
Waddell  &  Reed  Interna- 
tional Growth  Fund,  has 
been  in  all  the  right  places 
lately.  He  loaded  tip  on 
Japanese  and  European  telecom 
and  technology  stocks,  enabling 
the  fund  to  return  88.7%  in  1999, 
nearly  double  the  4.54%  scored 


&  Reed  Intl. 
Growth  Fund  (mix) 


ASSETS' 


Q:  What  are  your  biggest  country  allocam 
A:  The  biggest  allocation  is  Japan,  a| 
France,  16%;  Germany,  13%;  Britain,  12<2 
den,  8%;  and  Canada,  almost  7%.  We  ci 
this  year  in  Japan  from  25%  because  the 
has  gone  up  so  much. 

Q:  How  do  you  feel  about  the  two-tier  man 
stocks,  with  small  bands  of  big  tech  u\ 
a)id  hordes  of  losers;' 
A:  This  is  happening  all  over  the  world, 
don't  believe  it's  going  to  continue  forevj 
are  starting  to  broaden  our  portfolio  a  litl 
We  are  still  looking  for  companies  that  are  I 
ing  quite  well  but  don't  have  this  sexy  In| 
attachment.  For  example,  we  recently 
Singulus,  a  German  company  that's  a  leal 
production  equipment  for  CD-ROMs  and  dv| 

Q:  Tell  tis  about  a  favorite  holding. 
A:  We  have  a  big  position  in  Heyde,  a  G 
[information  technology]  service  provider, 
specialize  in  banks  and  financial  companies, 
ly  in  Germany.  Last  year  they  bought  a  con 
that  provides  Internet  applications  for 
brokerages,  and  they  leveraged  that  prodi 
their  existing  client  base.  They  now  have  fi 
six  banks  under  contract.  They  just  announ 
partnership  with  SAP,  whicl 
enable  the  bank  to  offer 
functionality  to  the  online 
kerage  platform,  and  a  par] 
ship  with  Compaq.  [As  o: 
February],  the  stock  has  tril 


YTD  TOTAL 
RETURN** 


$255.5  million 
______ 


12-MO.  TOTAL 
RETURN** 


118.7% 


Q:  So  you're  open  to  Int 

investing? 

A:  To  a  certain  extent.  We 

invested  in  some  Web  agei 

[consulting  firms]  because  w< 

lieve  that  all  the  companies 


3-YR.  AVG.  ANN.    48.2% 

by  the  average  international  eq-  I?T„„„„„T._„„. want  to   do   e-commerce 

uity  fund.  Its  48.2%  average  an-  EXPENSE  RATIO  2.35%  someone  to  help  them  devel 

nual  total  return  over  the  past  rmumniuniu  ~~ri rni t  Web  strategy.  We  have  Frar 

three  years  beat  its  peers  by  bet-  jelecom  VodaSe"  [in    Sweden^    and    Fi    Sys 

ter  than  2  to  1.  Mengel,  1+2,  hasn't  ' _ [France].  We  own  Cross  Syst< 

had  a  money-losing  year  since  BW  RATING         A  a  French  Web  agency  that's  r 

he  took  over  the  fund  in  1996.  A      ~"T  T^Tc^ "  Tr l "«      inR  heavily  into  wireless 

.   _  ■>  ,       ,     ,  ,  *B  shares,  through  Feb.25  "Through  Feb.  25  &  J 

native  of  Germany,  he  holds  a 

degree  in  business,  finance,  and  economics  from 
the  University  of  Berlin  and  was  president  of 
Sal.  OppenJieim  Jr.  Securities,  an  equity  research 
boutique  in  New  York.  He  spoke  recently  with 
Staiuiard  &  Poor's  FundAdvisor  Associate  Edi- 
tor Jane  Sandiford.  A  longer  version  of  the  in- 
terview is  at  wunv.personalwealth.com. 


Q:  What's  your  investment  process? 

A:    We   look   for   companies   with   sustainable 

growth  of  10%^  a  year  or  more.  We  do  some  fi- 


Q:  You  own  Mannesmann,  I  believe. 
A:  We  have  a  very  big  position.  We  think 
combination  of  Vodafone  and  Mannesmann  wil 
a  powerful  holding.  This  new  company  will  I 
benchmark . . .  and  will  lead  others  to  consolid 
'  their  wireless  assets. 


Q:  What  are  your  biggest  sectors? 
A:  In  general,  telecom  and  technology.  Telecon 
around  24%,  technology  a  little  over  20%,  •< 
media  about  7%. 
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ON  A  CLEAR  DAY,  YOU  CAN  SEE 

THE  FUTURE  OF  YOUR  BUSINESS. 


Consulting  Se>  vices 

Financial  Planning 

'formalin'  Management 

Technology  Services 

International  Sei  vii  es 

Information  Integrity 

Assurance  Services 


You  don't  need  a  crystal  ball  to  see  the  future  of  your  business.  You  just 
need  a  CPA.  With  their  insight,  knowledge  and  foresight,  CPAs  can  help 
you  achieve  top  performance  in  a  rapidly  changing  business  environment. 
They  see  the  openings  others  overlook.  They  see  the  ones  to  avoid. 
So  you  can  clearly  see  what's  ahead  for  your  business. 
The  CPA.  Sever  underestimate  the  valued 
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The  Barker  Portfolio 
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THREE 
SHARE 


CONTRARIANS 
THEIR  SECRETS 


BY  ROBERT  BARKER 


On  the  fourth  floor  of  a  plain,  Pasadena 
(Calif.)  office  building,  behind  a  set  of  fake- 
wood-veneer  doors,  you'll  find  three  of  the 
world's  most  accomplished  investors.  They  man- 
age more  than  $25  billion,  much  of  it  for  one"  of 
the  nation's  most  popular  401(k)  options.  But 
chances  are  you've  never  heard  of  Primecap 
Management,  much  less  its  three  chief  stock- 
pickers,  Howard  Schow,  Theo  Kolokotrones,  and 
Joel  Fried. 

That's  how  they  like  it.  Staying  quiet  helps 
Primecap  keep  some  of  its  best  ideas  close — 
stocks  such  as  Oriel,  a  little-known  maker  of 
lasers  and  optical  gear.  Primecap  first  bought  it 
in  April,  1998.  When  it  sank  to  6  last  spring,  the 
firm  got  more.  Since  Lucent  Technologies  agreed 
in  February  to  buy  Oriel,  the  stock  has  topped 
189.  Primecap's  average  cost:  12. 

Such  contrarian  picks  have  powered  the  firm 


K! 


If 


Primecap's 

Picks  and  Pans 

SELECTED  RECENT  PURCHASES... 

COMPANY 

TICKER       PRICE* 

52-WEEK 
HIGH-LOW 

AGILENT  TECHNOLOGIES 

A        108X 

108X1-30 

BIOMET 

BMET       32X 

45M8-25Kf 

CHIRON 

CHIR       49% 

53-18'% 

NOVOSTE 

NOVT      35% 

37-11 

RAYTHEON  (CLASS  A) 

RTN.A     20%; 

75%-WA 

...AND  SALES 

ERICSSON 

ERICY      97K 

%1%-im 

MOTOROLA 

MOT      159M 

164^-66Mc 

NOKIA 

NOK      204% 

206-67% 

NORTEL  NETWORKS 

NT       113/2 

124%-27M 

TEXAS  INSTRUMENTS 

TXN       153K 

1573^-43^ 

*0n  Feb.  25                             DATA:  PRIMECAP  MANAGEMENT  CC 

.,  BUSINESS  WEE! 

( 

SEPARATE  PATHS: 

Left  to  right:  Fried, 
Kolokotrones,  and 
Schow  avoid  deci- 
sions by  committee 


since  its  1983  birth.  Vanguard  Primecap,  its  main 
fund  and  a  popular  401(k)  choice,  returned  621% 
in  the  1990s  vs.  432%  for  the  Standard  &  Poor's 
500-stock  index.  Last  year  it  returned  41%,  near- 
ly double  the  s&p.  The  fund  doesn't  always  beat 
the  market,  but  it  prevailed  in  10  of  its  15  years. 
That's  why  I  was  glad  when  the  firm  recently  set 
aside  its  usual  reticence  to  talk  for  the  first  time 
since  1994,  detailing  for  me  some  secrets  of  its 
approach,  plus  a  few  portfolio  moves  (table). 

Unlike  many  stock-picking  teams,  Primecap 
avoids  groupthink.  "The  best  decisions  are  made 
by  individuals,  not  committees,"  Kolokotrones 
says.  So  each  manager  takes  part  of  the  portfolio 


to  invest  as  he  pleases.  Differing  prediBj 
provide  the  diversification.  That  aj 
wouldn't  necessarily  help  you  with  yo 
portfolio,  but  three  other  Primecap  habits 
First,  it  invests  after  getting  to  know  co 
and  their  prospects  cold.  Second,  it  holds 
a  long  time — eight  years,  on  average — 
plenty  of  room  to  grow.  Third,  Primeca 
"when  it's  controversial,"  Fried  says, 
story  is  not  clear,  when  there  are  disa 
ments,  when  there's  negativism.  That's  w 
feel  we  can  take  large  positions  at  att: 
valuations."  And  that's  how  Primecap  sc< 
tech  stocks,  buying  big  in  the  late  1980s 
the  Street  viewed  them  as  cyclical  com 
producers.  It  got  Intel,  now  110,  under 
buy  stocks  when  they  are  going  down," 
says.  "We  sell  stocks  when  they  are  goin 
"TOLERANCE  FOR  PAIN."  Simple?  Consider 
that  means  today.  Primecap  is  cutting  i 
stakes  in  some  of  the  Street's  favorites 
Texas  Instruments,  Adobe,  Ericsson,  Noki 
Motorola.  Meantime,  it  has  bought  some 
health-care  stocks,  including  Biomet,  a  ma 
orthopedic  devices,  Chiron,  a  biotech  drug  . 
pany,  and  Novoste,  a  profitless  developei  '" 
new  catheter.  It  also 
big,  unpopular  names,  si 
Raytheon,  "one  of  the 
mier  aerospace  compan 
their  technology  and 
grams,"  Fried  says. 

Primecap  also  is  refoc 
on  a  longtime  love,  t 
portation  stocks.  Last  i 
did  sell  us  Airways  G 
but  remains  bullish  on 
ers.  Kolokotrones  rec 
amr,  American  Airlines' 
ent,  is  a  steal  at  52.  IV 
its  stake  in  Sabre  Holdin 
separately  traded  reserva 
system,  the  airline  go 
five  times  estimated 
net — "a  ridiculous  valuat 
Investing  this  way,  S< 
warns,  requires  "patience 
a  tolerance  for  pain."  The 
ier  way  is  to  ride  along 
mutual  fund.  Outside  oi 
tirement  plans,  Vanguard  Primecap  is  clc 
But  the  firm  also  runs  Vanguard  Capital  Op 
tunity,  up  98%  in  1999.  It  takes  at  least  $25 
to  get  in  (800  662-7447).  But  be  careful.  Its 
cent  surge  likely  is  unsustainable.  "Franl 
says  Kolokotrones,  "we  will  do  our  best,  but 
wouldn't  be  surprised  if  we  did  poorly." 
such  salesmanship,  these  guys  are  in  no  dar 
of  losing  their  low  profile. 


Businass\\wk/(?/M///M 


For  barker.online,  go  to  www.businessweek.com/inves 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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Inside  Wall  Street 


INKS  SIGN  ON  AT  SI 


AN  ENCOURAGING 
RUNUP 


Some  savvy  pros  have  high  hopes  for  Internet 
banking:  They  have  been  accumulating  shares 
of  SI  Corp.  (sone),  the  leading  provider  of 
technology  solutions  that  enable  financial  institu- 
tions to  offer  online  banking  services.  SI,  former- 
ly called  Security  First  Technologies,  has  devel- 
oped software  systems  that  let  companies  create 
their  own  Internet  financial  portals,  or  to  out- 
source them  to  Si's  data  center.  "SI  dominates  this 
niche  business  so  well  that  we  bought  more  shares 
when  the  stock  slipped  recently,"  says  Jerry  Apo- 
daca  of  Apodaca  Investment  Group  in  San  Fran- 
cisco. The  stock,  trading  at  25  last  summer,  rock- 
eted to  129  on  Feb.  11,  then 
slumped  to  96  on  Feb.  28. 
"This  pioneer  has  a  lot 
more  upside  ahead  of  it," 
Apodaca  argues.  He  thinks 
the  stock  will  hit  its  intra- 
day  high  of  145  again.  It 
closed  at  115%  on  Mar.  1. 

Citigroup,  Royal  Bank  of 
Canada,  and  Zurich  Finan- 
cial Services  are  among  the 
banks  that  have  signed  up 
to  adopt  the  SI  solution  rather  than  develop  in- 
house  facilities  for  Web  banking  and  related  ser- 
vices. SI  also  has  strategic  relationships  with  com- 
panies that  have  purchased  equity  stakes  and 
that  co-develop  products  and  provide  additional 
sales  channel  for  Si's  solutions.  They  include  An- 
dersen Consulting,  BroadVision,  Intuit,  and 
Comdisco.  SI  expects  more  strategic  allies. 

America  Online  may  be  one  of  them.  "There  is 
a  good  possibility  that  aol  will  be  the  next  one  to 
sign  up,"  says  Richard  Bove,  an  analyst  at  Ray- 
mond James  &  Associates,  who  has  a  "buy"  rating 
on  the  stock.  He  thinks  Si's  VerticalOne  unit — 
whose  technology  lets  customers  view  all  the  in- 
formation on  their  accounts  with  just  one  name 
and  password — has  already  formed  a  relationship 
with  aol.  "A  deal  with  aol  would  provide  SI 
with  an  enormous  potential  customer  and  revenue 
base,"  he  adds,  aol  declined  comment. 
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WHY  DUALSTAR 
IS  SO  WIRED 


BIG  INVESTORS 
DRIVE  UP  THE  PRICE 
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|"ust  four  months  ago,  DualStar 
Technologies  (dstr)  was  a  little- 

'  known  company  whose  stock  was 
languishing  at  about  4.  Since  then,  the 
stock  has  shot  up — to  11  on  Feb.  9 
before  easing  to  97/  on  Mar.  1.  The 
stock  caught  fire  after  Blackacre  Cap- 
ital Management  agreed  in  December 
to  invest  $46.2  million  for  a  51%  stake 
in  DualStar.  The  company  "wires" 
high-rise  buildings,  including  the  Em- 
pire State  Building  in  New  York,  for 


such  systems  as  high-speed  [nternel  access,  di 
rect  broadcast  satellite  and  cable  TV,  arid  tele- 
phones. It  also  designs  arid  control  and 
environmental  systems  at  these  buildings. 

"DualStar  remains  an  attractive  buy  de-spite 
the  stock's  runup,"  says  Stuart  Rudick  of  Kudick 
Asset  Management  in  Mill  Valley,  Calif.  He  notes 
that,  with  Blackacre,  DualStar  will  be  able  to 
broaden  its  market.  The  deal  with  Blackacre 
gives  DualStar  first  refusal  on  rights  to  deliver 
voice,  video,  data,  energy,  security,  and  other 
services  to  properties  owned  or  controlled  by 
Blackacre. 

One  other  thing:  Rudick  thinks  another  big  in- 
vestor may  acquire  a  large  stake  in  DualStar. 
Rudick  says  the  stock  is  worth  twice  its  current 
price,  based  on  the  valuation  of  its  peers,  which 
trade  at  more  than  five  times  revenues.  DualStar 
currently  trades  at  just  one  times  sales,  notes 
Rudick,  who  has  been  buying  shares. 

FOR  ASHLAND,  THE 
ONLY  WAY  MAY  BE  UP 

There  was  a  time  when  investors  viewed  a 
restructuring  as  a  big  advantage.  No 
longer,  to  judge  from  the  slumping  stock 
price  of  Ashland  (ash),  a  major  independent  oil 
refiner  and  specialty  chemical  producer.  Ash- 
land has  spent  the  past  few  years  restructuring 
its  operations.  So  far,  however,  that  hasn't  cut 
the  mustard  with  investors.  In  spite  of  the  ris- 
ing price  of  crude,  Ashland  shares  have  slid  to 
32,  down  from  as  high  as  44  a  year  ago. 

"The  stock  is  a  bargain:  It  doesn't  reflect  the 
company's  efforts  to  enhance  shareholder  value," 
says  Starr  Securities,'  Richard  Cohen,  a  highly 
regarded  oil  analyst.  He  figures  the  stock 
is  worth  45,  based  on  Ashland's  estimated 
cash  flow  for  the  year  ending  Sept.  30,  2000, 
of  $8.32  a  share,  and  a  ratio  of  five  to  six 
times  cash  flow.  Ashland 
is  also  trading  at  less  than 
three  times  earnings  be- 
fore interest,  taxes,  depre- 
ciation, and  amortization 
(EBITDA),  which  he  esti- 
mates at  $12  a  share  for 
fiscal  2000. 

If  the  stock  continues  to 
weaken,  Ashland  is  in  dan- 
ger of  becoming  a  target 
of  some  of  the  oil  majors, 
says  Cohen.  And  in  order  to  enhance  sharehold- 
er value,  the  company  may  decide  to  exit  its 
refining  and  marketing  joint  venture  with 
Marathon  Oil.  Ashland  owns  38%  of  Marathon 
Ashland  Petroleum,  the  fourth-largest  refiner  in 
the  U.S.  Marathon  has  the  right  to  buy  Ash- 
land's stake  after  Dec.  31,  2004. 

"Ashland  may  try  to  accelerate  its  exit  from  the 
venture,"  says  Cohen.  One  other  way  to  exit  is  by 
selling  the  38%  stake  in  a  public  offering,  says  the 
analyst.  He  figures  Ashland  will  post  operating 
earnings  of  $3.60  a  share  in  fiscal  2000. 


NOT  CUTTING 
THE  MUSTARD 

40 

1 

36 

1      ASHLAND 

32 

28 

0 

A 
OAT 

5EPT.  3,  '99      MAR.  1.  '00 

DOLLARS 

L  BLOOMBERG  FINANCIAL  MARKETS 

BUSINESS  WEEK  /  MARCH  13,  2000  161 


BusinessWeek  Investor 


Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Mar.  1       Week 


%  change 
Year-to    Last  12 
date        months 


%  char  I 


GLOBAL  MARKETS 


Mar.  1       Week 


Year-to 
date 


S&P  500 

Feb.  Aug.  Feb   Feb.24-Mar  1 

1400 


;137919 


:1340 


52-week  change 


:1320 


COMMENTARY 

It  was  a  week  that  marked 
an  even  greater  gulf  between 
stock  market  haves  and 
have-nots.  Led  by  techs  and 
telecoms.  the  Nasdaq  Com- 
posite Index  posted  its  12th 
record  close  of  the  year  on 
March  1.  But  the  Dow,  pum- 
meled  by  rate  fears,  slipped 
below  10,000  on  Feb.  25  for 
the  first  time  since  last  April, 
before  rebounding  3%  by 
mid-week. 

Data:  Bloomberg  Financial  Markets 


Dow  Jones  Industrials  10,137.9  -0.9  -11.8  8.7 

Nasdaq  Composite           .      4784.0  5.1  17.6  108.4 

Nasdaq  100  4309.0  3.3  16.2  122.4 

S&P  MidCap  400  468.7  5.1  5.4  31.0 

S&P  SmallCap  600  219.6  5.8  11.0  36.8 

S&P  SuperComposite  1500  293.8  1.8  -4.9  13.5 

SECTORS 

S&P/BARRA  Growth  851.6  1.0  -4.0  20.2 

S&P/BARRA  Value  558.5  1.8  -8.5  .1.9 

S&P  Basic  Materials  108.2  -6.3  -21.7  -1.1 

S&P  Capital  Goods  969.6  0.2  -12.7  11.3 

S&P  Energy  783.7  4.5  -6.1  20.9 

S&P  Financials  116.1  3.0  -12.7  -14.4 

S&P  REIT  71.4  0.0  -3.0  -11.3 

S&P  Transportation  520.9  1.7  -12.7  -23.6 

S&P  Utilities  234.9  -0.9  3.4  -0.3 

GSTI  Internet  703.3  2.5  -1.3  69.5 

Morgan  Stanley  Cyclical  473.3  -2.3  -19.2  -0.9 

PSE  Technology  1191.1  6.6  22.5  156.0 


S&P  Euro  Plus  U.S.  Dollar  1518.3  -1.2  -8.2l 

London  (FT-SE  100)  6364.9  3.6  -8.2 1 

Frankfurt  (DAX)  7727.9  0.4  11.  li 

Tokyo  (NIKKEI  225)  20,081.7  2.9  6.1 

Hong  Kong  (Hang  Seng)  16,843.6  2.9  -0.7 

Toronto  (TSE  300)  9411.6  1.0  11.9 

Mexico  City  (IPC)  7614.8  2.0 

FUNDAMENTALS  Feb.  29 


Week 
ago 


S&P  500  Dividend  Yield  1.23% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  28.8 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.6 

First  Call  Earnings  Revision*  0.19% 

"First  Call  Corp. 

TECHNICAL  INDICATORS  Feb.  29 


1.25% 
28.5 
22.7 
-0.58% 

Week 
ago 


S&P  500  200-day  average  1361.9  1361.9 

Stocks  above  200-day  average           24.0%  23.0%  i 

Options:  Put/call  ratio                      0.41  0.50 

Insiders:  Vickers  Sell/buy  ratio           0.72  0.73 
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BEST-PERFORMING         Last 


GROUPS 


month  °o 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 


Instrumentation 
Defense  Electronics 
Semiconductors 
Oil-Weil  Equip.  &  Svcs. 
Invest.  Banking/Brkrge. 


41.3      Instrumentation 


32.2 
25.3 
21.9 
20.8 


Defense  Electronics 
Semiconductors 
Communications  Equip. 
Oil  &  Gas  Drilling 


362.5 
156.6 
140.9 
135.6 
124.1 


Shoes 

Hotels  &  Motels  -31.6 

Metal  &  Glass  Containers  -29.6 
Engineering  &  Constr.  -29.4 
Specialty  Chemicals         -25.9 


-38.3      Pollution  Control 


Toys 

Food  Chains 

Shoes 

Office  Equip.  &  Supplies 


in 

is 


■  MUTUAL  FUNDS 

■■  S&P  500"  Mi  U  S  Diversified 
4-week  total  return 


I  All  Equity 
52-week  totll  return 


Week  ending  Feb  29 


^ 


; 


%      -6      -3        0        3        6        9 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


16      24      32       40      48 


""Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return 


°0 


Technology  23.7 

Small-cap  Growth  22.0 

Mid-cap  Growth  20.1 

Health  19.2 

Communications  11.4 

Leaders 

52-week  total  return  % 


Technology 

Small-cap  Growth 

Mid-cap  Growth 

Japan 

Diversified  Pacific/Asia 


183.3 
115.8 
110.3 
103.1 
95.3 


Laggards 

Four-week  total  return        % 

Financial  -8.8 

large-cap  Value  -5.5 

Mid-cap  Value  -3.9 

Real  Estate  -2.1 

Natural  Resources  -1.0 

Laggards 

52-week  total  return  % 

-13.6 

-2.3 

-1.8 

-1.0 

2.4 


Financial 
Real  Estate 
Precious  Metals 
Large-cap  Value 
Mid-cap  Value 


INTEREST  RATES 


KEY  RATES 

Mar.  1 

Week 
ago 

Year 
ago 

MONEY  MARKET  FUNDS 

5.42% 

5.40% 

4.53% 

90-DAY  TREASURY  BILLS 

5.76 

5.82 

4.62 

1-YEAR  TREASURY  BILLS 

6.16 

6.27 

4.89 

10-YEAR  TREASURY  NOTES 

6.38 

6.44 

5.39 

30-YEAR  TREASURY  BONDS 

6.16 

6.14 

5.68 

30-YEAR  FIXED  MORTGAGE? 

8.30 

8.34 

7.18 

BLOOMBERG  MUNI  YIELD  EQUIVALI    W 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 
municipal  bonds,  assuming  a  31%  federal  tax 

10-yr.  bond    30-yr 


GENERAL  OBLIGATIONS 


5.21%      5 


TAXABLE  EQUIVALENT 


7.55 


8 


INSURED  REVENUE  BONDS     5.36         6 
TAXABLE  EQUIVALENT  7^77 8. 

tBanxQuote,  Inc.  ' 
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BW  PRODUCTION  INDEX 

Change  from  last  week-.  -0.5%        Change  from  last  year:  10.8% 
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INDUSTRIAL  OUTPUT                                            ^/*> 

Feb  19=lb2.b                                            ^^r 
1992=100                      ,^^V   .^^^ 

The  index  is  a  4-week 
moving  average 
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IS 


Feb. 
1999 


June 
1999 


Oct. 
1999 


Feb. 
2000 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  was  down  for  th 
consecutive  week.  The  unaveraged  ind 
declined  in  the  week  ended  Feb.  19,  fa 
162.0  from  163.0.  Rail-freight  traffic  wa 
2.4%,  after  seasonal  adjustment,  with  a  0, 
crease  in  carload  freight  from  the  previou 
and  a  1.1%  decrease  from  a  year  ago.  Col " 
put  dropped  6%,  with  5,850  fewer  railroa^; 
loaded  this  week.  Production  of  steel, 
trucks,  and  oil  were  also  lower.  Only  ou 
electric  power  and  lumber  showed  increa 
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ITHE  WEEK  AHEAD 


PRODUCTIVITY  AND  COSTS  Tuesday,  Mar.  7, 
8:30  a.m. est  ►  Output  per  hour  worked  in 
the  nonfarm  business  sector  probably  grew 
at  an  annual  rate  of  6%,  says  the  median 
forecast  of  economists  surveyed  by  Standard 
&  Poor's  mms,  a  division  of  The  McGraw-Hill 
Companies.  That  leap  in  the  rate,  which 
would  be  the  biggest  productivity  advance  in 
seven  years,  is  suggested  by  the  upward  re- 
vision to  the  fourth  quarter's  real  gross  do- 
mestic product.  The  Commerce  Dept.  now 
says  real  gdp  grew  at  a  6.9%  annual  rate, 
up  from  the  initially  reported  5.8%  pace. 
The  upward  revision  to  productivity  means 
that  unit  labor  costs  probably  fell  at  a  rate 
greater  than  2%,  more  than  the  1.1%  first 


reported.  The  new  forecast  for  productivity 
would  mean  that  output  per  work  hour  rose 
by  about  3.6%  for  all  of  1999,  the  largest 
gain  since  1992. 

INSTALLMENT  CREDIT  Tuesday,  Mar.  7,  3 
p.m.  est  ►  Consumers  probably  added 
$7.5  billion  in  new  debt  in  January,  says 
the  s&p  mms  forecast.  That's  slightly  below 
the  $8.2  billion  averaged  monthly  in  1999, 
but  at  yearend,  borrowing  surged.  New  debt 
jumped  by  $15.8  billion  in  November  and 
$11.2  billion  in  December.  Strong  con- 
sumer finances  are  making  households  feel 
very  comfortable  about  taking  on  large 
quantities  of  debt.  That's  the  reason  credit 
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outstanding  at  the  end  of  1999  equalled  ^ 
record  20.6%  of  disposable  income.  I* 
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BEIGE  BOOK  Wednesday,  Mar.  8,  2  p.m.  es  iftu 
►  The  Federal  Reserve  will  release  its  con  ; 
pilation  of  regional  economic  activity.  The  Ni 
Beige  Book,  prepared  in  advance  of  the  pc 
icy  meeting  on  Mar.  21,  will  contain  infor- 
mation on  labor  shortages  and  wage  pres-  t:\] 
sures  across  the  country. 


BusinessWeek  ONLINE, 


For  more  investment  data  and  the 

components  ot  the  production  index, 

visit  www.businessweek.com. 
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Daiwa  Securities  60 

Dell  Computer  (DELL)  11 0,154 

Deutsche  Bank  (DTBKY)  35,  39 

Deutsche  Telekom  (DT)  54 

Diesel  144 

Disney  (Walt)  (DIS)  62,  66 

Doubleclick  (DCLK)  81 

DreamWortts  SKG  62.  66 

Dresdner  Kleinwort  Benson  50 

Dreyfus  (MEL)  138 

Dnveway  22 

DSP  Communications  (DSPC)  110 

DualStar  Technologies  (DSTR)  161 

Duff  &  Phelps  Credit  Rating  140 

DuPont  (DD)  32 
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eCompanies  66 
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Fidelity  Investments  130. 136. 155 

First  Call  35, 136 

First  Union  (FID)  138 

Fi  System  158 

Fitch  IBCA  144 

Ford  (F)  4, 6.  32.  34.  35 
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Fujitsu  81 
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Gateway  (GTW)  94, 110, 154 

General  Electric  (GE)  94, 126 

General  Mills  (GIS)  42 

General  Motors  (GM)  32,  34, 35 

GeoPartners  Research  110 

Gerard  Klauer  Mattison  62 

Getacard.com  6 

Glaxo  Wellcome  (GLX)  58 

Global  Crossing  (GBLX)  94 

Goldman  Sachs  (GS)  50, 130 

GTECH  Holdings  (GTK)  126 
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Hasbro  (HAS)  62 
Healthaxis.com  62 
Hershey  Foods  (HSY)  42 
Hewlett-Packard  (HWP)  94 
Hexagen  58 
Heyde  1 58 
Hikari  Tsushin  81 
Hilfiger  (Tommy)  (TOM)  144 
Home  Depot  (HD)  76 
Hongkong  &  China  Gas  50 
Human  Genome  Sciences  (HGSI) 
136 
Hutchison  Whampoa  50 


IBM  (IBM)  94, 110 

idealab!  42 
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Infosys  Technologies  (INFY)  50 

ING  Barings  (ING)  46, 52 

Inktomi  (INKT)  110 

Intel  (INTO  110, 124, 160 

International  Data  110 


Internet  Capital  (ICGI )  32  42 
Internet  Research  Institute  88 
internet  com  (INTM)  42 
interQ  81  88 

Intuit  (INTU)  161 
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James  (Raymond)  138, 161 
JDS  Uniphase  (JDSU)  35 
Jupiter  Communications  (JPTR)  62 
Kellogg  (K)  42 
Knowledge  Adventure  42 
Korea  Electric  Power  (KEP)  50 


La  Jolla  Club  Golf  44 
Lark  Clothing  Stores  144 
Lazard  Freres  46 
Leap  Frog  62 
Learning  Co.  (MAT)  62 
Lehman  Brothers  (LEH)  58.  94 
Levi  Strauss  144 
Liberty  Digital  66 
Liquid  Audio  81 
Loomis  Sayles  136 
Lucent  Technologies  (LU)  93. 110, 
160 
Lycos  (LCOS)  62 
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Macroeconomic  Advisers  36 

Macromedia  66 

Madoff  (Bernard  1)130 

Magna  32 

Mannesmann(MNNSY)54,158 

Marathon  Ashland  Petroleum  161 

Mattel  (MAT)  62 

MCI  WorldCom  (WCOM)  93 

McKinsey  &  Co.  88 

Merrill  Lynch  (MER)  58, 81, 110, 

130,136,155 

Microsoft  (MSFT)  4,  56, 62,  81 
Moody's  Investors  Service  140, 

142, 144 

Morgan  (J.R)UPM)  28, 104 
Morgan  Stanley  Dean  Witter  (MWD) 

126,130 
Momingstar  136 
Morris  (William)  66 
Motorola  (MOT)  110, 160 
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NameSecure.com  108 
Namezero.com  104, 108 
National  Westminster  (NW)  126 
National  Wine  &  Spirits  32 
NEC  (NIPNY)  81 
Neoforma.com  (NEOF)  32 
NeoPoint  14 
NetAge  81 

Net  Value  (NEW)  42 
Network  Solutions  (NSOL)  104, 108 
News  Corp.  (NWS)  52,  66 
Nike  (NKE)  10 
Nintendo  (NTDOY)  62 
Nippon  Credit  Bank  81 
Nippon  Telegraph  &  Telephone 
(NTT)  81 

Nissan  (NSANY)  56 
Nokia  (NOK)  160 
Novoste  (NOVT)  160 
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Oracle  (ORCL)  34, 56 
Ortel(ORTL)  160 

Pacific  Century  CyberWorks 
(PCCLF)  50,  52 
PaineWebber  (PWJ)  39 
Paper  Moon  62 
Penny  (J.C.)  (JCP)  144 
PepsiCo  (PEP)  142, 144 
priceline.com  (PCLN)  94 
PricewaterhouseCoopers  42, 130 
Progressive  Insurance  142 
Prudential  Securities  136 
PSINet  (PSIX)  81, 104, 110 


Quadrangle  46 


Qwest  Communications  (QWST) 
54.94 

Radica  Games  (RADA)  62 
Rakuten  88 
Raytheon  (RTNB)  160 
RedHat  (RHAT)  110 
Register.com  (RCOM)  108 
Reliance  Group  (RED  46 
Renault  56 

Royal  Bank  of  Canada  161 
Royal  Bank  of  Scotland  126 
Royal  Dutch/Shell  (RD)  34 
Royal  KPN  (KPN)  54 
Rudick  Asset  Management  161 


SabrefTSG)  160 

Safeway  (SFY)  76 

Salomon  Smith  Barney  (0  1 10 

Samsung  126 

Sandia  National  Laboratories  93 

Sanpaolo  IMI  (IMI)  126 

SAP  (SAP)  4, 35, 110. 158 

SBC  Communications  (SBC)  46, 

54 

Schwab  (Charles)  (SCH)  130 
Sears  (S)  4,  32,  34,  56 
Sega  Enterprises  (SEGNY)  62 
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Editorials 


A  NEW  VOTER  FOR  THE  NEW  ECONOMY 


Who  will  capture  the  new  electorate  of  the  New  Econo- 
my? Will  either  political  party  be  able  to  reconfigure  it- 
self to  incorporate  one  of  the  fastest-growing  segments  of  the 
voting  population?  These  are  among  the  most  significant 
questions  emerging  in  this  heated  Presidential  primary  season. 
The  Pew  Research  Center  for  the  People  &  the  Press,  which 
has  an  ongoing  project  studying  the  beliefs,  values,  and  pri- 
orities of  American  voters,  recently  uncovered  what  it  calls 
the  New  Prosperity  Independents.  A  product  of  the  high-tech, 
fast-growth  U.  S.  economy  of  the  '90s,  this  group  accounts  for 
11%  of  registered  voters,  compared  with  10%  for  liberal 
Democrats  and  12%  for  staunch  conservatives.  This  newly 
emergent  electoral  group  is  basically  a  nonpartisan  swing 
group  that  leans  slightly  toward  the  Republican  Party,  ac- 
cording to  the  Pew  center. 

As  the  New  Economy  expands,  these  new  independent 
voters  are  sure  to  increase  and  exert  a  growing  influence  on 
the  political  system.  It  appears  that  Senator  John  McCain 
won  most  of  their  votes  in  the  earliest  primaries.  But  they  do 
not  conform  to  conventional  political  \iews  or  fit  easily  with- 
in either  political  party. 

New  Prosperity  Independents  are  generally  pro-business 
but  also  pro-environment,  according  to  Pew.  They  strongly  fa- 
vor handgun  control  but  also  want  to  see  the  capital-gains  tax 
reduced.  They  generally  dislike  established  political  parties  but 
do  like  the  economic  status  quo  and  feel  satisfied  with  their 
owm  financial  condition.  They  love  the  Internet  and  the  stock 


market.  More  New  Prosperity  Independents  go  oi| 
75% — than  any  other  political  group.  And  40%  go 
Web  for  their  news  at  least  once  a  week.  New  Prosperl 
dependents  think  that  corporations  make  a  reasonable  | 
More  than  a  third  trade  stocks  and  bonds.  They  are 
thetic  toward  immigrants  but  less  so  toward  the  poor.1 
93%  believe  very  strongly  that  everyone  has  it  in  theij 
er  to  succeed.  They  are  well-educated  (38%  have  a  colle 
gree),  young  (70%  are  under  50),  and  well-off  (41% 
household  income  of  $50,000  or  more).  The  economy  a\ 
ucation  are  the  two  issues  that  matter  most. 

Add  it  up,  and  these  voters  tend  to  be  economically 
liant  and  free-market-oriented.  They  want  the  govemml 
provide  good  education  (via  public  charter  schools),  guad 
individual  freedom  to  pursue  opportunity,  and  proteJ 
environment,  but  they  don't  want  Washington  or  the  stati 
trading  in  their  personal  lives.  They  are  strongly  pro-c| 
and  more  than  half  have  a  family  member,  friend,  or  colli 
who  is  gay.  Only  13%  of  New  Prosperity  Independents  [ 
church  every  week. 

Absorbing  what  may  be  a  rapidly  growing  New  EcoJ 
electorate  into  the  Republican  and  Democratic  parties 
difficult  at  best,  given  the  respective  core  constitue| 
of  the  traditional  parties.  But  unless  the  two-party  sj 
accommodates  the  priorities  of  New  Prosperity  Indc 
dents,  the  U.S.  risks  fractionalizing  its  polity  and  per 
undermining  its  stability  in  the  long  run. 


HOW  NOT  TO  CHOOSE  AN  IMF  LEADER 


There  are  few  leaders  in  the  world  more  powerful  than 
the  director  of  the  International  Monetary  Fund.  Yet  the 
selection  process  for  choosing  the  IMF  director  resembles  the 
worst  kind  of  closed-door  politics,  long  since  abandoned  in 
America.  The  process  is  undemocratic,  unrepresentative,  and 
overlooks  some  of  the  best  people  for  the  job.  The  recent  row 
over  the  next  IMF  director,  with  the  U.  S.  rejecting  outright 
Europe's  choice,  illustrates  the  sad  state  of  affairs  and  the 
need  to  change  them. 

By  custom  the  IMF  job  has  always  gone  to  a  European  and 
the  top  World  Bank  job  to  an  American.  Perhaps  it  made 
sense  to  divide  up  the  jobs  decades  ago.  It  doesn't  now.  The 
most  qualified  candidate  should  run  the  IMF,  regardless  of  na- 
tionality. It  still  makes  sense  to  pick  someone  from  among  the 
countries  that  provide  most  of  the  IMF's  funding,  but  the  se- 
lection process  should  take  place  in  the  light,  not  the  dark, 
and  the  candidates'  positions  on  key  issues  should  be  made 
known  to  one  and  all.  This  is  especially  important  at  this  mo- 
ment in  time. 

Washington  is  pushing  for  a  major  downsizing  of  the  IMF's 
role  in  international  finance,  which  has  expanded  enormously 


in  recent  years.  It  wants  the  private  capital  markets  to 
a  more  significant  role  in  the  financial  adjustment  process.| 
none  of  the  three  contenders  is  making  his  views  knov 
this  key  issue.  Caio  Koch-Weser,  Germany's  State  Secrej 
for  International  Finance  and  Europe's  first  choice,  is  not 
an  unknown  on  the  global  financial  scene,  but  he's  said 
ing  about  the  IMF's  role  in  the  world.  American  candid 
Stanley  Fischer  is  already  No.  2  at  the  IMF.  He  was  ins| 
mental  in  applying  the  IMF's  standard  austerity  policy  di 
the  1997  Asian  financial  crisis  and  exacerbating  the 
recession.  Not  a  great  resume  for  an  agent  of  change. 
Eisuke  Sakakibara,  a  former  Japanese  vice-minister 
nance  for  international  affairs,  is  better  known  for  irritatl 
American  and  European  finance  officials  by  defending  na 
Japanese  interests  than  for  pondering  global  problems, 
too,  has  said  nothing  about  what  he  would  do  as  IMF  chic  * 

Horse  trading  and  back-room  deals  should  no  longer  p 
any  role  in  the  politics  of  any  international  organization, 
it  the  IMF,  the  World  Bank,  the  United  Nations,  or  1 
World  Trade  Organization.  Democracies  should  pract 
what  they  preach. 
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Digital    Light    P  r  o  c  e  s  s  i 


DLP 


A  TEXAS  INSTRUMENTS  TECHNOLOGY 


REEDOM  WITH  THE 
EASE  OF  DIGITAL  LIGHT. 


Digital  Light  Processing  *  imaging  technology 
from  Texas  Instruments  allows  your  ideas  to 
take  flight,  no  matter  where  you  are. 
The  brilliant  colors  and  digital  reliability 
of  DLP ™  processors  are  ready  to  go  in  the  industry's 
leading  compact,  lightweight  projectors.  So 


possible.  Whether  it's  portable  or 


can  project  brilliance  and  confidence 


visit  our  Web  site  or  call  1-888-DLP-BY-TI. 


ic(y  on  the  NYSE®  under  the  symbol  TXN.    ©  2000  Tl 


www.dlp.com 


ISUAL     tXCELLENCE 


Your  new  movie  studio. 
Minus  the  studio. 


Ik' 


The  world's  first  portable  movie  studio.  Talk  about  independent  filmmakers: 


> 


The  new  PowerBook  gives  you  the  power  to  create  and  edit 
professional  Desktop  Movies  anytime,  anyplace.  With  its  G3  r^\f » 
chip  now  running  at  up  to  500MHz,  it's  the  fastest  notebook  in 
the  world  -  toasting  even  the  fastest  mobile  Pentium  III:  Now  every  model  has 
built-in  DVD  and  FireWire,  so  you  can  plug  in  a  digital  camcorder  and  capture 
pristine  digital  video  on  location.  And  every  new  PowerBook  was  born  to  run 

Final  Cut  Pro  software,  which  gives  you  ^ 

the  features  of  a  video  editing  bay  at 


*■  * 


Final  Cm  Pin- 

a  fraction  of  the  cost.  Onlv  this  studio  can    ^««f^/j*w 

*  i  tdeo  editing  sojtu  we  ana 

your  PowerBook  has  the 
r    11  i  T  11       features  of  a  high-end editing 

follow  vou  anywhere.  Just  add  W-^A^^ 

4  4  J 

a  second  battery  for  up  to  ten  hours  of  movie 
work  on  the  road."  Or  add  an  AirPort  Card  for 


wireless  Internet  access  up  to  150  feet  from  the  optional  AirPort  Base  Station. 

So  pick  up  a  new  PowerBook-  and  take  moviemaking 

places  it's  never  been  before.  For  all  the  details, 

call  us  at  1-800-MY-APPLE  orvisitwww.apple.com.  Think  different. 


'000  ]ppleComputer,hu  Ml  rights  resenrd  Ippk  IbeAppleloga  Fm^reondPowtrBooliartregisteredtradmutrisandMrPort,  Final  Cut  Pro  and  Ttink  different  ar$  trademarks  o)  tfple  Computer,  hu 

'Hosed  mi  I'bolusbii/i  tests  mi  arailahle  systems  as  nj 2/ 14/00.  "Batten ■life  vanes  by  configuration  and  usage  Clip  from  Orgy  s  "Blue  Monday. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
PROFIT  AND  GLOSS 

THESE  HEADHUNTERS 
SEEK  BIGGER  GAME 

HUNTING  HEADS  PAYS  WELL, 
but  investing  in  tech  compa- 
nies can  pay  better.  So  it's 
no  surprise  that  executive  re- 
cruiters such  as  Heidrick  & 


Struggles  and  Spencer  Stu- 
art are  jumping  on  the  ven- 
ture capital  bandwagon  faster 
than  you  can  say  "ll'o." 

These  new  vc  funds  are 
potentially  profitable  and 
good  retention  tools  for  the 
recruiters,  too.  "It's  a  way 
that  we  can  leverage  our  re- 
lationships with  client  com- 


panies to  give  our  employees 
an  opportunity  to   invest," 
says  Spencer  Chief  Executive 
Officer  Joseph  Griesedieck. 
He  expects  to  soon  have  sev- 
eral $1  million  funds  that  will 
invest  in  Spencer's  pre-IPO 
clients  and  in  companies  fund- 
ed by  venture-capital  groups 
that    are    Spencer    clients. 
Headhunter  TMP  Worldwide 
recently    started    a   vc 
fund  to  invest  in  its 
clients  and  others.  And 
Heidrick's  three-month 
old  vc  entity,  H&s  Capital, 
has  $25  million. 

But  old-line  recruiter 
k  Korn  Ferry  remains  un- 
W  easy.  Says  Chris  Kidd, 
managing  director  of  private 
equity:  "If  I  am  investing  in  a 
portfolio  company,  it  becomes 
very  difficult  to  convince  oth- 
er enterprises  in  the  same 
sector  that  I  am  going  to 
bring  them  the  best  manage- 
ment I  can."  In  short,  invest- 
ing in  a  client's  competitor  in- 
vites mistrust.  But  that's  a 
risk  some  recruiters  are  pre- 
pared to  take.       Joan  Oleck 
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Locked  stock  keeps  company  insiders  from  dumping 
shares  from  an  IPO  on  the  market.  In  March,  50 
companies  will  "unlock"  700  million  shares.  Some- 
times, institutions  invest  at  this  point  because  the 
stocks  are  no  longer  thinly  traded.  But  more  shares 
can  also  drive  the  price  down.  Here,  David  Geleibter 
traders*  Un      ''s*s  ^e  *en  comPan'es  which  have 

lock  V  load  '    PromPted  the  most  inc1uiries  on  his 
Web  site,  www.UnlockDates.com. 


UNLOCK  COMPANY* 
DATE 

CATEGORY 

OFFERING  PRICE/ 
CURRENT  PRICE 

3/13 

CALIPER  TECHNOLOGIES 

BIOTECH 

$16.00/139.88 

3/19 

KANA  COMMUNICATIONS 

SOFTWARE 

7.50/163.50 

3/19 

BROADBASE  SOFTWARE 

SOFTWARE 

14.00  / 128.63 

3/20 

EGAIN  COMMUNICATIONS 

E-BIZ  SERVICE 

12.00  /  54.63 

3/20 

YESMAIL.COM 

E-MAIL  MARKETING 

11.00/34.13 

3/21 

INTERSPEED 

DATA  TRANSFERS 

12.00/30.13 

3/25 

FREESH0P.COM 

ISP 

12.00/31.75 

3/25 

ITXC 

ONLINE  MARKETING 

12.00  /  84.50 

3/27 

TIVO 

PERSONAL  TV 

16.00  /  39.44 

3/28 

GOLDEN  TELECOM 

TELECOM  IN  RUSSIA 

12.00  /  42.38 

TA: 

THE  CARSON  GROUP     *ALL  LISTED  ON  NASDAQ 

kill 


TALK  SHOW  ((With  livestock,  it's  called  animal  cruelty! 
With  people,  it's  called  a  morning  commute." 

-A  subway  ad  calling  for  transit  improvements  in  New  York 
City,  and  rejected  by  the  Metropolitan  Transportation  Authori^_ 

GAMESTERS:  VC  boss  Jo 
left,  and  unflappable  Br 


l-WAY  PATROL 

WHO  WANTS  TO  BE 
AN  ENTREPRENEUR? 

SOMETIMES  EVEN  A  DAZZLING 
business  plan  isn't  enough  to 
secure  venture  capital.  You 
need  something  special. 
Here's  how  one  entrepreneur 
got  cash  via  quick  thinking 
and  grace  under  pressure — 
as  a  game-show  contestant. 

In  early  March,  ITER  Hold- 
ings, a  VC  firm,  presented  its 
version  of  abc's  popular  Who 
Wants  to  Be  a  Millionaire  at 
the  annual  Atlanta  VC  confer- 
ence of  Red  Herring,  a  maga- 
zine that  covers  the  industry. 
"We  wanted  to  promote  our- 


5  SOI 


selves,  but  we  didn't  war 
spend  a  lot  of  money  d 
it,"  explains  Boland  Jc 
ptek's  ceo.  His  plan  wor 
The  promotion  attracted 
dreds  of  potential  clients 
on  television,  the  finalists 
to  answer  seven  questi 
The  last  one,  in  this 
"The  total  market  cap  of 
ternet  companies  is  $85 
lion.  What  percentage  of 
is  made  up  by  major  sites 
eBay,  Amazon,  and  the  lik  if 

The  guy  who  knew  it 
75%  won  $5  million.  Play 
was  "the  most  intense  th 
I've  ever  done,"  says  M 
Bruce,  who  is  building  a 
ston  (Va.)-based  e-comme 
software     startup,     Sing 
Shop.com.  "It  was  like  cd 
pressing  a  six-week  fund-rc| 
ing  campaign  into  30  minui 
But  the  payoff  made  that  h 
hour  worth  it.  Charles  H< 


TRADE  WINDS 

DEFICIT 
NOSHING 

IS  THE   U.S.   TASTE   FOR 

imported  treats  hurting 
our  trade  balance?  It 
seems  so.  Commerce 
Dept.  figures  show  that 
in  Nov.,  1999,  the  U.S. 
suffered  a  trade  deficit  in  food 
and  beverages — for  only  the 
second  time  this  century. 

The  gap  was  tiny — $19  J 
million  in  a  $27  bil- 
lion total  trade 
deficit  that 
month.  Still,  the 
imbalance  sur- 
prised some 
economists;  after  all, 
the  U.S.  has  long  been  the 
world's  breadbasket.  And  his- 
torically, food  exports  have 
counterbalanced  high  import- 
ed oil  bills.  U.S.  farms  are  still 
productive,  but  consumer 
tastes  have  changed.  Ameri- 
cans are  longtime  buyers  of 
such  imported  foods  as  fish, 
bananas,  and  coffee.  Now,  the 


boom  has  lifted  demand 
luxury  foods  like  caviar  a 
out-of-season  fruit.  The  usi 
U.S.  ag  surplus  has 
so  shrunk  since  19!: 
thanks  to  a  strong  d< 
Asi; 


IMPORTS:  An 

i  unbalanced  diet 

markets.  The 
food  deficit?  SeptJ 
1998. 

Economists  generally  seJ 
this  deficit  as  a  small  blow  t\ 
national  prestige,  not  a  long! 
term  problem.  Kem  Stokes  ol 
the  U.S.  International  Trad^ 
Administration  says  "nothing 
fundamental"  has  happenec 
to  U.  S.  agriculture.  Yet  fooc 
imports  are  expected  tc 
climb,  even  if  the  deficit 
doesn't.       Lorraine  Woellei 
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\f  hart/ mezzo-soprano 
ry  ryvkin /conductor 

y:  the  arts  is  not  the  most  stable 
•r.  then,  when  you  have  a  child,  the 
rtainty  really  hits  home. 

ittle  by  little  leila's  taught  us  how  to 

nil 

l'  ice  this  sometimes  precarious  life  in  the 
!  with  the  need  for  long-term  financial 


1 


being,  she  took  the  time  to  find  out 
we  are...what's  important  to  us... 

ouldn't  be  doing  this  if  we  thought  we 
i  compromising  amanda's  future. 


J^^V^^Ij 


"amanda's  needs  are  not  negotiable" 


Leila  ross/financial  consultant 

lei  la:  vicky's  instincts  were  to  put  their 
assets  in  a  nice  safe  place ...t-bills  and  cds. 

we  took  a  hard  look  at  what  they  really 
needed  — immediate  and  long  term  — and 
put  together  a  plan,  eventually,  we  created 
a  portfolio  designed  not  only  for  growth  but 

also  for  a  steady  income  so  vicky  could  devote 
herself  full-time  to  her  singing. 

then  amanda  came  along,  which  gave  a  whole 
new  meaning  to  "long-term  investing." 


be  bullish 


Merrill  Ly^ch 
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MOVING: 

Saul  and 
Gayfryd 
Steinberg 

REALTY  CHECK 

FLAT  SHARES 
BUT  A  PRICEY  FLAT 

ONETIME  CORPORATE  RAIDER 
Saul  Steinberg  will  step  down 
as  CEO  of  troubled  Reliance 
Holding  Group,  as  its  shares 
hover  at  an  anemic  $4.  In- 
vestors would  have  done  bet- 
ter had  they  invested  in 
Steinberg's  home  rather  than 
his  company. 

Shattering  the  record  for  a 


New  York  apartment  sale, 
Steinberg's  20,000-square-foot 
Park  Avenue  flat  has  been 
sold  to  Stephen  Schwarzman 
of  Blackstone  Group  for  $37 
million.  (The  previous  high 
was  $21.5  million,  paid  in  1999 
for  a  Fifth  Avenue  penthouse.) 
The  34-room  mansion-in-the- 
sky  once  belonged  to  John  D. 
Rockefeller  Jr.  It  includes  a 
dining  room  that  seats  48,  five 
master  bedrooms,  a  60-foot  en- 
try gallery,  a  gym,  a  billiard 
room,  a  screening  room,  and 
space  for  servants.  The  seller, 
the  buyer,  and  broker  Edward 
Lee  Cave  all  declined  com- 
ment, but  Corcoran  Group,  a 
rival  broker,  estimates  the 
monthly  charges  at  $23,000. 

Steinberg  bought  the  place 
in  1971  for  $285,000.  That 
means  it  has  appreciated 
18.3%  a  year.  Yet  since  1971, 
Leasco,  the  Steinberg-run 
company  that  gobbled  up  Re- 
liance and  took  its  name,  has 
seen  its  shares  fall  from  $26 
to  $4.  Lesson:  A  rich  man's 
home  is  where  his  heart  is — 
and  his  profits,  too.  d 


SILICON  CULTURE 

TAR0T  CARDS 
GODIGITAL 

PROVING  THAT  EVEN  THE 
occult  isn't  safe  from  techno- 
logical reinvention,  Thomas 
Scoville,  a  freelance 
computer  program 
mer,  has  de- 
veloped  a 
geek's  gift 
for  the  for- 
tune-seeking 
chips-and-Net 
crowd:  The  y- 
Silicon  Valley 
Tarot  deck. 

Hey,  this  re- 
ally must  be  a  New  Age. 
Originally  a  series  of  doodles 
scanned  onto  Scoville's  per- 
sonal Web  page,  this  high- 
tech  deck  ($19.95  at  www. 
svtarot.com),  replaces  the  tra- 
ditional Tarot  cards  of  cups, 
wands,  pentacles,  and  swords, 
with  the  likes  of  the  Guru, 
the    Five    of  Cubicles,   the 


Hacker,  and  the  Nerd  of 
Networks.  Kings,  queens, 
knights,  and  pages  are  sup- 
planted by  chief  information 
officers,  salesmen,  marketers, 
and  new  hires. 

Symbols  such  as  the 
lovers    and 
the    priest- 
ess are  out. 
In  are  stock 
40jft  l=iM   options,  ven- 
ture   capital, 
F   and,  of  course, 
the  double  lat- 
te.  The  kiss-of- 
death  card  is 
the  Layoff — symboliz- 
ing "rejection,  failure,  in- 
competence." The  most  covet- 
ed? The  IPO. 

Some  answers,  though,  are 
beyond  even  this  deck.  "If 
you  ask  questions  about  your 
love  life,"  Scoville  says, 
"you're  going  to  end  up  with 
the  same  love  life  that  every 
Silicon  Valley  engineer  has." 
Which  is,  he  says,  mostly  hy- 
pothetical.   Marcia  Stepanek 
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IF  THESE 
FUEL  PRJCES 
KEEP  fclSlMG-,1. 
NAY  WAVE  TO  LEAVE. 
TME  SUV  IN  THE 


MINE 
/STUE. 
GARAGE. 


TELECOM  TALES 

PAY  PHONES:  I  CAME, 
I  SAW,  I  ORDERED 


WHEN  WAS  THE  LAST  TIME  YOU 
used  a  pay  phone?  Probably 
when  the  batteries  on  your 
cell  phone  died.  The  pay- 
phone  business  misses 
you  big-time.  In  two 
years,  the  number  of  pay 
phones  nationwide  has 
fallen  about  15%.  So  El- 
cotel,  a  major  manufac- 
turer, has  come  up  with 
an  idea — phones  that 
flash  ads  and  other  info 
on  an  embedded  five- 
inch  screen. 

More  ads  may 
not  make  your 
heart  go  pitter- 
patter,  but  the 
idea  of  the  added 
revenue  thrills  pay-phone 
providers.  "The  industry 
needs  a  revolution,  because 


DYING?  Public 
phones  are  scarcer 


right  now  it  looks  pj 
grim,"  says  John  Bain 
vestment  bank  Hoak  Bl 
love  Wesneski.  Elcotel  hi 
ready  cut  a  $125  million! 
with  Canada  Payphonl 
45,000  of  its  "Grapevine! 
phones,  to  be  instj 
starting  in  March. 

With  ads  poppin| 
unexpectedly  on 
line  pumps  and 
mated  teller  machl 
maybe      consur 
won't  mind — espec 
since  the  screens 
also  provide  restat 
listings  and  give 
bers  to  order  gol 
It's  a  whole  new 
of  the  public  ph(] 
says      Elcotel 
Michael  Boyle: 
strategy  is  to  ml 
"  our     industry     frf 
coins  to  content."  And  to| 
it  while  the  industry  is 
breathing.         Dennis  Blc 


It 


THE  BIG  PICTURE 


STAYING  PUT  Say  adieu  to 

the  Trailing  Spouse  Syndrome. 
As  women  have  climbed  the 
corporate  ladder,  making  bigger 
salaries,  fewer  married  male 
executives  are  relocating  for 
work  after  a  job  loss. 


PERCENTAGE  OF  DISCHARGED 

MANAGERS  AND  EXECUTIVES  WHtl 
RELOCATE  WITH  THEIR  SPOUSES! 


95      '96 
▲  PERCENT 
FROM  ANNUAL  SURVEYS  OF  3,000  MANAGERS! 
DATA:  CHALLENGER.  GRAY  &  CHRISTMAS 


FOOTNOTES  Global  foreign  direct  investment  by  U.S.  manufacturers  expected  for  1999:  $46  billJOII;  in  1998:  $27  billion 
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(SHOWN  ACTUAL  SIZE) 


AM. 


Though  it  weighs  under-6  pounds,  the  PowerLite*  710c 
performs  like  a  true  heavyweight,  giving  you  everything 
you  need  to  captivate  an  audience.  Perfect  color. 
Razor-sharp  detail.  And  plenty  of  brightness  -  even  for 
rooms  that  are  lit:  Plus,  when  it  comes  to  clarity,  no  DLP  can 


beat  our  three  LCDs.  There's  even  Private  Line  phone 
support  for  immediate  assistance.  With  all  that,  there's  a 
lot  more  to  the  PowerLite  710c  than  meets  the  eye.  For 


ever  seen,  its  performance  will  surely  make  it  the  greatest. 


jwu  vc  vjwi  iw  dec  ii  in  if    ;foUN      ^ajlwk 


NO! 


Epson;  the  world's  number  one  projector  company,  brings 
you  the  PowerLite  710c  featuring:  5.8  pound  weight  •  10.5"  x 
8.4"  x  3.5"  dimensions  •  Keystone  correction  •  1000  AN^r 
lumens  with  XGA  resolution  •  SizeWise™  technology  givesjjfcu 
compatibility  with  computer  resolutions  up  to  1600  &f*200. 


jectors. 
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THE  CARE  AND  FEEDING 
OF  CUSTOMERS 


In  "An  eagle  eye  on  customers" 
(Special  Report,  Feb.  21),  Steve  Hamm 
and  Robert  Hof  offer  an  interesting 
assessment  of  customer  relationship 
management  (crm)  as  a  rapidly  emerg- 
ing software  category — one  that  is 
helping  businesses  compete  in  the  New 
Economy  by  helping  them  understand 
and  market  to  their  customers. 

However,  crm  is  about  more  than 
simply  finding  the  best  product  solu- 
tions to  meet  a  company's  needs. 
Rather,  CRM  needs  to  be  viewed  as  an 
all-encompassing  business  strategy — a 
customer-centric  philosophy  of  doing 
business  that  affects  every  single  con- 
sumer touchpoint. 

Savvy  business  leaders  will  clearly 
recognize  the  full  potential  of  CRM;  they 
will  incorporate  a  customer-centric  crm 
philosophy  into  the  core  of  their 
business  and  use  crm  strategies  to 
create  an  integrated,  corporatewide 
view  of  the  customer.  In  doing  so, 
the  most  successful  companies  will 
empower  themselves  to  attract,  retain, 
and  care  for  the  ever-demanding 
consumer. 

Deepak  Sircar 

Group  Vice-President 

eCRM  Division 

Reynolds  &  Reynolds  Co. 

Carrollton,  Tex. 
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Your  article  on  customer  managem 
and  software  is  timely  and  informati 
Better  understanding  of  your  customi 
is  one  key  to  success  in  the  New  Eo 
omy.  Many  companies,  however,  bo| 
Net-centric  and  old-line,  continue  to 
nore  the  customer-service  represen 
tives  and  the  work  processes  in  the 
tomer  interaction  center.  The  softwa  a 
you  detailed  is  wonderful  and  has  tl  [need 
potential  to  affect  a  business'  success  idded  - 

The  full  impact,  though,  can  only  \  nfiviiei 
realized  if  there  is  first  a  complete  r  jjm, " 
thinking  of  an  organization's  wor  JRwail 
processes.  We  have  seen  all  too  man  here?  H 
companies  investing  in  customer-reh  j  doing 
tionship  management  software  withot  \  here 
first  optimizing  the  organization.  R<  fecheoi 
member,  75%  to  80%  of  the  cost  in  [done 
customer  interaction  center  'is  peopk  g  how 
related.  Before  investing  in  crm  soft  d  and 
ware,  assess  what  you  have  today. 

Gerald  F.  Giermal 

President  &  Chief  Operating  Office 

Atlas  Technology  Grouj  nm 
Chicag^ 

THOSE  OLD  STOCK  PRICES  ARE 
BRITISH,  NOT  SPANISH 


"Should  you  be  scared  of  decimal  D 
stock  pricing?"  (BusinessWeek  Investor,  m 
Feb.  21)  repeats  the  Wall  Street  lore 
that   the   one-eighth   tick   size   is   an 
anachronism  traceable  to  the  use  of 
Spanish  "pieces  of  eight."  There  is  no 
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Be,  however,  that  Spanish  money 
ever  widely  used  as  a  medium  of 
,  ange  in  New  York  financial  circles. 
ie  earliest  New  York  Stock  Ex- 
ge  transactions  were  denominated 
ritish  currency.  The  pre-decimal 
sh  pound  was  equal  to  20  shillings, 
Town  was  five  shillings  (one-fourth 
pound),  and  the  half-crown  was  two 
ngs  and  sixpence  (one-eighth  of  a 
id).  The  one-eighth  tick  size  found  in 
.  stock  markets  probably  originated 
1  the  division  of  the  pre-decimal 
ish  pound  into  fourths  and  eighths, 
ish  currency  was  converted  to  deci- 
;  in  1971. 

Edward  A.  Dyl 
Tucson 

I  COMPANIES  NEED  TO  GET 

IR  EMPLOYEES  WIRED.  TOO 


Aidos  to  Ford  Motor  Co.  and  Delta 
Lines  Inc.  for  taking  the  bold  step 
et  their  employees  wired  to  the  Net 
i  the  world  of  computing  ("Workers 
he  world,  log  on,"  News:  Analysis  & 
nmentary,  Feb  21).  It  shows  that 
f  realize  the  value  of  their  most  im- 
(s|tant  asset:  their  people  and  where 
y  need  to  be  in  today's  world.  As 
added  extra,  this  is  sure  to  pay  a 
;e  dividend  in  worker  knowledge,  in- 
ation,  and  productivity. 

1 5ut  wait  a  minute What  is  miss- 

iifl  here?  Have  you  seen  any  tech  com- 

y  doing  the  same  thing?  The  real 

iry  here  may  be  the  lack  of  action 

tech  companies,  like  IBM,  that  should 

re  done  this  first.  It  speaks  volumes 

mt  how  these  companies  are  man- 

d  and  where  they  are  likely  headed. 

Bruce  Broadley 

New  York 

TURN  HAS  FAILED  ITS  CARS, 
T  THE  OTHER  WAY  AROUND 

''Running  rings  around  Saturn"  (The 
rporation,  Feb.  21),  while  excellently 
ting  out  Saturn  Corp.'s  current  prob- 
n,  ignores  two  additional  and  impor- 
it  reasons  why  the  new  L-Series 
-/wagon  offerings  have  not  caught  on. 

1)  I  defy  anyone  to  find  one  good  ad- 
rtisement  in  a  national  magazine 
owing  photos  of  these  cars.  For  a 
lg  time,  even  the  Saturn  Web  site 
i  not  picture  them.  How  can  a  com- 
ny  sell  a  product  the  public  doesn't 
en  know  it  has?  In  other  words,  Sat- 
n's  marketing  of  these  new  products 
is  been  highly  deficient. 

2)  The  refusal  to  offer  the  six-cylin- 
:r-engined  version  with  a  five-speed 
anual  transmission  eliminates  many 
mnger  drivers  who  want  a  product 
iat  is  peppy  and  fun.  At  the  same  time 
as  mistake  dooms  the  L-Series  to  pre- 


dominantly middle-aged  buyers,  many 
of  whom  have  stashed  enough  money 
to  buy  larger  or  more  interesting  car 

These  cars  have  not  failed  Saturn.  Sat- 
urn has  failed  these  cars. 

Peter  C.  Betz 

New  York 

THE  REFORM  PARTY'S  DEATH 
HAS  BEEN  GREATLY  EXAGGERATED 

The  Reform  Party  is  alive  and  well 
and  has  survived  its  latest  phase  of 


growth  ("As  the   Reform   Party  im 
plodet ,  who  ■-«. in  '"  \'-'.'.     Analy 
Commentary,  Feb.  zxj.  The  party  i    now 
unified  behind  the  issue  ,  in  tead  oi 
their  personalities.  The  party  wat  round 
ed  to  try  to  correct  and  influence 
eminent  policy  in  the  U.S.,  not  to  be  a 
vehicle  for  any  individual's  ego.  J< 
Ventura  has  forgotten  this;  apparently 
so  have  your  writer  and  many  others  in 
the  media. 

Despite  the  internal  struggles,  the 
party  at  the  local,  state,  and  federal 


Ed  is  one  of  those  rare  individuals  who  can  do  several 

things  at  once  and  look  good  at  the  same  time.  That's  why 

he's  the  Williams  Energy  metaphor  of  the  week. 

Get  on  the  bandwagon.  We're  Williams,  experts  at  exploration, 
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IS  THIS  HOW  YOU  IMAGINE  THE  WEB? 


It's  big.  Really  big.  It's  the  huge  potential  the 
Internet  holds  for  your  business. 

And  we'll  help  you  land  it.  Our  software  platform 

helps  you  create  solutions  that  net  the  big  opportunities 

in  the  Internet  economy  -  better  productivity,  new 

revenue  sources,  increased  customer  satisfaction  - 

without  floundering  around,  so  to  speak.  Our  products 

and  services  let  you  build  your  business  on  the  Web, 

on  your  own  terms,  without  compromise.  You  now 

have  the  power  and  flexibility  to  do  things  like  drive 

new  business  models,  streamline  processes, 

improve  relationships,  and  generate  more  profits. 

Which  means  no  more  stories  about  the 

one  that  got  away,  right? 


<al laire> 
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CORRECTIONS  &  CLARIFICATIONS 

In  "After  all  these  quarters,  a  new  burst 
ot  energy,"  (Corporate  Scoreboard,  Feb. 
28),  an  item  in  an  accompanying  table  was 
mislabeled.  Under  The  Top  25  in  Earnings, 
the  column  should  have  read  "1999  earn- 
ings in  millions,"  not  "1999  sales." 

An  Internet  address  in  "Seeking  your  roots? 
Dig  here"  (Letter  from  Utah,  Feb.  28  in 
some  editions)  inadvertently  included  a  hy- 
phen, which  led  to  the  wrong  Web  site.  The 
correct  address  is  www.FamilySearch.org. 


levels  has  never  lost  sight  of  its  core 
issues.  These  include:  the  national  debt, 
trade  deficits,  loss  of  sovereignty, 
political  corruption,  and  foreign  policy, 
among  others.  The  leader  of  the  party 
is  unimportant,  as  long  as  they  are 
issue-oriented. 

The  Reform  Party  will  have  $2.5  mil- 
lion to  spend  on  its  convention,  and  the 
party's  Presidential  candidate  will  start 
out  with  funds  totaling  $12.6  million. 
Armed  with  these  resources  and  by  fo- 
cusing on  the  issues,  our  candidate  will 
stand  above  the  politics  of  personality, 
giving  Americans  a  real  choice  on  elec- 
tion day. 

James  Brown 

Vice-Chairman 

Reform  Party  of  Pennsylvania 

Yardley,  Pa. 

THE  PROS  AND  CONS  OF 

TAX-FREE  E-COMMERCE 

Gary  Becker's  argument  that  the  "ef- 
fects on  overall  tax  policy  and  the  size 
of  government  must  be  included"  in  the 
evaluation  of  e-commerce  taxation  is 
ridiculous  ("The  hidden  impact  of  not 
taxing  e-commerce,"  Economic  View- 
point, Feb  28). 

Of  course  e-commerce  business 
should  be  taxed  just  like  brick-and-mor- 
tar  retailers.  To  do  otherwise  amounts 
to  subsidizing  of  the  former  at  the  ex- 
pense of  the  latter.  Mail-order  com- 
merce was  never  provided  with  a  mora- 
torium like  the  one  that  e-commerce 
businesses  are  enjoying.  How  is  e-com- 
merce any  different? 

The  "Chicken  Little"  argument — that 
if  we  tax  e-commerce  businesses,  the 
sky  will  surely  fall  in  the  form  of  public 
spending  increasing  from  resulting  in- 
creased tax  revenues — is  economic  dem- 
agoguery.  Of  course,  governments  grow 
faster  when  they  have  easier  access  to 
"lore  efficient  taxes. 

However,  that  is  no  reason  to  favor 


one  class  or  type  of  commerce  over  an- 
other. The  redress  for  disagreement 
with  levels  of  government  spending 
rests  with  voters  and  not  trying  to  in- 
fluence government's  behavior  through 
unfair  tax  subsidization. 

The  moratorium  exempting  e-com- 
merce should  never  have  been  granted 
to  begin  with  and  should  be  ended  im- 
mediately. If  e-commerce  businesses  can- 
not succeed  at  this  point  without  gov- 
ernment subsidy,  they  deserve  to  fail 
just  like  any  other  business  that  enjoys 
no  such  safety  net. 

J.  Michael  Steinhardt 
Cary,  N.C. 

I  am  sure  Professor  Becker  would 
agree  that  a  sales  tax  is  regressive. 
With  its  e-commerce  tax  policy,  the  gov- 
ernment has  succeeded  in  making  it 
even  more  so.  The  people  who  cannot 
afford  Internet  access  are  the  very  ones 
who  do  not  need  the  additional  burden 
of  paying  a  tax  that  the  well-to-do  can 
easily  avoid.  The  gap  between  haves 
and  have-nots  will  continue  to  grow 
with  this  kind  of  public  policy. 

Len  Bower 
Victor,  N.Y. 

E-commerce  is  already  taxed — it's 
called  the  delivery  charge.  Astute  e- 
shoppers   are   aware   that  the   basic 

BUSINESSWEEK  ONLINE 

The  full  text  of  Business  Week,  the  Business  Week  Daily 
Briefing,  and  five  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 

HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

43rd  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623 

Internet:  bwcustsv@businessweek.com 

Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  contact: 

(212)512-3148 

Fax:  (212)  512-2337 

Internet:  www.busmessweek.com/reprints/ 

For  permission  contact: 

Phone:(212)512-4801 

Fax:(212)512-4938 


United  Parcel  Service  fee  is  at 
and  they  tailor  their  purchases 
ingly.   Furthermore,  retail  ta 
goods  and  services  vary  from  s 
state. 

Sophisticated  shoppers  use  t 
formation  to  their  advantage,  w 
to  say  e-businesses  compete  not 
on  price.  Amazon.com  Inc.  bled 
quarters  of  a  billion  in  red  ink  la 
and  will  continue  to  do  so  b 
books  are  sold  at  a  fixed  price,  i 
and  on  the  Internet.  Unless  you 
avid  collector  of  books  and  live 
way  from  a  major  book  store,  t 
no  advantage  to  buying  a  book 
electronically. 

It  remains  to  be  seen  what  the 
term  ramifications  of  e-commere 
be  on  retail  sales  and  state  rev 
Until  this  picture  is  clearer,  I 
business  should  remain  tax-free 

Franklin  L.  Jol 
New 

SACRAMENTO  FANS 
DESERVE  A  BIG  CHEER 
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Ronald  Graver's  otherwise  strong  I 
ture  about  the  Maloof  family's  take  ' 
of  the  Sacramento  Kings  implies 
the   Maloofs  have   somehow  bro 


'jit  r.iij 


Sacramento's  enthusiasm  to  the 
("Pro  basketball's  family  act,"  Per] 
Feb.  7).  Such  is  not  the  case.  Ha^ 
lived  in  big  cities  such  as  New  ^  y 
and  Detroit,  I  can  tell  you  that  Sa  r 
mento  fans  have  been  remarkably  1  ' ' 
to,  and  supportive  of,  the  Kings.  I  ""J 
great  to  be  able  to  cheer  on  a  winr  r 
team,  but  the  true  measure  of  a  c  f 
munity's  fans  is  their  commitment  t 
franchise  in  lean  times. 

John  L.  Er  f 

Sacramef^1 
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AMAZONS  GREATEST  FEAT: 
SWIMMING  IN  RED  INK 
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Shareholders  and  analysts  will  be 
lieved  by  your  rosy  predictions  for  An 
zon.com  Inc.  ("Suddenly,  Amazon's  boc 
look  better,"  Information  Technoloj 
Feb.  21). 

However,  in  addition  to  accumuk  ^ 
ing  millions  of  loyal  customers,  big  i  t 
ventories,  real  warehouses,  and  a  chan  S 
ing  business  plan,  its  recent  junk  boi  Pljl 
issue  in  Europe  brings  Amazon's  Ion  r. 
term  debt  to  $2.14  billion.  Managemei  f 
knows  how  to  roll  up  its  sleeves  durir  r 


id 

u 


the  holiday  rush,  but  investors  shoul 


care  about  its  Olympic  ability  to  swim  i 
red  ink. 

Tom  Ehrharc 
Albert  Lea,  Minr' 
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IPPING  POINT 

ittle  Things  Can  Make  a  Big  Difference 

Icolm  Gladwell 

Brown  •  279pp  •  $24.95 
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HAT  TURNS  AN  IDEA 
TO  A  TREND? 


01 


■  in 
'ou  a 

Vea- 

flu  \  rom  time  to  time,  we  all  confront 
a  social  or  cultural  enigma.  A 
somewhat  hot-headed  iconoclast 
ide  j  :d  John  McCain  is  suddenly  a  seri- 
es :ontender  for  President.  A  cheesy 
ii»  '  show  that  lets  contestants  call 
f    friends  or  poll  the  audience  for 

'ers  becomes  the  biggest  thing  on 
j^ision.  A  once-obscure  book  gets  to 
.„.  ▼  11  the  rage.  In  New  York  City,  the 

e  rate  plummets. 

or  author  Malcolm  Gladwell,  such 

lomena  are  not  merely  the  result  of 

,    fat    budgets,    and 
^"lging     demographics. 


Horn   LittlM 
Make   a    Big 


ead,  a  distinct  set  of 

,  1  jrs  and  players  helps 

J  reate  what  he  calls  a 

gjping  point"  that  turns 

J.dea,  person,  or  prod- 

J  into  the  object  of  a  hot 

Jtd    that    the    author 

!ens  to  an  epidemic. 

I  in  his  new  book,   The 

ming  Point,  Gladwell  at- 

■jipts  to  devise  an  epi- 

j  riology  of  social  behav- 

1  That's  a  difficult  task,  as  legions  of 

titrated  marketers  and  pundits  will 

list.  But  Gladwell,  a  Canadian  writer 

p  first  developed  his  ideas  in  a  1996 

•jo  Yorker  article,  comes  closer  than 

st  to  fashioning  a  plausible  formula 

I  supporting  it  with  compelling  ex- 

ples.  The  result  is  an  imaginative, 

ometimes  forced,  treatise  that's  like- 

at  least  to  generate  some  buzz. 

jladwell  would  say  that  several  pre- 

lditions  have  to  exist  to  turn  that 

zz  into  a  trend-setting  roar — and 

ry  small  changes  in  these  ingredi- 

;s  can  make  a  huge  difference.  Like 

y  virus,  an  idea  or  product  has  to 

potent,  timely,  and  infectious  to  the 

;ht  people  to  become  a  full-scale  epi- 

mic.  Gladwell  boils  this  down  to  three 

les:  the  Stickiness  Factor,  the  Power 

Context,  and  the  Law  of  the  Few. 


The 
Tipping  Point 


rhings  Can 
Difference 


Malcolm 
Gladwell 


Together,  he  argues,  those  rules  can 
explain  a  great  deal,  including  "teenage 
smoking,  for  example,  or  the  phenome- 
non of  word  of  mouth,  or  crime,  or  the 
rise  of  a  best-seller."  Phew! 

"Stickiness,"  to  the  author,  consists  of 
those  small,  seemingly  trivial  elements 
that  make  a  message  memorable. 
Among  other  things,  he  dissects  the 
ground-breaking  stickiness  of  the  chil- 
dren's television  programs  Sesame 
Street  and  Blue's  Clues  in  about  30 
pages  that  are  among  the  least  sticky 
parts  of  The  Tipping 
Point.  Then,  Gladwell  con- 
siders the  power  of  con- 
text to  define  how  events 
are  perceived.  Consider 
the  case  of  Bernie  Goetz, 
who  in  1984  shot  four 
youths  who  menaced  him 
on  a  New  York  subway. 
Because  the  shooting  came 
at  a  particularly  crime-rid- 
den period  in  the  city's  his- 
tory, Goetz  was  regarded 
as  a  hero  in  some  quar- 
ters. In  the  Disneyfied  Manhattan  of 
today,  he  might  be  dismissed  as  a  kook 
or  a  villain. 

For  an  epidemic  to  take  off,  though, 
it's  especially  important  to  reach  the 
right  few  people — those  that  Gladwell 
refers  to  as  Connectors,  Mavens,  and 
Salesmen. 

Connectors  are  people  who  seem  not 
only  to  know  everyone  but  to  glide  ef- 
fortlessly across  different  groups.  At 
one  extreme,  there  are  dangerous  con- 
nectors like  Gaetan  Dugas,  the  French- 
Canadian  flight  attendant,  notorious  as 
aids  Patient  Zero,  who  claimed  to  have 
had  sex  with  2,500  people  across  North 
America.  A  more  innocuous  example  is 
Kevin  Bacon,  the  actor  who  is  alleged- 
ly six  degrees  from  everyone  in  Holly- 
wood because  he  has  appeared  in  such 
a  diverse  range  of  movies.  As  Gladwell 
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THAT'S  JAPANESE  FOR 

"YOU'RE  TOAST"  if  your1 

WEBSITE  CANT  ACCOMMODATE 
OUR  LANGUAGE  AND  CURRENCY. 

THINK  YOU'RE  READY  TO  DO  E-BUSINESS  WITH  A  COMPLETELY  DIFFERENT  CULTURE?  ARE  YOU  SPEAKING  THE  RIGHT 
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Switching  Jobs  Can  Have  An 
Unfortunate  Effect  On  Your  Retirement  Savings. 
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Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


T.  Rowe  Price  can  help.  Call 
for  our  free  kit  on  managing  the 
payout  from  your  former  employer's 
retirement  plan.  The  kit  clearly 
explains  the  pros  and  cons  of  all 
the  distribution  options,  so  you 


can  decide  what's  best  for 
you.  Because  we'd  hate  to 
see  your  retirement  plan  go 
all  to  pieces. 

1-800-341-0033 


Invest  With  Confidence 

T.RoweRice 


cm 
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For  more  information,  including  fees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  1RAR053351 
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Investors  across  the  country  are  reaping 
the  rewards  of  William  J.  0'Neil's  proven 
investment  advice  in  the  runaway 
best-seller,  24  Essential  Lessons  for 
Investment  Success. 

In  this  one  accessible  guide,  the  founder 
of  Investor's  Business  Daily  puts  his 
popular  and  easy-to-follow  techniques 
for  building  a  profitable  portfolio  firmly 
in  your  hands-and  the  goai  of  long-term 
financial  security  easily  within  your  reach. 


From  the  founder  of 


Investor's  Business  Daily 


24 

Essential 
Lessons  for 
Investment 
Success 


Learn  the  most  Important  investment  techniques 
from  the  founder  of  investor's  Business  Dally 


Available  Everywhere  Books  Are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 


i 


William  J.  O'Neil 

Author  of  th*  million-copy  bo9t-««|]*r  How  to  Mtk*  Monty  In  Stock* 


A  Division  oj  The  McGraw-HiU  Companies 
The  Wall  Street  Journal  is  a  registered  trademark  of  Dow  Jones,  LP. 


puts  it:  "By  having  a  foot  in 
different  worlds,  they  have  the  el! 
bringing  them  all  together." 
what  makes  them  critical  for  cat! 
ing  diseases  or  ideas  beyond 
niche  groups. 

But  Connectors  don't  discov* 
ideas.  That's  the  job  of  the  Mavj 
those  who  delight  in  finding  and  si) 
new  information.  We've  all  met 
They  know  the  hippest  new  restal 
mere  seconds  after  it  has  opened-f 
they  are  able  to  tell  you  which  str»| 
Tokyo  sells  erotic  pantyhose.  In 
well's  universe,  these  folks  are  " 
mation  brokers,"  learning  and  pa| 
on  information. 

Even  so,  they're  not  as  crucij 
the  circulation  of  ideas  as  the  S 
men,  who  latch  on  to  an  idea  and 
the  skills  to  persuade  others  thatl 
notion  matters.  This  lot  of  people! 
the  energy,  enthusiasm,  charm,  likl 
ity,  "and  something  more"  to  makl 
believe  their  pitch.  It  goes  beyondl 
glad-handing  of  Dale  Carnegie  apos| 
Gladwell  offers  a  study  showing 
ABC  News  anchor  Peter  Jennings'  fi\ 
expression  alone  has  the  power 
voters  towards  a  particular  candid| 
even  when  the  journalist's  verbal 
sage  is  neutral. 

These  categories  can  seem  artifk] 
Some  of  Gladwell's  Mavens  seem 
solid  Salesmen,  and  vice-versa.  I 
over,  he  offers  too  few  cases  in  wl 
the  reader  can  see  all  parts  of  his 
ory  acting  together:  Many  of  the  an| 
dotes  illustrate  just  one.  Goetz,  for 
ample,  may  have  won  attention  becail 
of  his  timing,  but  his  vigilantism  haa 
ly  started  a  trend.  And  Sesame  Str\ 
may  have  caught  on  with  its  audience 
but  just  who  were  the  Mavens  ai) 
Connectors  who  promoted  it? 

Still,  it's  hard  not  to  be  persuaded 
Gladwell's  thesis.  Not  only  does  he 
semble  a  fascinating  mix  of  facts 
support  of  his  theory — from  the  impa| 
of  Paul  Revere  to  a  rash  of  suicides 
Micronesia — but  he  also  manages 
weave  everything  into  a  cohesive  ei 
planation  of  human  behavior.  Whatl 
more,  we  appreciate  the  optimism  off 
theory  that  supports,  as  another  pund^ 
once  called  it,  the  power  of  one.  Th 
Tapping  Point  may  suffer  a  bit  fror 
an  after-dinner-speech  style,  with  Glac 
well  stating  what  he's  going  to  saj 
saying  it,  and  then  reminding  you 
what  he  has  said.  But  there's  little 
doubt  that  the  material  will  keep  yoi 
awake  right  through  dessert  and  coffee| 
BY  DIANE  BRAD\ 

Brady  writes  about  marketing  ant 
advertising. 
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lharon  Monplaisir,  Olympic  fencer  and  entrepreneur, 
egistered  her  domain  name  at  register.com. 
legister  your  business.  Register  your  passion. 

Register  your  dreams.  Take  your  first  step  on  the 
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Dad  now  stays  at  Sheraton  because 
he  earns  Starpoints.  Will  he  change  his 
mind  about  a  puppy,  too? 


Frequent  travelers  deserve  more  than  just  a  home 
away  from  home.  They  deserve  the  unprecedented 
frequent  guest  treatment  that  only  the  Starwood 
Preferred  Guest  Program  offers.  Members  enjoy 
rewards  without  boundaries,  at  every  Sheraton 
hotel  and  resort  worldwide.  The  Starwood  Preferred 
Guest  Program  is  the  "1  Hotel  Rewards  Program  as 
reported  by  USA  Today  and  Program  of  the  Year 
as  reported  by  InsideFlyer.  For  reservations  call 
800-325-3535,  visit  sheraton.com  or  call  your 
travel  planner.  Do  it  now,  change  is  good. 


Sheraton  is  a 
member  of  the 
Starwood  Preferred 
Guest  Program 

•  Awards  for  stays  and 
upgrades  at  more  than 
700  hotels  &  resorts  in 
over  70  countries 

•  No  blackout  dates 

•  Easy  rewards,  booked 
online  or  with  one  call 

•  Winner  of  the  Freddie 
Program  of  the  Year 

For  program  details 
and  to  join,  go  to 
sheraton.com  or 

call  800-325-3535. 
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iTEPHEN  H.  WILDSTROM 


HE  PROBLEM 
/ITH  FIREWALLS 


software,  they're  a 
3  nplex  afterthought, 
ilt  into  hardware, 
iy'd  protect  us  all 

i  this  world,  one  person's 
nisfortune  is  another's 
narketing  opportunity.  So 
not  surprising  that  the  re- 
t  spate  of  "denial  of  ser- 
;"  attacks  that  shut  down 
ior  Web  sites  has  inspired 
lpanies  to  push  software 
igned  to  defend  us  from 
invasion  of  the  computer 
tchers. 

There's  no  question  that 
lions  of  home  and  small 
ce  computers  are  vul- 
able,  especially  those 
jiected  to  the  Inter- 
full  time  through  ca 
modems  or  fast 
?phone  digital  sub- 
iber  lines  (DSLs). 
otective  programs 
:h  as  Norton  Internet 
curity  2000,  $55  from 
mantee  (www.sy- 
intec.com),  and  Black- 
E  Defender,  download- 
le    for    $39.95    from 
>twork  ice  (www.net- 
>rkice.com),  are  better 
an    nothing   at   keeping 
meone    bent    on    mischief 
7ay  from  your  computer.  But 
don't  think  such  software 
rewalls"  are  a  satisfactory 
lution.  Most  people  would 
■  better  off  with  hardware 
otection,  either  as  a  stand- 
ee device  or  built  into  cable 
IL  modems. 

A  firewall  works  by  exam- 
ing  all  communications  be- 
feen  your  computer  and  the 
;twork  to  prevent  improper 
cess.  If,  for  example,  some- 
le  attempts  to  gain  access 
•  a  computer  on  which  re- 
ote  log-ins  are  not  autho- 


rized or  tries  to  fetch  data 
from  a  machine  not  set  up 
for  file  transfer,  the  firewall 
blocks  the  request. 

So  why  not  just  have  a 
program  running  on  a  PC  do 
the  job?  There  are  several 
reasons.  First,  the  programs 
are  too  complex.  Norton  In- 
ternet Security  is  a  Swiss 
army  knife  of  utilities,  in- 
cluding a  firewall,  a  compo- 
nent parents  can  use  to  re- 
strict   children's 


"paranoid."  Macintosh  u  er 
wIki  want  a  software  firewall 
might     consider    DoorStop 
(which  1  have  nut  tested),  a 

$59  download  from  Open 
Door  Networks  (www.open- 
door.com/doorstop). 

In  addition  to  the  compli- 
cated nature  of  these  pro- 
grams, I  worry  about  the 
impact  of  one  more  back- 
ground programs  on  the  al- 
ready fragile  stability  of 
Windows.  Norton  Internet 
Security  runs  only  on  the 
crash-prone  Win  95  or  98. 
BlacklcE  can  also  be  used 
with  Windows  NT  or  2000,  a 
happier  combination. 

Worst  of  all,  a  computer 
running  protective  software 
can  still  be  vulnerable  to 
attack.  So  security  experts 
recommend  that  the  firewall 
run  on  dedicat- 


broadband  modem  vith  a 
standard  Ethernel  cable  and 
then  plug  in  up  to  lour  com 
puten  u  ing  the  [nternel 
connection.  What  little  con- 
figuration LS  needed  is  done 
with  a  Web  browser. 

The  main  drawback  to  the 
WatchGuard  is  its  price:  At 
$315,  it's  the  cheapest  hard- 
ware firewall  I've  seen,  but 
that's  still  steep  for  the  home 
user.  Mass  production  and  in- 
corporating firewall  function 
into  the  modem  could  pro- 
duce much  lower  prices. 
Brent  Lang,  marketing  direc- 
tor for  home-networking 
products  at  3Com,  believes 
that  all  Internet  access  de- 
vices will  eventually  come 
with  minimal  firewall  protec- 
tion, with  additional  flexibility 
available  at  extra  cost.  Intel 
is  considering  building  fire- 
walls into  home  gateway 
products  that  could  provide 
Internet  access  for  both 
pes  and  special-purpose 
network  appliances. 
A  final  argument  for 
embedding  protec- 
tion into  modems 
concerns  what  might 
be  called  the  public 
health  of  the  Inter- 
net. The  denial-of- 
service  attacks 
that  can  cripple 
Web  sites  cause  only 
minor  inconvenience 
to  those  whose  comput- 
ers are  hijacked  as  launch- 
ing pads.  But  guarding  per- 


access  to  the  Web,  antivirus 
protection,  and  the  ability  to 
block  ads  from  Web  sites.  It's 
big  and  awkward.  Configuring 
it  for  the  appropriate  amount 
of  security  requires  technical 
knowledge  more  appropriate 
to  a  network  administrator 
than  a  home  user. 

BlackicE  Defender  is  sim- 
pler and  less  obtrusive  but 
still  a  bit  complicated  for  the 
average  computer  owner.  One 
good  feature  is  the  ability  to 
pick  from  among  four  secu- 
rity levels,  from  "trusting"  to 


Embedding  privacy  guards 


into  modems  would  be  safer 
and  cheaper,  akin  to  widespread 
vaccination  against  disease 


ed  hardware,  which  can  be 
made  more  bulletproof  than 
a  general-purpose  computer. 
A  good  example  of  such  a  de- 
vice is  the  WatchGuard  soho 
from  WatchGuard  Technolo- 
gies (www.watchguard.com). 
It's  a  little  red  box  about  the 
size  of  a  CD  player.  You  con- 
nect the  WatchGuard   to  a 


sonal  computers  is  a  little 
like  vaccinating  people:  Once 
enough  of  the  population  is 
protected,  the  disease  effec- 
tively disappears,  as  polio 
has  done.  By  making  fire- 
walls simple,  cheap,  and 
ubiquitous,  we  could  produce 
a  much  safer  Internet  for 
everyone. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Introducing  the   all-new   Infiniti   13  0. 
It's   not  just  a   new  car. 

It's  all  the   best  thinking. 


Starting  at  $29,465.* 


©1999  Infiniti  Division  of  Nissan  North  America,  Inc.  Bose*  is  a  registered  trademark  of  the  Bose  Corporation.  "MSRP  for 


2000 130  touring  model  shown  is  $31,540  and  2000 130  luxury  model 
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If  you  were  designing  a  new  luxury 
car,  how  would  you  make  it  stand 
apart  from  the  crowd?  Would  you 
give  it  the  most  powerful  V6  in  its 
class?  Would  you  create  the  most 
spacious  cabin?  Maybe  you'd  offer 
luxury  touches  you  couldn't  find 
anywhere  else.  Surely  any  one  of 
these  achievements  would  set  you 
apart  from  today's  crowd  of  luxury 


automobiles.  Imagine  how  special 
you'd  be  if  you  claimed  all  of  them. 
Introducing  the  all-new  Infiniti    130. 
With  the  largest  interior  in  its 
class,  a  227-hp  engine  that's  the 
most  powerful  V6  in  its  class  and 
luxury  touches  like  a  custom-tuned 
Bose   audio  system  and  power  rear 
sunshade  that  would  be  a  surprise 
in  any  class.  The  all-new  130.  It's 
all  the  best  thinking. 


465,  excluding  S525  destination  charge,  taxes,  title,  license  and  options.  Retailer  sets  actual  price. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


LIVE  BY  THE  STOCK  MARKET, 
DIE  BY  THE  STOCK  MARKET 


PERIL: 

Wall  Street's 
boom  has 
fueled  the 
consumer 
spending  that 
is  driving  the 
expansion. 
When  prices 
turn  south, 
things  could 
get  ugly 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of 
prything  for  Sale 


Federal  Reserve  Chairman  Alan 
Greenspan  raised  a  fascinating  point  in 
recent  congressional  testimony  when 
he  worried  aloud  about  "wealth  effects"  of 
the  booming  stock  market.  To  hear  Greenspan 
tell  it,  the  overheated  market  is  performing 
an  almost  Keynesian  role.  As  he  explained 
to  the  Senate  Banking  Committee  in  testi- 
mony on  Feb.  22,  the  Fed  estimates  that  2tf 
to  4#  out  of  every  additional  dollar  of  stock 
market  value  is  eventually  reflected  in  in- 
creased consumer  purchases.  In  other  words, 
stock  values  are  stimulating  consumption, 
which  in  turn  stimulates  economic  growth. 

The  implications  of  this  insight  are  revolu- 
tionary— and  troubling.  For  one  thing,  this 
account  turns  the  old  supply-side  view  of  the 
booming  economy  on  its  head.  In  the  supply- 
side  story,  increased  rewards  to  capital  in- 
crease the  incentive  to  save  and  to  invest, 
which  in  turn  drives  growth.  But  thanks  to 
high  stock  prices,  personal  savings  are  actu- 
ally at  an  all-time  low.  People  with  increased 
paper  wealth  feel  more  affluent,  and  spend 
and  borrow  more  freely,  consuming  all  their 
earned  income.  What  little  is  saved  by  some 
households  is  borrowed  by  others,  leaving 
the  net  personal  savings  rate  close  to  zero. 

Greenspan's  account  also  underscores  the 
economy's  precarious  dependence  on  foreign 
capital.  Seemingly,  global  investors  have  un- 
limited confidence  in  the  dynamism  of  the 
U.  S.  economy.  In  the  short  run,  the  Fed's 
decision  to  raise  interest  rates  will  only  at- 
tract more  capital  to  our  shores.  But  looking 
down  the  road,  our  escalating  current-account 
deficit  and  our  dependence  on  external  fi- 
nancing are  probably  unsustainable. 
SOARING  DEBT.  Data  in  a  recent  paper,  Seven 
Unsustainable  Processes  by  Wynne  Godley  of 
the  Jerome  Levy  Economics  Institute,  show 
that  net  foreign  holdings  of  assets  in  the  U.  S. 
have  risen  to  more  than  20%  of  gross  do- 
mestic product  and  could  reach  about  50%  of 
GDP  in  a  decade.  Moreover,  the  current  boom 
is  heavily  dependent  on  both  domestic  bor- 
rowing and  foreign  capital.  Although  the  pub- 
lic budget  is  now  in  surplus  and  public  debt  is 
coming  down  relative  to  GDP,  private  debt, 
both  household  and  business,  has  skyrocketed 
to  nearly  300%  of  GDP,  according  to  Jane 
D'Arista  of  the  Financial  Markets  Center.  Of 
Godley's  seven  unsustainable  processes,  the 
most  serious  are  the  economy's  increased  de- 
pendence on  private-sector  borrowing,  its  in- 


creased foreign  indebtedness  relative  to 
and  the  rise  in  stock  prices  at  a  rate 
far  exceeds  increases  in  profitability,  pro 
tivity,  or  national  income. 

A  further  implication  of  Greenspan's  an 
sis  is  that  prosperity  narrowly  based  o 
stock  market  inflation  is  rather  more  pre 
ious  than  one  based  on  broadly  distribi 
purchasing  power.  My  friend  Barry  Bluest 
in  his  book  Growing  Prosperity,  written  v 
the  late  Bennett  Harrison,  contrasts  the  ( 
nomic  model  of  the  postwar  boom  with 
model  of  the  1990s.  In  the  former,  rising  l 
wrages  and  increasing  income  equality  led 
balanced  and  sustainable  growth  and  ris 
private  and  public  investment.  In  the  c 
rent  model,  the  economic  engine  is  priv 
borrowing,  a  stock  market  explosion,  an( 
relatively  narrow  prosperity  rooted  in  as 
inflation.  Productivity  growth  is  up,  but 
may  not  be  sustainable  if  the  financial  imh 
ances  continue. 
LURKING  DEMONS.  Indeed,  the  final  conce 
raised  by  Greenspan's  testimony  is  the  dana 
of  a  major  disconnect  between  the  ftnancl 
economy  and  the  real  one.  The  contribution! 
information  technology  to  higher  productivi 
is  real  and  undeniable,  but  not  nearly  hij 
enough  to  justify  the  dot-com  euphoria  or 
keep  the  financial  demons  at  bay.  The  192 
and  1930s,  let's  recall,  were  also  an  era 
amazing  technological  breakthrough — in  r 
dio,  television,  telephone,  electric  power  ge 
eration,  mass  production,  and  aviation — ar 
none  of  it  was  sufficient  to  counteract  cat 
strophe  when  investors  lost  confidence  ar 
financial  markets  unwound. 

What  to  do?  In  the  short  run,  the  Fed  wi 
raise  interest  rates  in  the  hope  of  attainin 
the  proverbial  soft  landing.  But  this  is  a  ver 
delicate  exercise,  especially  if  it's  the  supei 
heated  stock  market  that  keeps  the  shak 
boat  afloat.  If  the  market  ever  undergoes  | 
serious  contraction,  both  our  ability  to  servic 
debt  and  our  ability  to  continue  attractin; 
the  necessary  capital  from  abroad  could  b 
compromised,  leading  the  whole  cycle  to  g 
into  reverse  and  the  slump  to  become  self-re 
inforcing.  This  is  why  Greenspan,  though  h( 
believes  the  stock  market  is  overvalued  an( 
the  current  growth  rate  unsustainable,  is  pro 
ceeding  very  gingerly.  If,  indeed,  the  economj 
is  a  bubble,  one  needs  to  take  special  care  tc 
somehow  let  some  air  out  gradually,  rathei 
than  just  popping  the  whole  affair. 
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"...$3  billion  in  hydroelectric  assets 

are  in  play  in  California..." 


Soulhetn  Energy  California  LLC 

SOUTHERN  ^L 

COMPANY 


USS80 1,000.000 
Acquisition  of  3.065  MW 
of  generation  capacity 

in  California 


East  Coast  Power  LLC 

vJi=i=>i.H  ,A 

lEDIII's  acquisition  of  three 
operating  plants  totaling  1.037  MW 
U5S8S0.000.000 
Senior  Secured  Notes 
load  Manager  &  Sole  Book  Runner: 
Banc  of  America  Securities 
USS8S6.000.000 
Bridge  Financing 


West  Coast  Power  LLC 

nm  Dynegy 


USS322.500.000 
Five-Year  Non-Recourse 
Term  Loan 
US$40,000,000 
Working  Capital  Facility 


Millmerran  Power  Proiect 


Orion  Power  Holdings 


An  840  MW  Power  Ptoject  Financing 
in  Queensland.  Australia, 
sponsored  by  InterGen 

AS  1.46  5.000,000 
Syndicated  15-Year  Project 
Financing 


/■MlllA* 

I  POWER  HC 


POWER  HOLDINGS.INC 
Purchase  of  2,550  MWof  hydro  and 
gas/oil-powered  generating  assets 
by  Constellation  Power  Source,  GS 
Capital  Partners  and  related  funds 

USS700.000.000 

Acquisition  Loan 

USS30.000.000 

Working  Capital  Loan 


Oabhol  Power  Company 


USS497.000.000 
Term  Loan  Facility 


Banc  of  America  Securities 


The  perspective  to  proactively  address  market  opportunities  comes  from  having  led 
major  project  financings  in  virtually  every  corner  of  the  globe.  In  fact,  Bank  of  America 
is  ranked  the  #  1  arranger  and  a  leading  advisor  in  the  dynamic  global  power  sector.  Our 
understanding  of  local  markets  lets  us  anticipate  client  needs  and  identify  opportunities 
in  the  face  of  deregulation,  consolidation  and  shifting  of  assets.  In  newly  competitive 
markets  throughout  the  world,  we  combine  industry  knowledge,  advisory  skills  and 
debt  and  equity  capital-raising  expertise  to  help  clients  succeed  in  ways  once  thought 
improbable.  Along  with  the  vast  resources  of  one  of  the  world's  leading  banks,  we  back 
our  solutions  with  superior  execution  in  the  global  capital  markets.  It  all  adds  up  to  the 
power  of  perspective.  Let  us  harness  some  of  it  for  you. 

INDUSTRY  FOCUS   GLOBAL  REACH   CAPITAL  STRENGTH 

Bank  of  America,  _^ 


Investment  banking  and  securities  products  provided  through  Banc  ol  America  Securities  I.  I.e.  membet  M  si   NASD  SI  IV,  a  subsidiary  ol  Bank  of  America  Corporation 
l  bese  announcements  appeal  as  a  mattei  ol  record  onlj  «i  arranger  ranking  source  Projei  <  I  inance  1998  Power  I  eague  1  able  Bank  of  America  is  the  marketing  aai 
Bank  ol  America  Corporation  and  its  affiliates  worldwide      2000  Hank  ol  Vmerica  Corporation 


#\<o  commute 


\ 


There's  no  such  thing  as  road  rage  when  you  commute  in  your  slippers.  As  an 

independent  professional,  you  can  work  the  way  you  want.  Whether  you're  a 

virtual  CEO,  designer,  or  anything  in  between,  you're  a  guru.  And  now  you 

have  a  home  on  the  web.  A  steady  stream  of  projects,  resources  like  health 

insurance  and  tax  tips,  and  a  place  to  connect  with  other  gurus  just  like  you. 


5^  guru.com 

Power  for  the  independent  professional 


Economic  Trends 


BY  GENE  KORETZ 

DON'T  FEAR  THE 
WEALTH  EFFECT 

Consumers  aren't  spending  wildly 

Two  specters  are  haunting  Alan 
Greenspan  and  his  chary  band  of 
policymakers  at  the  Federal  Reserve: 
On  the  one  hand,  they  worry  that  ex- 
cessive consumer  spending,  inspired  by 
the  wealth-enhancing  effect  of  the  bull 
market,  is  about  to  ignite  inflation.  On 
the  other,  they  worry  that  agressive 
Fed  tightening  could  touch  off  a  wealth- 
destroying  market  correction  that  caus- 
es a  sharp  contraction  in  household  out- 
lays. These  related  concerns  help 

A  TALE  OF 
TWO  SAVINGS  RATES 
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explain  Greenspan's  predilection  to 
tread  lightly  on  the  monetary  brakes. 

But  what  if  this  scenario  is  wrong? 
What  if  the  wealth  effect  is  less  than  it's 
cracked  up  to  be,  and  consumer  spend- 
ing is  less  exuberant  than  many  be- 
lieve? That  is  what  Wall  Street  econo- 
mist Peter  L.  Bernstein  contends. 

Greenspan  has  often  cited  the  sharp 
decline  in  the  personal  savings  rate, 
which  measures  savings  as  a  share  of 
aftertax  income,  as  evidence  of  a  wealth- 
induced  consumer  spending  spree.  Bern- 
stein points  out,  however,  that  the  de- 
cline in  the  rate — from  more  than  7%  in 
1993  to  around  2%  recently — occurred 
just  as  taxes  began  taking  an  increasing 
chunk  out  of  personal  income. 

That  suggests  that  the  growing  tax 
bite  has  somehow  eaten  into  savings. 
Indeed,  Bernstein  notes  that  the  rise 
in  government  savings  as  a  share  of 
gross  domestic  product  has  almost  ex- 
actly offset  the  decline  in  personal  sav- 
ings (chart). 

Several  reasons  for  this  development 
suggest  themselves.  First,  the  govern- 
ment's tax  take  as  a  share  of  national  in- 
come has  risen  because  real  income 


growth  in  recent  years  has  been  con- 
centrated among  the  wealthy,  who  face 
the  highest  tax  rates.  Second,  measure- 
ment peculiarities  have  lowered  esti- 
mates of  personal  savings. 

In  calculating  the  savings  rate,  for 
example,  the  government  defines  sav- 
ings as  what's  left  over  after  consump- 
tion outlays  are  subtracted  from  dis- 
posable income.  But  it  doesn't  count 
realized  capital  gains  as  income.  And 
the  fact  that  people  spend  some  of  those 
gains  tends  to  lower  measured  savings. 

Similarly,  as  Edward  E.  Yardeni  of 
Deutsche  Bank  has  noted,  the  govern- 
ment doesn't  count  private  pension  ben- 
efits as  income,  though  it  does  count 
pension  plan  contributions.  And  last 
year,  benefits  paid  to  retirees  (much  of 
which  were  spent)  exceeded  corporate 
contributions  by  a  record  $216  billion. 

As  for  consumption,  Bernstein  has 
calculated  the  growth  in  real  consumer 
spending  from  19(54  through  1992,  and 
he  finds  that  its  pickup  since  1997  is  in 
line  with  long-term  trends.  Moreover, 
the  big  rise  in  consumer  outlays  as  a 
percent  of  pretax  income  actually  oc- 
curred back  in  1993,  well  before  talk  of 
a  wealth  effect  surfaced. 

In  short,  consumer  spending  is  well 
within  historical  bounds,  and  the  wealth 
effect  appears  exaggerated.  "Consump- 
tion will  weaken  if  the  stock  market  de- 
clines," says  Bernstein,  "but  fears  of  a 
sharp  contraction  are  excessive." 


LESS  SMOKING, 
MORE  DRINKING 

Are  quitters  trading  cigs  for  booze? 

Both  smoking  and  excessive  alcohol 
consumption  impose  heavy  costs 
on  society — from  burdensome  medical 
spending  and  lost  productivity  to  alco- 
hol-related motor-vehicle  fatalities. 
Thus,  economists  have  long  advocated 
raising  taxes  on  these  items  to  curtail 
demand  and  force  consumers  to  bear 
more  of  the  costs  of  their  use. 

In  the  case  of  tobacco,  such  argu- 
ments have  won  out.  Paced  by  rising 
taxes,  the  retail  price  of  cigarettes  has 
increased  57%  since  1996.  By  contrast, 
the  inflation-adjusted  cost  of  a  six-pack 
of  beer  has  been  falling  since  1991. 

Since  smoking  and  drinking  often  go 
hand  in  hand,  this  raises  an  interesting 
question:  Will  a  drop  in  smoking  caused 
by  rising  cigarette  prices  also  reduce 
demand  for  alcohol?  That's  what  should 
happen  if  the  two  are  complementary 
goods,  like  tea  and  crumpets.  If  they 


are  substitutes  for  each  other,  ho*»v 
demand  for  alcohol  could  tend  ti^ii 

A  study  by  Sandra  L.  Deckejte; 
Amy  Ellen  Schwartz  of  New  YorMi 
versity  sheds  light  on  the  issue,  til 
survey  data,  the  two  economists  n 
that  higher  beer  prices  tend  to  rlu 
both  beer  drinking  and  the  numl1 
smokers,  suggesting  that  booz« 
smokes  are  complementary  good}' 
their  surprise,  however,  they  founA 
higher  cigarette  prices  actually  seofc 
induce  greater  beer  consumption,  k 

Why  these  apparently  contra<|f 
ry  results?  The  researchers  spec 
that  higher  beer  prices  may  lead 
people  to  stop  drinking  and  thus 
places  like  bars,  where  social  sm 
is  the  norm.  By  contast,  smokers 
have  recently  quit  may  turn  to 
stances  like  alcohol  to  lessen  the  sid 
fects  of  withdrawal.  Whatever  the 
son,  the  results  suggest  that  it 
make  sense  to  raise  alcohol  taxes  i 
dition  to  cigarette  taxes. 


E-SHOPPERS  TA1 
A  RREATHER 

Web  sales  growth  may  be  slowir 


Some  observers  say  the  growth  r 
of  Internet  retail  sales,  which 
$5.3  billion  last  quarter,  is  starting 
slip  below  the  optimistic  projections 
many  e-merchants.  If  so,  research* 
at  the  University  of  Pennsylvani 
Wharton  School  think  they  know  w 

One  reason  is  a  significant  attriti 
rate  among  e-shoppers.  Since  19i 
Wharton  has  tracked  the  purchases 
1,000  Internet  users  who  bought  son 
thing  online  in  that  year.  It  reports  th 
15%  failed  to  make  an  e-purchase 
1998,  while  increasing  their  use  of  ma 
order  catalogs. 

The  rise  in  spending  by  those  wl 
continued  to  shop 
online  also  seems 
to  be  slowing. 
Their  average  out- 
lay jumped  117% 
from  1997  to  1998 
but  rose  only  25%. 
to  $1,136,  in  '99. 
That,  says  Whar- 
ton, suggests  the 
Net  may  become 
just  an  alternate 
shopping  channel, 
not  the  endlessly 
growing  retail 
leviathan  some  ex- 
perts project. 


A  WEAKENING 
URGE  TO  SPLURGE 


1,200 


'97       '98       '99 
▲  DOLLARS 

•BASED  ON  CONTINUING  SURVEY 
OF  1,000  INTERNET  SHOPPERS 

DATA  WHARTON  FORUM  ON 
ELECTRONIC  COMMERCE 
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Concrete  evidence  of  our 
reinvestment  philosophy 


In  1959,  we  began  our  U.S.  operations  in  Los  Angeles.  We  continued  to  grow  and  develop, 
opening  our  first  US.  plant  in  1979.  Today,  we  directly  employ  20,000  Americans  throughout 
the  United  States.  Add  to  that  our  manufacturing,  research  &  development,  marketing  and 
distribution,  and  our  total  U.S.  investment  is  in  excess  of  $4.4  billion.  As  you  can  see,  when  it 
comes  to  contributing  to  the  American  economy,  our  commitment  is  rock  solid. 


Thinking: 


To  learn  more,  write  to    Honda.  ''55  LEnfanl  Plaza  S.W.  Suite  5300.  Washington.  DC  20024     ig 2000  Honda  North  Amec u  i  In. 


Amazing!  A  country  known  for  lei. 
pleasure  now  has  something  else  to  offe 


In  the  year  2000,  close  to  nine  million 
tourists  will  visit  Thailand.  But  lately,  different 
kinds  of  visitors  are  staying  in  Thailand  for 
good.  They  are  visionary  businessmen  and 
entrepreneurs  who  have  discovered  the 
advantage  and  competitiveness  of  Thai  pro- 
ducts. 

Thailand  now  has  the  largest  concen- 
tration of  hi-tech  manufacturing  in  Southeast 
Asia,  from  aloe  vera  extraction  to  zinc  smel- 
ting, from  automotive  assembly  to  zootechny. 
In  fact,  most  FORTUNE  500'  and  their  rivals 
elsewhere  have  had  their  presence  in 
Thailand  in  one  form  or  another. 

Why  does  the  world  buy  from  or  have 
their  products  made  in  Thailand?  Well,  it  all 
boils  down  to  product  integrity  and  customer 


satisfaction.  With  abundant  skilled  labor,  exce 
lent  infrastructure  and  a  supportive  goverr 
ment,  Thailand  is  fast  becoming  one  of  thj 
most  competitive,  emerging  economies  in  th 
world. 

If  your  company  hasn't  made  it  to  th< 
FORTUNE  list,  looking  into  Thailand  could  heir. 
you  get  there  sooner.  And  if  you  do,  it  coulc 
turn  out  to  be  the  smartest  decision  you've 
ever  made. 

As  for  leisure  and  pleasure,  well,  jusJ 
indulge  yourself  and  take  it  as  a  bonus. 


THAILAND 

.Land  of  Diversity  &  Refinement, 


Visit  "Thailand  s  Brand  Fair  2000"  during  July  19-23  at  Muang  Thong  Thani.  Explore  and  investigate  all  kinds  of  industrial 
and  durable  consumer  products  made  in  Thailand.  For  more  details  :  www.moc.go.th  or  Fax:  (662)  513-2828 
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Shop.  Compare.  And  decide  for  yourself. 
(Juying  group  health  benefits  just  got  easier. 

Now  there's  a  simple  way  to  make  sure  you're  getting  the  most  for  your  employee  health 

benefits  dollars.  ebDirect  is  the  online  insurance  agency  that  gives  you  quotes,  solid  advice 

and  moneysaving  tips  online.  You  can  get  group  health  and  insurance  options  based  on  your 

specific  needs  and  you  can  do  it  all  at  your  convenience.  There  are  no  meetings  to  schedule  and 

no  appointments  to  keep.  It  doesn't  matter  if  you  have  two  employees  or  a  hundred,  ebDirect  will 

work  for  you.  Choose  from  top  companies  such  as  Blue  Cross  of  California,  Delta  Dental  Plan 

of  California,  Fortis  Benefits  Insurance  Company,  PacifiCare  of  California,  Sharp  Health  Plan 

and  Unum.  See  for  yourself  at  www.ebDirect.com 
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employee  benefits  direct 


www.ebDirect.com 


ebDirect  Insurance  Services,  Inc.,  a  California  licensed  insurance  agency,  license  #0C82750 

Only  available  in  California.  Advertisement  code  100c 
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Business        Reports 
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RADIO  NETWORKS 

Tune  your  radio  to 
Business  Week  Business  Reports, 
brought  to  you  by  Business  Week 

and  ABC  Radio  Networks, 

and  get  up  to  sixteen  updates  a 

day  of  the  latest  business  news. 

Please  call  212-735-1 II I 


for  the  station  in  your  area. 


Regular  financial  checks. 
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MBA  8140. 

Class  meets  here  Thursday  at  5:19  p.m. 

(In  the  event  of  a  water  landing, 

your  classroom  seat  can  be  used  as  a  floatation  device.) 
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The  Internet  has  changed  the  way  we  live.  And  now  the  way  we  learn.  With  Capella  University's  online  courses,  class 
is  ready  whenever  and  wherever  you  are.  Our  School  of  Business  offers  a  range  of  accredited  graduate  programs, 
including  our  acclaimed  MBA  in  E-Business.  For  the  lull  story,  visit  www.capellauniversity.edu.     ^an£bUa| 

UNIVERSITY 
Online  education  built  around  von. 
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Maybe  he'll  be  a  pilot. 


Maybe  he'll  die  from  the 


Maybe  he'll  be  a  doctor. 


disease  that  killed  his  father. 


Maybe  you  can  help. 


Life  is  full  of  possibilities.  Sadly,  for  some,  Huntington's  Disease  is  among  them.  A  child  whose  parents  carry  the 
gene  has  a  50%  chance  of  inheriting  this  fatal  brain  disorder.  If  he  does,  he'll  eventually  lose  his  ability  to  walk,  talk, 
and  think.  But  you  have  the  ability  to  do  something  about  it.  Help  us  find  a  cure  for  Huntington's  Disease.  If  enough 
people  give,  maybe  no  one  else  will  have  to  suffer.  For  more  information,  call  800-345-HDSA  or  visit  www.hdsa.org. 


Sel§  Huntington's  Disease  Society  off  America 

158  West  29th  Street,  7th  Floor,  New  York,  New  York  10001-5300 
Generation  2000. ..Make  This  The  Last  Generation  Of  Huntington's  Disease. 

Call  800-345-HDSA  or  visit  www.hdsa.org. 


Photography:  Michal  Venera,  San  Francisco. 
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IES  C.  COOPER  &  KATHLEEN  MADIGAN 


HAT  KEEPS  TURBOCHARGING 
IS  RACE  CAR? 

-owth  looks  unexpectedly  higher  in  early  2000,  stoking  inflation  fears 
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Do  recent  weak-looking  re- 
ports from  the  labor  markets 
housing  offer  some  hope  that  the  economy  is  cool- 
down  to  a  more  manageable  pace,  following  its 
Bering  6.3%  growth  rate  in  the  second  half  of  last 
ir?  Not  really.  When  you  look  at  all  the  other  avail- 
e  data  on  the  first  quarter,  they  don't  add  up  to 
ch  of  a  slowdown.  In  fact,  a  5%  growth  rate  this 
irter  is  not  out  of  the  question. 

In  particular,  numbers  on 
key  sectors  of  demand  provide 
no  corroboration  that  Febru- 
ary's slim  43,000  gain  in  pay- 
roll jobs  was  anything  more 
than  a  weather-related  fluctu- 
ation following  exceptionally 
strong  job  growth  in  both  De- 
cember and  January,  when 
payrolls  increased  309,000  and 
384,000,  respectively.  The  run- 
ning six-month  average  of 
mthly  job  gains  has  actually  accelerated,  to  230,000 
ir  month  in  February,  from  just  over  200,000  per 
:mth  last  summer. 

Here's  what  we  know  about  the  first  quarter  so  far, 
d  what  it  portends  for  gross  domestic  product:  First, 
nsumer  spending,  the  economy's  leader  during  the 
.st  two  years,  is  not  slowing  at  all.  If  February  and 
arch  outlays  grow  only  at  January's  modest  0.3% 
onthly  pace,  first-quarter  consumer  spending  will  rise 
3%  at  an  annual  rate.  That  would  be  slightly  faster 
an  the  5.4%  pace  in  the  second  half  of  1999. 

cBRUARY  SPENDING  may  not  be  so  modest,  though, 
ised  on  the  month's  phenomenal  19  million  annual 
ite  of  car  sales  (chart).  Analysts  used  that  same  ad- 
ctive  to  describe  January's  17.7  million  pace.  To  put 
ebruary  sales  into  perspective,  1999  was  a  record 

ar  for  car-buying,  with  sales  totaling  16.8  million, 
he  January  and  February  average  represents  an  an- 
ual  growth  rate  of  40%  from  the  fourth  quarter,  sug- 
esting  a  sizable  boost  to  growth  in  overall  outlays. 

Consumers  are  also  picking  up  their  borrowing  pace, 
hey  increased  their  outstanding  installment  debt  by  a 
uge  $17  billion  in  January,  the  largest  monthly  rise  in 
lore  than  four  years,  as  gains  in  wealth  bolster  house- 
olds'  willingness  to  borrow.  Consider  also  that  tax 
?funds  so  far  this  year  are  running  some  20%  ahead  of 


FACTORY  WORK  TIME 
IS  GROWING  AGAIN 


last  year,  another  source  of  extra  cash  for  households. 

The  first  quarter's  strength  goes  beyond  consumers, 
however.  Equipment  outlays  in  the  gdp  data  slowed 
sharply  last  quarter,  as  many  companies  curtailed  new 
spending,  while  waiting  to  see  how  the  Y2K  date  change 
might  affect  future  spending.  Now,  capital  spending 
by  businesses  on  new  equipment  is  set  to  rebound 
from  last  quarter's  slowdown,  perhaps  strongly. 

January  shipments  of  capital  goods,  not  adjusted  for 
prices,  surged  4%  from  December.  The  month's  level  al- 
ready shows  a  21.7%  annual  rate  of  growth  vs.  the 
fourth  quarter.  January  output  of  business  equipment 
also  accelerated  significantly.  These  early  data  suggest 
that  first-quarter  growth  in  equipment  outlays  in  the 
GDP  accounts  is  likely  to  be  at  least  three  times  faster 
that  the  fourth  quarter's  slim  4.7%  annual  rate. 

Moreover,  based  on  the  Jan- 
uary data  on  construction 
spending,  a  first-quarter  re- 
versal of  the  huge  fourth-quar- 
ter jump  in  government 
spending  may  be  much  smaller 
than  originally  expected,  part- 
ly reflecting  election-year  pork. 
Public  construction,  mainly 
roads  and  bridges,  surged 
again  in  January,  after  out- 
sized  gains  in  November  and 
December.  Through  January,  the  three-month  growth 
rate  of  public  construction  is  the  fastest  in  two  decades. 

Of  course,  inventories  and  foreign  trade  are  always 
crucial  swing  factors  in  any  quarter,  and  right  now 
there  is  only  scant  first-quarter  evidence  on  either.  A 
reversal  of  pre-Y2K  inventory  building  is  likely,  but 
amid  such  strong  demand,  some  additional  beefing  up  of 
stockpiles  seems  likely  as  well,  especially  since  inven- 
tories are  so  low  relative  to  sales.  In  January,  manu- 
facturers increased  their  stock  levels  by  0.3%,  the  same 
as  the  average  monthly  pace  during  the  fourth  quarter. 

INDEED,  MANUFACTURING  OUTPUT  appears  to  be 

speeding  up  in  the  first  quarter,  hardly  a  sign  that  in- 
ventory growth  is  slowing  down.  Despite  the  generally 
weak  tone  of  the  February  employment  report,  the 
job  data  from  the  factoiy  sector  continue  to  show  more 
strength,  as  they  have  in  recent  months  (chart). 

Factories  added  5,000  workers  to  their  payrolls  last 
month.  The  nearly  uninterrupted  string  of  declines 
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since  the  spring  of  1998  ended  in  November,  and  since 
then,  job  growth,  while  slow,  has  posted  the  best  four- 
month  gain  in  almost  two  years.  The  factory  work- 
week continued  to  lengthen,  and  overtime  also  neared 
a  two-year  high. 

More  factory  jobs  and  hours  mean  that  February 
industrial  production  posted  another  solid  advance. 
Manufacturing  output  is  on  a  pace  to  grow  at  least  at  a 
7.5%  annual  rate  in  the  first  quarter,  up  from  a  6.6% 
rate  in  the  fourth  quarter,  a  speedup  reflecting  both 
stronger  exports  and  powerful  domestic  demand. 

SURGING  PRODUCTIVITY  GROWTH  has  been  an  im 
portant  firewall  against  red-hot  growth  in  demand. 
Productivity  in  the  nonfarm  sector  rose  at  a  stunning 
6.4%  annual  rate  in  the  fourth  quarter,  based  on  the  La- 
bor Dept.'s  revised  data.  For  all  of  1999,  productivity 
advanced  3%,  the  best  annual  showing  since  1992. 
Moreover,  unit  labor  costs  rose  a  slim  1.7%  for  the 
year,  suggesting  little  cost  pressure,  despite  excep- 
tionally tight  labor  markets. 

But  that  already  terrific  pace  of  productivity  may 
have  to  speed  up  even  further  in  2000  in  order  to  as- 
sure that  inflationary  pressures  do  not  flare  up.  Keep  in 
mind  that  compensation  last  year  rose  4.8%,  and  the 
pace  this  year  is  more  likely  to  quicken  than  hold 
steady,  especially  since  a  continuation  of  the  recent 
pace  of  job  growth  would  take  the  unemployment  rate 


GERMANY 


SLOWER  HOURS  GROWh 
LIFTS  PRODUCTIVITY 


down  to  the  3.5%-to-4%  range  by  the  end  of  the  viai 
To  the  extent  that  compensation  accelerates,  ro 
ductivity  will  have  to  grow  faster  in  order  to  m 
unit  labor  costs  from  accelerating.  In  an  economy  jt| 
demand  this  strong,  companies  that  face  cost  presfi 
will  more  easily  find  some  additional  pricing  powe| 

There  is  also  yet  another  de- 
bate growing  over  the  quality 
of  the  productivity  data:  the 
measure,  of  hours  worked.  The 
productivity  data  show  that 
from  1997  to  1999,  output  per 
hour  sped  up  from  2%  to  3%. 
However,  output  growth  actu- 
ally slowed  from  5.3%  to  4.7%, 
while  a  sharp  slowdown  in  the 
growth  of  hours  worked,  from 
3.3%  to  1.7%,  more  than  ac- 
counted for  the  acceleration  in  productivity.  In  an  ec 
omy  this  strong,  with  many  workers  straggling  to  kt 
up,  such  a  large  drop-off  in  the  growth  of  work  ti 
looks  odd.  In  particular,  the  data  show  that  since  ea 
1998,  the  workweek  is  actually  shorter  (chart). 

Regardless  of  what  you  believe  about  productivi 
one  fact  remains  clear  from  the  data:  The  econor 
has  begun  2000  far  faster  than  almost  anyone  had 
ticipated,  and  the  risk  of  higher  inflation — and  higher 
terest  rates  to  combat  that  threat — continues  to  risJ 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AG( 
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A  STRONGER  EURO  COULD  SLOW  THIS  ENGINE 


Germany's  recovery  continues 
to  be  moved  along  by  gains  in 
exports,  a  growth  engine  at  risk  if 
a  tighter  monetary  policy  starts 
to  lift  the  euro. 

In  the  fourth  quarter,  real  gross 
domestic  product  rose 
0.7%.  That  was  slightly 
below  expectations, 
but  third-quarter  GDP 
growth  was  raised  to 
0.9%,  from  0.7%.  Ex- 
ports were  up  0.8%  in 
the  fourth  quarter  af- 
ter a  3%  jump  in  the 
third  (chart).  Over  the 
four  quarters  of  1999, 
German  GDP  rose  2.3%, 
while  exports  alone  were  up  9%. 

At  yearend.  consumer  spending 
and  inventory  accumulation  added 
to  growth  as  well.  But  govern- 
ment purchases  remained  weak, 
and  business  investment  on  non- 


EXP0RTS  ARE  FUELING 
GERMAN  GROWTH 


▲  QUARTERLY  PERCENT  CHANGE 
DATA:  STANDARD  &  POOR'S  DRI 


traditional  goods,  mostly  comput- 
ers, continued  to  slow.  That  likely 
reflected  a  wait-and-see  attitude 
among  companies  until  after  the 
computer  date  changeover  on  Jan. 
1.  Now,  with  Y2K  worries  past  and 
business  confidence 
high,  spending  on 
high-tech  equipment 
should  pick  up  soon. 

Real  GDP  is  expect- 
ed to  grow  3%,  to 
3.5%  in  2000,  but 
much  of  that  gain  will 
be  concentrated  in 
foreign  shipments. 
That  should  help  Ger- 
many's employment 
situation,  which  is  only  slowly  im- 
proving. February's  jobless  rate 
dipped  to  a  four-year  low  of  10%, 
little  changed  from  January's 
10.1% 
As  with  other  economies  in  the 


euro  zone,  Germany  is  benefiting 
from  the  fall  of  the  euro,  which 
makes  exports  cheaper  outside 
the  zone.  The  risk  to  future  gains 
in  foreign  demand  is  that  the  euro 
will  strengthen  in  response  to  a 
hike  in  interest  rates  by  the  Eu- 
ropean Central  Bank,  along  with 
stronger  economic  growth  in  the 
euro  zone  when  compared  with 
the  U.  S.  The  ecb  held  its  policy 
rate  at  3.25%  in  late  February, 
but  analysts  project  a  hike  soon, 
especially  with  the  Federal  Re- 
serve expected  to  hike  on  Mar. 
21 — and  by  more  later  this  year. 
The  ECB  will  lift  rates  because 
the  jump  in  oil  prices  has  boosted 
euro  inflation  to  its  2%  upper  tar- 
get limit.  In  Germany  alone,  con- 
sumer prices  were  up  1.8%  over 
the  year  ended  in  February. 
That's  low,  but  the  rate  has  more 
than  doubled  just  since  October. 
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lb  be  in  the  right  place  at  the  right  time 
is  to  be  everywhere  at  once. 


You  have  a  huge  portfolio  in  markets 
iround  the  globe. 

And  when  you  need  to  move  in  a 
lurry,  you  want  a  world  of  buyers  and 
sellers  ready  to  trade  —  now. 

You  want  Instinet. 

One  broker  who  gives  you  aeeess  to 
some  of  the  deepest  pools  of  liquidity  in 
over  ~i()  markets  —  trading  electronically 
with  thousands  of  institutions  as  well  as 
through  17  exchanges  worldwide. 


One  broker  who  has  the  technology 
to  handle  even  the  largest,  most  com- 
plex cross-border  orders  —  and  handle 
the  follow-up  automatically. 

One  broker  who's  neutral. 

Who  doesn't  trade  against  you  or 
reveal  your  strategy  —  so  that  the  best 
price  can  be  yours. 

If  that's  the  broker  you're  looking 
for,  call  toll  free  1-877-INSTINET  or 
visit  www.instinet.com 


v  .in  agenc)  broker,  Instinct  does  not  come  between  Its  clients  and  the  best  prut-  we  do  not  commit  capital  make  markets  or  m.ikc  profits  mi 
rereads  I  1999  instinet  t  orporadon,  .ill  n^iu^  rest  rved  i\m  imt  .tnd  the  1NSTIN1-T  marque  .ire  registered  service  marks  and  instinct  is  tht  mat 
keting  name  for  Insdnei  <  orporatlon,  member  NAM)  and  Instinet  I  K  Limited  regulated  in  the  I'  K  b>  the  SI  \ 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price.'" 


News:  Analysis  &  Commentary 


TIGHT  LABOR?  TECH 


Companies  are 
turning  a  squeeze 
into  a  swell 
of  productivity 

Facing  the  tightest  labor  markets 
in  30  years  and  demand  that  just 
won't  quit,  managers  at  U.  S. 
Gypsum  aren't  even  breaking  a 
sweat.  Dangerously  complacent? 
No.  When  orders  flood  in,  they  turn  to  a 
new  $110  million  factory  in  Bridgeport, 
Ala.,  that  chums  out  110  miles  of  drywall 
every  24  hours.  That's  twice  as  much 
per  worker  as  in  its  older  plants.  Even 
better,  U.  S.  Gypsum  has  three  more 
coming  on  line  this  year  that  will  be  just 
as  efficient.  "We've  improved  productivi- 
ty tremendously,"  says  Chief  Executive 
Edward  M.  Bosowski.  "We've  had  to,  be- 
cause you're  going  to  have  much  slower 
growth  in  the  labor  pool  going  forward." 

Across  Corporate 
America,  the  story  is  the 
same.  With  a  jobless  rate 
at  4.1% — and  far  lower 
in  some  spots — most 
companies  face  a  major 
headache  as  "Help  Want- 
ed" signs  linger  and  jobs 
go  unfilled.  But  there's  a 
silver  lining  in  this  labor- 
scarce  cloud.  Grappling 
with  what  is  effectively 
full  employment,  compa- 
nies have  made  a  bad 
situation  far  more  man- 
ageable by  pouring  mon- 
ey into  technology  in  a 
bid  to  lessen  the  need  for 
workers.  "The  fortunate 
thing  is  that  we  have 
this  tight  labor  market 
just  at  the  moment  when 
we  have  a  huge  explo- 
sion in  technological  an- 
swers to  it,"  says  Alice 
M.  Rivlin,  former  Feder- 
al Reserve  vice-chairman 
;;nd  senior  fellow  at 
I  <  i  ■ :  lokings  Institution. 


WITH  LABOR 
SCARCE... 
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EQUIPMENT  SPENDING 
IS  RISING 


CHANGE  IN  NONDEFENSE 
CAPITAL  GOODS  ORDERS' 
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Moreover,  the  investments 
are  behind  a  huge  rise  in 
productivity — and  go  a  long 
way  toward  explaining  why 
the  U.S.  economy  continues 
to  grow  rapidly  without  in- 
citing any  of  the  wage  infla- 
tion that  would  normally  be  ex- 
pected. Productivity  figures  released 
by  the  Labor  Dept.  on  Mar.  7  demon- 
strate Corporate  America's  uncanny 
knack  for  keeping  the  expansion  going 
by  continuing  to  find  new  ways  of  get- 
ting more  out  of  its  workforce.  Produc- 
tivity charged  ahead  at  a  stunning  6.4% 
annual  rate  in  the  fourth  quarter,  up 
from  5%  in  the  third.  "The  declining 
price  of  capital  and  the  rising  price  of 
labor  are  strongly  encouraging  compa- 
nies to  substitute  capital  for  labor,"  says 
Chris  Varvares,  president  of  Macroeco- 
nomic  Advisers  in  St.  Louis.  "That  will 
raise  the  economy's   non-inflationary 
speed  limit." 

SELF-SCANNING.  Indeed,  the  challenge 
of  doing  more  with  fewer  people  is  trig- 
gering a  big  uptick  in  spending  on  busi- 
ness equipment.  While 
orders  for  other  durable 
goods  are  sliding,  com- 
panies are  opening  their 
wrallets  for  everything 
from  computers  to  ma- 
chine tools.  Such  nonde- 
fense  capital-goods  or- 
ders for  the  three 
months  ending  in  Janu- 
ary were  up  13.5%  over 
a  year  earlier,  the  best 
gain  since  early  1998. 

Of  course,  no  one  has 
invented  the  workerless 
workplace — but  not  for 
want  of  trying.  Even  in 
the  most  unlikely  places, 
new  technology  is  cut- 
ting down  on  the 
workload.  NCR  Corp.  and 
IBM,  for  instance,  are 
marketing  self-scanning 
checkout  systems  to  .the 
likes  of  Kroger,  Stop  & 
Shop,  and  Wal-Mart 
Stores.  While  the  tech- 
nology remains  mostly 
experimental,  broader  ac- 
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ceptance  could  come  this  year  as  retailer  iHfo 


find  it  tougher  to  get  good  cashiers — o 


dim' 


any  cashiers.  "We've  had  more  [sales  fotivii 
activity  in  the  past  three  months  than  ii  % 
the  past  three  years,"  says  Lynn  Ep« 
Rolloff,  an  IBM  marketing  manager.  ty* 
Problematic  as  it  is,  the  worker  short  fan 
age  could  accelerate  lots  of  long-sim  m 
mering  innovations.  Companies  hav<wj 
plenty  of  money — and  incentive — to  fig  (, 
ure  out  how  to  use  their  limited  staffs  ^ 
more  efficiently.  The  labor  shortfall  pa 
"makes  the  design  and  development  of  car 
labor-saving  equipment  more  practical,"  ig 
says  Murray  A.  Gerber,  vice-chairman  g  i 
of  tiny  Prototype  &  Plastic  Mold  Co.  in  fl 
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i  THE  RESCUE 


iddleton,  Conn.  He  is  installing  high- 
2h  molding  gear  that  boosts  staff  pro- 
tctivity  at  his  $8  million-a-year  outfit. 
There's  another  advantage:  Unlike  an- 
ying  voice  mail  or  automated  phone-op- 
ator  systems,  the  latest  labor-saving 
novations  may  prove  a  hit  with  con- 
mers.  Consider  the  self-service  kiosks 
ppping  up  in  front  of  some  airline  check- 
counters.  These  automated  agents 
ake  it  possible  for  a  customer  to  pick 
>  a  boarding  pass  by  popping  in  a  cred- 
card  or  a  frequent-flier  card  after  buy- 
g  an  electronic  ticket  by  phone  or  on 
ie  Net. 
The  kiosks  help  cut  the  need  for  work- 


ers. "Airport  automation  products  that 
we  have  or  will  put  in  place  in  the  future 
will  allow  us  to  grow  our  staff  at  slower 
rates,"  says  Edward  W.  White,  vice-pres- 
ident for  customer  service  at  Alaska  Air- 
lines. But  customers,  too,  seem  happy 
to  bypass  human  contact.  White  says 
Alaska's  passengers  like  the  kiosks  so 
much  that  fully  one-quarter  of  them  used 
the  system  to  check  in  last  year.  Now 
the  airline  is  setting  up  kiosks  at  parking 
lots  and  hotels  near  airports  to  make  ac- 
cess even  easier. 

Of  course,  the  biggest  labor-saver  may 
well  be  the  ability  to  move  operations 
onto  the  Web.  While  it's  something  of  a 


double-edged  sword — Net  jobs  are 
drawing  away  huge  numbers  of  tal- 
ented people — the  Web  is  also  proving 
to  be  the  most  powerful  tool  for 
dealing    with    labor    shortfalls. 
From  old-line  manufacturers  such 
as  steelmaker  Nucor  Corp.  to 
Web-savvy  brokerages,  companies 
are  finding  that  e-commerce  lets 
them  make  far  more  sales  per 
staffer  than  any  previous  technol- 
ogy. Just  five  years  ago,  for  instance, 
discount  broker  TD  Waterhouse  Group 
Inc.  was  handling  about  10,000  stock 
trades  a  day,  most  by  phone,  with  a 
back-office  staff  of  about  150.  Staff 
has  doubled  since  then,  but  the  vol- 
ume of  stock  they  handle  has  risen  a 
staggering  20  times. 
MANTRA.  For  veterans  of  the  Net — 
who  have  been  competing  for  scarce 
talent  a  lot  longer  than  most — the  ef- 
ficiency drive  has  almost  become  a 
mantra.  Cisco  Systems  Inc.  says  it 
has  saved  nearly  $2  billion  over  the 
past  four  years  by  implementing  Net- 
based  ordering,  manufacturing,  hu- 
man resources,  and  finance  systems. 
That  cuts  the  need  for  a  lot  of  live 
bodies  and  has  yielded  Cisco  juicy 
revenues  of  about  $700,000  per  work- 
er— nearly  two-thirds  higher  than  av- 
erage for  Standard  &  Poor's  500-stock 
index  companies. 

Even  the  company's  hiring  process 
has  become  a  virtual  affair.  Potential 
new  hires  are  urged  to  submit  their 
resumes  electronically  and  fill  out  an 
online  questionnaire  that  is  then 
screened  by  artificial-intelligence  soft- 
ware. Such  labor-saving  moves  are  criti- 
cal at  Cisco,  which  is  adding  more  than 
2,000  workers  per  quarter. 

Of  course,  technology  isn't  the  only 
answer  to  the  labor  squeeze.  Some  Wash- 
ington State  apple  growers  have  found  a 
distinctly  low-tech  solution:  They're 
switching  to  shorter  trees,  which  makes 
picking  far  easier  and  faster.  For  most  of 
Corporate  America,  though,  when  it 
comes  to  productivity  gains,  such  low- 
hanging  fruit  is  long  gone. 

By  Joseph  Weber  in  Chicago,  with 
Audi/  Reinkardt  in  San  Mateo,  Rich 
Miller  in  Washington,  and  bureau 
reports 
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COMMENTARY 


By  Mike  Mandel 


THE  CASE  AGAINST  GREENSPAN'S  TOUGHER  TAGTI 


Inflation  is  low.  Productivity  is  soaring. 
Business  investment  in  equipment  and 
software  is  still  strong,  with  the  latest 
figures  showing  a  robust  12^  increase  in 
1999 — the  seventh  consecutive  year  of 
double-digit  gains.  Yet  conventional  wis- 
dom among  most  economists  and  fore- 
casters is  that  the  economy  needs  to  be 
slowed  to  avoid  a  future  bout  of  infla- 
tion. And  according  to  Federal  Reserve 
Chairman  Alan  Greenspan,  that  means 
cooling  the  red-hot  segments  of  the 
stock  market.  He  holds  Wall  Street  re- 
sponsible for  the  enormous  increase  in 
wealth  that  is  spurring  sharp  hikes  in 
consumption  and  investment.  In  a  Mar.  (5 
speech,  Greenspan  reiterated  that  he 
wants  to  see  "market  forces,  assisted  by 
a  vigilant  Federal  Reserve"  bring  the 
growth  of  demand  into  line  with  more 
sluggish  growth  of  supply.  Translation: 
He  will  raise  rates  until  the 
stock  market  slows  its 
rapid  rise. 

But  with  the  U.  S.  in 
the  middle  of  an  invest- 
ment boom,  raising 
rates  may  be  precisely 
the  wrong  thing  to  do. 
No  less  an  au- 


thority than  John  Maynard 
Keynes,  still  regarded  as  the 
most  eminent  economist  of  the 
20th  century,  believed  that  "the 
correct  response  to  an  invest- 
ment boom  was  to  keep  it 
going  as  long  as  possible — if 
necessary,  by  lowering  in- 
terest rates,  not  raising 
them.  "An  increase  in  the 
rate  of  interest,  as  a  remedy 
for  the  state  of  affairs  aiising 
out  of  a  prolonged  period  of  abnor- 
mally heavy  new  investment,  belongs 
to  the  species  of  remedy  which  cures  the 
disease  by  killing  the  patient,"  WTote 
Keynes  in  193(i,  as  the  U.  S.  and  the  rest 
of  the  world  were  still  suffering  through 
the  Great  Depression.    "A  rate  of  inter- 
est, high  enough  to  overcome  the  specu- 
lative excitement,  would  have  checked, 
at  the  same  time,  every  kind  of  reason- 
able new  investment." 


economy  and  the  stock  market 
tailspin.  Greenspan  believes  it's 
to  make  the  market  go  down," 
Charles  M.  Cawley,  president  o 
card  company  MBNA  Corp.  "I  t\  K 
is  risking  doing  great  harm  to  t 
economy." 

Moreover,  even  if  Greenspan  i  | ; 
to  bring  the  stock  market  and  th  to  " 


TOO  QUICK 


In  the  1980s,  the  Bank  of  Japan, 

citing  tight  labor  and  soaring  asset  prices,  rai 

rates  to  head  off  broad  wage  and  price  inflat 

The  result:  A  decade  of  economic  stagnati 


a 


That's  exactly  the  situation 
facing  the  U.  S.  today.  Greenspan 
would  like  to  slow  the  economy 
and  the  market.  Yet  by  Keynes's 
lights,  Greenspan's  main  tool — 
higher  rates — seems  to  be  pointed 
in  the  wrong  direction.  Since  the 
Fed  started  the  current  round  of 
rate  hikes  in  June,  1999,  the  stock 
prices  of  Old  Economy  and  main- 
stream companies  have  slumped,  the 
Dow  Jones  industrial  average  has 
fallen  by  10%,  and  many  companies 
have  fallen  further  still.  Meanwhile, 
the  tech  sector — which  is  clearly 
the  more  speculative  part  of  the 
market — has  soared  unimpeded, 
with  the  tech-heavy  Nasdaq  up  by 
80%. 

The  danger  is  that  raising  rates 
high  enough  to  blunt  the  optimism 
of  investors  and  restrain  technolo- 
gy stocks  will  send  the  rest  of  the 


ugh '" 

ck  marl 

in  earl; 
Japan 
arterl  c 
my  in  for  a  landing  without  a  era  ft'fa 
may  turn  out  to  be  a  pyrrhic  vict  p™ 
The  sizzling  market  for  initial  put  Iwp 
ferings  has  helped  fuel  the  rapid  ( F '" 
ation  of  innovative  high-tech  start  I.Mffl 
At  the  same  time,  the  industries  slis» 
heart  of  the  New  Economy,  such  ;Pai  r 
ware,  e-commerce,  and  semicondu  Kte 
have  relatively  low  costs  of  produ  tp- I 
and  tend  to  get  more  efficient  and  Ne' 
itable  as  they  grow  larger.  A  slow  tt»" 
economy  and  weaker  stock  market  Sty  e 
make  the  IPO  market  dry  up  and  Irk 
fewer  innovative  new  companies.  £  fan 
er  economies  of  scale  for  existing  1 N 
tech  companies  could  lower  their  p  >'W 
and  lessen  incentives  for  introducii  the 
risky  new  products  and  services.  1  » 
eventual  result:  less  technological 
innovation. 

Of  course,  allowing  the  economy 
keep  growing  at  a  rate  much  fastei  l|fJ" 
4%  risks  an  inflationary  surge.  Tha 


r: 


Greenspan  is  worried  about.  But 
lination  of  rapid  rates  of  techno- 
novation  and  high  levels  of  capi- 
ii  11  nt  are  serving  to  boost  pro- 
\ft  and  hold  down  costs. 
IWlvity  in  the  fourth  quarter  of  1999 
-  i  healthy  3.6%  compared  with  a 
tier,  while  unit  labor  costs  went 
mere  0.7%.  That's  hardly  a  recipe 
ion.  Indeed,  the  risk  of  inflation 
ip  seems  far  less  than  the  risk 
M)  hikes  will  inflict  serious  damage 
:onomy. 

MISTAKE.  It's  worth  remembering- 
history  of  using  higher  rates  to 
f  investment  booms  is  not  promis- 
sider  Japan  in  the  1980s.  While 
■ntry  had  a  very  different  economy 
I;  U.  S.'s  today,  there  are  a  number 
'lfortable  parallels.  Business  in- 

t  in  Japan  soared  in  that  period, 
I  was  low,  and  the  country  looked 
;    dominate  the  global  economy. 

eless,  the  Bank  of  Japan  moved 
offvely  to  raise  rates  in  1989  and 
l)]j  ing  reasons — tight  labor  markets 
tU  ing  asset  prices — that  are  almost 
to  Greenspan's  concerns  today.  In 
J  ir,  the  Bank  of  Japan  argued  re- 
{\l'  that  soaring  land  and  stock 
'ere  supposed  to  be  a  forerunner 
ler  wage  and  price  inflation. 
a  attempting  to  contain  asset 
he  Bank  of  Japan  pushed  rates 
jj  )ugh  to  wipe  out  the  banking  sys- 
j  I  squash  the  real  economy  as  well. 
fjzk  market  peaked  at  the  end  of 
iliile  corporate  capital  spending 
/jin  early  1991.  That's  when  the 
T  Japan  realized  its  mistake  and  fl- 
ailed cutting  rates.  But  it  was  too 
I  po  late.  Almost  a  decade  later,  the 
0i  market  index  is  about  50%  below 
IL  corporate  capital  spending  is 
Ci0%  lower,  and  industrial  produc- 
:il;  been  basically  flat  for  the  entire 
3 1 1  is  nearly  impossible  to  imagine 
a  >an  would  have  been  worse  off  if 
t  sstment  boom  had  been  allowed  to 
ciger.  Even  a  slight  rise  in  inflation 
lave  been  preferable  to  the  decade 
liation  Japan  has  endured. 
)dy  expects  the  U.  S.  to  mirror 
experience.  Nevertheless,  the  les- 
rlear:  Rather  than  throttling  back 
nomy,  Greenspan  should  ride  the 
,  wave  of  technological  innovation 
the  investment  boom  run  as  long 
ible.  In  today's  economy,  that's  the 
'ay  to  assure  America's  long-term 
Pity. 


lomics  Editor  Mandel  covers  the 
conomy. 


WALL  STREET 

A  MARGIN-DEBT 
BOMB? 

Greenspan  is  jawboning 
stockbrokers  to  tighten  credit 

If  the  denizens  of  Wall  Street  fear 
that  the  Federal  Reserve  Board's  ex- 
pected rate  hikes  will  bring  the  stock 
market  to  its  knees,  it's  understandable. 
But  brokers  could  lend  Fed  Chairman 
Alan  Greenspan — and  themselves — a 
hand.  They  have  a  simple  tool  at  their 
disposal  to  take  some  of  the  pressure  off 
the  Fed:  raising  the  margin  rates  they 
use  to  determine  how  much  they  will 
lend  customers  as  their  portfolios 
gyrate. 

In  recent  years,  investors  have 
been    on    a    borrowing    binge 
sparked  by — and,  in  turn,  fuel 
ing — the  Nasdaq's  torrid  rise.  A 
sharp  spike  in  margin  debt 
has  raised  concern  among 
regulators  and  brokers  alike. 
"People     have     leveraged 
themselves  to  the  hilt," 
frets  Charles  Biderman, 
ceo  of  Trim  Tabs  Fi- 
nancial Services  in 
Santa  Rosa,  Calif., 
a  financial-consult- 
ing firm.  ^. 

The  statistics 
are  eye-popping. 
Investor  borrowing 
skyrocketed  27%  in  x  -1 
the  fourth  quarter  and  a 
further  7%  in  January,  to 
$243.5  billion.  On  Mar.  15, 
when  the  New  York 
Stock  Exchange  reveals 
how  much  money  in- 
vestors borrowed  in  Feb- 
ruary, little  drop-off  is  ex- 
pected. Richard  B. 
Berner,  Morgan  Stanley 
Dean  Witter's  chief  U.S. 
economist,  estimates  that 
the  43%  rise  in  the  tech- 
heavy  Nasdaq  in  the 
three  months  ending  in  January  at- 
tracted hordes  of  investors  who  bor- 
rowed money,  using  stock  as  collateral, 
to  dive  into  the  market.  Berner  says 
these  investors  accounted  for  a  third  of 
the  jump  in  margin  debt  during  that 
^period.  And  with  much  of  that  borrowed 


STOCK  MARKET 
BORROWING  BALLOONS 
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MARGIN  DEBT  AS  PERCENTAGE 
OF  MARKET  CAPITALIZATION 
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money  pouring  into  i  he   fro! 

stocks  that  day  traders  folio'.'. 
creased  margin  debl   ha    mi  de  a  hoi 

sector  hotter.  Prank  A.  Fernandez,  i 
economist  of  the  Securities  Industry 
Assn.  (sia),  notes  day  trader-  are  tl 
times  as  leveraged  as  average  invest 
STEADY  RATE.  In  recent  months, 
Greenspan  has  come  under  pressure  to 
cut  the  amount  of  money  investors  may 
borrow  when  opening  an  account.  That 
rate,  the  so-called  initial  margin  rate, 
is  the  only  margin-debt  rate  the  Fed 
controls.  Since  1974,  the  Fed  has  kept  it 
at  50%,  and  Greenspan  rejects  moves  to 
change  it.  One  reason,  Fed  watchers 
say:  He  thinks  a  change  by  the  Fed 
would  disrupt  the  market — even  though 
it  would  be  largely  symbolic  because 
the  Fed's  rate  covers  only  a  small  part 
of  outstanding  margin  debt. 
Instead,  Greenspan  is  jaw- 
boning brokers  to  tighten 
their  rules.  In  part,  he'd 
rather  see  a  private-sec- 
tor solution  to  regula- 
tory action.  More  impor- 
tant, brokers'  margin  rules 
govern  accounts  already 
open — a  far  larger  vol- 
ume of  trading — and  the 
rules  are  much  more  gen- 
erous than  the  Fed's. 
Brokers  often  let  clients 
borrow  70%  of  the  val- 
ue of  securities  in  an 
account,  a  rate 
Greenspan  wants 
to  see  fall. 

Recently, 
some  firms  have 
imposed  levels  of 
50%  or  even  65%. 
Charles  Schwab  &  Co. 
has  toughened  margin 
rules  on  272  stocks. 
Datek  Online  Holdings 
Corp.,  a  broker  many  day 
traders  use,  requires  col- 
lateral up  to  50%  of  the 
value  of  148  stocks. 

While  the  sia  says 
margin  rules  have  been 
tightening  steadily  since 
late  1999,  many  firms 
have  not  done  so.  Tight- 
ening margin  rules,  of  course,  could  cut 
into  commissions.  But  that's  better  than 
the  stampede  from  the  markets  that 
soaring  interest  rates  could  spark.  Bro- 
kers need  to  choose  between  a  little 
pain  now  and  a  lot  later. 

By  Laura  Cohn  in  Washington 


For  more  on  margin  debt  go  to  the  March  7  Daily 
Briefing  at  www.businessweek.com/today.htm 


BusinessWeek  jHUlfe 


BUSINESS  WEEK  /  MARCH  20,  2000  39 


News:  Analysis  &  Commentary 


SAY  GOODBYE  TO  LABOR  PAL  AL' 
AND  BOB  JONES  BUSH' 

Bush  and  Gore  move  to  the  center,  where  the  swing  voters  are 


ELECTION 


z— *-*-+- 


THE  PRIMARIES 


'There's  nothing  in  the 
middle  of  the  road  but 
yellow  stripes  and 
dead  armadillos." 
— Texas  populist 
Jim  Hightower 
...And  maybe  two  guys  named  Al 
and  George.  Sorry,  Jim,  but  it's  about  to 
get  crowded  in  the  undulating  center 
of  American  politics.  Traditionally,  Pres- 
idential primaries  push  candidates  to 
extremes,  a  reflection  of  the  key  role 
played  by  activists  on  both  the  left  and 
right.  That's  what  happened  to  Demo- 
crat Al  Gore  and  Republican  George  W. 
Bush  during  the  duo's  brief  struggle  for 
their  party's  nominations — a  fight 
capped  by  decisive  wins  for  both  men  in 
coast-to-coast  primaries  on  Mar.  7. 

Now,  Bush  and  Gore  will  bolt  for  the 
'burbs,  home  to  the  centrists  who  will 
decide  the  election.  "That's  where  the 
swing  voters  are,"  notes  University  of 
Texas  political  scientist  Bruce  Buchanan. 
The  standard  bearers  must  shift  from 
their  bases  and  "look  for  middle-  to  up- 
per-middle-class voters  who  are  fiscally 
conservative  and  socially  moderate." 

Both  Gore,  who  swamped  challenger 
Bill  Bradley  everywhere  on  Tough  Tues- 
day, and  Bush,  who  sealed  maverick 


John  McCain's  fate  by  snagging  New 
York,  Ohio,  and  California,  have  some 
tricky  maneuvers  ahead.  The  Texas  gov- 
ernor began  his  campaign  as  an  inclu- 
sive pol  who  talked  up  compassion  and 
better  schools.  He  wound  up  becoming 
the  favorite  of  the  Religious  Right  and 
hardcore  conservatives. 

Gore  got  a  break  from  Bradley's  de- 
cision to  attack  him  as  too  conservative. 
Still,  the  Veep  made  expedient  trade 
concessions  to  the  AFL-cio  and  environ- 
mentalists, embraced  polarizing  civil- 
rights  leader  Reverend  Al  Sharpton, 
and  developed  a  zest  for  bare-knuckle 
politics — none    of  which   will    endear 

BUSH  VS.  GORE: 
A  DEAD  HEAT  TODAY 


DATA:  NBC  NEWS/WALL  STREET  JOURNAL  POLL  CONDUCTED  MAR.  2-5 
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him  to  moderates  and  independe 

Bottom  line?  According  to  polit 
pros,   both   victors   need   to   use 
months  leading  up  to  this  summer's 
ventions  to  mend  fences.  "There  will 
time  to  heal  the  wounds,"  Bush  said 
Mar.  7.  Corporate  reps  hope  he's  rig  [  e 
"You're  going  to  see  the  Republic;  Lh 
start  to  coalesce,"  says  Dirk  Van  D  Up 
gen,  president  of  the  National  Assoc  i"(r  r 
tion  of  Wholesaler-Distributors.  "The  >\],;: 
better  if  they  want  to  win." 
EDUCATION  PUSH.  That  alone  won't    - 
enough.  Bush,  in  particular,  has  1«  igher.  T 
many  backers  worried.  "He's  shown  tl  ( rW; > 
he's  not   quite   ready,"   frets   Stev  yfa 
Stockmeyer,  legislative  consultant  to  t  ;> 
National  Association  of  Business  Poli  L  he 
cal  Action  Committees.  "His  advise  u  ••,., 
need  to  take  him  on  a  retreat  and  r  s  f!1t. 
train  him,  because  he's  in  no  shape   u  •,- 
debate  Gore."  Lve] 

Bush's  aides  know  he  has  be(  Lei] 
pushed  off-course.  In  the  weeks  ahea  LR 
they  plan  a  realignment  that  will  er  I  g 
phasize  education  reform,  which  the  yi 
feel  appeals  to  women  and  minoritie  j. 
The  thrust:  The  Clinton  Administr; 
tion  allowed  schools  to  deteriorat 
while  reformer  Bush  is  an  innovate!) 
who  boosted  both  test  scores  and  loc;  L  \ 
control. 

On  the  economic  front,  Bush  not 
knows  that  his  $1.3  trillion  tax  cut  is 
dud  with  many  swing  voters.  He'll  forg 
ahead,  but  he'll  stress  the  plan's  benefit 
for  working  families.  In  a  nod  towar 
McCain's  and  Gore's  demonstration  o 
the  potency  of  social  security,  Bush  wil 
provide  details  of  his  still-murky  plan  t< 
shore  up  the  retirement  system. 

Bush  also  has  work  to  do  repairing 
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I  [mage  as  an  outsider.  His  record 
(I  raising— and  raft  of  endorsements 
Ti  elected  officials  and  corporate  big- 
ffi     has  transformed  him  from  an 
^■Washington  crusader  into  the  fa- 
*ite  of  the  Beltway  elite.  "Bush's 
gest  loss  was  his  outsider's  stance," 
s  GOP  consultant  Thomas  N.  Ed- 
nds.  "It'll  be  hard  to  get  it  back." 
MAGE  CONTROL.  The  Texan  will  try, 
vever,  by  pushing  his  "reformer  with 
ults"  message  and  talking  up  his 
ord  as  an  entrepreneur  and  state- 
ise  manager.  "We're  hiring  the  CEO  of 
U.S.,"  says  Connecticut  Governor 
m  G.  Rowland.  Bush  already  is  on 
offensive,  branding  Gore  as  champi- 
of  "the  status  quo  in  Washington." 
jore,  for  his  part,  emerged  from  his 
leal  with  fewer  wounds  than  his  ri- 
but  he,  too,  has  problems  with 
derates.  The  McCain  surge  among 
lependents  and  Reagan  Democrats 
s  driven  partially  by  revulsion  over 
!fn'  ministration  ethics  lapses.  Swing 
>''f;ers  "dislike  Bill  Clinton  and  in  turn 
|  like  Al  Gore,"  says  GOP  pollster  Ed- 
Hj-rd  Goeas.  Gore  hopes  to  limit  the 
■11 J  mage  by  noting  he  has  come  out  for 
"Monger  campaign-finance  reform  than 
i?l.sh  and  by  attacking  fat  cats  who 
a  nkrolled  the  record-breaking  Bush 
D°  npaign.  "Bush  has  his  own  scandal 
Miw,"  crows  Democratic  National  Chair 
eJ  3  Andrew. 

Fighting  the  rap  that  Gore  is  a  cap- 
|k  of  special  interests  may  prove  even 
'e  lgher.  To  counter  charges  that  he's  in 
f»2  pocket  of  Big  Labor,  greens,  and 
vetiical  feminists,  the  Veep  will  focus  on 
ill  New  Democrat  credentials.  As  evi- 
li'nce,  he'll  trumpet  his  economic  plan, 
e'iich  forgoes  big  spending  and  huge 
ntx  cuts  in  favor  of  debt  reduction. 
I  ush  will  try  to  make  Gore  look  like  a 
^-government  liberal,"  says  Al  From, 
esident  of  the  centrist  Democratic 
4?adership  Council.  "But  on  fiscal  is- 
4  es,  Gore  is  to  the  right  of  Bush." 

Both  candidates  must  work  to  restore 
ejdance  to  their  campaigns.  But  they 
aarly  realize  it,  and  are  already  in 
'<f  .mage-control  mode.  So  the  next  time 
iu  catch  sight  of  "Labor  Pal  Al"  or 
Job  Jones  Bush,"  don't  be  surprised 
they  come  off  as  kinder,  gentler  ver- 
ms of  those  not-so-distant  selves. 
By    Lee     Walczak    and    Lorraine 
Voellert  in  Washington,  and  Richard 
Dunham  in  Hartford 
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THOSE  TRUCK 
GUYS  FROM  TOKYO 

Now  even  Detroit's  pickup 
market  isn't  safe  from  Japan 

Phil  Behnke  is  just  the  kind  of  buyer 
Detroit  doesn't  want  to  see.  The  25- 
year-old  has  typically  driven  a  good 
ol'  Chevy  truck.  But  just  a  few  months 
ago,  he  went  to  Classic  Toyota  in 
Waukegan,  111.,  and  drove  off  with  a  new 
Toyota  Tundra  pickup.  "I'm  an  Ameri- 
can-truck kind  of  guy,"  Behnke  says.  "But 
this  gets  better  gas  mile- 
age, and  their  engines  are 
supposed  to  last  forever." 
So  much  for  Detroit's 
last  bastion  of  consumer 
loyalty:  the  market  for 
full-size  pickups  and  sport- 
utility  vehicles.  Not  only 
is  Toyota  Motor  charging 
ahead  with  its  popular 
new  Tundra,  but  Nissan 
Motor  is  ready  to  jump 
into  the  fray,  and  Honda 
Motor  is  considering  it. 

In  February,  Nissan 
Motor  Co.  asked  suppliers 
to  bid  on  parts  for  a  full-size  pickup, 
expected  to  hit  the  market  as  soon  as 
mid-2003.  Though  Nissan  Div.  General 
Manager  John  E.  "Jed"  Connelly  won't 
confirm  the  project,  he's  already  talk- 
ing like  a  contender.  He  brags  that  Nis- 
san's pickup  would  match  Detroit's  in 
size  and  power,  unlike  the  slightly 
smaller  Tundra.  Toyota  Motor  Corp., 
meanwhile,  is  looking  to  double  produc- 
tion to  300,000  units  within  two  years  at 
its  Princeton  (Ind.)  truck  plant,  where  it 
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THE  TUNDRA:  Toyota 

expi  i 

than  100,000  thii 

will  also  build  the 
quoin  SUV  thifl  fall.  And 
Honda  could  add  a  hig 
pickup      within      five 
years. 

Indeed,  after  years 
of  slow  progress  in 
cracking  the  truck  mar- 
ket, the  Japanese  are 
finally  gaining  traction. 
Their  truck  sales  in  the 
U.  S.  last  year  rose 
38%,  to  713,000  units, 
boosting  market  share 
to  8.6%.  Much  of  that  is  in  the  minivan 
market,  where  Honda  Motor  Co.'s  two- 
year-old  Odyssey  is  gaining  speed.  The 
Tundra  grabbed  43,000  sales,  up  from 
the  paltry  8,000  annual  units  of  its  un- 
derpowered predecessor,  the  T-100.  And 
Toyota  expects  to  sell  more  than  100,000 
Tundras  this  year. 

PRICE  PRESSURES.  With  even  better 
Japanese  products  on  the  way,  Wall 
Street  is  bracing  for  some  damage. 
"Price-cutting  will  be  unavoidable,"  says 
Merrill  Lynch  &  Co.  analyst  John  A. 
Casesa.  Slowing  sales  and  higher  gas 
prices  are  already  pushing  Detroit  to 
offer  rebates  of  up  to  $1,000  on  big 
pickups.  Casesa  estimates  that  the  Big 
Three's  profits  average  $4,000  to  $8,000 
per  pickup  and  $6,000  to  $12,000  per 
full-size  SUV.  Toyota's  new  Sequoia  alone 
could  snatch  $175  million 
in  after-tax  profits  from 
U.S.  auto  makers  in  2001, 
he  figures. 

Still,  Detroit  may  have 
learned  from  the  drubbing 
it  took  from  Japanese  cars 
in  the  '70s.  To  defend 
their  turf,  the  Big  Three 
are  readying  creative 
products  that  combine  the 
suvs'  passenger  space 
with  pickups'  hauling  ca- 
pacity. "As  long  as  we 
lead  in  innovation,  we'll 
stay  on  top,"  says  Gur- 
minder  S.  Bedi,  Ford  Motor  Co.'s  vice- 
president  for  North  American  trucks. 

The  Japanese  are  nimble,  too.  Nis- 
san could  easily  build  a  sport  utility 
based  on  its  big  pickup.  And  Toyota  is 
looking  to  build  brawnier  versions  of 
the  Tundra.  Insists  Toyota  Div.  General 
Manager  Donald  Esmond:  "We  just 
want  our  fair  share"  of  the  truck  busi- 
ness. If  buyers  like  Behnke  are  any  in- 
dication, they'll  get  that  and  more. 

By  David  Welch  in  Detroit 
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NOT  MUCH  MILEAGE  IN  OPEC'S  MERCY 


After  a  stretch  of  near  panic  that 
sent  oil  prices  over  the  $34-per- 
barrel  mark,  the  oil  markets  got 
some  relief  on  Mar.  8  following  a 
meeting  in  Riyadh  between  Iranian 
Oil  Minister  Bijan  Zaganeh  and  his 
Saudi  counterpart,  Ali  al-Naimi.  The 
Iranians  had  been  adamantly  resisting 
Saudi  efforts  to  raise  production,  but 
this  time  the  Iranian  minister  agreed 
that  OPEC  must  "provide  timely  and 
adequate  supplies."  A  source  in  the 
Persian  Gulf  added:  "I  think  the  prob- 
lem is  over.  Enough  oil  will  be  provid- 
ed to  relax  the  markets." 

Another  bit  of  good  news  came 
with  reports  that  U.  S.  crude  inven- 
tories rose  unexpectedly  in  the  week 
ended  Mar.  3;  that,  too,  cooled  the 
markets.  Together,  the  moves  helped 
send  crude  prices  tumbling  back 
down  to  around  $31  per  barrel,  an 
8.4%  drop,  on  Mar.  7. 

But  though  much  of  the  tension 
that  had  enveloped  the  oil  market 
evaporated  as  quickly  as  it  had 
formed  days  earlier,  it's  hardly  time 
to  celebrate.  It  looks  increasingly  un- 
likely that  prices  will  quickly  recede 
to  the  $18-to-$20-per-barrel  level  that 
the  industry  thinks  is  optimal.  Like  it 
or  not,  the  world  is  going  to  have  to 
live  with  expensive  oil  for  some  time. 

That  is  because  last  year's  produc- 
tion cutbacks  have  succeeded  beyond 
opec's  wildest  dreams.  With  surging 
demand  outstripping  supply  by  2  mil- 
lion barrels  per  day  and  more  for 
months,  the  U.  S.  and  other  countries 
have  drawn  down  crude  and  product 
stocks  to  the  lowest  levels  since  1996, 
when  prices  also  spiked.  But  demand 
now  is  a  lot  higher  than  it  was  then. 
The  U.S.  and  European  economies 
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are  both  hot,  and  Asia  is  recovering. 
With  inventories  at  rock  bottom, 
prices  could  stay  high  well  into  next 
year,  says  Sharif  Ghalib,  senior  ana- 
lyst at  the  Energy  Intelligence  Group 
in  London.  Indeed,  futures  prices  for 
next  March  are  close  to  $25  per  bar- 
rel. And  even  a  major  fall  of  $10  a 
barrel  would  leave  prices  well  above 
their  averages  in  recent  years. 

Ghalib  suspects  that  Saudi  Arabia's 
desire  not  to  sour  its  recently  im- 
proved relations  with  Iran  may  also 
work  to  keep  prices  higher.  The  Saud- 
is, opec's  heavy- 
weights, have  been 
trying  to  forge  a  con- 
sensus for  a  production 
increase  that  would 
bring  prices  down.  But 
the  Iranians  have  led  a 
small  group  of  OPEC 
producers  that  were 
adamantly  opposed. 
Now  the  Iranians  look 
ready  to  compromise. 
But  to  keep  them  on 
board,  the  Saudis  may  well  have  to 
agree  to  a  smaller  boost  than  market 
conditions  merit.  The  Iranians,  who 
have  little  spare  capacity,  have  noth- 
ing to  gain  from  lower  prices. 
TOO  WARY?  Analysts  say  that  the 
markets  will  be  dismayed  if  OPEC 
doesn't  come  up  with  something  sub- 
stantive when  it  meets  on  Mar.  27. 
At  least  1.5  million  barrels  per  day 
in  extra  OPEC  production  is  needed  to 
ease  the  current  situation.  But  the 
OPEC  members  are  very  wary  of  in- 
creasing too  much.  They  remember 
that  the  last  round  of  quota  boosts  in 
'97  led  to  prices  tumbling  to  near  $10 
per  barrel.  The  danger  is  that,  to 
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prevent  another  such  slide,  they  ma 
err  on  the  low  side. 

Whatever  it  decides,  OPEC  is  wait 
ing  until  very  late  to  make  adjust- 
ments. Markets  already  show  signs 
of  shooting  out  of  control.  A  political 
disruption  in  Iraq  or  Nigeria  could 
easily  lead  to  a  price  spike. 

Right  now,  traders  are  focusing  on 
U.S.  gasoline  stocks,  which  are  dan- 
gerously low  as  the  summer  driving 
season  approaches.  Normally,  the  oil 
industry  builds  stocks  to  a  peak 
around  Apr.  1,  then  runs  them  down 
through  the  summer.  But 
this  year,  refiners  have 
been  stingy  with  their 
runs  because  they  don't 
want  to  buy  crude  at  such 
stiff  prices.  The  result: 
Gasoline  stocks  are  at  the 
ultralow  levels  usually 
seen  around  Labor  Day. 
Roger  Diwan,  managing 
director  at  the  Petroleum 
Finance  Co.,  a  Washing- 
ton-based oil  consultancy, 
says  $2.50-a-gallon  gas  and  lines  at  the 
pump  are  a  real  possibility  without  a 
much  bigger  boost  in  crude  supplies 
than  now  looks  likely. 

Also,  it  takes  four  to  six  weeks  for 
oil  to  reach  the  U.S.  from  the  gulf. 
So  any  hike  agreed  to  in  early  April 
won't  show  up  physically  until  mid- 
May.  "Prices  are  going  to  stay  high 
until  real  barrels  hit  the  market," 
says  Peter  A.  Gignoux,  who  runs  the 
trading  desk  at  Salomon,  Smith  Bar- 
ney in  London.  And  the  chances  of 
enough  of  those  barrels  hitting  any- 
time soon  look  pretty  slim. 


Reed  covers  oil  issties  from  London. 
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Winn  do  you  wmnt  to  to  today  f 


Mike  Rivalto,  CEO,  SmartMart 


"We  had  been  working  for  five  years  to  get  systems  to  talk  to  each  other, 
but  after  we  moved  to  Windows  2000,  everything  f  rOIH  the 

video-conferencing  to  the  cash  system  to  the 
remote  cameras— every  thing  started  working." 
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To  see  how  Mike  is  using  Windows®  2000 
to  allow  people  to  shop  directly  from  their  cars,  go  to: 

www.SeeMyStory.com/Mike 
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LEGAL  AFFAIRS 


CHAPTER  11 

NEVER  LOOKED  SO  GOOD 

Why  more  public  companies  are  declaring  bankruptcy 

When  the  Justice  Dept. 
began  investigating 
price-fixing  allegations 
against  SGL  Carbon,  the  Ger- 
man company  had  an  unusual 
response.  It  quickly  filed  for 
bankruptcy  protection  for  its 
Charlotte  (N.C.)-based  divi- 
sion, a  maker  of  graphite 
electrodes. 

Was  SGL  insolvent?  Hardly. 
Indeed,  shortly  after  it  filed 
for  Chapter  11  protection  in 
December,  1998,  SGL  Chair- 
man Robert  Koehler  told  an- 
alysts that  the  company  was 
"financially  healthier"  than  be- 
fore and  boasted  of  its  "inno- 
vative [and]  creative"  maneu- 
ver. SGL  was  simply  hoping 
to  gain  leverage  against  the 
many  lawsuits  filed  by  its  cus- 
tomers, claims  that  SGL 
deemed  "ruinous." 

SGL  isn't  an  oddity.  In  fact, 
the  German  affiliate  repre- 
sents the  new  face  of  bank- 
ruptcy.   While    the    overall 
number  of  bankruptcy  filings 
by  all  businesses  in  the  U.S. 
has  fallen  30%  since  1997 — a  by-product 
of  the  booming  economy — the  number  of 
public  companies  seeking  shelter  under 
Chapter  11  has  surged  75%  in  the  past 
two  years,  to  145  in  1999. 
NO  REMORSE.  One  big  reason:  More 
companies — under  intense  pressure  to 
meet  Wall  Street's  expectations — are 
using  bankruptcy  not  as  a  safe  haven  to 
restructure  their  debts,  but  as  a  strate- 
gic tool  in  everything  from  litigation  to 
merger  negotiations.  "It's  no  longer  the 
creditors  that  are  pushing  companies 
into  the  tank,"  contends  G.  Larry  En- 
gel,  a  partner  at  Brobeck,  Phleger  & 
Harrison,  a  leading  San  Francisco  law 
firm. 

To  be  sure,  most  companies  filing  for 
bankruptcy  do  so  for  traditional  rea- 
sons. Some,  such  as  Filene's  Basement 
Corp.  and  Just  For  Feet  Inc.,  suffered 
severe  cash-flow  problems  after  ex- 
panding too  rapidly.  Many  nursing  home 
operators — including  Vencor  Inc.  and 
Sun  Healthcare  Group  Inc.,  both  of 
whom  filed  last  year — have  struggled 
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in  the  wake  of  government  cutbacks  in 
Medicare  reimbursements. 

But  financially  strapped  or  not,  a  new 
breed  of  executives  is  showing  no  re- 
morse about  wielding  bankruptcy  as  a 
weapon.  "It  used  to  be  the  kiss  of  death 
for  a  manager  to  put  his  company  in 
bankruptcy,  but  I  don't  think  that's  the 
case  any  more,"  says  Delaware  attorney 
David  B.  Stratton.  The  catalyst:  a  1978 
congressional  reform  that  no  longer  re- 
quired companies  to  wait  until  they 
were  virtually  insolvent 
before  filing  for  protec- 
tion. The  loopholes  sat 
untested  until  such  gi- 
ants as  Johns  Manville 
Corp.  and  Texaco  Inc. 
used  them  in  the  1980s 
and  early  1990s  as  a  ne- 
gotiating ploy  in  the  face 
of  huge  liability  awards. 

Ironically,  sometimes 
the  impetus  for  a  bank- 
ruptcy filing  occurs  dur- 
ing merger  talks.  Com- 
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panies  looking  to  acquire  troubled 
nesses  often  insist  that  the  targe 
file  Chapter  11 — a  ploy  that  us 
serves  to  protect  the  acquirer 
nasty  litigation,  be  it  over  undet 
environmental  liabilities  or  simply 
shareholders  angry  over  the  pur- 
price.  Indeed,  Washington  Constn 
Group  was  one  of  the  first  to  mak 
merger  condition  when     it  took 
Morrison  Knudsen  Cor 
1996,  and  Mattel  Inc.  di 
same  when  it  bought  Pi 
Moon  Media  last  March. 
MORE  LEVERAGE.   But  n 
filers  are  discovering 
bankruptcy     court     is 
panacea.  Consider  the  pi 
of  Catapult  Entertainn 
Inc.    When    the    Cuper 
(Calif.)  gaming  company 
for  Chapter  11  back  in  1 
it  moved  to  ensure  its  ri 
to  technology  licensed  fi 
WebTV       Networks 
founder   Stephen   Perl 
But    Catapult,    which 
since  merged  with  Mpath 
teractive  Inc.,  was  deal 
blow  last  year  when  a  C 
fornia  appeals  court  ru 
that  to  retain  access  to 
isting  licenses,  Catapult 
to  get  permission  from  lie 
sors    like    Perlman — wh 
Perlman  refused  to  give. 
California  ruling  vis  going 
put   more   leverage   in  t 
hands  of  licensors  when  co: 
~  panies  get  into  trouble,"  p 
diets  San  Francisco  lawyer  Randy 
Michelson,  who  represented  Perlm 
in  the  dispute. 

And  in  some  instances,  bankrupt 
judges  are  simply  refusing  to  condo 
filings  that  they  consider  abusive, 
a  sharply  worded  decision  last  Dece 
ber,  Judge  Anthony  J.  Scirica  of  t 
U.S.  Third  Circuit  Court  of  Appeal 
dismissed  sgl's  bankruptcy  request 
using  the  company's  own  claim  that 
"faces  no  immediate  financial  difficulty. 
An  attorney  for  sgl  di 
not  return  calls. 

But  such  legal  se 
backs  aren't  likely  t 
stem  the  tide  of  compa| 
nies  eager  to  benefi 
from  bankruptcy.  In 
deed,  for  many  compa 
nies,  Chapter  11  is  n 
longer  the  last  chap 
ter — just  the  prelude  to 
a  new  start. 

By  Dean  Foust 
in  Atlanta 
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Wlwn  do  you  wont  to  go  todoy? 


Greg  Hawkins,  CEO,  buy.com 


"Our  stores  don't  close  at  6  o'clock 
or  9  o'clock,  they  stay  open  all  night,  so  reliability 


is  paramount  to  our  success. 


To  see  how  Greg  is  using 
Windows®  2000  to  run  a  24x7  Internet  superstore,  goto: 
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NO  MAGIC  IN 

THIS  DOT-COM  IDEA 

Knight  Ridder's  Web  plans  can't  get  investors'  interest 


If  you're  an  old-line  newspaper  com- 
pany— even  if  you're  online — it's  hard 
to  get  any  respect.  Take  Knight  Rid- 
der  Inc.  In  1999,  the  San  Jose-based 
company's  operating  earnings  soared 
24%,  to  $624  million,  on  sales  of  $3.2 
billion.  "We  set  a  record  in  every  way 
you  can  measure,"  gushes  Chairman  P. 
Anthony  Ridder.  Yet  Knight  Ridder 
stock  is  off  30%  since  December.  And 
not  even  the  Mar.  1  news  that  it's 
paving  the  way  for  a  spin-off  of  its  pio- 
neering KnightRidder.com  Web  business 
budged  the  stock. 

The  woes  of  Knight  Ridder,    jgi 
which  publishes  31  dailies  in- 
cluding The  Philadelphia 
Inquirer  and  The  Miami 
Herald,  are  illustrative  of 
a    bigger    problem    that 
print  businesses  face  in 
the  New  Economy.  Web 
spin-offs   are   often   em- 
braced as  hot  concepts. 
But  in  the  print  realm,  it's 
unclear     whether     such 
moves  are  savvy  new  busi- 
ness opportunities  or  desper- 
ate defensive  steps  against  Web 
rivals.  "All  newspaper  companies 
have  Internet  strategies,"  shrugs 
newspaper  analyst  John  Morton. 
"I  don't  think  it  has  any  partic- 
ular resonance  with  investors." 
PULP  FRICTION.  Now  compound- 
ing concerns  about  whether  the 
Net  will  siphon  off  print  ads 
and  readers  are  Old  Economy 
bogeymen  of  rising  interest 
rates  and  paper  prices.  That's  * 
why  stocks  like  Gannett,  Tri- 
bune, and  Times  Mirror  have 
sagged  20%  or  more  this  year. 
Doing  a  bit  better  are  The  New 
York  Times  Co.  and  Dow  Jones 


INVESTORS 
SHUN 

NEWSPAPER 
STOCKS 

PERCENTAGE  DECLINE 
IN  STOCK  PRICES 


&  Co.,  whose  national  franchises  have 
more  investor  and  advertiser  allure. 

New  York  Times  has  already  filed 
to  create  a  tracking  stock  of  its  Times 
Company  Digital  unit,  which  Mark  V. 
Zadell  of  Banc  of  America  Securities 
values  at  about  $2  billion.  Zadell  says 
the  edge  the  Times  has  over  other 
online  publishers  is  its  national  reach 
and  brand.  Still,  he  believes  Knight- 
Ridder.com — a  collection  of  city  portals 
where  it  has  papers,  such  as 
Charlotte.com — should  be  worth  rough- 
ly $750  million.  For  now,  though,  ana- 
lysts say  the  online  business  has  no 
value  in  Knight  Ridder's  $4  billion 
market  cap. 

Although  frustrated,  Ridder  contin- 
ues to  make  smart  moves  like  switching 
the  49%-owned  Seattle  Times  from 
afternoon  to  morning  delivery. 
He  also  wants  to  buy  the  San 
Francisco     Examiner     from 
Hearst  Corp.,  which  is  acquir- 
ing the  stronger  Sa?i  Francisco 
Chronicle.  But  Ridder  says  he 
will  buy  only  if  the  Justice 
Dept.  makes  Hearst  keep 
the  papers'  joint-oper- 
ating agreement. 

If  his  efforts  don't 
impress  the  Street, 
Ridder     says     he 
might    merge    with 
another  media  company.  "We 
would    rule    out   merging 
with  somebody  else  just 
to  make  us  bigger,"  he 
adds.  The  way  investors 
are  shunning  newspa- 
per stocks,  it's  proba- 
bly smart  to  stay  away 
from  them  anyway. 
By  Richard  Siklos 
in  New  York 
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AN  E-COMMERCE 
CAUTIONARY  TALI 

As  Williams-Sonoma's  site 
faltered,  inventory  piled  up 


For  much  of  last  year,  a  band 
young  Net-heads  toiled  away 
Williams-Sonoma  Inc.'s  San  Fra 
cisco  headquarters,  cooking  up  a  glos 
e-commerce  site  that  launched  Nov. 
Figuring  the  site  would  generate 
surge  of  holiday  orders  and  help  pr 
mote  sales  at  its  core  catalog  and  ret; 
units,  the  company  bulked  up  inventor 
"We  didn't  want  to  disappoint  anyone  t 
being  out  of  stock,"  explains  Chief  F 
nancial  Officer  John  W.  Tate. 

It  turns  out  that  Williams-Sonom 
disappointed  only  itself  and  investor  i 
On  Mar.  6,  the  marketer  of  upscal  fc 
kitchenware  and  home  furnishings  ar  t 
nounced    that    fourth-quarter    profit 
would  fall  about  13%  below  analysts  ^ 
estimates,  largely  because  it  stashed  to  [ 
much  in  the  holiday  cupboard.  Whil  I 
the  merchant  chalked  up  $8  million  ii  [ 
online  sales — in  addition  to  $530  millioi  I 
in  catalog  and  retail  sales  during  th  I 
quarter — it  surely  expected  better.  Th<  I 
news  sent  the  company's  stock  plunging  i 
37%,  to  $19.50,  that  day. 
HIGH  HOPES.  There's  a  lesson  here  foif 
brick-and-mortar  retailers  rushing  to  the  I 
Web.  Williams-Sonoma's  troubles  chal-l 
lenge    the    notion    that    adding    an 
e-commerce  site  to  an  established  retail 
and  catalog  business  will  quickly  lead 
to  a  sales  boom.  "It's  not  just  a  matter 
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Microsoft 

Whtn  do  you  wont  to  go  todoy? 


Rory  Brown,  CEO,  VirtualBank 


"You're  going  to  see  a  whole  new  class 

Of  bankS  develop  that  are  just  based  on  technology  that  was  built  for 

the  Internet.  And  that's  what  Windows  2000  was  built  for." 


To  see  why  Rory  picked  Windows®  2000 
to  launch  a  new  bank  with  millions  of  virtual  branches,  goto: 

www.SeeMyStory.com/Rory 


Microsoft' 

Windows 


2000 
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News:  Analysis  &  Commentary 


of  'if  you  build  it,  they  will  come,'"  says 
James  W.  Vogtle,  director  of  e-eommerce 
research  for  Boston  Consulting  Group. 

For  even  the  sawiest  direct  mar- 
keter, consumer  behavior  on  the  Web 
remains  uncharted  territory.  The  ability 
to  mine  and  track  customer  data — one 
of  Williams-Sonoma's  greatest  strengths 
in  boosting  catalog  sales — doesn't  nec- 
essarily translate  into  a  quick  payoff 
online.  With  e-commerce  in  its  infancy, 
"accurately  forecasting  demand  is  al- 
most impossible,"  says  Vogtle.  Indeed, 
even  Web  vet  Amazon.com  Inc.  took  a 
hefty  fourth-quarter  inventory  charge. 

For  its  part,  Williams-Sonoma  was 
determined  not  to  repeat  past  inventory 
shortfalls  that  have  hurt  its  real-world 
business.  And  with  a  new  Web  site  and 
widespread  expectations  for  a  booming 
e-Christmas,  the  company  was  anxious 
not  to  disappoint.  As  a  result,  "we  over- 
did it,"  says  Tate.  It  didn't  help  that 
the  company  had  little  time  to  promote 
the  site  before  the  Christmas  rush. 

Of  course,  Williams-Sonoma  wasn't 
shooting  completely  in  the  dark.  A 
bridal-registry  site  launched  last  sum- 
mer proved  that  Internet  presence  could 
drive  traffic  to  Williams-Sonoma's  :'.."><> 
retail  stores  and  its  powerhouse  catalog 
operation:  10,000  catalog  requests  a 
week  came  through  williams-sono- 
ma.com.  The  site  brought  in  new  cus- 
tomers, too.  Half  of  online  sales  were 
to  people  not  already  in  the  retailer's 
19  million-name  database. 
TOASTERS,  ANYONE?  In  the  end, 
though,  holiday  Web  sales  amounted  to 
just  1%  of  fourth-quarter  revenues.  Cat- 
alog sales  rose  30%,  but  sales  at  stores 
open  at  least  a  year  rose  a  modest  4.4%, 
leaving  the  company  with  loads  of  left- 
over toasters  and  countertop  mixers. 
Post-holiday  inventory  was  up  about 
40%  above  the  prior  year's  level.  As  a 
result,  the  company  said  net  income  for 
the  fourth  quarter  would  rise  about 
9.3%,  to  $48  million,  vs.  the  $55  million 
expected  by  investors. 

To  be  sure,  only  half  the  earnings 
shortfall  came  from  holiday-related  in- 
ventory, labor,  and  warehouse  costs.  The 
other  half  reflected  a  noncash  charge  to 
account  for  projected  merchandise  re- 
turns, about  10%  of  sales.  Unlike  most 
retailers,  the  company  did  not  maintain  a 
reserve  in  the  past,  but  says  it  was  ad- 
vised to  set  one  up  by  its  auditors. 

Still,  there's  no  denying  the  Web 
stumbles.  Williams-Sonoma's  woes  are 
another  reminder  that  glitzy  sites  alone 
don't  guarantee  e-commerce  success. 
And  it  proves  that  adapting  retail  dis- 
ciplines to  the  Web  isn't  a  cakewalk. 

By  Louise  Lee  in  San  Mateo 


VIDEOGAMES 

GET  READY 
TO  RUMBLE 

Microsoft  enters  the  game 
console  fray  with  the  X-Box 


M 


icrosoft  Chairman  William  H. 
Gates  III  has  tangled  with  tough 
competitors,  federal  trustbusters, 
and  even  a  pie-throwing  Belgian.  But  on 
Mar.  10,  the  software  king  is  going  to 
take  on  some  unusual  adversaries:  a 
marsupial  named  Crash,  a  plumber- 
named  Mario,  and  a  host  of  other  video- 
game superstars.  That's  when  Gates  will 
introduce  the  X-Box,  a  game  console 
that  will  compete  with  Sony,  Nintendo, 
and  Sega. 


BILL  VS.  MARIO 

Will  a  $200  million 
ad  campaign  cut 
into  Sony's  lead? 


It's  a  bold  step.  While  Microsoft  has 
made  hardware  such  as  joysticks  and 
game  software  for  computers,  the  com- 
bative $15  billion  home-entertainment 
business  is  another  matter.  "You  will 
see  us  think  a  little  more  like  a  gaming 
company  and  a  little  less  like  Microsoft," 
says  Robert  J.  Bach,  head  of  Microsoft's 
new  games  division. 

The  venture  won't  be  cheap.  Al- 
though Microsoft  won't  disclose  how 
much  it  spent  creating  the  X-Box,  it 
developed  a  custom  operating  system 
with  graphics  that  approach  photoreal- 
ism. And  it  will  lay  out  more  than  $200 
million  for  ads  to  win  adolescent  hearts 
and  bucks  when  Microsoft  launches  the 
X-Box  in  the  fall  of  2001.  "We'll  spend 
more  launching  and  marketing  this  than 
Windows  95,"  Bach  says. 


Competitors  don't  seem  worried 
crosoft's  strength  has  been  the  bq 
plumbing  of  computers,  not  glitzy 
ucts.  "They'll  have  to  change  theirl 
porate  culture,  and  that's  very  half 
do,"  says  Shigeo  Maruyama,  preside! 
Sony  Music  Entertainment  and  oil 
the  godfathers  of  the  PlayStation 
58).  Microsoft  has  never  had  to 
up  with  a  cute  creature  to  sell 
dows,  for  example.  But  a  mascot  is 
ical  for  selling  games — and  games  I 
consoles.  Sega  succeeded  in  the  ej 
1990s  with  Sonic  the  Hedgehog,  w| 
Nintendo's  Super  Mario  character! 
mains  a  stalwart.  "Who's  Microsoft  gl 
asks  Jeremy  Schwartz,  a  senior  anal 
at  Forrester  Research  Inc.  in  C{ 
bridge,  Mass. 

"FRIGHTENING."  So  far,  just  a 
billionaire  with  glasses.  But  the  cor 
ny  is  already  mining  software  devel| 
ers  for  snazzy  games  and  mascots, 
long  ago,  Microsoft  approached  Koji 
rukawa,  president  of  Video 
tern  Co.  in  Kyoto,  which  de\ 
oped  the  popular  Fl  racing 
for    Nintendo's    platform. 

rukawa  hasn't  comr 

ted  to  making 

Box    games 

but  believes 

console  will  si] 

pass  Sony's  ne 

PlayStation 

"Microsoft's 

vanc£  is  frig! 

ening,"  he  sa\ 

Microsoft 
jumping  in  noi 
because 
thrives     wh 
technologies  and  pro 
ucts  are  in  rapid  transitio 
Over  the  next  year,  Sony  and  Ninten 
are   launching  new  game   platform 
Sony's  PlayStation  will  soon  have  fewi 
new  games  as  it  pushes  developers  t] 
make  products  for  PlayStation  2.  Kid 
could  switch  to  the  X-Box,  Sega's  r< 
cently  released  Dreamcast,  or  a  ne 
Nintendo  box  due  by  yearend.  "All  th 
horses  go  back  to  the  gate,  and  yo 
wait  for  the  starting  gun,"  says  Joh: 
Taylor,  a  video-game  industry  consul 
tant  at  Arcadia  Investments  Corp.  i 
Portland,  Ore. 

Can  Microsoft  win  the  race?  Son; 
bested  Sega  and  Nintendo  with  PlaySta- 
tion, a  late  entry.  In  other  businesses,| 
Microsoft  wipes  the  floor  with  the  com 
petition.  Now  we'll  see  how  it  fares  in 
mortal  combat  with  Mario  and  Crash. 

By  Jay  Greene  in  Seattle,  with  Irene 
Kunii  in  Tokyo  and  Janet  Rae-Dupree 
in  San  Mateo,  Calif. 
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i  reve  .lies  in 


"Wow." 


Talk  about  high-performance  technology.  In  its  first  ybu,  .-^ 
an  independent  company,  Delphi  Automotive  Systems 
posted  over  $29  billion  in  revenues  for  1999  and  $33  billion 
in  future  business  booked. 

For  most  businesses,  numbers  like  this  would  be  cause  to 
celebrate.  But  at  Delphi,  the  company  behind  some  of  the 
world's  most  advanced  integrated  electronic  technologies, 
including  our  Communiport®  Mobile  MultiMedia  Systems,  we 
see  it  as  just  the  beginning.  And  if  you  think  this  kind  of 
innovation-driven  financial  power  sounds  intriguing,  we  can't 
wait  to  show  you  where  else  our  creativity  will  take 
you.  For  a  glimpse  into  the  future,  visit  us 
at  www.delphiauto.com. 


d^:i_f>i-ii 


In  Business  This  Week 


EDITED  BY  ANNE  NEWMAN 


IS  TOYS  R'  US 
BACK  IN  THE  GAME? 

it's  too  early  to  call  a 
turnaround  at  Toys  'R'  Us, 
but  at  least  the  toy  seller  has 
managed  to  please  Wall 
Street.  Despite  a  24%  drop 
in  profit  for  the  year,  its  Mar. 
8  earnings  announcement  ex- 
ceeded analysts'  estimates. 
Says  Arcadia  Invesment  ana- 
lyst John  Taylor:  "It's  not  in 
damage-control  mode  any- 
more." Despite  costs  for 
launching  its  Web  site,  low- 
margin  video  games,  and  few 
hot  products  at  Christmas, 
new  ceo  John  Eyler  says  the 
year  ahead  looks  better. 
There's  certainly  room  for  im- 
provement. In  1999,  sales 
rose  only  6%,  to  $11.9  billion. 
Eyler  recently  joined  with 
Softbank  to  rev  up  its  e-biz 


CLOSING    BELL 


DRY  SPELL 

Earth  to  Santa  Fe  Interna- 
tional. After  rising  44.5% 
this  year,  shares  of  the  inter- 
national oil  driller  plunged 
nearly  11%  on  Mar.  8.  Santa 
Fe  was  not  alone:  Oil-service 
stocks  took  a  hit  as  crude-oil 
prices  tell  more  than  8% 
when  an  OPEC  production 
boost  appeared  likely.  But  the 
group  should  bounce  back, 
says  analyst  Daniel  Pickering 
of  Simmons  &  Co.  in  Houston. 
Driven  by  big  spending  on 
exploration  and  production, 
oil-service  company  profits 
will  keep  gushing. 


FEB.  23.  '00  MAR.  I 
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site,  which  had  $49  million  in 
sales  last  yean  But  it's  un- 
clear whether  investors,  who 
have  lopped  off  a  third  of  the 
stock's  value  in  the  past  year, 
will  come  back  to  play. 

CISCO'S  EUROPEAN 
CONSULTANT^ 

NETWORKING  GIANT  Cisco 
Systems  continued  its  push 
to  bolster  the  strategic  con- 
sulting services  it  offers 
through  outside  firms.  On 
Mar.  8,  Cisco  inked  an  $835 
million  deal  with  European 
consulting  powerhouse  Cap 
Gemini  to  form  a  new  joint 
venture,  based  in  France, 
that  will  offer  Internet  equip- 
ment and  consulting  to  ma- 
jor customers  in  Europe  and 
elsewhere.  Cap  Gemini,  with 
$4.1  billion  in  revenues,  will 
receive  a  $671  million  equity 
infusion  from  Cisco;  the  joint 
venture,  funded  with  $164 
million  in  Cisco  cash,  will 
start  life  with  a  $3.4  billion 
market  cap,  4,600  employees, 
and  deep  relationships  with 
the  sort  of  customers  Cisco 
is  eager  to  snag. 

A  BIG  BOOST  FOR 
THE  WIRELESS  WEB 

A  WIRELESS  WEB  IS  CLOSER. 
Big  e-retailers  such  as  Ama- 
zon.com and  eBay  love  the 
idea  that  shoppers  could  place 
orders  using  wireless  screen 
phones  or  even  by  speaking 
to  computers  that  understand 
speech.  But  retooling  their 
Web  sites  for  wireless  and 
voice  access  is  no  mean  feat. 
On  Mar.  13,  startup  ViaFone 
will  unveil  a  solution:  an  on- 
line service  that  adds  such 
access  to  e-tailers'  existing 
systems,  letting  them  jump 
into  the  wireless  market 
much  sooner.  With  a  team  of 
seasoned  telecom  and  soft- 
ware execs,  ViaFone  could 
accelerate  availability  to  wire- 
less shopping — and  add  new 
meaning  to  the  idea  of  surfing 
at  the  beach. 


HEADLINER:   KIRK  KERKORIAN 


THE  REAL  MR.  CHIPS 


I  ■ 


Even  after  striking  a  deal 
to  buy  Mirage  Resorts  for 
$6.4  billion,  mgm  Grand 
and  its  billionaire  major- 
ity shareholder, 
Kirk  Kerkorian, 
may  not  have 
played  their  fi- 
nal hand. 

With  indus- 
try consolida- 
tion expected, 
Kerkorian  watch- 
ers say  he  may  bid 
for  another  company  as 
gaming  expands  in  At- 
lantic City,  N.J.,  and  else- 
where. While  stock  prices 
at  other  casinos  have  fall- 
en in  recent  months,  mom 
Grand  just  announced 
record  earnings  and  cash 
flow.  Some  Wall  Street  an- 
alysts figure  that  gives 
Kerkorian,  82,  the  stakes 


for  such  companies  as 
Tropicana  parent  Aztar, 
Boyd  Gaming,  or  even  btj 
hemoth  Mandalay  Re- 
sort Group. 

Kerorkian,  who 
plans  to  build 
Atlantic  City, 
wants  to  add 
his  holdings  j 
Las  Vegas,  Del 
troit,  Australia 
and  South  Africa) 
Other  companies 
may  also  enter  the  game, 
including  Harrah's  and 
Park  Place,  which  oper- 
ates Bally's  and  Caesars. 
Still,  with  a  personal  stak 
estimated  at  more  than 
$10  billion  and  an  appetite 
for  growth,  it  could  be 
hard  to  outbid  Kerkorian. 
Ronald  Grove 
in  Los  Angele 


PRIGELINE  PILES 
INTO  B2B  SERVICES 

ITS  "name-your-own-price" 
gig  has  been  catching  on  with 
consumers.  Now,  priceline.com 
is  going  where  it  has  never 
been  before — the  world  of 
business-to-business  sales.  In 
May,  the  two-year-old  compa- 
ny will  launch  its  first  B2B  ser- 
vice with  name-your-own-price 
long-distance  phone  time  for 
small  companies.  Net2Phone 
has  signed  on  as  a  provider, 
and  priceline.com  President 
Daniel  Schulman  expects  to 
have  three  other  "major"  tele- 
corns  on  board  by  May.  Next 
on  the  company's  B2B  menu: 
media  buying,  freight  and  car- 
go, and  office  equipment. 

THE  INTERNET  NAME 
GAME  PAYS  OFF 

there's  gold  in  a  name,  on 
Mar.  7,  digital  signature 
maven  VeriSign  announced  it 
was  acquiring  Network  Solu- 


tions, the  No.  1  dispenser 
Internet  names,  for  a  cool  $! 
billion  in  stock.  Until  recent 
Virginia-based  Network  Soli 
tions  had  a  government-san 
tioned  monopoly  on  dispen 
ing  names  ending  in  .con 
.org,  and  .net — and  it's  sti 
the  sole  operator  of  the  cer 
tral     databases     for     thos 
names.  The  new  company  es 
pects  to  benefit  by  combinin 
VeriSign's  digital  authentica 
tion  technology  with  its  part 
ner's  Web  addresses  and  re 
lated  services.  Still,  investor: 
worry  that  VeriSign  is  over 
paying.  Its  stock  fell  19%  th(  | 
day  the  deal  was  announced 


ET  CETERA . . . 


■  Occidental  Petroleum  will 
buy  Altura  Energy,  BP  Amoco 
and  Royal  Dutch/Shell  Group's 
U.S.  oil-exploration  venture. 

■  Chevron,  Wal-Mart's  Mc- 
Lane  unit,  and  Oracle  plan  to 
form  an  online  supply  ex- 
change for  convenience  stores. 
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Now.  The  most  efficient  way 
to  buy  or  sell  a  warehouse  full  of  surplus. 

(And  the  warehouse.) 


Thousands  of  companies  are  buying  and  selling  surplus  merchandise  and  equipment  in  a  whole  new  way. 
Our  online  auctions  make  it  easier,  faster  and  more  efficient  to  buy  and  sell  surplus  at  good  prices.  Just 
click  onto  our  easy-to-use  website  and  you're  in  business.  Or  call  Peter  Morin,  VP  Global  Sales,  at  1-888-525-TRADE. 


www.tradeout.com 
The  world's  leading  online  surplus  marketplace. 


International  Business 


GERMANY 


UBER 

BANK 


A  new  giant  will  reshape  world  finance 


After  months  of  wheeling  and  deal- 
ing, Deutsche  Bank's  driven  chief 
executive,  Rolf-Ernst  Breuer,  is 
getting  a  blockbuster  of  a  deal.  A 
plan  to  merge  Deutsche,  Germany's 
biggest  bank,  with  its 
third-biggest,  Dresdner 
Bank,  would  create  a  be- 
hemoth with  $1.25  tril- 
lion in  assets.  The  new 
Deutsche  would  be  the 
largest  bank  in  Europe, 
and  twice  the  size  of  the 
U.S.'s  Citigroup.  The 
deal  is  designed  to  put 
Deutsche  firmly  in  the 
select  global  league  of 
superbanks. 

It's  a  bold  stroke  that 
few  had  anticipated  be- 
fore news  of  the  $30  bil- 
lion deal  leaked  on  Mar.  6.  By  any  mea- 
sure, the  new  Deutsche  would  have 
massive  clout — and  a  lock  on  the  huge 
and  growing  $840  billion-a-year  busi- 
ness of  issuing  bonds  denominated  in 
Europe's  euro  currency.  Combined  as- 
sets under  management  would  approach 
$1  trillion.  Nearly  one  major  German 
company  in  three  would  have  Deutsche 
as  its  principal  banker. 

Europe  is  just  the  beginning.  The 
deal,  to  which  finishing  touches  were 
being  put  on  Mar.  8,  serves 
notice  on  the  huge  Wall 
Street  houses,  such  as  Mor- 
gan Stanley  Dean  Witter 
and  Goldman,  Sachs  &  Co., 
that  Breuer  intends  to  give 
them  a  run  for  their  money 
in  global  investment-bank- 
ing, a  business  they  have 
iong  dominated.  "This  deal 


gives  us  the  skills  and  the  resources 
we  need  to  take  on  even  the  biggest 
U.  S.  firms,"  brags  a  senior  Deutsche 
Bank  executive. 

Breuer  has  made  no  secret  of  his  am- 
bition to  transform 
Deutsche  into  a  global  in- 
vestment bank.  So  far  he 
has  had  at  best  partial 
success.  Shelling  out 
$9  billion  last  June  to  buy 
Bankers  Trust  Corp.  was 
one  step  in  that  strategy. 
But  it  failed  to  catapult 
Deutsche  into  the  top 
echelons.  "Deutsche  made 
a  hash  of  what  was  a 
wonderful  business  at 
Bankers  Trust,"  says  a  se- 
nior New  York  invest- 
ment banker. 
So  why  is  Breuer  now  gambling  that 
buying  another  German  bank  will  do 
the  trick?  Dresdner  owns  London  in- 
vestment bank  Dresdner  Kleinwort 
Benson  (dkb),  which  has  a  nice  line  in 
lucrative  high-tech  initial  public  offer- 
ings. Even  so,  it  is  way  behind  major 
IPO  players  such  as  Morgan  Stanley 
and  Merrill  Lynch  &  Co.  The  combined 
outfit  is  an  also-ran  in  mergers-and-ac- 
quisitions.  Even  with  the  dowry  of  dkb, 
Dresdner  seems  a  strange  vehicle  to 


carry  Breuer's  huge  ambitions.  Dresc  k\ 
ner  chief  executive  Bernhard  Walte  til! 
has  struggled  to  revitalize  the  bant  m 
which  was  demoralized  by  a  series  o  m 
tax  scandals  in  1997  and  1998.  And  h  m 
has  failed  to  please  shareholders.  De  IDi 
spite  spending  lavishly  on  McKinsey  &  itl 
Co.  consultants,  Dresdner  has  weal  p 
earnings  and  is  losing  money  on  its  re  Bus 
tail  operations. 

"GREAT  MOVE."  All  the  same,  Breuei  al; 
reasons  that  the  deal  will  facilitate  th«  m 
strategic  focus  to  challenge  the  Ameri  It's 
can  giants.  Until  now,  Deutsche  has  L 
been  hamstrung  by  low-margin  retai  h 
banking.  The  underperformance  has  pre  :R 
occupied  top  management  for  years  h 
blunting  the  bank's  push  into  invest-  k 


The  New 
Deutsche  Will 


TOTAL  ASSETS 
LOANS  OUTSTANDING 


$1.25  trillion 
$500  billion 


FUNDS  UNDER  MANAGEMENT  $950  billion 
MARKET  CAPITALIZATION        $85  billion 
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ent  banking.  Breuer  might  be  able  to 
ip  that  yoke  with  the  deal.  He  was 

I  anning  to  knock  together  Deutsche's 
ick-and-mortar  retail  network  with  its 
ank24  online  bank  anyway.  Now,  he'll 
Id  Dresdner's  retail  operations  to  the 
ix,  then  spin  off  the  enlarged  Bank24, 
hich  can  then  be  floated  on  the  market 
id  used  as  currency  for  future  deals. 
it's  a  great  move  for  Breuer,"  says 
alf  Dibbern,  a  banking  analyst  at 
amburg  private  bank  M.  M.  Warburg. 
It's  a  great  deal  for  giant  Munich 
isurer  Allianz,  too.  Chief  executive 
Venning  Schulte-Noelle  will  get  40% 
F  Bank24  in  part  payment  for  Allianz' 
1.7%  stake  in  Dresdner.  And  he'll  get 

■  swap  a  5%  stake  in  Deutsche  for 


the  bank's  large  mutual-fund  subsidiary, 
DWS.  "The  real  winner  is  probably  Al- 
lianz," says  Matthew  Czepliewicz,  bank 
analyst  at  Salomon  Smith  Barney  in 
London. 

Whether  or  not  Breuer's  impending 
deal  delivers  what  he  wants,  it  does 
herald  a  major  shakeup  in  Europe's  fi- 
nancial-services industry.  Analysts  say 
it  is  only  a  matter  of  time  before  Com- 
merzbank,  Germany's  No.  4  bank,  is  the 
target  of  a  bid.  Bayerische  Hypovere- 
insbank  (hvb),  Germany's  second- 
biggest  bank,  will  be  forced  to  rethink 
its  go-it-alone  strategy,  too.  "If  they 
play  their  cards  right  [Deutsche]  could 
pose  a  big  threat  to  banks'  corporate 
business  right  across  Europe,"  says  a 


Benior    Dutch     bai 
Germany's   neigl 

have  been  in  a  frei 
dealmaking  for  month.-. 
Lasl    Bummer,   I  ranee's 

Banque  Nationale  de 
Paris  acquired  I'aribas, 
after  a  long  takeover 
battle.  In  December, 
Italy's  Banca  Intesa  and 
Banca  Commerciale  Ital- 
iana  merged.  Most  deals 
so  far  have  been  domes- 
tic consolidation.  But 
Deutsche's  maneuver 
could  well  unleash  a 
wave  of  cross-border 
deals.  Analysts  say  early 
moves  could  come  from 
big  Dutch  banks  ing 
Group  and  abn  Amro 
Holding,  Spain's  Banco 
Santander  Central  His- 
pano,  and  possibly  from 
Switzerland's  Credit  Su- 
isse Group. 

TAX  CUT.  Until  now,  Ger- 
man banks  have  been 
wallflowers  at  this  fre- 
netic mating  dance.  But 
that's  set  to  change  once 
punitive  capital-gains 
taxes — as  much  as  60% 
on  profits  when  one  com- 
pany sells  another — are 
removed  next  Jan.  1. 
Certainly,  it's  one  reason 
why  insurer  Allianz — 
long  one  of  Deutsche's  fiercest  rivals — 
persuaded  Dresdner  to  merge  with 
Deutsche. 

Breuer  is  clearly  intent  on  turning 
Deutsche  into  Germany's  and  the  Con- 
tinent's most  powerful  corporate  and  in- 
stitutional bank.  But  despite  all  its  fi- 
nancial clout,  the  new  bank  will  still  be 
short  of  expertise  in  corporate-finance 
advisory  work  where  the  fees  are  fat- 
test and  the  Americans  have  made  most 
inroads.  The  new  Deutsche  may  be  a 
global  titan,  but  its  ambitious  boss  may 
again  discover  that  while  size  matters,  it 
isn't  the  whole  story  in  building  a  glob- 
al investment  bank. 

By  David  Fairlamb  in  Frankfurt 
with  Stanley  Reed  in  London 


ESTMENT  BANKING 

:he  is  the  biggest 
writer  of  euro 
linated  bonds, 
ier  is  No.  2.  Both 
*ong  in  derivatives. 


ASSET  MANAGEMENT 

Deutsche,  through  Morgan 
Grenfell  and  Bankers  IVust, 
has  $580  billion  under 
management.  Dresdner  has  a 
big  presence  in  Germany. 


ONLINE  BANKING 

Deutsche  has  ventures  with 
Mannesmann,  AOL  Europe, 
and  SAP.  Dresdner  is 
launching  online  trading  for 
corporate  clients. 


CORPORATE  BANKING 

Both  have  solid  connections 
to  top  European  companies. 
They're  lead  bankers  to  one- 
in-three  German  companies. 
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CHINA 


TAIWAN  WALKS 
A  TIGHTROPE 

As  the  election  nears,  Beijing  fumes.  Could  it  mean  war? 


Supporters  set  off  firecrackers  as  a 
big  black  van  carrying  James 
C.  Y.  Soong  cruises  a  rural  high- 
way of  Taiwan's  Hualian  county. 
During  a  14-hour  campaign  tour  of  this 
coastal  area,  Soong  never  stops.  He  lays 
a  memorial  wreath  to  honor  victims  of  a 
1947  government  massacre.  He  reduces 
elderly  veterans  of  China's  civil  war  to 
tears  as  he  extols  their  sacrifices.  He 
wows  a  gathering  of  a  poor,  aboriginal 
minority  with  a  few  words  in  their  na- 
tive tongue.  He  works  a  crowd  of  2,500 
at  a  wedding  between  offspring  of  two 
local  political  chiefs. 

This  makes  Taiwan  seem  a  demo- 


cratic, independent  nation.  The  Mar.  18 
vote,  the  island's  first  truly  contested 
presidential  election,  is  a  dead  heat  be- 
tween three  disparate  candidates:  the 
U.  S. -educated,  China-leaning  Soong, 
Vice  President  Lien  Chan  of  the  ruling 
Kuomintang  party,  and  Chen  Shui-bian 
of  the  pro-independence  Democratic  Pro- 
gressive Party. 

Never  has  control  of  Taiwan's  gov- 
ernment been  more  in  the  hands  of  its 
people.  And  never  has  it  seemed  more 
of  a  fiction  that  this  technology  power- 
house, whose  economy  is  virtually  joined 
at  the  hip  to  America's  Silicon  Valley,  is 
an  inseparable  part  of  repressive  China. 


But  make  no  mistake.  In  Beijing, 
tience  is  running  thin.  A  len'gthy  pap 
released  on  Feb.  21  by  the  power! 
State  Council  threatens  war  if  Taij] 
drags  its  feet  on  reunification  talks.  Aj 
the  tirades  at  the  National  People's  Co 
gress  have  been  as  ominous.  "Taiwj 
independence  means  war,"  Gener 
Zhang  Wannian,  a  Central  Militai 
Commission  vice-chairman,  thunderc  ** 
on  Mar.  5.  Statements  by  Presidei  ll 
Jiang  Zemin  and  Premier  Zhu  Rong  |1 
have  been  just  as  threatening. 

Taiwan  is  on  a  collision  course  wiu 
China.  As  the  island  grows  more  demd 
cratic,  its  society  is  drifting  further  fror 
China.  Although  all  three  presidentia 
contenders  claim  they  want  better  rek 
tions  with  Beijing,  they  endorse  the  re  I 
ality  that  China  and  Taiwan  are  effec 
tively  two  separate  countries,  and  tha 
most  Taiwanese  want  it  to  stay  tha 
way.  To  the  hardliners  in  Beijing,  tha 
status  quo  is  no  longer  tolerable.  Witl 
prospects  that  Taiwan  will  follow  Honj 
Kong  and  Macau  in  peacefully  rejoin 
ing  the  motherland  ever  more  remote 
their  frustration  keeps  building. 

As  the  anger  rises,  the  danger  of 
military  conflict  that  could  devastate 
Taiwan's  economy,  set  back  reform  ir 
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China,  and  involve  the  U.S.  becomes 
more  conceivable.  If  Taiwanese  elect 
Chen  Shui-bian — a  distinct  possibility — 
Beijing  will  have  to  decide  whether  it 
will  act  on  its  threats.  The  alternative 
would  be  another  humiliating  climbdown 
on  the  order  of  1996,  when  Taiwanese 
overwhelmingly  returned  President  Lee 
Teng-hui  to  office  and  the  U.S.  faced 
down  China's  missile  tests  by  sending 
aircraft  carriers  to  the  Taiwan  Strait. 

Whoever  wins  the  election  will  face 
the  daunting  challenge  of  achieving  rap- 
prochement with  China's  leaders.  "Peo- 
ple are  scared,"  says  Charlene  Chien, 
president  of  Taipei-based  First  Inter- 
national Computer  Inc.  "They  want  se- 
curity." But  just  as  kowtowing  to  Bei- 
jing would  spell  political  suicide  in 
Taiwan,  the  military,  economic,  and  po- 
litical reality  is  that  the  island  won't 
achieve  such  security  by  declaring  in- 
dependence. And  anxiety  is  mounting 
that  even  if  China  does  not  strike  after 
this  election,  it  may  in  the  future.  Un- 
less a  compromise  can  be  found,  says  a 
prominent  Taiwan  media  executive, 
"there  probably  won't  be  another  peace- 
ful Taiwan  presidential  election." 

Taiwan  has  not  suceeded  in  using  its 
wealth  to  buy  a  safe  space  outside  of 
China's  orbit.  A  diplomatic  campaign  for 
recognition  abroad  has  met  with  meager 
success.  So  have  concerted  attempts  to 
make  its  economy  less  dependent  on 
the  mainland.  Taiwran  has  loyal  fans  in 
the  U.S.  Congress  and  has  armed  it- 
self to  the  teeth,  but  it  remains  vulner- 
able to  a  modernizing  military  force 
across  the  Taiwan  Strait.  The  best 
Taipei  can  do  is  play  for  time,  build  its 
defenses,  and  hope  a  more  palatable 
government  comes  to  power  in  Beijing. 

The  main  reason  Taiwan's  grand 
hopes  did  not  pan  out  is  that  greater 
prosperity  did  nothing  to  soften  the 
mainland's  deep  hostility.  President 
Jiang  wants  real  progress  on  unification 
before  he  leaves  office  in  three  years. 
Hardliners  fear  Taiwan  is  drifting  far- 
ther away — and  want  to  deflect  atten- 
tion from  economic  and  social  strains  at 
home.  In  a  country  where  the  loss  of 
territory  has  toppled  dynasties,  and  the 
one-China  vision  still  burns  powerfully 
across  a  wide  social  spectrum,  the  party 
cannot  afford  to  "lose"  Taiwan. 

Taiwan's  growing  economic  depend- 
ence on  the  mainland  is  another  factor. 
Taiwan  tried  for  years  to  end  reliance 
on  cheap  Chinese  labor  for  old-line  man- 
ufacturing industries,  which  remain  vital 
despite  the  island's  prowess  in  semicon- 
ductors and  computer  design.  But  Lee 
Teng-hui's  policy  of  reorienting  business 
toward  Southeast  Asia  flopped.  Viet- 


nam, the  Philippines,  and  Indonesia  have 
proved  too  volatile  and  inefficient  to  re- 
place China's  diligent  workforce.  Since 
1990,  Taiwan  has  invested  $24  billion 
there.  And  $20  billion  more  is  commit- 
ted. Even  without  direct  transport  links, 
two-way  trade  soared  to  a  record  $26 
billion  last  year.  China  absorbs  23%  of 
Taiwan's  exports,  and  will  likely  pass 
the  U.S.  as  its  top  market  once  China 
enters  the  World  Trade  Organization. 

As  Taiwan  and  China  grow  closer 
economically,  China's  military  clout 
grows  more  threatening.  During  the 
19%  Taiwan  Strait  crisis,  analysts  knew 
Beijing's  navy  and  air  force  could  not 
conquer  Taiwan.  They  still  can't.  But 


A  LOOK  AT  TAIWAN'S 
TOP  CONTENDERS 

CHEN  SHUI-BIAN 

AGE  49  /  Democratic 
Progressive  Party  (DPP) 

A  longtime  pro-independence 
fighter,  as  Taipei  mayor  he 
cleaned  up  the  city,  shut  broth- 
els, and  pressured  civil  servants 
to  perform.  He  has  no  interna- 
tional experience,  and  China 
warns  that  relations  could  worsen 
if  he  is  elected.  A  workaholic, 
he's  often  intolerant  of  criticism. 

LIEN  CHAN 

AGE  64  /  Kuomintang  (KMT) 
As  current  vice-president,  he  has 
the  right  pedigree  for  the  top 
slot.  He's  the  son  of  a  wealthy 
real  estate  developer.  He's  been 
in  President  Lee  Teng-hui's  shad- 
ow, is  a  wooden  orator,  is  regard- 
ed as  a  light  worker,  and  has 
limited  popular  appeal.  KMT 
backing  and  worries  over  China 
give  him  a  shot  at  winning. 

JAMES  S00NG 

AGE  58  /  Independent 
A  former  KMT  heavyweight,  he 
broke  with  the  party  in  a  bitter 
feud  with  President  Lee.  The 
most  pro-China  of  major  candi- 
dates. As  Taiwan  governor  he 
won  strong  grassroots  support 
and  learned  a  smattering  of  local 
dialects.  His  lead  in  the  polls 
shrunk  after  corruption  charges. 

DATA:  BUSINESS  WEEK 

China  now  is  in  a  better  position  t| 
damage.  It  has  a  Russian-built  gui 
missile  destroyer  and  submarines, 
an  Israeli-made  long-range  airb 
radar  system.  It  has  also  booste 
fleet  of  SU-27  and  SU-30  fighters  am 
arsenal  of  medium-range  missiles 

TaiwTan  is  beefing  up  as  well.  It 
added  150  F-16  fighters  and  want 
buy  four  U.S.  destroyers  equipped 
advanced  antimissile  technology.  But 
real  threat  to  Taiwan  is  that  a  mi 
strike  against  an  airport  or  chip  pi 
or  a  naval  blockade,  could  prompt 
eign  companies  to  abandon  the  isl 
as  a  source  of  high-tech  goods. 
HIGHER  STAKES.  The  U.  S.  would  not 
China  attack  with  impunity.    Stanle; 
Roth,  U.  S.  Assistant  Secretary  of  S 
for  East  Asian  &  Pacific  Affairs,  c: 
the  Clinton  Administration's  dispatcl 
two  aircraft  carriers  in  1996  as  evide 
of  the  U.S.  commitment.  "We  hav 
track  record  that  shows  we're  serio 
Roth  says.  But  if  China  can  sink  U 
warships,  the  stakes  rise  dramaticall) 

That  is  why  Taiwan's  election  is 
pivotal.  Only  Soong  is  even  remot 
considered  pro-Beijing,  but  he  vows 
to  enter  reunification  talks  under  m 
tary  threat.  The  dpp's  Chen  has  a  st  -- 
at  winning.  Chen  no  longer  calls  for  c 
daring  independence.  But  as  recent  I 
as  Mar.  8,  he  said:  "Taiwan  is  an  ind 
pendent  country  now,  and  I  want  this 
remain  so  forever."  Chen  backers  s 
he  would  be  able  to  cut  a'  deal  wi 
Beijing.  Taiwan  expert  Li  Jiquan  of  tl 
Chinese  Academy  of  Social  Sciences  di 
agrees.  "His  softening  in  stance  is  mer 
ly  a  strategic  cover,"  Li  contends.  "I 
must  not  come  to  power." 

The  governments  are  keeping  in  co 
tact.  Chinese  officials  were  in  Taipei 
early  March  and  representatives  of 
three  political  parties  have  met  officia 
in  Beijing.  But  the  question  is  wheth< 
any  amount  of  diplomacy  will  work  f< 
long.  "They  don't  like  our  elections 
says  Chi  Su,  head  of  Taipei's  Mainlan 
Affairs  Council.  "In  their  eyes,  one  mo: 
election  reinforces  Taiwan's  claim  of  so 
ereignty."  Many  Taiwanese  fear  the 
may  never  make  Beijing  happy  unles 
they  accept  Chinese  sovereignty — an 
that's  a  nonstarter.  The  only  hope  i 
that  cool  heads  on  both  sides  keep  thi 
cold  war  from  turning  hot. 

By  Mark  L.  Clifford  in  Taipei,  wit 
Dexter  Roberts  hi  Beijing 


BusinessWeek  ONLINE, 


For  interviews  with  James  Soong  and  Chen 

Shui-bian  see  the  March  20  issue  at 

www.businessweek.com. 
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JAPAN 


SONY'S 
INDISPENSABLE  SAMURAI 

Ken  Kutaragi's  video  vision  keeps  the  company  in  the  black 

On  the  eve  of  the  Japan 
debut  of  the  PlayStation 
2,  the  world's  most  ea- 
gerly awaited  DVD-game  con- 
sole, master  creator  Ken  Ku- 
taragi  was  a  nervous  wreck. 
The  president  of  Sony  Com- 
puter Entertainment  Inc.  had 
just  spent  a  sleepless  night 
dealing  with  a  software  glitch 
on  his  company's  new  online 
order  site  for  the  ps2.  Then 
he  began  to  fret  about  prob- 
lems that  could  thwart  the 
launch.  "What  if  the  deliveries 
are  delayed,  or  if  we  can't  sell 
the  machines  we've  pre- 
pared?" Kutaragi  says. 

As  it  turned  out,  there  was 
nothing  to  fret  about.  So 
great  was  demand  for  the 
new  128-bit  wonder — which 
can  double  as  a  DVD-movie 
and  audio-CD  player — that  all 
720,000  units  available  to  re- 
tailers sold  out.  With  online 
orders,  the  weekend  tally 
came  to  nearly  1  million  ma- 
chines, an  industry  record  and 
10  times  the  number  sold 
when  the  original  PlayStation 
launched  in  1994.  If  Sony  can 
meet  demand  and  release  the 
ps2  as  planned  in  the  U.S. 
and    Europe    this    fall,    ps2 

could  sell  io  million  consoles  Kutaragi  s  games,  once  looked 
this  year.  Analysts  say  the  down  on  by  execs,  generate 

ps2  could  eventually  outper-  .       . 

form  the  first  PlayStation,   38%  of  Operating  income 

whose  sales  total  75  million. 

But  the  49-year-old  Kutaragi  isn't 
about  to  sit  back  and  bask  in  glory.  He 
and  his  engineers  are  already  working  on 
the  ps3,  which  is  set  to  roll  out  in  four  to 
five  years.  By  then,  Kutaragi  hopes,  the 
world  will  be  ready  for  a  true  network 
appliance  to  serve  as  a  conduit  for  digital 
games,  movies,  and  music  flowing  into 
the  home  over  broadband  networks. 
Meantime,  ps2  is  nothing  to  sniff  at.  For 
$370,  users  get  clear  graphics  that  zip 
along  at  a  dizzying  pace  and  convey  de- 
tails of  shadow  and  light  never  before  of- 
fered in  video  games.  Moreover,  starting 
next  year,  ps2  owners  in  the  U.S.  will  be 
able  to  plug  their  consoles  into  cable-TV 


PLAYSTATION  PROPHET 


networks  to  download  games,  and  later 
engage  in  multi-player  challenges 
online. 

With  a  network  future  in  mind,  Ku- 
taragi is  rapidly  making  deals  he  hopes 
will  create  the  infrastructure  for  a  high- 
speed broadband  network  to  handle 
games  and  other  services  for  PlaySta- 
tion. His  goal  is  to  establish  the 
PlayStation  as  a  separate  brand,  not 
part  of  a  dedicated  Sony  network  -for 
the  online  distribution  of  music,  movies, 
and  TV  shows.  "We'd  never  be  able  to 
attract  game  developers  to  a  Sony  site," 
he  says.  "Only  an  open  platform  will 
work."  It's  an  open  question  how  it  will 


make  money,  but  happy  investors  h; 
recently  gorged  on  Sony  Corp.'s  sto< 
So  far,  Sony  has  given  Kutaragi  fi 
dom  to  make  big  decisions.  That's 
markable,  considering  Sony  doesn't  e 
fly  grant  autonomy  to  its  chieftains. 
PlayStation  contributes  38%  of  operat 
income — so  Sony  owes  Kutaragi  a  k 
leash.  Initially  snubbed  by  Sony  ex 
as  a  mere  toy  when  Kutaragi  createc 
in  1989,  the  PlayStation  is  Sony's  m< 
profitable  product  ever. 
SEGA  THREAT.  Brash  and  confident 
taragi  revels  in  the  spotlight.  Colleagt 
call  him  a  hands-on  manager  unco 
fortable  with  delegating  authority.  "^ 
his  ability  to  create  a  10-year  vision 
his  head  and  implement  it  has  broug 
him  legendary  status  beyond  the  gar 
industry.  Hollywood  directors  Geor 
Lucas  and  Steven  Spielberg  seek  hi 
out  to  discuss  the  future  of  comput 
graphics.    And    Silicon    Valley   exe 
sound  him  out  on  chip  technology 
power     information     appliances 
the  future. 

His  competitors,  though,  show 
signs  of  giving  up.  Sega  Enterprises  Lt 
is  investing  heavily  in  an  online  strateg 
and  Nintendo  is  developing  a  DVD-base 
machine.  But  the  biggest  threat  coul 
come  from  Microsoft  Corp.  Chairma 
William  H.  Gates  III  is  to  announce  th 
results  of  a  hush-hush  project,  code 
named  X-Box,  on  Mar.  10.  Koji  Fi 
rukawa,  head  of  Kyoto-based  game  de 
veloper  Video  Sys 
tern,  which  wa 
approached  by  IV 
crosoft,  says  it's 
$500  network  de 
vice:  "It'll  be  fix 
and  easy  to  use 
and  aimed  at  th< 
living  roon 
(page  48)." 

That  makes 
it  imperative 
for  Kutaragi  to  get  ps2's 
games  network  going  strong.  Sony  Com 
puter  loses  money  on  every  console  it 
sells,  so  the  strategy  is  to  build  market 
share  and  then  reap  profits  through  the 
sale  of  game  software,  a  business  model 
that  was  devised  for  the  first  PlaySta- 
tion. While  new  games  are  being  de 
veloped,  fans  can  still  play  old  games  on 
the  new  ps2.  "We  need  to  sell  a  lot  of 
content  before  we  can  start  making 
money,"  says  Kutaragi,  "so  it  will 
take  time." 

The  steady  buildup  is  just  part  of 
the  master  plan.  If  history  is  any  guide 
expect  Kutaragi's  next  vision  to  become 
reality. 

By  Irene  M.  Kunii  in  Tokyo 
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B-to-B  commerce  is  finally  heading  in  the  right  direction. 


com 


There  is  one  company  playing  a  significant  role  in  changing  the  direc- 
tion of  e-business  and  revolutionizing  the  way  commerce  is  transacted. 
That  company  is  eCredit.com.  eCredit.com  makes  e-business  possible 
on  a  scale  never  before  imagined.  We  have  removed  the  boundaries 
between  business  commerce  transactions  by  uniting  businesses  with 
global  information  sources  and  financing  partners.  Now,  e-business 
credit  and  financing  transactions  can  be  consummated  through  the 
eCredit.com  Global  Financing  Network™ — the  first  Internet-based 
network  of  its  kind. 

In  the  Internet  Economy,  eCredit.com  keeps  global  business  moving. 


Move  your  business  in  the  right  direction.  Visit 
vvww.ecredit.com  or  call  toll-free,  1-877-247-1 146  for  your 
guide  to  the  eCredit.com  Global  Financing  Network. 


1  2000  cCredit.com,  in>     1  hccCrcdit.com  loB..  jnd  the  cCteCiil 
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International  Business 


MEXICO 


DESPERATELY  SEEKING 
SKILLED  LABOR 

Even  with  wages  rising,  Mexico's  companies  can't  find  enough 


Edgardo  Saucedo  was  fed  up  with 
his  job  at  a  brewery.  The  pay  was 
good,  but  the  company  wouldn't 
train  him  or  give  him  a  permanent  job. 
So  earlier  this  year  the  20-year-old  ma- 
chinist walked  out  and  went  to  work 
for  Nemak,  a  fast-growing  auto-parts 
company  in  a  suburb  of  Monterrey.  "I 
prefer  a  job  where  I  can  start  at  the 
bottom  but  have  some  security  and  a 
chance  to  move  up,"  says  Saucedo, 
whose  gel-spiked  hair  is  a  counterpoint 
to  Nemak's  regulation  blue  overalls. 

Saucedo  has  good  reason  to  feel  con- 
fident. As  new  investment,  both  foreign 
and  local,  pours  into  Monterrey,  Mexico's 
industrial  capital,  companies  are  faced 
with  a  shortage  of  skilled  labor.  They're 
scrambling  to  attract  and  retain  workers 
with  a  technical  degree  plus  some  solid 
experience — machinists,  tool-and-die 
makers,  and  welders,  as  well  as  skilled 
workers  in  other  trades.  Not  surpris- 
ingly, starting  salaries  for  skilled  work- 
ers have  climbed  to  $90  to  $100  a  week 
in  Monterrey's  Nuevo  Leon  state.  That 
may  not  seem  like  much,  but  two-thirds 
of  Mexicans  earn  less.  "We  think  the 
cost  of  labor  will  keep  rising,"says  Ar- 
mando Tamez,  Nemak's  executive  vice- 
president  for  product  development. 
That's  quite  a  change  for  Mexico, 


where  low  wages  and  high  turnover 
have  long  been  the  norm.  With  millions 
of  low-skilled  workers  willing  to  work 
for  $5  or  $6  a  day  plus  benefits,  compa- 
nies typically  make  up  what  they  lack 
in  productivity  with  manpower.  But 
manufacturers  now  are  feeling  the  ef- 
fects of  four  years  of  robust  growth  av- 
eraging an  annual  5.1%,  and  $11  billion  a 
year  in  foreign  direct  investment — most 
of  it  directed  at  the  export  sector. 
DEFICIT.  From  the  maquiladora-heavy 
northern  border  to  the  highly  industri- 
alized center  of  the  country,  companies 
report  they  are  running  into  labor  short- 
ages. "It  takes  a  lot  longer  to  fill  100 
places,"  says  Francisco  Rodriguez,  hu- 
man resources  director  at  Grupo  IMSA,  a 
steel  and  auto-parts  group  in  Monterrey. 

In  Nuevo  Leon,  the 
local  manufacturing  in- 
dustry chamber  esti- 
mates that  the  shortfall 
in  skilled  workers 
amounted  to  35,544  last 
year.  That's  up  from 
19,096  just  two  years 
earlier  (chart).  Thanks  in 
large  part  to  this  deficit, 
Salvador  Gutierrez,  a 
chamber  official  and  di- 
rector general  of  auto- 
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DATA  MANUFACTURING  INDUSTRY  CHAMBER  OF  NUEVO  LEON 


parts  maker  Industria  Automotriz. 
ures  that  salaries  rose  an  average 
14%  in  Monterrey  last  year,  vs.  5C, 
6%  nationally. 

Companies  are  having  to  make| 
training  welders  or  tool-and-die  mat 
themselves  or  hiring  newly  minted  | 
gineers  to  do  the  work.  At  Nemak, 
hires  get  some  400  hours  of  training 
their  first  two  to  three  years  with 
company,  at  a  cost  of  $4,000  to  $5,| 
per  employee.  Nemak,  the  auto-pa 
division  of  Monterrey  steel  and  pet| 
chemicals  giant  Alfa,  also  pays  its  wc 
ers  10%  to  15%  above  market  wag 
which  helps  reduce  turnover.  A  macll 
ist  with  a  couple  of  years'  experied 
earns  about  $135  a  week.  Benefits  ral 
ing  from  subsidized  lunches  to  Chrj 
mas  bonuses  add  75%  to  100%  to  b] 
pay.  For  the  company,  the  extra 
penses  pay  off:  Productivity  at  its  pli| 
grew  by  9%  last  year. 

Yet  the  private  sector  on  its  o'j 
can't  address  the  vast  national  def 
in  skilled  workers.  That's  the  respor 
bility  of  Mexico's  ovd 
stretched  educatil 
system.  The  fedei 
government,  with 
sistance  from  sor 
companies,  has  set 
two  technical  junil 
"  colleges  in  Monterrf 
both  offering  a  two-year  degree.  Meal 
while,  the  Nuevo  Leon  government  hi 
funded  three  technical  training  cente| 
for  unemployed  workers.  And  the 
varo  Obregon  Industrial  &  Technic 
High  School  is  lobbying  businesses 
donate  machinery  so  students  can  g< 
practical  training.  "The  closer  the  rel; 
tionship  is  with  the  company,  the  bett< 
it  is  for  the  students,"  says  Jose  Efre 
Castillo,  the  school's  director.  Startin 
salaries  for  graduating  machinists  ros 
25%  last  year. 

Wages  will  probably  keep  rising 
Mexico  manages  to  get  through  thi 
year's  presidential  election  without 
economic  crisis.  For  companies  such  a 
Nemak,  that  shouldn't  be  a  problen 
Tamez  believes  that  profitable  business 
es  should  "share  th 
wealth."  He  recalls  Hen 
ry  Ford's  maxim  tha 
each  of  his  worker: 
should  earn  enough  t< 
be  able  to  buy  his  owi 
car.  If  things  work  ou 
for  Edgardo  Saucedo 
the  new  hire  at  Nemak 
he  may  soon  have  a  new 
set  of  wheels. 

By  Elisabeth  Malkin 
in  Monterrey 


IN  TRAINING: 

Nemak,  a  car- 
parts  maker, 
is  focusing  on 
boosting 
productivity 
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Because  in  cyberspace  no 
one  can  hear  your  customers  scream. 


When  online  customers  are  unhappy,  they  don't  always  tell  you 
They  just  click  away  to  a  competitor.  Online  retailers  know 
customer  retention  is  critical  to  profitability,  so  you  need  a 
way  to  reliably  manage  your  customer's  experience. 
That's  where  outsourcing  your  customer  care  to 
i'SKY  can  make  all  the  difference. 


,cusr0 


i'SKY  is  a  complete  multi-channel  customer  care  service. 
At  /SKY  we  provide  highly  trained,  highly  motivated 
customer  care  associates  who  work  with  your  customers  in 


real  time,  through  voice  over  IR  online  text  chat,  online  shared 
data  forms,  as  well  as  telephone  and  e-mail.  This  individual 
attention  and  rapid  response  capability  helps  build 
customer  loyalty. ..and  profits. 


ED  B"< 


With  over  15  years'  experience,  i'SKY  is  the  undisputed 
expert  in  customer  care.  Don't  let  your  customers 
click  away  —  keep  them  connected  with  i'SKY. 
Contact  /SKY  by  phone  800-351-5055,  ext.  6236, 
e-mail  customercare@isky.com  or  on  the  Web  at  www.isky.com. 
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Real-Time  Customer  Care 


It  takes  powerful 

software 

to  expand 

one  store 

20  mill 

customers ; 
That's  the  software 

IBM  makes 


WebSphere™  Commerce  Suite  is  designed  for  the  life  of  your  site.  From 

startup  in  as  fast  as  60  days  to  the  customer  relationship  management 

tools  used  by  Web  sites  of  40  of  the  top  100  retailers.  For  a  free  e-commerce  Roadmap,  visit 

^^h|[hhj^^^m    www.ibm.com/software/soul/getroadmap 
Software  u  the  soul  oi  e-business 


IBM,  WebSphere,  the  e-business  logo  and  Software  is  the  soul  of  e-business  ate  trademarks  ol  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  ©  2000  IBM  Corp  All  rights  reserved 


nternational  Outlook 


ITED  BY  ROSE  BRADY 


VILL  DELHI  AND  WASHINGTON 
INALLY  BURY  THE  HATCHET? 


t  will  be  a  momentous  occasion,  long  awaited  by  New 
Delhi.  On  Mar.  20,  Bill  Clinton  will  become  the  first  U.  S. 
President  to  make  a  formal  state  visit  to  India  since  Pres- 
ent Dwight  D.  Eisenhower  in  1959.  The  week  of  meetings 
th  Prime  Minister  Atal  Bihari  Vajpayee  could  mark  the 
art  of  an  important  new  strategic  relationship — despite 
•cades  of  animosity  between  the  world's  two  largest  democ- 
cies  during  the  cold  war,  when  India  allied  with  the  Soviet 
nion  and  the  U.  S.  backed  Pakistan. 

The  U.  S.  and  India  seem  readier  than  ever  for  a  diplomatic 
•eakthrough.  True,  India  refuses  to 
operate  with  the  U.S.  on  nuclear 
mproliferation.  And  Indian  officials 
e  miffed  that  Clinton  will  travel  to 
ikistan  to  meet  with  General  Pervez 
usharraf,  who  came  to  power  in  a 
»up  last  fall.  Nevertheless,  momen- 
im  is  building  toward  nurturing  a 
iendship.  To  many  U.  S.  strategists, 
idia  resembles  China  of  the  early 
)80s:  a  giant  awakening  from  a  long 
.'onomic  slumber  that  seems  destined 
t  emerge  as  a  global  player.  It  is  a   NEW  RELATIONSHIP:  Clinton  and  Vajpayee 


iew  New  Delhi  aims  to  develop. 
ATiat  India  wants  from  the  U.  S.  is  a  better  appreciation  of 
sr  potential,  problems,  and  concerns — both  security  and 
:onomic,"  says  Sudheendra  Kulkarni,  a  Vajpayee  aide. 

In  many  ways,  India  these  days  is  a  natural  U.  S.  partner. 
;s  democratic  values  contrast  sharply  with  those  of  China 
rid  the  nuclear-armed  Pakistani  dictatorship.  A  closer  rela- 
onship  with  India  could  bring  benefits  to  regional  security, 
ays  a  senior  Administration  official.  Eventually,  India  might 
e  persuaded  to  sign  the  Comprehensive  Nuclear-Test-Ban 
reaty,  though  U.  S.  officials  don't  expect  India  to  agree  to  do 
o  during  Clinton's  visit.  And  while  the  U.  S.  would  not  turn 
way  from  China,  it  might  value  an  alliance  with  India  if  Chi- 
a  keeps  strengthening  links  with  Russia.  India  is  a  promis- 


ing economic  ally  as  well.  Its  strengths  are  in  software  design 
and  electronics  engineering — skills  needed  by  U.  S.  industry. 
But  Clinton  will  have  to  strike  a  delicate  balance  on  his 
journey  in  embracing  India  without  alienating  Musharraf, 
who  would  be  more  dangerous  as  an  isolated  rogue  leader. 
How  Clinton  fares  may  depend  in  part  on  how  he  tiptoes 
around  issues  such  as  Kashmir,  the  disputed  territory  between 
India  and  Pakistan.  Vajpayee  wants  to  keep  the  spotlight  off 
Kashmir,  but  Washington  would  like  Pakistan  and  India  to 
launch  negotiations  over  the  conflict. 

Unlike  a  decade  ago,  a  powerful 
force  has  emerged  to  push  Washing- 
ton into  New  Delhi's  embrace:  the  U.  S. 
business  lobby.  From  Enron  Corp.  to 
Microsoft  Corp.,  U.  S.  companies  have 
invested  $12  billion  in  India,  which  has 
been  opening  its  economy  since  1991. 
Investment  barriers  in  such  sectors  as 
telecom  and  power  are  falling  fast.  Cor- 
porate America  pushed  hard  in  1998 
to  get  the  Administration  to  ease  eco- 
nomic sanctions  it  imposed  after  India 
announced  nuclear  tests.  Now,  business 
wants  restrictions  lifted  completely.  "So 
much  progress  has  been  made  by  U.  S.  corporate  efforts  in 
India,  it's  time  the  U.  S.  political  establishment  backed  them 
up,"  says  Sanjay  Bhatnagar,  ceo  of  Enron  India  and  chairman 
of  the  300-strong  American  Business  Council  in  India.  Adding 
to  the  pressure  is  India's  1.5  million-strong  emigre  population 
in  the  U.  S.,  which  includes  countless  Silicon  Valley  tycoons 
and  execs  at  the  likes  of  McKinsey  &  Co.  and  Citigroup. 

It  will  take  more  than  one  summit  to  overcome  the  ten- 
sions that  have  long  divided  India  and  the  U.  S.  But  barring 
a  war  with  Pakistan  or  renewed  xenophobia,  India  is  on  the 
map  as  a  future  power  Washington  wants  on  its  side. 

By  Manjeet  Kripalani  in  Bombay, 
with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


CHINA  TARGETS  CORRUPTION 

►  Premier  Zhu  Rongji  made  corrup- 
tion a  hot  topic  at  the  annual  National 
People's  Congress  that  opened  in  Bei- 
jing on  Mar.  5.  Zhu  called  for  stronger 
efforts  to  combat  the  widespread  prob- 
lem, saying  "all  major  cases,  no  matter 
which  department  or  person  they  in- 
volve, must  be  thoroughly  investigated 
without  favoritism  or  leniency,  and 
corrupt  elements  must  be  severely 
punished."  Zhu  also  said  that  all  offi-    • 
cials  must  be  held  responsible  for  any 
corrupt  family  members.  Zhu's  warn- 


ings are  particularly  timely,  since  Chi- 
na is  investigating  a  massive  $10  bil- 
lion scandal  in  coastal  Fujian  province 
that  involves  local  officials  and  has 
also  implicated  the  Beijing  party  sec- 
retary's wife.  As  if  to  underscore  the 
seriousness  of  Zhu's  message,  Hu 
Changqing,  a  former  deputy  governor 
of  eastern  China's  Jiangxi  province, 
was  executed  on  Mar.  8  for  taking 
bribes  of  close  to  $1  million. 

A  RENAULT  BID  FOR  SAMSUNG 

►  Looking  to  boost  its  holdings  in 
Asia,  Renault  is  offering  to  buy  a  70% 


stake  in  ailing  Samsung  Motors 
through  a  joint  venture  with  its  cur- 
rent owner,  Samsung  Group.  The 
South  Korean  auto  maker  uses  tech- 
nology provided  by  Japan's  Nissan  Mo- 
tor, now  controlled  by  Renault.  Taking 
a  hard  line,  the  French  are  refusing  to 
assume  any  of  Samsung  Motors'  $3.8 
billion  debt  and  are  valuing  its  modern 
factory,  with  the  capacity  to  build 
240,000  cars  a  year,  at  only  $450  mil- 
lion— far  less  than  the  $1  billion  the 
creditor  banks  are  asking.  One  key 
banker  hopes  the  gap  can  be  narrowed 
and  a  deal  done  this  month. 
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A  tight  labor  market  gives  the  disabled 
the  chance  to  make  permanent  inroads 


The  Gap's  emporium  of  affordable 
chic  in  midtown  Manhattan 
throbs  with  New  Economy  ac- 
tion. Salesclerks  sporting  head- 
sets race  across  the  store  to  wait 
on  tourists  and  time-starved  New  York- 
ers. Stockboys  heave  huge  boxes  over- 
flowing with  clothes.  At  the  center  of 


Special  Report 


this  retail  hubbub  is  Gap's  "wild  man  in 
a  wheelchair,"  supersalesman  Wilfredo 
"Freddy"  Laboy,  a  fast-talking,  goateed 
36-year-old  who  lost  his  legs  when  he 
fell  off  a  freight  train  at  age  9.  Freddy 
dances  across  the  store,  popping  wheel- 
ies  and  spinning  himself 
around  to  the  bouncy  pop 
music.  Little  kids  stare  as 
he  hops  off  his  chair  and 
onto  the  floor  to  grab  a 
tangerine-colored  T-shirt 
and  then  pulls  himself  up 
on  his  stump  to  reach  for 
another  pair  of  khakis.  In- 
stead of  using  the  eleva- 
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wheelchair  basketball  star  who  pulled 
himself  through  the  New  York  City 
Marathon,  Freddy  was  used  to  letting 
nothing  stand  in  his  way.  But  even  with 
New  York  City's  unemployment  level 
at  record  lows,  he  couldn't  find  a  job. 
Once  prospective  employers  caught  sight 
of  his  legless  torso,  they  lost  interest. 
Still,  on  a  whim,  Freddy  wheeled 
himself  into  the  Gap  last  October. 
To  his  astonishment,  they  hired 
him.  "I  finally  got  accepted  some- 
where because  they  didn't  just  see 
the  wheelchair,"  says  the  married  fa- 
ther of  three.  "They  saw  me." 

Freddy  may  well  be  at  the  cusp  of  a 
huge  change  rocking  the  world  of  the 
workplace,  marking  the  first  time  in  his- 
tory that  people  with  disabilities  have 
been  poised  to  enter  Cor- 
porate America  en 
masse — many  of  them  with 
the  help  of  wheelchairs  and 
seeing-eye  dogs. 

Facing  the  worst  labor 
shortage  in  modern  history, 
recruiters  are  tapping  the 
kinds  of  workers  they 
would  have  easily  blown 


"It's 


tor,  he  prefers  to  horrify      ._.„? off  just  10  years  ago:  pre- 

colleagues  by  scooting  him-       For  more  on  equipment       pubescent         wireheads, 

and  services  designed  to 
help  the  disabled  in  the 

workplace,  see  our 
Assistive  Technology  col- 
umn at  www.business- 
week.com/today.htm 


self  down  the  stairs 
faster,"  he  says. 

Freddy  loves  the  Gap, 
and  the  Gap  loves  Freddy. 
But  just  six  months  ago, 
the  story  was  altogether 
different.     An     amateur 


grandmothers — even  con- 
victed murderers.  Next- up 
are  the  disabled,  who  may 
prove  to  be  the  last  great 
hope — if  only  because 
they're  the  only  labor  pool 
that  hasn't  been  complete- 


ly drained.  At  the  same  time,  ground- 
breaking technology  is  creating  way; 
for  people  with  disabilities  to  betterfe1 
perform  jobs,  helping  to  erase  the  deep  5  r 
divisions  that  once  existed  between 
them  and  everybody  else  (page  68). 
HELPFUL  COMPUTERS.  Sure,  a  few  com 
panies  have  a  long  record  of  hiring  out 
workers  with  disabilities.  In  the  1980s — 
still  the  Dark  Ages  of  the  movement 
Marriott  International  Inc.  was  doing 
the   unheard-of:    paying   adults   with 
Down's  Syndrome  $7  an  hour  to  work  fh 
40  hours  a  week  cleaning  rooms  and 
sweeping  floors.  But  that  was  the  ex- 


c  lal 


til! 
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eption.  Despite  the  Americans  With 
Msabilities  Act  (ADA),  passed  a  decade 
,go  this  July,  only  25%  of  the  country's 
5  million  disabled  who  are  also  of 
vorking  age  are  employed.  Of  the  75% 
vho  aren't  working,  Harris  Polls  indi- 
ate  that  two-thirds  of  them  wish  they 
•ould  be.  Says  Paul  H.  Wehman,  direc- 
or  of  the  rehabilitation  research  center 
it  Virginia  Commonwealth  University: 
'The  dirty  little  secret  of  the  welfare-to- 
vork  movement  is  that  people  with  dis- 
ibilities  got  left  out." 

That  may  be  about  to  change.  Never 
>efore  has  it  been  so  easy  and  made  so 


SALESMAN  EXTRAORDINAIRE 

Freddy  Laboy  couldn't  find  a  job  until  he 
wheeled  himself  into  a  Gap  in  midtown 
Manhattan  last  fall 


much  economic  sense  for  companies  to 
invest  in  workers  with  disabilities  by 
making  accommodations  for  them.  "We 
can  use  new  technologies  to  contribute  to 
society  in  ways  that  weren't  really  pos- 
sible when  I  started  25  years  ago,"  says 
Michael  Coleman,  IBM's  vice-president 
for  global  operations.  Coleman,  who  lost 


both  his  hands  in  Vietnam  when 
he  was  trying  to  defuse  a  bomb, 
is  IBM's  top-ranking  disabled 
worker.  He  is  also  chairing  the 
company's  task  force  to  find 
ways  to  employ  more  workers 
with  disabilities. 
Crestar  Bank  has  already  found  ways 
to  make  that  happen.  New-fangled 
voice-activated  technology  means  that 
callers  to  the  bank  never  know  that 
customer-service  representative  Chris 
Harmon  is  a  quadriplegic.  He  is  so  dis- 
abled that  the  recruiter  who  hired  him 
had  to  stick  a  pen  in  his  mouth  so  he 
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could  sign  the  employment  application. 
At  the  company's  Richmond  (Va.)  call 
center,  he  simply  tells  his  computer 
what  to  do  and  the  information  appears 
on  the  screen  in  a  flash. 

Crestar  is  one  of  a  growing  list  of 
businesses  that  is  mining  the  ranks  of 
the  disabled  to  solve  labor  crises  they 
say  would  otherwise  have  been  cata- 
strophic. Turns  out  that  what  began  as 
a  last-ditch  maneuver  to  stem  this  work- 
er draught  has  yielded  an  unexpected 
boon  that  veteran  employers  of  people 
with  disabilities  have  long  known  about: 
The  disabled  are  often  more  proficient, 
productive,  and  efficient  than  "normies," 
according  to  researchers. 

A  30-year  study  by  DuPont  revealed 
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that  job  performance  by  workers  with 
disabilities  was  equal  to  or  better  than 
fully  functioning  peers.  The  disabled  had 
a  90%  above-average  job  performance, 
with  safety  and  attendance  records  that 
were  far  above  the  norm,  too.  Perhaps 
most  enticing  to  human-resource  heads 
pulling  their  hair  out  over  the  dot-com- 
induced  worker  exodus  is  the  fact  that 
people  with  disabilities  can  often  be  far 
more  loyal  to  the  employers  who  gave 
them  a  break  and  are  therefore  less 
likely  to  be  lured  away  by  a  boss  dan- 
gling a  bigger  paycheck. 
"AT  A  LOSS."  But  until  recently,  the  dis- 
abled were  actually  penalized  for  finding 
a  job  because  even  a  minimum-wage 
gig  flipping  burgers  or  mopping  floors 
meant  the  automatic  loss  of  Medicaid 
benefits.  That  huge  barrier  to  employ- 
ment fell  in  December  when  President 
Clinton  signed  the  Workers  Incentives 
Improvement  Act,  clearing  the  path  for 
states  to  change  Medicaid  laws  to  let 
the  disabled  hang  on  to  much-needed 


benefits  while  entering  the 
workforce. 

The  move  comes  none  too 
soon.  Already,  temporary 
agency  Manpower  Inc.  is 
raiding  the  ranks  of  the  dis- 
abled to  fill  its  employee 
rolls.  The  National  Disability 
Council  reports  a  50%  jump 
in  requests  for  workers  with 
disabilities  from  companies 
as  diverse  as  Merrill  Lynch 
&  Co.  and  Microsoft  Corp. 

In  fact,  Microsoft  is  so  ea- 
ger to  hire  such  workers 
that  the  software  company 
is  spearheading  the  Able  to 
Work  program,  a  consortium 
of  22  businesses  scrambling 
to  find  the  best  ways  to 
place  disabled  people  in  jobs. 
Says  Microsoft's  director  of 
diversity,  Santiago  Ro- 
driguez: "Until  now,  the 
whole  country  has  been  at  a 
loss  as  to  how  to  do  this." 

To  many  advocates  for  the 
disabled,  this  confusion  is  a 
disappointment.  The  ADA 
was  passed  with  great  hopes 
of  creating  jobs  and  access 
for  America's  disabled  popu- 
lation of  54  million.  It  pro- 
hibited employers  from  re- 
fusing to  hire  qualified 
applicants  who  also  had  dis- 
abilities. It  also  mandated  that  the  dis- 
abled have  access  to  telecommunications 
equipment  and  public  transportation. 

But  the  barriers  standing  between 
most  people  with  disabilities  and  a  good, 
solid  job  haven't  exactly  been  wiped  out 
by  employee  sensitivity  training  courses 
and  curb-cut  accessible  sidewalks.  Those 
and  other  strides  have  helped,  but  prob- 
lems still  abound.  Cities  such  as  Chicago 
and  New  Orleans  face  lawsuits  for  fail- 


BIG  BLUE  WANTS  YOU 

IBM  Vice-President  Michael  Coleman,  a 
Vietnam  vet,  is  in  charge  of  a  task  force 
looking  for  ways  to  recruit  disabled  workers 


ing  to  bring  their  public  transportation 
systems  into  compliance. 

There  are  also,  disability  advocate] 
say,  still  too  many  lawsuits  like  thJ 
one  brought  on  behalf  of  a  mentall] 
retarded  janitor,  Don  Perkl,  who  loveo 
scrubbing  toilets  for  Chuck  E.  Chees^ 
in  Madison,  Wis.  A  district  manager, 
lawsuit  alleges,  fired  him  after  saying 
"we  don't  hire  people  like  that."  Th« 
pizza  parlor's  local  manager  and  twc 


WHERE  THE  DOOR  IS  OPEN 

Some  companies  that  offer  job  opportunities  for  the  disabled 


BOOZ,  ALLEN  & 
HAMILTON  Advanced 
policies  for  employees 
with  AIDS.  Has  National 
Task  Force  on  Disability. 

CATERPILLAR  Sponsors 
Special  Olympics  and  is 
considered  a  model  of 
high-tech  accessibility. 

CHARLES  SCHWAB 

Founder  Charles  Schwab 
has  dyslexia,  and  his  sen- 
sitivity to  the  issue  per- 
vades the  organization. 


Special  efforts  to  recruit 
people  with  disabilities, 
especially  the  blind. 

CRESTAR  BANK  Offers 
disabled  customers  special 
services  and  recruits  dis- 
abled workers  through  part- 
nerships with  the  Virginia 
Rehabilitative  Services 
Dept.  and  the  National  As- 
sociation of  the  Deaf. 

FORD  MOTOR  Stated 
commitment  to  including 
people  with  disabilities — 


works  with  more  than  100 
local  diversity  councils. 

HONEYWELL  Participant 
in  Able  to  Work  program,  a 
consortium  of  22  compa- 
nies that  finds  ways  to  em- 
ploy the  disabled.  Good 
track  record  on  turning  its 
own  high-tech  innovations 
into  perks  for  employees 
with  disabilities. 

IBM  Aggressive  recruiter  of 
disabled  workers,  includ- 
ing students. 


JOHNSON  &  JOHNSON 

Runs  a  comprehensive 
disability  management 
program  that  helps 
employees  return  to  work 
after  they  have  been 
disabled. 

MICROSOFT  Took  the 
lead  in  establishing 
Able  to  Work  program 
last  year. 

WELLS  FARGO  Long 
legacy  of  hiring  and 
training  disabled  workers. 
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Our  process  to  reduce  sulfur  in  gasoline 
helps  those  who  don't  even  drive. 


** 
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Sulfur  is  a  naturally  occurring  element  in  gasoline 
and  contributes  to  air  pollution.  But  until 
recently,  the  methods  used  to  remove 
sulfur  from  gasoline  weren't  very  efficient.  So 
Phillips  is  developing  a  new  process  that 
removes  more  than  90%  of  the  sulfur  in 
standard  gasoline  without  significant  loss  of 


octane  or  volume.  Its  an  innovation  that  will 
help  us  reduce  harmful  emissions  from  cars, 
improve  air  quality  and  meet  proposed 
sulfur  regulations  for  years  to  come.  And 
it's  just  one  of  the  many  ways  we  live  up  to 
the  name  The  Performance  Company.  ^mg» 

PHILLIPS  PETROLEUM  COMPANY  ® 


For  ci  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesvillc,  OK  74004, 

or  visit  us  at  www.phiIJips66.Qom. 


other  employees  quit  in  protest  be- 
cause they  claimed  the  perennially  up- 
beat Perkl  was  doing  such  a  stellar 
job.  Last  year,  a  jury  in  federal  court 
in  the  Western  District  of  Wisconsin 
agreed  with  them,  slapping  the  com- 
pany with  $13  million  in  punitive  dam- 
ages— the  largest  ADA  award  ever  for  a 
single  plaintiff.  A  judge  is  still  review- 
ing the  jury's  verdict.  Chuck  E.  Cheese 
claims  that  Perkl  "wasn't  dismissed  due 
to  his  disability  but  because  he  couldn't 
perform  the  job,"  says  company 
spokesman  Jon  Rice. 
LAWSUITS  ON  THE  FRINGE.  Plenty  of  oth- 
er lawsuits  brought  under  the  ADA 
have  caused  critics  to  question  its 
scope.  Some  worry  that  the  act  is  not 
broad  enough,  pointing  to  a  recent 
Supreme  Court  ruling  that  established 
that  people  with  treatable  disabilities 
don't  qualify  for  protection.  Others  say 
the  ADA  is  straying  into  the  realm  of 
the  absurd,  noting  such  cases  as  the 
employee  with  bad  body  odor  who  ar- 
gued she  should  be  protected  from  get- 
ting fired  because  her  glandular  prob- 
lem qualified  her  as  disabled. 

But  most  of  the  country's  workers 
with  disabilities  face  challenges  that 
are  far  more  clear-cut:  They  are  deaf, 
blind,  paralyzed,  or  emotionally  im- 
paired. Some  have  been  burdened  with 
disabilities  since  they  were  born.  Oth- 
ers, like  Booz,  Allen  &  Hamilton  Inc. 
principal  Jeffrey  Schaffer,  are  new  to 
the  minority — a  group  that  one  in  three 
people  will  be  a  part  of  during  their 
lives.  Three  years  ago,  Schaffer's  car 
was  in  a  head-on  collision  with  another 
vehicle  that  swerved  into  his  lane  on  a 
windy  back  road  in  West  Virginia.  It 
took  paramedics  an  hour  to  cut  him 
from  the  wreckage. 

After  learning  he  would  be  confined 
to  a  wheelchair,  Schaffer  says,  the 
thought  of  returning  to  work  was  the 
thing  that  kept  him  going.  "Getting  back 
to  work  was  critical  to  my  sense  of  well- 
being,"  says  Schaffer  from  the  bed  of  a 
hospital  where  he  has  just  undergone 
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his  sixth  operation  since  the  accident. 
"Work  ends  up  being  a  defining  charac- 
teristic for  self-worth." 

For  worker-starved  companies, 
spreading  that  kind  of  self-worth  around 
is  looking  more  and  more  like  the  only 
answer  to  today's  labor-shortage  woes. 
Still,  the  real  test  will  be  when  the 
economy  cools  and  companies  can  af- 
ford to  get  picky  about  choosing  be- 
tween applicants  with  disabilities  and 
everyone  else.  By  then,  though,  it  may 
be  a  lot  harder  to  tell  the  difference. 
By  Michelle  Conlin  in  New  York 


A  quarter  of  a  century  ago,  only  the 
exceptional  employer  hired  a  per- 
son with  a  disability.  Most  execs 
felt  the  disabled  worker  would 
flounder  at  even  the  simplest  of  tasks. 
And  change  has  been  slow.  Even  today, 
only  1  in  4  disabled  adults  have  jobs — de- 
spite strong  laws  prohibiting  employment 
discrimination  and  the  tightest  job  market 
in  modern  history. 

But  a  revolution  in  the  development  of 
specially  adapted  machines — known  as 
assistive  technology — is  creating  some 
dramatic  changes.  Spearheaded  by  the 
likes  of  Microsoft,  Intel,  Pitney  Bowes, 
Toshiba,  IBM,  and  Apple  Computer,  as 
well  as  niche  players  such  as  Human- 
Ware  and  Dragon  Dictate,  this  effort  in- 
cludes new  products  that  can  help  dis- 
abled people  better  see  a  computer 
screen,  hear  a  telephone  call,  talk  to  oth- 
ers when  they  lack  speech,  and  do  word 
processing  when  they  cannot  type.  "Ac- 
cessibility is  a  fundamental  part  of  our 
software  design  process,"  says  Microsoft 


Corp.  Chief  Executive  Steven  A.  Ballmer 
These  breakthroughs  expand  the  uni-| 
verse  of  opportunity  for  the  54  millior 
disabled  people  in  the  U.  S. — a  group  the 
Americans  with  Disabilities  Act  defines 
as  having  a  physical  or  mental  impair- 
ment that  limits  fife's  major  activities, 
Companies  that  make  these  products  are 
banking  not  only  on  an  exploding  market 
for  the  disabled  but  also  on  an  aging 
workforce.  As  baby  boomers  grow  older, 
they  are  discovering  that  one-third  of  all 
Americans  will  have  a  disability  at  some 
point  in  their  adult  lives.  As  they  re- 
main in  the  workforce  longer,  they,  too, 
will  benefit  from  the  innovations  being 
cranked  out  today.  Over  time,  the  new 
technologies  could  make  the  workplace  of 
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Information-it  can  drive  an  organization  forward. ' 
Inspire  companies  to  be  more  productive,  exceed 
expectations  and  achieve  greater  goals.  That's  the 
power  of  i-business.  It  provides  you  with  an  intel- 
ligent, real-time  view  of  your  overall  business.  Now 
companies  worldwide  can  immediately  integrate 
and  leverage  data  from  disparate  systems  and  deliver 
it  as  useable  information  via  the  Web.  Every  piece 
of  critical  data-accessible  instantly  and  on-demand 
so  employees,  customers,  and  partners  have  the 
information  they  need  to  make  better  decisions. 
Information  Builders'  i-business  software  solutions 
add  more  intelligence  to  e-business,  enabling  you  to 
outperform  competitors  and  dominate  markets.  And 
in  today's  fast-paced,  global  arena  that  puts  you  in 
a  truly  inspiring  position-out  in  front. 

i-business  changes  every 


Information 
Builders 

www.informationbuilders.com/incredible 

1.800.969.INFO 


©1999   Information  Builders,  Inc.   All  trademarks,  registered  marks  and  service 
marks  are  the  property  of  their  respective  owners.   All  rights  reserved. 


the  21st  century  a  lot  more  diverse. 
Assistive-technology  gadgets  range 
from  the  most  basic  to  machines  worthy 
of  a  William  Gibson  sci-fi  novel.  Among 
them:  computers  displaying  information  in 
extremely  large  print  for  the  sight-im- 
paired or  in  braille  formats  for  the  blind; 
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software  that  converts  text  into  comput- 
er-synthesized speech;  telecommunications 
relay  products  for  the  deaf  that  allow 
them  to  read  what  is  spoken  on  the  oth- 
er end  of  the  phone;  improved  prosthetics 
that  replace  a  lost  limb;  and  eye-gaze 
programs  that  allow  paralyzed  individuals 


still.  For  giving  speeches,  Martin  down- 
loads what  he  has  written  to  a  portable 
voice  synthesizer  made  by  Sentient  Sys- 
tems. He  operates  the  voice  synthesizer 
with  a  simple  click-switch  with  the  help 
of  the  one  finger  on  his  hand  that  he 
can  still  move  around. 

Phone  services  are  also  taking  on  new 
dimensions.  Deaf  author  Frank  Bowe, 
who  writes  about  the  disability  move- 
ment, does  his  research  and  interviews 
with  a  telecommunications  device  for  the 
deaf  (TDD).  These  kinds  of  interpretive 
and  speech-to-speech  services  that  en- 
able communication  between  a  de.af  and 
hearing  person  now  offer  special  opera- 
tors who  will  read  the  message  typed 
by  a  deaf  person  to  a  hearing  person 


to  type  on  a  computer  screen  simply  by 
gazing  at  different  points  on  the  monitor. 

All  this  hasn't  been  lost  on  companies 
looking  to  find  fresh  talent  and  keep 
the  people  they  already  have.  After 
Joseph  Martin,  special  counsel  to  Bank 
of  America,  was  diagnosed  with  Lou 
Gehrig's  disease  in  1994,  the  company 
purchased  the  $16,000  Eyegaze  System 
made  by  lc  Technologies  Inc.  to  enable 
him  to  keep  working  even  though  he 
had  lost  control  of  his  arms  and  legs. 

Simply  by  looking  at  control  keys  dis- 
played on  a  computer  monitor,  Martin  is 
able  to  direct  a  laser  beam  to  various 
points  on  the  screen.  The  laser  prompts 
commands,  whether  to  type  a  letter  or  a 
number.  This  enables  him  to  dial  a  phone 
number,  operate  a  PC,  or  log  on  to  the 
Internet.  All  he  needs  is  control  of  one  of 
is  eyes  and  the  ability  to  keep  his  head 


who  doesn't  have  a  TDD.  Bowe  uses  cod- 
ed signals  transmitted  through  a  wire  or 
radio  communications  systems  to  type  in 
a  telephone  number.  The  message  is  re- 
layed by  liquid-crystal  display  to  the  op- 
erator. Bowe  then  types  in  his  message, 
and  the  operator  makes  the  call,  tdds 
can  now  store  messages,  record  them, 
and  leave  them.  There  are  even  wire- 
less TDDs  that  perform  like  cell  phones. 

Then  there's  voice  recognition  tech- 
nology, which  is  still  plagued  with  glitch- 
es, though  systems  are  improving  every 
year.  When  it's  running  smoothly  and 
widely  available,  this  innovation  will  go 
a  long  way  toward  empowering  those 
with  disabilities  to  compose  on  a  PC  lis- 
ing  their  own  voices. 

Even  the  good  old  photocopying  ma- 
chine is  getting  a  disability  face-lift. 
One  of  the  most  versatile  products  in 


years  is  Pitney  Bowes  Inc.'s  Univerg 
Access    Copier    System.    The    slee 
braille-labeled  machine  is  outfitted  wil 
speech  recognition  and  has  oversil 
graphic-user  interface  and  copy  seltj 
tor  buttons  that  can  be  controlled  with! 
mouse,  fingers,  or  pointing  stick.  Fl 
wheelchair  users,  the  copier  is  lower 
the  ground  than  conventional  machine 
making  it  a  cinch  to  wheel  right  up 
NET  POWER.  Of  all  the  new  technologic 
though,  it's  the  Internet  that  has  tr 
greatest  potential  for  empowering  tl[ 
disabled  in  ways  never  before  imagine| 
mci  WorldCom  Inc.  Senior  Vice-Pre^ 
dent  Vinton  Cerf,  who  is  partially 
and  is  one  of  the  founding  fathers  of  tl 
Net,  anticipates  the  day  when 


WHERE  THERE'S  A  WILL... 

Student  David  Womack  works 
on  his  PC  using  a  breath- 
activated  Head  Mouse.  Abovel 
words  are  spelled  out  on  a 
Vision  Key  device  operated  bj 
eye  movement 

with  poor  sight  will  be  able  to  navigate 
an  audio  page  that  in  some  respects 
be  better  than  today's  visual  page.  "The 
potential  is  there,"  says  Cerf.  For  people 
with  cognitive  impairments,  such  as  learn-] 
ing  disabilities,  the  Net  will  soon  offer 
simpler  appliances  that  require  less  tech-l 
nical  knowhow  than  what's  required  to-| 
day  to  boot  up  a  typical  PC. 

The  bottom  line:  The  Internet  andl 
other  technologies  are  removing  manyl 
of  the  can'ts  that  kept  disabled  people! 
out  of  the  office  for  so  long.  For  worker-[ 
starved  companies,  the  breakthroughs  | 
come  not  a  moment  too  soon. 

By  John  Williams  in  Washingtonl 


BusinessWeek  ONLINE, 


For  an  interview  with  Vinton  Cerf,  see  the 
March  20  issue  at  www.businessweek.com. 
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Thirty  contenders. 

Three  continents. 

One  winner. 
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For  more  information  or  to  schedule  a  test  drive,  visit  www.lincolnvehicles.com  or  call  877  2DriveLS  (237-4835). 


18  LINCOLN  LS  | 

LINCOLN.  AMERICAN  LUXURY. 

Motor  Trend 
-•    Car  of  the  Year 


ARTIFICIAL  EYES, 


Mechanical  body  parts  could 
someday  make  disabilities 
irrelevant  in  the  workplace 

Getting  a  makeover  is  about  to 
take  on  a  whole  new  meaning.  In 
the  not-too-distant  future,  doctors 
will  be  able  to  do  as  much  under 
the  skin  as  beauticians  now  do  on  top. 
For  the  many  people  with  disabilities 
or  chronic  diseases,  technology  is  on  the 
verge  of  unlocking  a  whole  new  world. 
Scattered  across  the  globe,  dozens  of 
research  teams  are  working  on  comput- 
er chips  that  will  be  implanted  in  the 
brain  or  spinal  cord  to  give  artificial  vi- 
sion to  the  blind,  hearing  to  the  deaf, 
and  speech  to  the  victims  of  stroke. 
Other  laboratories  and  companies  are 
developing  products  that  will  regulate 
bladder  function  for  the  incontinent,  re- 
store movement  to  the  paralyzed,  and 
give  back  muscle  control  to  people  with 
amyotrophic  lateral  sclerosis  (als,  or 
Lou  Gehrig's  disease).  Artificial  kidneys 
and  blood  vessels  are  being  tested  in 
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several  labs,  including  the  McGowan 
Center  for  Artificial  Organ  Development 
at  the  University  of  Pittsburgh.  At  the 
University  of  New  Mexico's  Artificial 
Muscle  Research  Institute,  scientists  are 
developing  polymer-metal  composites 
that  could  serve  as  replacement  mus- 
cles for  patients  suffering  such  afflic- 
tions as  muscular  dystrophy. 
SILICON  RETINAS.  Name  almost  any  dis- 
ability, and  there's  probably  research 
under  way  to  overcome  it.  Most  magical 
of  all,  though,  is  the  drive  to  restore 
vision  in  the  blind.  Already,  Dr.  Mark  S. 
Humayun,  a  researcher  at  Johns  Hop- 
kins University  Medical  Institutions  in 
Baltimore,  has  implanted  light-sensitive 
chips  in  the  eyes  of  some  15  patients. 
These  tiny  silicon  retinas  provide  a  very 
crude,  15-pixel  image.  A  somewhat  bet- 
ter, 64-pixel  image  is  provided  by  an 
artificial-vision  system  that  relays  scenes 
from  a  miniature  videocamera  to  a  small 
electronic-circuit  card  inside  the  skull 


1 


of  Jerry,  the  blind  man  wearing  the 
strange-looking  eye  glasses  in  the  pic- 
ture above.  (He  asks  that  his  last  name 
not  be  used.)  Jerry's  vision  system  was 
developed  over  four  decades  by  William 
H.  Dobelle,  ceo  of  Dobelle  Institute  Inc. 
in  Commack,  N.Y.  "My  next  version 
will  be  better  still,"  he  says — with  512 
pixels.  Still,  that's  a  far  cry  from  the 
hundreds  of  thousands  of  pixels  on  a 


FILLING  IN  SOME  OF  THE  BLANKS 

Bill  Dobelle's  video  equipment 
allows  a  blind  man  to  make  out 
vague  images  fed  through  a 
camera  in  his  glasses  to  his  brain 
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ARTIFICIAL 
EYE  IMPLANT 

2024 


SYNTHETIC 
MUSCLES 

2019 


•  screen  or  computer  monitor, 
tmage  quality  will  keep  got 
fig  licttcr  as  semiconductor 
ithnology  continues  to  pack  sil- 
>n  chips  with  more  power.  In 
)    years    it    might    be    good 
lough  that  users  will  blend  into 
»e  crowd.  In  20  years,  the  acuity  of 
•tificial  vision  might  rival  that  of  a  bi 
ogical  eye,  says  Dr.  William  J.  Heet 
irks,  head  of  a  National      ^^^ 
istitutes    of    Health 
rogram  focused  on 
jveloping  electronic 
plants.  In  fact,  ful- 
functioning  artifi- 
al    eyes    should    be 
ady  by  2024,  predicts 
in  D.  Pearson,  a  researcher 

British  Telecommunications  PLC's 
r  Laboratories  in  England. 
Long  before  then,  other  man- 
ade  body  parts  will  be  help- 
g  people  to  overcome  disabili- 
es.  Artificial  hearing  implants, 
Tering  better  sound  than  to- 
ay*s  cochlear  implants,  may  ar- 
ve  sooner — perhaps  within  a 
ear.   Electronic   im-        ^^ 
ants  to  stimulate 
le  muscles  in  par- 
yzed  limbs 

lould    be   ready 
2002,      says 
earson  of  BT  Labs, 
rtificial  lungs  and 
idneys  may  follow  by 
015,    although    some    re- 
earchers  optimistically  pre- 
ict  2010,  when  a  permanent 
rtificial  heart  may  be  ready. 
Advanced  prototypes  of 
.11  these  spare  body  parts 
lready  exist  in  research 
abs.  The  history  of  such 
fforts,  after  all,  goes  back 
lmost  six  decades  to  the 
idney  dialysis  machine, 
vhich    was    invented    in 
943  in  the  Netherlands  by 
Dr.  Willem  J.  Kolff.  Known 
oday  as  the  father  of  artifi- 
ial  organs,  he  came  to  the  U.  S. 
n  1950,  developed  an  artificial  heart  at 
he  Cleveland  Clinic  in  the  mid-1950s, 
ind  in  the  1960s  formed  an  artificial-or- 
jan  research  program  at  the  University 
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)f  Utah.  Many  others  followed;  Dobelle, 
br  one,  started  his  artificial  vision  work 
inder  Kolffs  tutelage. 

Probably  the  Utah  group's  most  fa- 
nous  product  was  the  Jarvik  heart, 
aamed  after  Robert  K.  Jarvik,  who  de- 
veloped the  original  design  in  the  late 
1970s  while  he  was  an  engineering  stu- 


ARTIFICIAL 
BRAIN  CELLS 

2017 


ARTIFICIAL 


2035 


ARTIFICIAL- 
VISION  BRAIN 
IMPLANT 

2001 


PERMANENT 

MECHANICAL 

HEART  IMPLANT 


2010 


SPARE 
BODY  PARTS 
FOR  TOMORROW 

Artificial  organs  and 
their  availability  dates 

DATA:  BRITISH  TELEPHONE  UBS 

dent  at  Utah — building  on  the  work  of  at 
least  147  of  Kolffs  students.  Since  then, 
mechanical-heart  designs  have  leaped  into 
the  Space  Age.  Several  of  the  latest  ver- 
sions have  tiny  turbines  for  pumping 
blood — borrowed  from  the  turbines  that 
pump  fuel  in  the  Space  Shuttle.  Super- 
computer simulations  at  NASA  and  the 
Pittsburgh  Supercomputing  Center  honed 
the  turbine  designs  to  make  them  su- 
perhumanly  efficient.  For  now,  these 
pumps  are  used  only  as  "bridge"  devices 
to  sustain  a  patient  until  a  human  heart 
is  available  for  transplant.  But  re- 
searchers are  confident  they'll  eventually 
be  permanent  replacements. 


Moreover,  artifkul  organ  no  lo 
need  a  connection  through  thi 
to  an  "ui  ide  powei  [n 

1991,  re  ■  ii  i  he  ' 

Of  Ottawa    Heart    Institute   di 
oped   a  so-called   inducl  'em 

that  "broadcast:-"  electrical  power 
through  the  skin.  Patients  can 
move  about  freely  using  a 
battery   pack.   A   similar 
system   also   transmitted 
signals  through  the  skin, 
activating  an  artificial-vision 
brain  implant.  So  blind  peo- 
ple may  not  need  a  hole  in 
their  head  like  Jerry  has. 

Americans  who  want  Dobelle's  sys- 
tem may  have  to  fly  to  Zurich,  where 
he  has  a  clinic.  Stringent  U.S.  Food  & 
Drug  Administration  safety  rules 
make  it  uneconomical  to  introduce 
artificial-organ  technolo- 
gy at  home,  he  says. 
That's  why  Dr.  Bart- 
ley  P.  Griffith,  direc- 
tor of  Pittsburgh's 
McGowan  Center  for 
Artificial  Organ  De- 
velopment, will  head  to 
Israel  to  perform  the  first 
human  implant  of  a  new  tur- 
bine heart.  "The  U.S.  standard 
is  that  we're  not  going  to  use 
devices  that  might  do  harm, 
no  matter  how  gravely  ill 
the  patient  is,"  he  says.  To 
Kolff,  who's  now  89,  that 
doesn't  make  sense,  and  he 
has  been  lobbying  Wash- 
ington for  a  change.  Some 
95,000  people  will  die  this 
year  "without  a  chance,"  he 
laments,   because   only  a 
couple     thousand     donor 
hearts    will    probably   be 
available.   Dr.    Steven  J. 
Phillips,  an  assistant  re- 
search director  at  the  Na- 
tional Institutes  of  Health, 
also  believes  the  FDA  could 
ease  up.  "Europe's  safety 
record  with  our  new  devices 
is   actually   better   than   our 
own — and  they're  saving  more  lives," 
he    notes.    He    also    worries    about 
so  much  of  the  research  migrating 
to  Europe  because  of  its  encouraging 
climate. 

Yet  ultimately,  most  of  these  gad- 
gets may  be  replaced.  Biotech  engi- 
neers will  figure  out  how  to  tinker  with 
genes  and  prevent  or  cure  blindness, 
heart  disease,  and  other  afflictions.  But 
it  won't  happen  for  at  least  20  years, 
says  Griffith.  That  leaves  a  big  gap  for 
mechanical  body  parts  to  fill.  Soon, 
"making  a  new  you"  could  take  on  a 
whole  new  meaning. 

By  Otis  Port  in  New  York 


LUNGS  AND 
KIDNEYS 

2015 
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COMMENTARY 


By  John  Williams 

A  KIND  ACT  INDEED 


On  July  26,  1990,  when 
former  President 
George  Bush  signed  the 
Americans  with  Disabilities 
Act  (ADA),  I  was  on  the 
White  House  lawn,  standing 
between  Senators  George 
Mitchell  (D-Me.)  and  Bob 
Dole  (R-Kan.).  I  had  been 
invited  because  of  my  work 
as  an  advocate  and  writer 
on  disability  issues.  And 
with  a  little  elbowing  I 
squeezed  my  way  up  to  the 
front.  There  was  an  exhila- 
rating feeling  in  the  air.  Dis- 
abled people  everywhere 
truly  believed  the  law  would 
change  America. 

I,  too,  was  full  of  hope.  As 
someone  with  a  stutter,  I  got 
the  door  slammed  in  my  face 
when  I  first  went  to  look  for 
a  job  in  the  1960s.  Managers 
from  IBM,  Sears  Roebuck, 
and  Esso  (now  Exxon)  would 
look  me  in  the  eye  and  say: 
"I  won't  hire  you  because 
you  stutter."  After  many 
painful  rejections,  I  won- 
dered if  I  would  ever  get  a 
job.  My  college  education 
seemed  like  a  waste  of  time. 
That  dismissive  and  igno- 
rant attitude  still  exists. 
Last  year,  an  editor  asked 
me:  "Do  you  write  the  way 
you  stutter?"  Despite  the 
best  economy  in  decades, 
75%  of  American  adults 
with  disabilities  who  are  of  working 
age  remain  jobless. 
FACT  OF  LIFE.  Still,  I  see  a  more  re- 
ceptive, inclusive  America  now — 
more  willing  to  see  me  as  a  co-work- 
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er  and  a  person  and  less  as  a  guy 
who  takes  a  bit  longer  to  say  what's 
on  his  mind.  That  wouldn't  have  hap- 
pened without  the  ADA.  By  mandat- 
ing change,  the  federal  government 
made  accessibility  features  in  public 
buildings  and  in  workplaces  a  fact  of 
life.  With  more  of  the  disabled  in  the 
mainstream,  the  prejudices  are  start- 
ing to  erode. 

Now,  other  barriers  must  fall. 


BUT  NOT  QUITE  THERE 

While  the  Americans  with  Disabilities  Act  has 
helped  open  up  the  workplace,  employers  must 
now  remove  their  own  psychological  barriers 


Most  older  buildings  can  be  made  ac- 
cessible, but  many  aren't.  Public 
transportation  is  much  improved  for 
the  disabled,  but  still  has  a  way  to 
go — for  example,  officials  should  be 
cracking  down  on  bus  drivers  who 
decline  to  call  out  stops  for  the  blind. 
We  need  stronger  educational  pro- 
grams that  integrate  disabled  stu- 
dents with  the  rest  and  a  public-pri- 
vate partnership  to  create  jobs  by 
providing  assistive  technology  to  dis- 
abled persons. 

The  myth  lives  on  that  accommo- 
dating disabled  workers  will  bankrupt 
small  businesses.  Fact  is,  80%  of  job 
accommodations  cost  less  than  $500 
per  employee,  according  to  the  Jobs 
Accommodations  Network.  And  peo- 
ple with  disabilities  aren't  immobile 


but  can  now  travel  like  every 
other  global-economy  work- 
er— since  trains,  buses,  cabs, 
and  planes  are  more  accessi- 
ble. Airports  have  telecommu- 
nications devices  for  the  deaf. 
Travel  schedules  are  now 
even  produced  on  cassette 
tapes  for  the  blind. 
ECONOMIC  BOOST.  Yes,  these 
measures  cost  money.  Acces- 
sibility features  for  a  new 
building  add  an  average  2% 
to  construction  costs.  But       ' 
such  costs  are  offset  by  the 
economic  advantages  of  an 
expanded  market  of  disabled 
consumers,  who  now  number 
54  million,  with  $175  billion 
in  disposable  income,  accord- 
ing to  the  Commerce  Dept. 

Along  with  their  improving 
status  comes  a  better  public 
image.  McDonald's,  Wal-Mart 
Stores,  and  Snap.Com  use 
sign-language  interpreters  in 
their  TV  ads.  American  Air- 
lines features  a  one-legged 
skier,  Microsoft  Corp.  a  blind 
computer  programmer.  Gen- 
eral Motors  Corp.  shows  a 
man  in  a  wheelchair  fishing — 
with  one  of  gm's  accessible 
vans  waiting  nearby. 

As  physical  barriers  have 
fallen,  psychological  ones  are 
under  attack.  These  days, 
corporate  diversity  training 
includes  sessions  on  disability 
awareness  and  employment. 
And  for  the  first  time  in  history, 
temporary-employment  agencies  are 
placing  people  with  disabilities. 

It's  a  long  way  from  the  days  when 
disabled  people  were  considered  to  be 
possessed  by  demons.  Now  that  we 
have  cleared  the  first  hurdle  with  the 
help  of  the  ADA,  let's  keep  going. 
Putting  disabled  people  to  work  will 
save  taxpayers  money,  help  the  full- 
employment  economy,  and,  most  of  all, 
give  many  good  people  the  sense  of 
esteem  that  can  come  only  from  a  job. 

John  Williams  writes  a  weekly  col- 
umn for  Business  Week  Online.  He 
can  be  reached  at  JMMAW@aol.com. 

For  information  on  reprints  of  this  Special  Report,  call 

Business  Week  Reprints  at  212  512-3148,  or  write  Business 

Week  Reprints,  P.O.  Box  457,  Hightstown,  N.J.  08520. 
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The  future  offers  growth.  The  right  Information  and 
Communication  Technology  can  make  it  happen.  Getronics 
is  a  leading  provider  of  e-generation  ICT  Solutions  and 
Services  with  34,000  professionals  operating  in  130 
countries.  Our  capabilities  span  IT  and  Telecoms  strategy 
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tailor  our  solutions  for  you  to  maximise  the  value  of  your 
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RESEARCH 


ONE  VACCINE, 
MANY  TARGETS 

New  treatments  use  cells'  genetic  makeup  to  locate  cancer 


Cancer  researchers  tend  to  be  a 
skeptical  bunch:  They  have  seen 
too  many  promising  lab  results 
evaporate  when  tested  in  large 
clinical  trials.  Nevertheless,  scientists 
and  clinicians  are  dropping  their  guard  a 
bit  in  reaction  to  a  just-published  re- 
port of  a  radically  new  treatment.  In 
the  March  issue  of  Nature  Medicine,  a 
team  of  German  doctors  report  that  an 
experimental  cancer  vaccine  eliminated 
tumors  in  4  of  17  patients  with  late- 
stage  kidney  cancer,  while  the  tumors  in 
2  others  shrank  by  more 
than  half — a  dramatic  suc- 
cess rate  for  a  disease  with 
a  survival  rate  of  less  than 
10%.  And  there  were  no 
toxic  side  effects. 

Experts  caution  that  the 
trial  was  extremely  small: 
The  results  may  not  hold 
up  when  tested  over  a  large 
number  of  patients.  In  ad- 
dition, some  other  factor  be- 
sides the  vaccine  may  have 
played  a  role  in  shrinking 
the  tumors.  But  "if  these 
results  hold  up,  it  is  really 


stunning,"  says  Dr.  Mario  Sznol,  an  au- 
thority on  cancer  vaccines  and  vice-pres- 
ident for  clinical  affairs  at  Vion  Phar- 
maceuticals Inc. 

Such  enthusiasm  is  prompted  by  the 
fact  that  the  Germans,  led  by  Dr. 
Alexander  Kugler  of  the  University  of 
Gbttingen,  were  able  not  only  to  pre- 
vent the  spread  or  recurrence  of  tu- 
mors but  also  to  reduce  the  size  of  ex- 
isting tumors.  "These  were  tumors  you 
can  actually  see,"  says  Dr.  Allan 
Houghton,    chief   of   immunology    at 


Memorial  Sloan-Kettering  Cancer  Ct 
ter  in  New  York.  "They  seem  to  ha 
made  these  tumors  go  away.  Tha 
what's  most  remarkable." 
PROMISE.  The  technology  behind  t 
vaccine,  developed  by  Dr.  Donald 
Kufe  of  Boston's  Dana  Farber  Cane 
Institute,  can  be  used  to  customize 
vaccine  for  many  different  cancers, 
ready,  researchers  at  Beth  Israel-De 
coness  Hospital  in  Boston  are  enrolli 
patients  for  trials  of  a  vaccine  again 
breast  cancer.  And  European  trials  a 
planned  for  liver  and  ovarian  cancer. 
There  are  other  vaccines  in  t 
works  as  well,  and  the  promisii 
German  vaccine  trial  boosts  tl 
profile  for  all  of  them.  If  enough 
the  vaccines  prove  successful,  th< 
may  even  bring  about  a  critic 

GOING  STRONG 

Rosemary  Forbes,  42,  a  mothe 
of  five,  is  in  full  remission  afte 
she  received  the  vaccine  for 
her  late-stage  melanoma 


shift  in  the  way  cancer  is  viewe 
Because  cancer  vaccines  seek  01 
tumor  cells  by  their  biologic 
makeup  rather  than  their  site 
origin,  "there  could  come  a  tin 
when  we  no  longer  treat  tumoi 
based  on  their  geographic  locatio 
in  the  body,  such  as  the  lung 
the  breast,"  says  Gail  J.  Mediri 
president  of  Genzyme  Moleciilar  Onco 
°gy  Corp.  in  Framingham,  Mass.,  whic 
is  developing  the  core  technology  use 
in  the  Dana-Farber  vaccine. 

The  buzz  around  vaccine  researc 
has  been  a  long  time  coming.  For  a 
most  100  years,  doctors  have  theorize 
that  a  vaccine  made  from  a  patient 
own  cancer  cells  could  be  used  to  stiml 
ulate  the  body's  immune  system  to  figh 
off  tumors.  It  is  only  in  the  last  decade ' 
however,  that  vaccine  research  has  com 
into  its  own.  There  are  now  101  clinics 


Working  in  the  Lab 


COMPANY 


GENZYME  MOLECULAR 
ONCOLOGY 
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VACCINE 


Uses  whole  tumor  cells  to  treat  melanoma, 
kidney,  and  breast  cancer 


Cancer-cell  proteins  combine  with  an  immune- 
system  protein  for  ovarian  cancer,  melanoma 


STATUS 


In  early  human  trials 


In  mid-  and  late-stage  trials 
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IMMUNE 
RESPONSE 


Cancer-cell  proteins  combine  with  immune 
protein  for  brain  cancer 


MOJAVE 
THERAPEUTICS 


Off-the-shelf  protein-based  vaccine  for 
melanoma 


Just  starting  human  trials 


In  mid-stage  clinical  trials 
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We're  Handspring.  And  this  is  Visor   ,  the  latest 
Palm  OS  handheld  computer  that  has  ev<"  , 
you  need  to  get  organized  plus  infinite  expand- 
ability. The  secret  lies  in  its  revolutionary 
Springboard  expansion  slot.  By  simply  inserting  a 
module,  your  Visor  can  become  a  Global  Positioning 
System,  a  passport  to  the  internet,  an  electronic 
book,  and  much  more.*  Plus,  it  downloads 
thousands  of  existing  Palm  applications,  has  five 
colors  to  choose  from  and  the  USB  connection 
makes  syncing  to  your  computer  easy.  Starting 
at  only  $149,  the  price  is  just  as  revolutionary. 
Visit  www.handspring.com  today.  And  see  why  the 
future  is  just  up  ahead.  Really.  You  can't  miss  it. 


Global  Positioning  System. 


1odules  sold  separately,  availability  may  vary. 


handspring 

www.handspring.com 


Almost  as  bright  as  the  sun... 

Night  Piercer™ 

1  Million  CandlePower  Halogen  Spotlight 

only  $69^ 

'But  read  this  ad  for  an  even  better  deal! 


•  Night  Piercer     is 
constructed  of  heavy- 
duty   high-impact   polypro- 
pylene. It  conies  with  a  super- 
bright  100-watt  halogen  bulb 
ami  red  gel  for  use  as  miming  light.  110-volt 
and   12-Volt   rechargers  are  also  included. 


The  Night  Piercer'  casts  a  focused  beam  that  can 
be  seen  for  many  miles.  It  is  20-times 
brighter  than  automobile  headlights,  more 
luminous  than  aircraft  landing  lights.  This 
powerful  light  is  indispensable  for  tracking 
and  exploring  unknown  territory  and  for 
any  contingencies  at  night,  in  plane,  boat, 
truck,  or  car.  With  its  red  gel,  the  Night 
Piercer"  can  be  a  lifesaver  in  any  emer- 
gency. The  unit  contains  two  sealed  heavy-duty  lead-acid  batteries  and  can  be 
recharged  either  through  your  household  current  or  through  the  cigarette 
lighter  socket  of  your  car,  RV  or  boat.  Both  adapters  are  included. 
We  import  Night  Piercers"  in  very  large  quantities  and  are  therefore  able  to  bring 
you  this  outstanding  accessory  for  just  $69.95.  (Compare  with  our  competitor's  price 
of  $99!).  But  we  have  an  even  better  deal:  Buy  two  for  just  $139.90  and  we'll  send 
you  a  third  one,  with  our  compliments — absolutely  FREE!  The  Night  Piercer"  should 
be  your  companion  on  all  your  travels.  Don't  leave  home  without  it — order  it  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1072F397.  Add  ship./ins.  charge  of  $9.95  for 
one  unit  or  $19.90  for  three  units  (plus  sales  tax  for  CA 
delivery).  You  have  30-day  refund  and  one-year  war- 
ranty. We  do  not  refund  postage.  For  customer  service 
or  wholesale  information,  please  call  (415)  643-2810. 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
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2360  Third  St.,  San  Francisco,  CA  94107 


ms  of  our  children. 


strong  one. 
rambunctious  and  untamed, 
-be  absolute  dreamer. 


se  the  tree  over  the  ocean 
.ike  choosing  one  child  over  the  next. 


n  impossibility  as  large  as  the  world  itself. 
i  - 

.he  world's  leading  environmental  groups  are  working  to^ 
To  find  out  bow  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 


trials  under  way  for  cancer  vaccines  I 
the  National  Cancer  Institute,  I 
dozens  of  biotech  startups  are  develol 
ing  vaccines  that  target  a  host  of  cal 
cers  (table).  Experts  in  the  field  I 
that  the  first  treatments  could  be  1 
proved  in  five  to  seven  years. 

Unlike  vaccines  for,  say,  measles,! 
cancer  vaccine  does  not  prevent  the  dl 
ease  from  occurring.  Instead,  it  is  tyJ 
cally  used  after  surgery  to  prevent  tl 
tumor  from  recurring  or  spreading.  TI 
trick  is  to  get  the  immune  system  to  I 
tack  the  deadly  cells,  a  knotty  probleJ 
given  that  tumors  are  homegrown. 

But  some  20  years  ago,  scientists  di 
covered  bits  of  proteins  on  the  surfal 
of  tumors,  called  antigens,  that  do  nl 
exist  on  healthy  cells.  A  number  I 
strategies  have  been  developed  to  tral 
the  immune  system's  disease-killing  1 
cells  to  attack  these  antigens. 
TOO  BROAD?  Most  vaccines  combine  I 
few  tumor-specific  antigens  with  othJ 
immune  boosting  agents.  The  vaccirj 
in  the  German  trial  veers  off  in  a  dil 
ferent  direction:  The  doctors  fused  I 
whole  cell  from  a  patient's  tumor  to  I 
dendritic  cell,  the  white-blood  cell  tha 
identifies  foreign  invaders  to  the  T-cell] 
The  fused  cells  contain  all  the  protein 
found  in  a  tumor,  on  the  theory  that 
is  possibly  more  effective  to  attack  mm 
tiple  proteins  rather  than  figure  out  spJ 
cific  targets.  Some  scientists  argue,  ho\i 
ever,  that  the  whole-cell  approach  ma 
target  too  many  proteins — good  as  we 
as  bad — and  they  worry  that  health 
cells  may  be  damaged  in  the  long  run 

Other  new  vaccines  that  target  onl 
specific  antigens  have  turned  in  promis 
ing  early  results.  At  Cedars-Sinai  Con 
prehensive  Cancer  Center  in  Los  An 
geles,  researchers  have  high  hopes  for 
vaccine  made  by  Immune  Respons 
Corp.  that  is  about  to  be  tested  agains 
one  of  the  most  deadly  forms  of  braii 
cancer.  And  several  melanoma  vaccin 
trials  have  produced  outcomes  almos 
as  good  as  the  German  test. 

At  Memorial  Sloan-Kettering  Cance: 
Center,  for  example,  a  1993  trial  of  ; 
vaccine  against  late-stage  melanoma  i: 
still  bearing  results:  Rosemary  Forbes 
now  42,  a  mother  of  five  living  in  Soutl 
Salem,  N.  Y.,  remains  in  full  remissioi 
seven  years  after  receiving  the  vaccine 
even  though  the  cancer  had  spread  t( 
her  lymph  nodes  and  her  prognosis  was 
dire.  "Both  my  father  and  my  unck 
died  of  melanoma,  so  it  didn't  lool 
good,"  she  says.  "I  feel  very,  very  for- 
tunate." Vaccine  researchers  hope  we 
will  be  hearing  more  such  testimonials 
in  the  next  few  years. 

By  Catherine  Arnst  in  New  York 
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experience  e-transformation 

Capitalize  on  the  promise  of  E-business.  Create 
quantifiable  value,  drive  long-term  advantage, 
deliver  results  throughout  the  enterprise.  Get  the  tools 
you  need:  eBusiness  Conference  and  Expo. 

Take  a  good  look  at  E-business  reality. 

At  fresh  ideas.  New  solutions.  Gain  insights  from 
revealing  and  honest  enterprise-class  case  studies. 
Learn  practical,  hands-on  techniques  for  everything 
that  matters,  from  personalization  to  CRM,  customer 
service  to  security.  Develop  end-to-end  E-business 
strategies  for  building  value. 

eBusiness  Conference  and  Expo. 

Brought  to  you  by  a  team  singularly  qualified  to 
demystify  today's  E-business  reality:  the  experts  at 
BusinessWeek  and  InformationWeek. 

If  it's  your  job  to  make  E-business  work, 
don't  miss  this.  Register  today  at 

www.ebusinessexpo.com 

To  register  by  phone  or  for  more  information,  call 
800  652-2578  or  to  exhibit  call  21 2  592-8466 
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3Com  uses  Hyperion  software  to  manage,  analyze,  track  and  report 
on  finance,  sales  and  Web  data.  These  activities  enable  3Com  to 
understand  and  measure  on-target  performance,  sales,  online 
customer  choices  and  buying  patterns. 

Hyperion  business  analysis  software  transforms  your  organization's 
financial,  customer  and  e-business  information  into  better  customer 
relationships,  increased  revenues  and  higher  profits. 


www.hyperion.com 
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Hyperion 

See  the  Future  First 


>evelopments  to  Watch 


ITED  BY  ELLEN  LICKING 


ILL  OXYGEN 
KE  THE  AIR  OUT 
■ NANOTUBES? 

I  MANY  YEARS,  SCIENTISTS 

re  thought  tiny,  supertough 
lecules  known  as  carbon 
lotubes  would  be  the  ideal 
Jding  blocks  of  next-gen- 
ition  microdevices  such  as 
niconductors,  which  will  be 
lers  of  magnitude  smaller 
in  today's  electronic  com- 
aents.  But  the  more  scien- 
ts  learn  about  the  proper- 
s  of  nanotubes,  the  harder 
is  to  predict  exactly  how 
y  can  be  used. 
In  the  Mar.  10  issue  of  Sei- 
ze, researchers  at  the  Uni- 
rsity     of     California     at 
rkeley      and      Lawrence 
rkeley  National  Laboratory 
lort  that  single-walled  car- 
n  nanotubes  are  extremely 
isitive    to    oxygen.    That 
ans  that  if  they  are  ever 
;d    in   electronic    compo- 
nts,  the  devices  may  not 
rform  well  in  normal,  non- 
uum  environments.  "There 
aid    be    problems    if  you 
nk  of  these  as  room-tem- 
rature      devices,"      says 
rkeley  theoretical  physicist 
irvin  Cohen,  who  collabo- 
,ed  with  the  authors  of  the 
)ort.  Cohen  predicts     the 
notubes'  sensitivity  to  oxy- 
n   and   other  gases   may 
rn  them  a  role  in  various 
w  types  of  sensors. 
But  even  if  gas  sensitivity 
other  properties  foil  sci- 
tists'  attempts  to  construct 
feet-free  carbon  nanotubes, 
e  whole  architecture  for 
dps  built   on   the   atomic 
ale   may   be   so   different 
at  defects  in  individual  el- 
nents  won't  matter  much, 
f  we  spend  all  our  time 
aking  things  perfect  at  the 
ino  level,  nobody  will  ever 
ake     any     money,"     says 
eyya  Meyyappan,   senior 
ientist  for  nanotechnology 
.  the  NASA  Ames  Research 
enter.  "There  are  going  to 
2   defects,    and    we    must 
arn    to    get    along    with 
lem."  Neil  Gross 


THESE  CREATURES 
MAY  BE  SMARTER 
THAN  THE  SCRIPT 

VELOCIRAPTORS  SUCH  AS  THE 

ones  in  Jurassic  Park  are  a 
computational  nightmare  re- 
quiring reams  of  calculations 
for  every  twitch  of  claw  and 
gnash  of  jaw.  Suppose,  in- 
stead, that  animated  preda- 
tors stomped  and  stalked 
simply  because  it  was  in  their 
nature?  Armed  with  a  species 
of  artificial-intelligence  soft- 
ware called  a  cognitive  mod- 
eling language,  University  of 
Toronto  computer-science  pro- 


fessor   Demetri    Ter- 
zopoulos    is    creating 

such  creatures. 

His  work  builds  on 
artificial-life  concepts 
used  in  earlier  genera- 
tions of  digital  pets, 
such  as  "tamagotchi." 
But  Terzopoulos'  crit- 
ters don't  just  breed 
I  and  evolve — they  plot 
>-T  and  strategize.  The 
semi-sentient  shark  and  mer- 
man shown  here  are  imbued 
with  instincts  and  emotional 
drives,  such  as  hunger,  fear, 
and  the  urge  to  reproduce. 
Their  capabilities,  however, 
are  not  symmetrical.  "The 
shark  is  a  faster  swimmer," 
says  Terzopoulos,  "but  the 
merman  is  smarter  and  can 
outsmart  the  shark." 

Terzopoulos  believes  such 
creatures  could  save  Holly- 
wood a  fortune.  Instead  of 
paying  for  weeks  of  pro- 
gramming, "the  director  could 
just  say  to  his  character:  'Go 
kiss  the  leading  lady — and 
then  eat  her.' "       Neil  Gross 


HOTHOUSE  HANGARS 
TO  FIGHT 
WATER  POLLUTION 

AIRLINES    TYPICALLY    SPRAY 

500  or  more  gallons  of  gly- 
col, an  antifreeze-like  petro- 
leum product,  to  remove  dan- 
gerous snow  and  ice  from  the 
wings  of  a  plane.  The  ice 
blasting  takes  about  10  min- 
utes and  costs  $1,500  to 
$3,000.  The  process  isn't  just 
costly — it's  also  bad  for  the 
environment.  Glycol  is  a  par- 
ticularly nasty  chemical  that 
kills  fish  and  other  wildlife 
when  it  pollutes  neighboring 
water  supplies.  But  a  new 
multimillion-dollar  heating 
faculty  that  more  quickly  and 


cheaply  de-ices  planes  now  in 
operation  at  Newark  Inter- 
national Airport  could  put  an 
end  to  the  widespread  use  of 
glycol  by  the  airline  industry. 
The  new  technology, 
dubbed  InfraTek,  was  devel- 
oped by  Radiant  Energy 
Corp.  in  Orchard  Park,  N.Y. 
Company  scientists  have  es- 
sentially designed  a  hothouse 
hangar  that  radiates  high-en- 
ergy infrared  beams  at  a 
plane's  exterior  to  melt  snow 
and  ice.  It  takes  only  three  to 
six  minutes  to  de-ice  an  en- 
tire plane.  But  time  savings 
isn't  the  only  advantage.  The 
heating  technology  costs  at 
least  half  the  price  of  the  gly- 
col, and  there's  no  messy 
chemical  to  clean  up.  □ 


QMHEO 


■  An  aspirin  a  day  keeps  the 
dentist  away?  A  new  study 
suggests  the  answer  is  yes. 
Researchers  at  University  of 
Adelaide  School  of  Dentistry 
in  Australia  have  found  that 
a  100-mg  dose  of  aspirin,  tak- 
en daily,  can  help  prevent 
severe  forms  of  the  gum  dis- 
ease periodontitis.  The  re- 
searchers studied  the  dental 
health  of  392  men  who  were 
ex-  or  nonsmokers.  They 
found  that  the  men  taking  as- 
pirin for  other  health  reasons 
had  significantly  healthier 
gums  than  those  who  were 
not.  The  researchers  don't 
fully  understand  why  aspirin 
helps  prevent  gum  disease, 
but  they  do  have  a  hunch: 
Aspirin  appears  to  block  the 
activity  of  a  key  molecule 
that  triggers  the  condition. 
Before  you  add  aspirin  to 
your  daily  brushing  and  floss- 
ing regime,  there  is  one  thing 
to  remember:  The  research 
shows  that  aspirin  only  helps 
alleviate  the  most  severe 
forms  of  gum  disease.  Cur- 
rently, there's  no  evidence 
that  it  combats  gingivitis,  an 
inflammation  of  the  gums 
that  may  lead  to  bleeding. 

■  University  of  Florida  re- 
searchers have  built  a  900- 
square-foot  home  that  is  com- 
pletely powered  by  the  sun. 
The  house,  which  is  extreme- 
ly well  insulated,  comes 
equipped  with  an  air  condi- 
tioner, a  heat  pump,  as  well 
as  lights  and  several  comput- 
ers. The  solar-power  system 
consists  of  24  solar  panels 
that  collect  sunlight,  invert- 
ers that  convert  the  sun's  en- 
ergy into  usable  power,  and 
battery  chargers.  Thirty-two 
high-capacity  batteries  keep 
the  house  juiced  up  at  night 
and  during  bad  weather.  Best 
of  all,  the  solar  system  was 
built  from  off-the-shelf,  com- 
mercially available  technolo- 
gies. "This  is  where  the  in- 
dustry is  today,"  says  Wendell 
Porter,  one  of  the  University 
of  Florida  scientists  involved 
in  the  project. 
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Here's  business  week's  four-point  plan 
to  solve  the  Internet  privacy  mess 

If  Lewis  Carroll  had  written  about  Alice's  adventures 
today,  she  would  find  herself  passing  through  the  looking  glass  and  into 
cyberspace.  She  would  meet  up  with  dodos,  duchesses,  and  eggheads, 
some  of  whom  would  spout  the  rough  equiva- 
lent of  "  'Twas  brillig,  and  the  slithy  toves " 

The  journey  also  would  be  full  of  rude  surpris- 
es. As  in  Carroll's  books,  she  would  eventually  dis- 
cover who  she  really  was.  But  many  others  she  had 
never  met  would  learn  about  her,  too.  Indeed, 
with  every  click  of  the  mouse,  a  bit  more 
of  her  privacy  would  vanish  down 
the  rabbit  hole. 

These  days,  a  lot  of  people 
are  stumbling  on  similar  un- 
pleasant surprises.  Thanks 
to  a   string  of  privacy 
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VERY 


SOMEWHAT 


FEBRUARY,  1998 


FEBRUARY,  1998 


...COULD  BE  ALLAYED  BY  GUARANTEES 

If  you  use  the  Internet,  to  what  extent  would  explicit 
guarantees  of  the  security  of  personal  information 
encourage  you  to  buy  online? 


A  LOT 


A  LITTLE 


gaffes  involving  Doubleclick, 
RealNetworks,  Amazon.com,  and 
other  major  Web  sites,  con- 
sumers are  learning  that  e-com- 
merce  companies  have  an  intense 
interest  in  their  private  informa- 
tion. For  about  9<2,  some  med- 
ical data  sites  will  sell  you  your 
neighbor's  history  of  urinary 
tract  infections.  Your  speeding 
tickets,  bounced  checks,  and  de- 
layed child-support  payments  are 
an  open  book.  In  the  back- 
ground, advertising  services  are 
building  profiles  of  where  people 
browse,  what  they  buy,  how  they 
think,  and  who  they  are.  Hun- 
dreds of  sites  already  are  stock- 
piling this  type  of  information — 
some  to  use  in  targeted 
advertising,  others  to  sell  or 
trade  with  other  sites. 
GOLD  RUSH.  It  will  get  worse. 
The  tricks  being  played  today 
are  child's  play  compared  with 
what's  coming.  Web  sites  that 
want  to  know  you  better  will 
soon  be  able  to  track  your  move- 
ments on  Web  phones,  palm  de- 
vices, and  video  games,  and 
parse  the  data  with  more  sub- 
tle software.  Online  services  can 
be  layered  with  mounds  of  data 
about  each  person.  Interactive 
TVs,  for  instance,  have  the  po- 
tential to  con-elate  the  Web  sites 
you  visit  at  work  with  the  ads 
you  see  at  home  in  the  evening. 
Web  surfers  don't  need  extra 
proof  that  this  gold  rush  for  per- 
sonal data  is  alarming.  In  a  new  business  WEEK/Harris  Poll 
(page  96),  92%  of  Net  users  expressed  discomfort  about  Web 
sites  sharing  personal  information  with  other  sites.  The  pub- 
he  outcry  has  grown  so  loud  that  in  February,  search  engine 
AltaVista  Co.  promised  to  ask  explicit  permission  before 
sharing  visitors'  personal  information  with  other  companies. 
On  Mar.  2,  DoubleClick  bowed  to  public  pressure  on  a  similar 
point:  The  company,  which  serves  up  ads  on  many  Web 
sites,  has  created  anonymous  digital  snapshots,  or  "pro-  ^ 
files,"  of  millions  of  cybersurfers,  based  on  where  they 
browse  and  what  they  do  online.  DoubleClick  had  planned 
to  link  profiles  with  much  more  specific  information,  in- 
cluding names  and  addresses  culled  from  real-world 
databases  that  cover  90%  of  American  households. 
The  company  dropped  that  controversial  plan, 
and  within  days,  smaller  rival  24/7  Media  Inc 
abandoned  a  similar  strategy. 


Soon  cybersnoops  will  be 
able  to  track  your  use  of  Web 
phones,  palm  devices, 
and  video  games 

v 
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A  RISING  TIDE  OF  CONCERN... 

If  you  shop  online,  how  concerned  are  you  that  the  company 
will  use  your  personal  information  to  send  you  unwanted 
information? 


NOT  VERY 


NOT  AT  ALL 


MARCH,  2000 


If  you  don't  buy  online,  how  concerned  would  you  be  that 
if  you  did,  a  company  would  use  personal  information  to 
send  unwanted  information? 


MARCH,  2000 


NOT  AT  ALL 


FEBRUARY,  1998 


MARCH, 2000 


NOTE  "DON'T  KNOW  AND  "REFUSED"  NOT  INCLUDED  FULL  RESULTS.  PAGE  96 
DATA  BUSINESS  WEEK/HARRIS  INTERACTIVE  POLL  OF  1,014  PEOPLE 


Anonymous  tracking  and  proi 
ing  by  DoubleClick  and  24/7  c 
be  very  subtle.  But  sometimes  p 
vacy  violations  hit  you  in  the  fa< 
We  have  all  heard  the  examples 
sociopaths  who  stalk  their  victir 
online.  We  have  seen  the  stat: 
tics  on  "identity  theft,"  in  whi 
criminals  suck  enough  person 
data  off  the  Net  to  impersona  P 
other  people.  Perhaps  these  a  | 
extreme  examples.  Even  witho  ; 
them,    many    cybersurfers    a 
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starting  to  feel  that  they  ha 
spent  quite  enough  time  at  tl  t 
particular  Mad  Tea  Party.  Th 
are  ready  for  privacy  rules  th 
set  some  plain  and  simple  boun 
aries.    In    the    March    btjsink 
WEEK/Harris  Poll,  57%  of  respo  f 
dents  said  government  should  pa 
laws  on  how  personal  informal 
is  collected.  "What's  going  on  t 
day  is  exponentially  more  threj  |N 
ening  to  those  who  want  to  pr  I 
tect  privacy,"  says  Eliot  Spitz* 
New  York's  state  attorney  genei 
who  has  proposed  privacy  legisl  ¥ 
tion.  People  can't  make  inform*  l! ! 
decisions  on  the  Net  because  th(  "^ 
lack  the  necessary  informatio 
"What  we're  confronting  is  a  ma  f 
ket  failure,"  says  Spitzer. 

Responding  to  a  growing  chor  ^  ' 
of    privacy-related     complaint 
some  states  have  drafted  legisl 
tion  ranging  from  curtailing  tl  pal 
sale  of  personal  information  to  tl  p 
creation  of  a  privacy  ombudsma 
But  this  piecemeal,  state-by-sta 
approach  is  a  muddle.  Scattershot  laws  will  only  create  mo: 
confusion.  Over  time,  they  will  choke  budding  e-business 
complex  litigation  and  red  tape. 

business  week  believes  there  is  a  better  way.  Instead  of 
conflicting  patchwork  of  state  rules,  the  federal  governme: 
should  adopt  clear  privacy  standards  in  the  spirit  of  the  Fallen 
Information  Practices — a  philosophical  framework  for  privac  M$ 
protection  that  has  been  adopted  worldwide  over  the  past  i 
years.  The  broad  principles  are  essential: 

•  Companies  conducting  business  online  should  be  r 
quired  by  law  to  disclose  clearly  how  they  colle 
and  use  information. 

•  Consumers  must  be  given  control  of  ho 
their  data  are  used. 

•  Web  surfers  should  also  ha\ 
the  ability  to  inspect  that  data  an 
to  correct  any  errors  they  discove 

•  And  when  companies  break  tl 
rules,  the  government  must  have  tl 

power  to  impose  penalties.   "All 
these  bits  you  are  sending  out  ai 
your  digital  dna,"  says  Tai 
Lemmey,    president    of    th 
Electronic  Frontier  Found 
tion.    "You    should    havfREGI' 
control  of  that." 

Regulation  flies  in  thjtf 
face  of  the  approach  it 
dustry  has  been  chan 
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1  pning.  For  the  past,  four  years,  Net  companies  have  In 

ted  thai  they  can  police  themselves  on  privacy.  "Industry 

tiatives  and  market  forces  are  already  doing  a  good  job," 

ys  Daniel  J.  Jaye,  co-founder  of  Engage  Technologies  Inc., 

licli  dishes  up  ads  on  the  Web. 

In  other  words,  the  market  will  punish  companies  that 

il  I  afoul  of  consumers.  Bringing  in  the  government,  execs  say, 
11  pile  bureaucratic  layers  on  top  of  the  Net.  This  could  un- 
rcut  the  very  promise  of  efficiency  that  many  online  busi- 
sses  are  counting  on.  The  Internet,  they  say,  is  supposed  to 
aw  companies  closer  to  their  customers,  allowing  them  to 
ticipate  their  desires.  With  profile  data,  they  can  target 
3ir  ads,  slash  wasteful  and  random  mar- 
ting  costs,  design  products  faster,  and 
ild  higher  profit  margins.  Profiling  pro- 
les the  underpinnings  of  a  new  way  of 

tli  ing  business  upon  which  the  Net  Econ- 

im  jiy  is  built. 

Laws  that  require  businesses  to  seek 
ers'  permission  before  they  collect  or 
e  data  about  Web-surfing  habits  could 
11  this  goose,  they  say.  And  why  do 
at,  industry  execs  ask,  when  they  are 

re;  iking  such  fine  strides  in  protecting 
nsumer  privacy?  As  a  positive  sign, 

tzjjt  businesses  trumpet  a  May,   1999, 
;deral  Trade   Commission  survey  in 

;iich  66%  of  companies  queried  had  pri-  

cy  policies. 

lf-regulatory  SHAM.  We  are  not  persuaded  by  these  ar- 

tio  ments.  Few  Web  sites  give  consumers  real  choices  over  the 

nu  da  that  get  collected  online.  There  is  no  proof  that  if  given 
choice — especially  bolstered  with  financial  incentives  prof- 

lorjr'ed  by  Web  merchants — consumers  won't  willingly  hand 

int  er  some  personal  data.  As  for  privacy  policies,  the  same  FTC 

jj]  irvey  showed  that  while  more  than  90%  of  companies  polled 
llected  personal  information,  fewer  than  10%  actually  fol- 

t|  wed  all  of  the  established  Fair  Information  Practices. 
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Because  privacy 

breaches  are  so 

corrosive  to 

consumer  trust,  some 

Web  executives 

welcome  broad 

national  standards 


In  short,  self-regulation  i.-.  a  sham.  The  policie     thai   COIT 

panies  have  posted  under  pressure  from  the  governmenl  an- 
as vague  and  confusing  as  anything  Lewi     (  BlToU  Could  have 
dreamed  up.  One  simple  example:  When  people  regj 
hoo!  Inc.  for  one  of  its 

services,  such  as  My 
Yahoo,  they  are  asked 
to  provide  their  birth 
date  and  e-mail  address — ostensibly  as  a  safeguard  if  they  for- 
get their  user  name  and  need  prompting.  But  Yahoo  also 
uses  that  information  for  a  service  called  the  Birthday  Club, 
sending  product  offers  from  three  to  five  merchants  to  users 
via  e-mail  on  their  birthday. 

Don't  look  for  transparency  here.  Most 
sites  don't  limit  how  they  or  their  partners 
use  consumer  information.  And  Web  sites 
can  transfer  information  to  partners  with- 
out telling  their  own  customers.  Many  sites 
also  change  their  practices  at  will  and 
without  warning. 

Because  privacy  breaches  are  so  cor- 
rosive to  consumer  trust,  some  Web  execs 
actually  welcome  broad  national  standards. 
IBM  and  Walt  Disney  Co.  have  decided 
not  to  advertise  on  Web  sites  that  don't 
have  privacy  policies.  Privacy  codes  must 
be  clearer,  says  Chris  Larsen,  ceo  and 
founder  of  E-Loan  Inc.,  an  online  loan 
service  that  has  its  privacy  policies  au- 
dited. "I  think  the  industry  has  squandered  the  opportunity 
to  take  care  of  this  on  its  own."  IBM  Chairman  Louis  Gerst- 
ner  doesn't  go  that  far.  But  he  has  warned  Net  executives 
that  they  must  get  serious.  "I  am  troubled,  very  troubled,  by 
leaders  who  have  failed  to  recognize  our  responsibility  in  the 
transformation  of  the  new  economy,"  he  says. 

We  hope  other  Web  execs  are  listening  closely.  The  policies 
we  propose  are  in  the  best  interests  of  Web  businesses.  If 
more  consumers  can  be  assured  that  their  personal  informa- 
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The  Language  of  Online  Privacy 
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COOKIES  These  tiny  software  programs  keep  a  log  of 
where  people  click,  allowing  sites  to  track  customers' 
habits.  Cookies  are  placed  on  consumers'  computers 
when  they  first  Visit  sites  or  use  things  like  online  cal- 
endars, personalized  news  services,  or  shopping  carts. 


ONLINE  PROFILING  By  using  cookies,  sometimes 
combined  with  personal  information,  sites  build  pro- 
files about  what  customers  do  or  don't  buy,  what  they 
look  at,  how  much  time  they  spend  in  different  areas, 
and  what  ads  they  click  on. 

REFERERS  Information  that  your  Web  browser  passes 
along  when  you  move  from  one  site  to  another  or  use  a 
search  engine  or  even  just  send  an  e-mail.  Referers 
can  be  collected  and  used  to  target  advertising. 


t!  ADVERTISING  NETWORKS  The  Net  equivalent  of  ad 
agencies,  the  most  famous  being  Doubleclick,  Engage, 
and  24/7.  They  amass  millions  of  profiles  of  Web  surf- 

l|ers  based  on  their  online  habits.  Ads  are  then  aimed  at 

those  most  likely  to  buy  what  is  being  pitched. 

,ii  i 


REGISTRATIONS  Anywhere  you  fill  out  personal  infor- 
mation in  order  to  download  software,  sign  up  for  a 
free  service,  or  buy  something  online.  The  data  can  be 
sold  or  shared  with  other  Web  sites  or  advertisers. 


IP  ADDRESS  A  number  automatically  assigned  to  your 
computer  whenever  you  connect  to  the  Net.  The  num- 
bers are  used  by  network  computers  to  identify  your 
PC  so  that  data  can  be  sent  to  you.  But  addresses  can 
be  used  in  profiling  and  ad  targeting. 

PRIVACY  POLICIES  Notices  posted  on  a  Web  site 
that  disclose  how  a  company  collects,  uses,  and 
shares  data  with  partners  or  advertisers.  These  some- 
times include  opt-in  and  opt-out  buttons. 

OPT-IN  AND  OPT-OUT  Privacy  choices  that  some  Web 
sites  offer  to  their  visitors.  In  opt-out  situations,  the  site 
is  free  to  gather  and  sell  information  on  you  unless  you 
specifically  tell  it  not  to  by  clicking  on  a  button.  With 
opt-in,  gathering  or  selling  your  data  is  forbidden  unless 
you  click  to  give  permission. 

PERSONALLY  IDENTIFIABLE  INFORMATION  Your 
name,  address,  or  credit  card  number  and  other  de- 
tails linked  to  your  real-world  identity. 

THIRD-PARTY  DATABASES  Companies  like  Acxiom 
and  Experian  stockpile  information  such  as  name, 
address,  phone  number,  and  income  on  most  U.S. 
households.  Increasingly,  these  companies  are  working 
with  Web  sites  and  software  makers. 
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tion  is  safe,  more  of  them  will  flock  to  the 
Net — and  click,  not  exit.  There  are  other  ex- 
plicit benefits  for  the  industry.  Privacy  standards 
create  a  level  playing  field,  so  companies  don't 
fall  into  an  arms  war,  each  trying  to  collect  the 
most  data — at  any  cost.  "Business  will  benefit  from 
the  right  level  of  government  involvement,"  says 
Nick  Grouf,  founder  of  Peoplepc,  which  offers  cheap  PCS 
and  Net  connections.  "Standards  are  good,  but  they  need 
some  teeth,  and  this  is  where  government  becomes  a  good 
partner." 

FEDERAL  STANDARD.  In  the  long  term,  the  privacy  protection 
that  BUSINESS  week  espouses  will  make  life  simpler  for 
businesses  on  the  Net.  More  than  20  states  already  are 
moving  to  enact  some  kind  of  guarantees.  A  minimum  fed- 
eral standard  of  online  privacy  would  decrease  the  cost  and 
complexity  for  companies.  It  also  would  increase  trust.  If 
businesses  really  want  to  be  close  to  their  customers,  trust 


Some  20  states  are  moving 
to  protect  Net  privacy. 
A  federal  effort  would  cut 
costs  and  complexity 


is  paramount.  This  approach  also  will  shrink  the  g 
that  has  arisen  between  the  U.  S.  and  Europe,  where  p 
vac-y  already  is  recognized  as  a  right.  The  Europeans  ha 
stood  firm,  putting  American  companies  in  the  peculiar  p 
sition  of  extending  greater  privacy  protection  in  Germany 
France  than  at  home. 

It's  time  to  iron  out  the  inconsistencies.  Here  are  our  pr 
scriptions  for  protecting  personal  privacy  without  jeopard 
ing  the  promise  of  e-commerce: 


HH 


Our  Four-Point  Plan 
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E-privacy  and  e-commerce  can  coexist.  Here's  how  to  safeguard  both 


O  DISPLAY  YOUR  PRACTICES 

Privacy  policies  seem  like  very  simple  things.  Companies 
put  up  a  notice  online  about  how  they  gather  and  use 
information,  and  it's  win-win  from  there.  Consumers  get 
the  lay  of  the  land,  and  Net  companies  pass  on  to  consumers 
the  responsibility  for  their  online  privacy. 

If  only  it  were  that  simple.  These  little  postings  have  ac- 
tually been  the  focus  of  rancorous  debates  for  years.  The 
tricky  thing  is  that  once  policies  are  up  there  for  all  to  see, 
companies  are  legally  obligated  to  uphold  them.  That's  one 
reason  sites  have  dragged  their  feet  in  putting  them  up.  Or 
should  we  say  down?  The  statements  are  usually  buried  at  the 
bottom  of  the  page,  and  seem  to  be  drafted  by  life-forms  on 
a  distant  planet. 

It's  time  that  policies  be  written  for  mere  mortals.  Not 
many  sites  do  a  great  job  of  explaining  how  information  is 
tracked,  used,  and  disclosed  to  partners.  Consider  the  privacy 
policy  of  search  engine  Ask  Jeeves.  The  company  first  says  it 

always  asks  permis- 
sion before  providing 
information  to  part- 
ners. Yet  on  a  regis- 
tration form,  the  choice  given  to  consumers  is  that  informa- 
tion is  shared  unless  you  say  otherwise.  To  confuse  matters 
further,  the  policy  later  states  that:  "Ask  Jeeves  sometimes 
co-sponsors  [sweepstakes  and  contests]  with  other  companies, 
in  which  case  the  user's  individual  contact  and  demographic 
information  is  likely  to  be  shared  with  participating  sponsors. 
[The]  information  will  not  be  released  . . .  without  the  user's 
consent."  So  which  is  it:  Is  your  information  automatically 
shared  unless  you  go  the  extra  step  to  object?  Or  is  it  kept 
private  unless  you  pipe  up  and  give  the  green  light?  When 
asked  directly,  Ask  Jeeves  says  it  depends.  Depends  on 
what?  It's  fine  for  companies  to  have  different  options,  but 
too  vague  possibilities  baffle  consumers,  rendering  privacy  no- 
tices useless. 

One  solution  might  be  simple  icons  that  help  to  navigate 
the  policies.  Like  the  "Information"  sign  that  is  recognized 
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ai-ound  the  world,  these  symbols  could  be  standardized: 
large  "p"  signifying  "privacy  policy"  could  be  placed  on  th|»i 


Lft 


top  right-hand  side  of  the  page,  on  a  registration  form,  in  i 
electronic  shopping  cart,  or  anywhere  that  information 
collected  on  a  site.  Often  it's  not  clear,  upon  registrations, 
whether  you  need  to  locate  an  "opt-out"  button  and  click  on 
to  stop  the  site  from  sharing  your  information  with  others,  djct 
whether  the  site  intends  to  ask  your  permission  each  time 
wants  to  pass  information  to  another  site.  Icons  could  hel 
clarify  this  (page  88). 

SECOND  OPINION.  Simple  road  signs  on  the  Info  Highway  ma  L  n 
seem  trivial,  but  understanding  the  full  measure  of  privacy  pol  [' n 
cies  is  no  joke.  They  resemble  contracts.  Indeed,  they  ar  servi 
generally  the  only  privacy-related  feature  on  sites  that  can  a(  Ithe  h 
tually  trip  a  lawsuit.  In  January,  New  York  District  Attorne  p  g 
Spitzer  used  privacy  policy  violations  by  Chase  Manhatta  L 
Bank  and  Sony  Music  Entertainment  Inc.'s  InfoBeat  to  curta  I  m 
their  sharing  of  data.  'We  have  an  obligation  to  define  reasor  j — 
able  boundaries,"  he  says.  'We  have  to  articulate  what  privac 
rules  should  be  and  then  how  to  enforce  them." 

It  isn't  enough  to  have  just  any  old  policy,  though.  Th  __ 
statements  need  to  follow  the  Fair  Information  Practices 
clearly  laying  out  how  each  site  addresses  choice,  access  1SPI 
and  security.  Policies  should  outline  how  a  person's  informatioi  Mid 
is  shared  and  how  to  limit  its  use.  Contact  numbers  or  e-mai  n 
addresses  should  be  available.  And  the  date  on  when  the  pol  m 
icy  was  last  changed  should  be  clearly  stated.  Web  exealtiatr 
make  a  good  argument  when  they  say  that  it's  hard  to  knov  Lj 
how  they  will  use  data  in  the  future.  But  they  should  aler  ^ 
consumers  when  the  policy  changes.  Amazon.com,  for  exam 
pie,  says  it  doesn't  sell  or  trade  information  now,  but  adds 
"We  may  choose  to  do  so  in  the  future."  The  only  notice 
the  company  says  it  will  give  is  a  change  in  its  policy  online 

The  sharing  of  information  is  a  white-hot  button  in  the  pri 
vacy  debates.  And  for  good  reason.  A  Georgetown  University 
survey  of  the  privacy  policies  on  health-care  sites  showec  Sha' 
how  common  this  is.  Of  21  sites  sampled,  six  offered  as- 
sessments on  health  conditions  that  were  actually  run  by  oth 
er  companies.  Some  companies  shared  names,  ages,  and  e 
mail  addresses,  which  makes  it  hard  for  users  to  know  who 
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their  personal  data  or  which  privacy  policy  to  rely  OIL 

n  the  best  of  all  worlds,  companies  should  bind  partners 
i  whom  they  share  data  to  their  privacy  poll 

..  At  the  very   least,  they  should   infer 

dinners  that  they  plan  to  transfer  per- 

al  information  to  a  partner.  Tha 

/,  consumers  can  check  out  the 

trier's  privacy  policy  and 

ite  an  informed   decision 

ut  whether  they  want  to 

ticipate. 

1NING  TERMS.  It's  all  too  vague 

Yahoo's  Web  site.  That's  partly 

ause  the  No.  1  site  on  the 

.  has  what's  known  as  a  "uni- 

sal  registration,"  where  peo- 
sign  up  once  and  are  enti- 

1    to    a    host    of    different 

rices — from  e-mail  to  auctions 

private  personal  calendars. 

I  the  universal  registration 

>rmation  also  ties  in  with  other 

vices  offered  through  partners, 

h  as  the  reservation  service  Trav- 

city  provides.  While  details  about 

a-sharing  practices  are  explained 
Yahoo,  they  are   buried   many 

ks  deep  in  so-called  terms  of  ser-  t 

e    agreements,    which    aren't  I 

rked  as  privacy  policies. 

3ome  companies,  such  as  PeoplePC 

1  eBay,  have  very  clear  policies  that 

e  descriptions  of  how  information  could  be 

ssed  to  partners  and  naming  some  partners  as 

imples.  They  also  try  to  provide  some  level  of 

ety.  For  instance,  eBay  Inc.  says  that  before  it 
ie  ij  ivides  personal  information  to  partners,  it  lets  users  see 
lelj :  data  it  has  collected.  That's  a  step  forward,  but  still  lim- 

lg.  To  prevent  eBay  from  sharing  your  data,  you  must 

)ose  not  to  use  the  service.  And  for  those  who  give  the 
mI-K.?  Once  the  information  is  transferred  in  these  co-brand- 
aii  services,  eBay  says  it  has  no  control  over  how  partners 
ae  ;  the  data. 
ne;  It's  crucial  that  these  partnerships,  data-gathering  tech- 

|ues,  and  customer  options  are  spelled  out,  especially  for 
tiujt  newbies.  Companies  must  be  clear  about  how  they  de- 

on 
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fine  "personally  identifiable  in 

formal  ion,"  becau  e  I  hal   de 
script  ion  can  change  iron 
to  Bite.  Ju  ' 

need  to  spell  out  the  tech 
nology  used  to  t  rack  and 
profile  consumer      Real- 
Networks,   which    over- 
hauled its  privacy  policies 
this  fall  after  being  ac- 
cused of  compiling  irifor- 
|    mation  about  the  musical 
tastes  of  users,  has  a 
straightforward       ap- 
proach.  It   breaks  out 
every    tracking    tech- 
nique it   uses  and  ex- 
plains them  simply  and 
effectively.   In  contrast, 
cbs  SportsLine  explains 
that  it  uses  IP  addresses 
to  identify  users  and  their 
shopping  carts  but  doesn't 
bother  to  explain  what  an  IP 
address  is.  For  the  record:  This 

Disclosure 
"This  doesn't  make 
any  sense,"  she  said.  "You 
are  obliged  under  law  to  spell 
this  out  more  clearly" 


is  a  trackable  number  assigned  to  your  PC  every  time  you 
connect  to  the  Web. 

Clearly,  privacy  policies  are  backbreakers  to  write.  But  it 
seems  the  hardest  part  about  them  for  any  company  is  com- 
ing up  with  a  privacy  philosophy  that  they  will  stick  to. 
Once  this  hurdle  is  crossed,  however,  the  positive  impact 
might  resonate  into  the  brick-and-mortar  wTorld  as  well.  Pri- 
vacy policies  governing  credit  reports,  drug  prescriptions, 
and  more  could  follow  the  new  model  for  the  Internet. 


♦ 


How  to  Draw  the  Line 
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DISPLAY  YOUR  PRACTICES  Privacy  policies  should  be 
mandatory,  easy  to  find,  and  written  in  plain  English. 
Companies  should  clearly  state  why  they  are  collecting  in- 
formation and  collect  no  more  data  than  they  need  for 
:hat  purpose.  Data  collected  for  one  purpose  shouldn't  be 
jsed  for  another  without  consent.  A  simple  set  of  icons 
should  be  developed  to  warn  people  about  privacy  threats. 


GIVE  PEOPLE  A  CHOICE  If  a  business  wants  to  col- 
ect  information  about  a  consumer's  health,  finances, 
Dr  sexual  orientation,  it  should  ask  them  for  permission 
first.  This  allows  a  Web  surfer  to  opt-in.  The  same  rule 
applies  if  the  company  wants  to  resell  personal  data  or 
share  it  with  advertising  networks.  In  all  other  situa- 
tions, users  should  be  given  the  option  to  withhold 
their  information  by  checking  a  prominently  displayed, 
easy-to-understand  box.  This  is  called  opt-out. 


SHOW  ME  THE  DATA  Consumers  must  have  the  abili- 
ty to  look  at  and  correct  sensitive  information,  such  as 
financial  and  medical  data.  There  should  also  be  a 
mechanism  for  double-checking  a  profile  that  com- 
bines personal  information  with  online  habits  or  is 
shared  with  another  company.  This  is  especially  urgent 
when  a  profile  triggers  offensive  or  unwanted  market- 
ing solicitations.  Web  sites  and  marketers  should  share 
the  responsibility  for  this. 

PLAY  FAIR  OR  PAY  These  rules  won't  enforce  them- 
selves. A  broad  law  ensuring  privacy  online  must  be 
passed  at  a  federal  level.  An  agency,  such  as  the  FTC, 
would  enforce  and  interpret  the  law  according  to  the 
Fair  Information  Practices.  Companies  should  also  peri- 
odically disclose  their  practices  in  some  kind  of  public 
record,  such  as  SEC  filings  or  trusted  third-party  audits. 
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Danger!  Danger! 

Nothing  gets  people's  attention  like  a 
good,  loud  warning  sign.  For  those 
who  don 't  have  the  patience  to 
burrow  through  privacy  policies, 
here's  a  set  of  icons  that  could  flag 
potential  perils. 


This  site 
collects 
financial 
information 


This  site 
collects 
health 
information 


This  site 
transfers  data 
to  other 
companies 


Privacy 
policy 
located 
here 


Opt-In 


Opt-Out 


Q  GIVE  PEOPLE  A  CHOICE 

Right  now,  there's  only  one  way  you  can  be  sure  that 
the  sensitive  details  of  your  life  won't  spill  out  over  the 
Internet:  Don't  log  on  in  the  first  place. 
Short  of  doing  that,  consumers  who  surf  the  Web  do  so  at 
their  own  peril.  There  are  practically  no  laws  to  stop  sites 
from  ferreting  out  as  much  personal  information  about  you  as 
they  can  get  their  hands  on — and  then  turning  around  and 
selling  it  to  the  highest  bidder.  If  an  Ains  patient  visits  a 
health  site  to  investigate  the  side  effects  of  the  drug  AZT,  that 
site  is  free  to  market  the  information  to  drug  companies, 
insurers,  or  anyone  else. 

Things  don't  have  to  be  this  open.  What  is  needed  is  a 
way  to  give  consumers  more  control  over  what  is  collected 
about  them  and  more  say  over  how  it  can  be  used.  Proposed 
new  federal  and  state  laws  would  require  Web  sites  to  allow 
consumers  to  "opt  out"  of  a  company's  data-collecting  and  re- 
sale operations.  How?  The  new  laws  would  force  sites  to  dis- 
play a  box,  which,  for  example,  could  be  checked  off  by 
aids  patients  if  they  didn't  want  health-care  sites  to  track  the 
screens  they  read,  store  their  credit  card  numbers,  or  resell 
any  of  that  information. 

OPTING  OPTIONS.  Of  course,  many  Web  sites  already  let  vis- 
itors opt  out.  But  most  of  those  opt-out  boxes  are  buried. 
Some  of  the  proposed  new  privacy  laws,  such  as  a  Senate  bill 
being  sponsored  by  Ron  Wyden  (D-Ore.)  and  Conrad  Burns 
(R-Mont.),  would  require  every  Web  site  to  offer  a  clearly 

written,  prominently 
displayed  opt-out  box. 
Under  such  bills,  con- 
sumers who  arrive  at 
the  home  page  of  Yahoo,  Amazon,  or  eToys,  would  be 
able  to  find  the  opt-out  box  right  under  their  nose,  per- 
haps on  the  upper  righthand  corner  of  their  screen. 

But  even  such  prominently  placed  boxes  might  not 
be  protection  enough.  Studies  indicate  that  people 
who  may  otherwise  be  worried  about  online  privacy 
are  not  going  to  stop  their  surfing  long  enough  to 
read  a  few  sentences  of  dense  boilerplate,  and  then 
click  on  a  box.  That's  why  some  politicians  and 
privacy  advocates  are  pushing  even  tougher 
protections.  Rather  than  put  the  burden  on 
consumers  to  opt  out,  they  want  to  put 
the   burden   on   companies   to   get  Web 
surfers  to  opt  in.  Before  a  site  could  start 
collecting  and  selling  most  data,  it  would 
have  to  get  people  to  check  a  box  giving  it 
permission  to  do  so.  A  controversial  Senate 
bill  to  do  this  has  been  proposed  by  Robert 
Torricelli  (D-N.J.). 

Industry  reaction  to  giving  consumers  more 
choice  ranges  from  genuine  enthusiasm  to  hy- 
perventilating hostility.  Among  critics,  opt-out 
legislation  is  generally  regarded  as  the  lesser 
evil.  But  because  information  technology  is 
evolving  rapidly  and  the  Internet  soon  will 
be  widely  available  on  tiny  cell  phones  and 
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other  devices,  some  online  executives  worry  that  a  bulky, 
erally  required  opt-out  notice  might  not  fit.  "Having  laws 
down  to  pixel  counts  and  screen  layouts  won't  work,"  s^ 
Max  Metral,  chief  technology  officer  for  PeoplePC. 

Nonetheless,  most  Web  executives  can  live  with  opt-ol 
But  they  are  terrified  of  opt-in.  Execs  worry  that  many  pi 
pie  simply  won't  be  willing  to  make  the  extra  effort  tlf 
opting  in  requires.  As  proof,  some  cite  the  Children's  Onli 
Privacy  Protection  Act,  a  1998  law  that  limits  the  collect! 
of  information  about  kids  under  13.  Among  other  thin] 
COPPA  requires  parents  to  opt  in,  by  written  letter  or  fax] 
the  site,  before  their  children  can  use  online  chat  rooms' 
message  boards.  Just  ask  Julie  Richer,  president  of 
Francisco-based  cyberkids.com,  a  site  that  targets  7-  to 
year-olds.  Richer  says  coppa  has  caused  message  board  ; 
chat  room  traffic  to  plummet  by  more  than  40%. 

But  the  objections  to  the  opt-in  rule  go  beyond  the  is; 
of  reduced  traffic.  Advertising  revenues  might  also  suffer 
der  Torricelli's  opt-in  proposal.  There  would  be  less  fr 
information  available,  making  it  harder  for  companies 
put  together  the  kinds  of  demographic  profiles  that  alltj 
them  to  target  customers  more  precisely.  Says  DoubleCli| 
President  Kevin  Ryan:  "The  Torricelli  legislation  wot 
have  a  very  negative  impact  on  the  Internet." 

There's  no  doubt  that  opt-in  would  hike  the  cost  of  doi^ 

Informed  Decision 
"Do  you  wish  to  reveal  personal 
medical  information  at  this  site?" 
he  asked.  "If  so,  this  is 
how  we'll  share  the 
data  with 
others" 


_ 
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^information, 
not  delivery. 


An 
information 
delivery  model 
is  only  as  good 
as  what  it  delivers. 
What  matters  is 
that  you  have 
access  to  the 
right  information. 

Whether  you 
run  your  business 
applications  in-house 
or  over  the  Web, 
Infinium  helps  you  unleash 
the  strategic  potential 
of  mission-critical  information. 
For  1 9  years  we've  delivered 
solutions  for  HR,  financials,  and 
materials  management  exactly 
the  way  our  customers  want  them. 
And  we  provide  the  business 
function  expertise  to  turn  every 
employee  into  a  strategic 
player. To  learn  more,  go  to 
infinium.com/bw 
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do  great  work 
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Start  with  the  Internet. 


We're  making  it  fast  as  the  speed  of  light  using 
our  breakthroughs  in  optical  networking  and  our 
fastest-ever  router. 


Q-  Jump  to  the  next  wave  of  wireless  networks  (we're 

making  anytime/anywhere  access  to  the  Net  a  reality). 


4&5 


Voice  &  data.  Wireless  &  wireline.  Internet  & 
whatever-comes-next.  We  make  all  networks  work 
together  (with  the  quality  and  reliability  you  expect). 


(did  we  mention  we're  doing  it  all  today?) 


7  o  O  ;        Plus,  more  people  with  more  network  knowledge 
than  anyone  else  out  there  (that's  Lucent  NetCare7, 
ready  to  jump  at  a  moment's  notice). 


Home'      *"et  us  ^P  y°ur  business  leap  forward. 
www.lucent.com,  or  1-888-4-Lucent. 
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business  online.  But  it's  not  as  bad  as  its  detractors  claim. 
For  one  thing,  companies  would  be  able  to  lure  people  to  opt- 
in  by  offering  Web  surfers  cash  and  other  incentives.  It 
also  would  earn  the  goodwill  of  privacy-conscious  Web 
surfers.  One  convert  is  Gregory  Miller,  chief  Internet  strate- 
gist for  MedicaLogic,  a  Hillsboro  (Ore.)  site  offering  online 
health  information,  and  a  member  of  the  Federal  Trade 
Commission's  new  advisory  committee  for  online  access  and 

security.  His  company 
supports  opt-in  on  the 
theory  that  customers 
will  be  attracted  to  a 
site  that  takes  privacy  concerns  seriously.  "If  you  ask  some- 
one for  permission  to  market  to  them,  you  build  a  loyal 
customer,"  says  Miller.  "It's  our  job  to  convince  the  con- 
sumer that  it's  a  good  idea  to  opt  in  by  being  truthful  and 
showing  what  the  benefit  is."  One  way  MedicaLogic  would  do 
this:  It  could  persuade  diabetes  sufferers  to  surrender  their 
personal  information  by  offering  timely  updates  on  advances 
in  treatment.  "There  are  so  many  users  out  there,  and  the 
Net  is  growing  so  rapidly,  that  you  can  still  get  a  reasonable 
return  on  your  investment.  People  can  be  persuaded  to  opt 
in,"  says  Miller. 

Ideally,  the  best  way  to  protect  privacy  on  the  Net  is  to 
combine  the  best  elements  of  both  opt-out  and  opt-in — as  the 
European  Union  does.  Opt-in  methods  are  relatively  ex- 
treme, so  they  should  be  used  only  for  the  most  sensitive  in- 
formation— your  chronic  heart  problems,  for  example,  or 
the  details  of  your  financial  holdings  and  your  sexual 
preferences.  And  rules  should  be  strict.  No  pre-checking 
of  the  opt-in  box  allowed.  Instead,  companies 
should  be  forced  to  describe  what  type  of  in- 
formation they  will  be  collecting 

Access 
"I  don't  think  you 
have  understood 
me  properly,"  she 
said.  "Please 
show  me  the 
online  profile 
that  you  have 
compiled 
about  me" 


and  what  they  will  be  doing  with  it.  Fi 
nally,  opt-in  also  should  be  required 
before  a  company  can  resell  any  in- 
formation about  a  Web  surfer  to  a 
third  party  or  share  it  with  an  ad 
network,  since  this  offers  few  bene-    I 
fits  to  the  surfer. 

Apart  from  these  extreme  situa- 
tions,  the   rule   should   be   opt-out. 
Yes,  it  will  be  a  pain  in  the  neck  to  of- 
fer consumers  this  much  control  over  how 
their  information  is  used.  But  the  bigger  hurt  could 
come  from  doing  nothing  and  watching  Web  surfers  opt 
out  of  the  Internet. 
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Q  SHOW  ME  THE  DATA 

Americans  gained  a  precious  thing  from  the  Fail-  Cr 
it  Reporting  Act  of  1970:  the  right  to  inspect  th| 
credit  records  and  find  out  why  the  bank  turned  th 
down  on  a  car  loan  or  a  mortgage.  No  such  privileges  e> 
when  it  comes  to  online  profiles,  and  it  won't  be  easy  to 
vent  them.  But  some  experts  say  the  same  kinds  of  tools 
sites  use  to  track  \isitors  could  be  used  to  provide  at  leas 
partial  window  into  the  data  banks  that  store  online  profil 

First,  the  downsides  of  doing  that:  The  information  a 
site  collects  is  often  strewn  among  multiple  databases.  Co: 
panies  may  not  have  the  resources  to  query  each  one  ev 
time  a  surfer  gets  curious.  What's  more,  the  profile  of  y 
browsing  habits  may  be  based  on  cookie  files — the  bits 
identifying  code  that  Web  sites  deposit  on  your  hard  drive 
they  can  monitor  your  comings  and  goings.  If  that's  the  cai 
those  profiles  may  be  linked  only  to  the  computer  you  brow 
from,  not  to  your  identity  in  the  outside  world.  Do  you  re 
ly  want  to  request  access  to  that  profile?  The  site  woi 
have  to  authenticate  you.  And  in  the  process,  it  would  acqui 
even  more  information  about  you  than  it  started  with.  "I 
clear  that  many  systems  on  the  Web  were  designed  witho  * 
much  thought  to  privacy,"  says  David  M.  Kristol,  a  member 
the  technical  staff  at  Lucent  Technologies  Inc.'s  Bell  La! 
"These  systems  may  be  quite  difficult  to  retrofit." 

Hard,  but  not  impossible.  Some  of  these  challenges  see 
tailor-made  for  smart  software  solutions.  "If  there's  data  in 
database,  it's  there  so  that  you  can  access  it,"  says  Lorr 
Cranor,  an  AT&T  Labs  researcher  who  chairs  a  priva 
working  group  at  the  World  Wide  Web  Consortr 
Second  point:  If  your  profile — warts  an 
all — is  pegged  to  a  string  of  numbers  in  coo 
ie  files,  then,  in  theory,  a  Web  site  could  ma 
k   age  your  request  for  access  by  matching 
to  that  same  string.  Authentication  would 
far  from  perfect,  but  perfection  is  rare 
cyberspace.  "We  need  a  button  we  a 
push  that  says  'show  me  the  profile  yc 
have  on  me,'"  says  personal  privac 
detective  Richard  Smith  in  Bosto 
"That  should  be  relatively  straigh 
forward,  because  they  alreac 


have  an  account  mechanisr 
the  sign-in."  And  if  comp; 
nies  refuse?  People  coul 
take  it  to  the  Fair  Trad 
Commission. 

The  FTC,  by  the  way, 

on  the  case.  It  establishe 

an  advisory  committee  o 

online  access  and  securit 

that  began  meeting  on  Fel 

4.  It's  made  up  of  40  pe( 

pie,  including  lawyers,  pre 

fessors,  industry  represent; 

tives  and  privacy  advocate 

And  it  plans  to  provide  rec 

ommendations  to  the  FT 

on  a  range  of  options  b 

May  15. 

Not  all  the  modes  of  on 

line  behavior  that  com 

before    this    committe 

will  be  so  terribly  con 

troversial.      Few      argu 

against    letting   consumer 

see — and  correct  if  neces 
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MCAFEE.COM 

Willi  the  millions  nl  computer  products  oul  there, 
finding  and  getting  the  ones  you  need  could  lead 
in  acts  oi  desperation.  Don  i  give  in. 
MANAGE  YOUR  PC  FOR  $29.95/ YEAR 

Me  Mcc.ciiiii.  the  imiIx  (inline  P(  i  manager,  rec- 
ommends and  quickly  downloads  all  die  latest 
software,  hardware  and  upgrades  \(in  need.  I'his 
it  automatically  up- 


<■#■)  McAfee  Clinic 


Download  essential 
utilities,  McAlee  valuation 
soltwaie.  and  more. 


dales  \  our  eurrenl 


sollw  are. 


EASY  ONLINE  PC  REPAIRS 

Got  trouble?  McAfee.com  automatically  diagnoses  then 
repairs  all  kinds  of  software  and  hanlw  are  problems. 
CAST  OUT  VIRUSES,  OLD  AND  NEW 
Web-based  versions  of  our  award-winning  products,  like 
VirusScan.  also  defend  against  nasty  new  viruses  while 
w  iping  mil  your  old  ones. 
FREE   14-DAY  TRIAL  SUBSCRIPTION 
Gel  our  full  PC  managemenl  and  protection  free  for  14  days. 
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Enforcement 
"  Breaching  privacy?  I  didn't 
know  I  was  doing  anything 
illegal,"  he  said.  "And 
anyway,  everybody's 
doing  it " 
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sary — sensitive  data  such  as  financial  records  and  medical 
data.  But  many  execs  say  providing  access  to  routine  info 
would  be  a  costly  nuisance  of  dubious  benefit  to  consumers. 
"Do  you  really  need  to  see  that  Banana  Republic  says  you 
bought  five  shirts  when  you  bought  four,  and  do  you  really 
need  to  correct  that?"  says  a  lobbyist  for  one  Web  company. 
But  even  where  it's  a  nuisance  to  business,  consumers 

should  see  more  of 
what  goes  on  behind 
the  curtain.  If  you're 
being  hounded  by  a 
direct  marketer  who  is  convinced  you  are  interested  in  sex 
toys,  you  should  be  able  to  see  whose  data  generated  this 
profile.  The  marketer  will  probably  argue  that  the  data  are 
culled  from  too  many  places.  But  there's  an  easy  answer  to 
that,  too:  Make  the  marketers  keep  a  source  list.  Computers 
excel  at  keeping  track  of  such  things.  If  they  were  bad  at  it, 
this  privacy  morass  never  would  have  happened. 


O  PLAY  FAIR  OR  PAY 

Better  warnings.  More  choice.  Access  to  your  personal 
records.  These  things  will  go  a  long  way  toward  pro- 
tecting your  privacy.  But  they  won't  be  enough.  After 
passing  the  broad  laws  that  we  are  proposing,  Congress  will 
have  to  take  extra  steps  to  insure  that  companies  honor  them. 
The  reason:  Privacy  laws  are  unusually  hard  to  enforce. 
Say,  for  example,  that  you  plug  information  about  your  stock 
portfolio  into  a  financial  Web  site  but  deny  permission  for  this 
information  to  be  shared.  Say  that  the  site  ignores  your  request 
and  sells  the  data  to  a  charity  anyway.  Most  likely,  you'll  nev- 
er find  out  about  the  privacy  breach.  And  even  if  you  do,  the 
infraction  didn't  cause  you  any  economic  harm.  That  means  you 
wouldn't  have  much  financial  incentive  to  sue  the  offender — and 
you'd  no  doubt  have  a  hard  time  getting  a  lawyer  to  take 
your  case.  "Only  people  with  a  real  privacy  vendetta  are  going 
to  sue,"  says  Jonathan  Zittrain,  executive  director  of  Harvard 
University's  Berkman  Center  for  the  Internet  &  Society. 
Because  enforcement  is  chancy,  unethical  Web  sites  will  be 
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tempted  to  cheat  on  the  rules.  So,  to  ensure  that  crime  d 
not  pay,  Congress  will  have  to  shell  out  a  lot  of  money  for 
vacy  cops.  Which  agency  should  handle  the  job?  Some  exp 
have  suggested  creating  a  brand-new  federal  privacy  e 
mission — but  that  would  be  a  political  nightmare.  Oth^ 
have  suggested  a  government-authorized,  industry-run  gn 
such  as  the  Internet  Corporation  for  Assigned  Names 
Numbers  (icann).  This  type  of    quasigovernmental  orgal 
zation  would  probably  move  faster  than  a  typical  agen[ 
but  it  also  would  be  vulnerable  to  becoming  the  pawn 
the  very  people  they're  supposed  to  regulate. 

We  favor  giving  the  job  to  the  Federal  Trade  Commissi 
which  has  begun  moving  aggressively  on  the  issue  of  Inte: 
privacy  and  which  already  enforces  the  Children's  Onlil 
Privacy  Protection  Act,  the  Truth  in  Lending  Act,  and  t| 
Fair  Credit  Reporting  Act.  The  agency  should  be  empowe: 
to  impose  stiff  penalties  for  violations. 
PRIVATE  PROTECTION.  Of  course,  any  privacy  laws  will  need 
evolve.  As  the  Internet  makes  its  way  onto  cell  phones,  wah 
es,  and  other  devices,  some  of  the  privacy  rules  that  ma 
sense  in  a  world  of  deskbound  PCs  may  become  irrelevant, 
the  long-term  prospect  of  biometric  authentication — whe 
fingerprints  and  retinal  scans  may  be  used  as  New  Age  pa; 
words  to  Web  sites — will  certainly  raise  serious  new  privacy 
sues.  Such  a  scheme  would  require  nothing  less  than  a  natio: 
database  of  identifying  biological  data,  raising  the  spectre 
abuse  by  both  outlaw  hackers  and  Big  Brother  prosecutors 

Meanwhile,  new  technologies  will  certainly  emerge  to  he 
consumers  safeguard  their  own  privacy.  This  summer  may  si 
the  launch  of  the  long-awaited  P3P  software  standard,  whi< 
will  provide  the  means  for  consumers  to  set  privacy  prefe 
ences  in  their  browsers  and  allow  them  to  be  automatical 
alerted  when  the  Web  sites  they  click  on  have  privacy  policii 
that  differ  from  their  choices.  But  this  technology  won't  be 
panacea..  Privacy  isn't  just  about  fancy  software.  It's  ak 
about  making  sure  that  information  is  being  used  in  tl 
ways  companies  had  promised.  Technology  won't  protect  pei 
pie  from  privacy  invasions.  Only  people  can  do  that. 

By  Heather  Green,  Mike  France,  and  Marcia  Stepanek  i 
New  York,  and  Amy  Borrus  in  Washington,  D.  C. 

The  Cover  package  continues  with  a  poll  on  page  9 


Digital  Island 


e-Business  without  Limits 


Maybe  it's  a  tax  software  upgrade.  Or  an  on-line  EZ  form.  Or  a  quart  of 
Rocky  Road.  But  no  matter  what  your  customers  need  at  tax  time,  your  site 
better  handle  the  transaction  in  seconds.  Download  seamlessly.  Or  they'll 
click  somewhere  else. 

You  need  a  Global  e-Business  Delivery  Network:  integrated  hosting, 
network,  content  delivery  and  application  services,  all  in  one.  And  that's 
what  Digital  Island  delivers.  So  you  can  guarantee  a  fast,  locally-relevant 
experience  to  your  customers  —  and  dramatically  reduce  time-to-revenue 
for  your  business.  No  matter  how  demanding  the  season  might  be. 
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A  Growing  Threat 


Cover  Ston 


Concern  is  rising  over  privacy  on  the  Net,  with  a  clear  ma- 
jority— 57% — now  favoring  some  sort  of  laws  regulating- 
how  personal  information  is  collected  and  used.  Regulation  may  be- 
come essential  to  continued  growth  in  e-commerce,  since  41%  of  online  shoppers  say  they  are  vei 
concerned  over  the  use  of  personal  information,  up  from  31%  two  years  ago.  Perhaps  more  tellin 
among  people  who  go  online  but  have  not  shopped  there,  63%  are  very  concerned. 


MORE  AND  MORE  NET  SHOPPERS 

If  you  go  online  from  home,  work,  or  another  location, 
have  you  ever  used  the  Internet,  World  Wide  Web,  or  online  service 
to  purchase  anything? 

MARCH.  FEBRUARY,  FEBRUARY.  SEPTEMBER. 
2000     1999      1998      1997 

Have  purchased 45% 31% 23% 19% 

Have  not  purchased 55% 69% 77% 81% 

ONLINE  BUYERS  DREAD  JUNK  MAIL 

If  you  have  made  online  purchases,  how  concerned  are  you  about 
each  of  these  possibilities? 

VERY       SOME-  NOT         NOT 

CONCERNED        WHAT        VERY      AT  ALL 

The  company  you  buy  from  uses  personal  information  you  pro- 
vide to  send  you  unwanted  information 

March,  2000 41%....37%....16% 6% 

February,  1998 31% 34%.. ..31% 4% 

The  company  or  one  of  its  employees  uses  your  credit-card 
information  to  make  purchases  without  your  consent 

March,  2000 39% 31%.. ..22% 7% 

February,  1998 56% 25%.. ..12% 7% 

In  the  course  of  the  transaction,  your  credit-card  information  is 
made  accessible  to  others  who  might  use  it  without  consent 

March,  2000 42%.. ..34%.. ..17% 6% 

February,  1998 56%.. ..28%.. ..11% 3% 

NONBUYERS  WORRY  ABOUT  PRIVACY  AND  FRAUD 

If  you  go  online  but  have  not  purchased  anything,  how  concerned 
would  you  be  about  each  of  these  possibilities  if  you  were  to  buy 
anything? 

VERY    SOME-         NOT        NOT 
CONCERNED     WHAT        VERY     AT  ALL 

The  company  you  buy  from  uses  personal  information  you  pro- 
vide to  send  you  unwanted  information 

March,  2000 63%.. .31% 4% 2% 

February,  1998 52%.. .34%.. .11% 3% 

The  company  or  one  of  its  employees  uses  your  credit-card 
information  to  make  purchases  without  your  consent 

March,  2000 71%.. .18% 7% 4% 

February,  1998 80%.. .12% 6% 2% 

In  the  course  of  the  transaction,  your  credit-card  information  is 
made  accessible  to  others  who  might  use  it  without  consent 

March,  2000 76%.. .20% 3% * 

February,  1998 86%.. .10% 2% 1% 

AN  ONLINE  PROFILE  IS  DISCOMFORTING 

Some  Web  sites  track  users'  personal  information  to  match  users 
with  products  and  services  that  meet  the  users'  needs.  Other  Web 
sites  profit  by  sharing  or  selling  user  information  to  other 
organizations.  If  you  use  the  Internet,  how  comfortable  would  you 
be  if  a  Web  site  did  the  following? 

VERY  SOMEWHAT  NOT  VERY        NOT  AT  ALL     DON'T 

COMFORTABLE       COMFORTABLE      COMFORTABLE   COMFORTABLE     KNOW 

Tracked  your  movements  when  you  browsed  the  site,  but  didn't 
tie  that  information  to  your  name  or  real-world  identity 
9% 28% 28% 35% * 


VERY  SOMEWHAT  NOT  VERY        NOT  AT  ALL     DON 

COMFORTABLE        COMFORTABLE     COMFORTABLE   COMFORTABLE     KNOW 

Merged  your  browsing  habits  and  shopping  patterns  into  a  pr 
file  that  was  linked  to  your  real  name  and  identity 

3% 7% 21% 68%  ....1% 

Created  a  profile  of  you  that  included  your  real  name  and  ide 
tity  as  well  as  additional  personal  information  such  as  your 
income,  driver's  license,  credit  data,  and  medical  status 
3% 2% 13% 82%....0°/c 


A  PRIVACY  GUARANTEE  WOULD  HELP 

If  you  go  online,  to  what  extent  would  a  policy  that  explicitly 
guarantees  the  security  of  your  personal  information  encourage 
you  to  do  the  following? 

NOT      DON' 
A  LOT  A  LITTLE     AT  ALL      KNO 

Use  the  Internet  more  in  general 

March,  2000 40%  ..40%  ...19% 1% 

February,  1998 18%.. .44%  ...38% * 

Register  on  that  Web  site,  providing  personal  information 

March,  2000 30%.. .39%.. .31% 1% 

February,  1998 12%.. .44%.. .44% * 

Purchase  products  or  service  from  that  company 

March,  2000 37%.. .36%.. .26% 1% 

February,  1998 15%.. .42%.. .43% 0% 

If  privacy  notices  let  you  "opt  out" — in  other  words,  you  could 
choose  not  to  have  your  personal  information  collected  by  a  paf 
ticular  Web  site — how  often  would  you  "opt  out?"      . 

Always 56% 

Sometimes 34% 

Rarely 4% 

Never 6% 

A  MAJORITY  OF  ALL  PEOPLE  POLLED  FAVOR  NEW  LAWS 

Here  are  three  ways  that  the  government  could  approach  Inter 
net  privacy  issues.  Which  one  of  these  three  do  you  think  woul 
be  best  at  this  stage  of  Internet  development? 

MARCH,  FEBRUARY, 
2000  1998 

The  government  should  let  groups  develop  voluntary  privacy 
standards,  but  not  take  action  now  unless  real  problems  arise 

15% 19% 

The  government  should  recommend  privacy  standards  for  the 

Internet,  but  not  pass  laws  at  this  time 21% 23% 

The  government  should  pass  laws  now  for  how  personal  informa- 
tion can  be  collected  and  used  on  the  Internet 57% 53% 

None  of  the  above 1% 2% 

More  than  one  of  the  above * 0% 

Don't  know 5% 3% 

Refused 1% * 


Telephone  survey  of  1,014  adults  between  Mar.  2  and  Mar.  6  by  Harris 
Interactive.  Except  where  noted,  don't  know  and  refused  not  included. 
Some  categories  do  not  total  100%  due  to  rounding. 

'Less  than  0.5%. 


BusinessWeek  ONLINE. 


For  more  complete  results  and  relatj 
ed  stories,  see  the  Mar.  20  issue  of 
www.businessweek.com. 
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Woodland  School  Distrii  t,  lllinoi 

Since: 
1993 

Managed  Services: 
Before  and  After  School  Enrichments 

Recreational  Programs 

Kindergarten  Enrichmenl  Programs 

Summer  Programs 

Preschool  Programs 

Adult  Continuing  Education 

Value  Created: 

Student  participation  up:  80  to  1600 

Services  provided  to  parents  up:  1 00% 

100%  Self-funded  program 

Dr.  Dennis  Conti, 
Superintendent: 

"I  was  a  reluctant  outsourcer.  No  more. 

ARAMARK  has  driven  our  student 

participation,  and  parent  satisfaction,  up. 

Tlieyve  created  one  terrific  new 

program  after  another.  All  perfectly 

customized  for  our  needs. " 

Marcy  Suntken, 
ARAMARK  Operations  Director, 
Medallion  School  Partnerships": 

"Dr.  Conti  gave  us  a  challenge:  He  said, 

'Vie  business  is  yours  ifyou  can  customize  an 

innovative  educational  support  program  and 

launch  it  quickly'  With  his  help,  we  did. 

Parents  in  the  district  are  voting  with 

their  feet.  We've  been  adding  over 

300  children  a  year. " 

To  learn  more  about  other 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK®  Managed  Services  for 

Business,  Government,  Healthcare. 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Facility  Management, 

Uniforms  and  ( 'areer  Apparel, 

Child  Care  and  Early  Education, 
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ARAMARK 


Managed  Services,  Managed  Better. 


Information  Technology 
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INTERNET 


WILL  IGNITION  CRANK  UP 
THE  WIRELESS  WEB? 

This  venture  fund  has  $140  million  that  says  it  will 


THE  MOBILE  NET 
TAKES  OFF 


Three    years    ago,    after    nearly    a 
decade  overseeing  some  of  Microsoft 
Corp.'s  most  important  businesses, 
Brad  A.  Silverberg  needed  to  take  a 
sabbatical  to  recoup.  The  wiry,  bearded 
outdoorsman  spent  that  time  camping 
with  his  kids  and   riding  his  bicycle 
around  North  America.  But  it  took  only 
a  modest  investment  last  year  in  a  Sili- 
con Valley  Internet  startup — Tellme 
Networks  Inc. — to  con- 
vince him  that  his  hia- 
tus was  over.  "It  was 
really   intoxicating.    It 
was  rediscovering  the 
joy  of  life,"  Silverberg 
says. 

Now,  Silverberg  is 
back  in  action  but  not 
at  Microsoft.  He  and 
seven  other  alumni  of 
the  software  giant  have 
joined  with  two  execu- 
tives from  Craig  0.  Mc- 
Caw's  wireless  company 
— Nextlink  Communica- 

STco^ro/t  SEATTLE  SLEW 

first  investment  firms  The  Microsoft  and  Next  link 

devoted      entirely      to   alumni  are  short  on  Wire- 
wireless-Internet  start-  less  expertise 
ups.   I  he  group,  which 
was  formally 
launched 


A  BILLIONS 

DATA  INTERNATIONAL  DATA  CORP 


Mar.  9,  raised  $100  million  from  mobile- 
phone  maker  Qualcomm  Inc.,  Internet- 
investment  giant  Softbank  Corp.,  and 
Seattle's  Madrona  Venture  Group.  The 
10  partners  kicked  in  another  $40  mil- 
lion of  their  own. 

Their  target  is  potentially  huge.  A 
handful  of  new  technologies  aim  to  make 
it  easier  for  people  to  connect  with  the 
Web  via  a  new  generation  of  "smart" 
wireless  phones  and 
handhelds.  By  2004, 
some  1.3  billion  people 
are  expected  to  have 
wireless  access  to  the 
Web,  up  from  just  5.7 
million  last  year,  accord- 
ing to  International 
Data  Corp.  Ignition  will 
invest  in  hardware,  soft- 
ware, and  services. 
"We're  good  at  betting 
big  and  winning  big," 
Silverberg  says. 

They  were  certainly 
big  winners  at  Microsoft. 
Silverberg  helped  the 
company  dominate  the 
PC  industry  by  develop- 
ing its  Windows  95  op- 
erating system,  and  later 
prodded 


Chairman  William  H.  Gates  III  to  ml 
aggressively  into  the  Web  browser  bl 
ness.  Another  partner,  Richard  Tol 
was  the  marketing  whiz  behind  the  cJ 
pany's  BackOffice  products  for  corl 
rate  computer  systems.  Partner  CM 
Peters  created  Microsoft's  Office  sil 
of  productivity  software. 

The  team  does  have  a  weakness:  I 
short  on  experience  in  the  wirell 
realm.  Only  two  of  the  Microsoft  eij 
have  any  background  in  mobile  comil 
nications.  To  make  up  for  its  deficil 
cies,  the  group  recruited  Nextlink's  ti 
mer  ceo,  Steven  W.  Hooper  (w| 
remains  at  Nextlink  as  a  senior  vil 
president),  and  former  chief  financial  I 
ficer  Kathleen  H.  Iskra. 

Still,  inexperience  could  be  a  prd 
lem.  Previous  attempts  to  make  wirelJ 
computing  take  off  have  flopped.  Ai 
according  to  wireless-industry  vetei 
William  Frezza.  now  a  venture  capital 
at  Adams  Capital  Management,  it  v 
be  many  years  before  there  is  che 
and  effective  mobile  Internet  acce 
Only  those  with  in-depth  knowled 
will  succeed.  "To  the  Microsoft  guys 
say,  'Lots  of  luck,' "  says  Frezza. 

The  company's  backers  aren't  fr( 
ting.  The  mix  of  McCaw  and  Micros* 
alumni  persuaded  Qualcomm  to  ma 
its  first-ever  investment  in  a  ventu 
fund.  "Here  are  the  guys  who  built  IV 
crosoft's  core  business,  and  they're  o 
there  looking  to  partner  and  drive  wir 
less-data  usage.  That  can  only  help  Qu 
comm's  core  business,"  says'  Qualcor 
Senior  Vice-President  Paul  E.  Jacobs 

Ignition  isn't  a  traditional  ventuj 
capital  firm.  It  plans  on  investing 
only  10  startups  so  that  its  partne  ( 
have   time  to  act  as   mentors.  Th  :  A 
means  Ignition  will  own  big  stakes  in  i  D 
portfolio  companies — perhaps  25%  < 
more.  "When  you  invest  in  5%  of  a  cor 
pany,  it's  hard  to  have  enough  of  a  si   | 
to  make  a  difference  and  to  get  supe 
excited,"  explains  partner  John  Lu 
wig,  who  worked  on  Microsoft's  N 
projects. 

Ludwig  and  his  colleagues  dor 

seem  to  have  shaken  off  any 

their  Microsoft  intensity.  Partne 

Jonathan  Roberts  juggled  th 

company's  launch  with  the  birt 

of  his  second  child.  Only  houi 

after  Winston  Theodore  Robert 

was  born  on  Feb.  29,  Robert 

whipped  out  his  cell  phone  an 

got  back  to  work.  "We  feel  like  w 

have  fire  in  a  bottle,"  says  Silvei 

berg.  And,  like  the  early  days  c 

Microsoft,  they're  on  the  barr 

cades  again. 

By  Jay  Greene  in  Seattl 
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DMETHING     KEEPING     YDU      FRDM     YD  U  R      CLIENTS? 


Wish  you  could  spend  less  time  on  all  that  non  billable  stuff? 

Check  out  Portera.com  for  complete  web  hosted  solutions  to  automate 

your  professional  services  infrastructure.  Cut  loose,  and  spend 

more  time  doing  what  you  do  best. 

OUTSOURCE     YOUR     INFRASTRUCTURE 


The  Corporation 


COMMENTARY 


By  Anthony  Bianco 


THE  SAGE  HAS  SOME  EXPLAINING  TO  DO 


Warren  E.  Buffett's  crystal  ball 
might  have  developed  a  crack 
or  two  lately,  but  here's  one 
call  the  Wizard  of  Omaha  got  right 
during  a  dismal  1999.  Many  months 
ago,  Buffett  decided  to  move  the 
upcoming  annual  meeting  of  his 
company,  Berkshire  Hathaway  Inc., 
to  a  larger  hall  in  Omaha.  It's  a 
good  thing  he  did  because  a  record 
turnout  is  expected  on  Apr. 
29  for  what  is  certain  to  be 
one  of  the  liveliest  Berkshire 
gatherings  ever.  Since  its 
shareholders  last  met,  Berk- 
shire's stock  has  dropped 
41% — one  of  the  worst 
stretches  of  Buffett's  career. 
It  is  far  too  soon  to  conclude 
that  the  master's  prowess  has 
deserted  him,  but  at  this 
year's  meeting  he  likely  will 
face  some  pointed  questions. 
Buffett  will  have  to  explain 
for  the  umpteenth  time  that 
he  does  not  buy  tech  stocks 
because  he  does  not  invest  in 
what  he  does  not  understand. 
The  fact  is,  Berkshire's  chair- 
man managed  to  compile  his 
phenomenal  40-year  invest- 
ment record  precisely  by 
avoiding  the  new  and  amass- 
ing stock  in  depressed,  old- 
fashioned  companies.  At  this 
point,  to  blast  Buffett,  who 
turns  70  this  year,  for  not 
owning  Cisco  Systems  or  Ya- 
hoo! is  to  wish  that  he  were 
someone  else  entirely. 
IS  SILENCE  GOLDEN?  However,  Buf- 
fett can  be  fairly  called  to  task  for 
his  handling  of  two  major  invest- 
ments: Coca-Cola  Co.,  Berkshire's 
largest  minority  stock  holding,  and 
General  Reinsurance  Corp.,  the 
biggest  of  a  series  of  acquisitions 
that  in  recent  years  have  trans- 
formed Berkshire  Hathaway  from 
an  investment  portfolio  in  corporate 
drag  to  a  bona  fide  operating  compa 
ny.  The  particulars  differ,  but  each 
company's  travails  raise  the  same 
basic  question:  What  price  loyalty? 
Buffett's  famously  light  managerial 
touch  is  crucial  to  his  appeal  to  com- 


panies looking  for  a  Big  Daddy  in- 
vestor. But  when  things  go  seriously 
wrong,  Buffett's  deep  attachment  to 
the  status  quo  can  turn  him  into  a 
passive  observer  while  heavy  dam- 
age is  done  to  Berkshire's  own 
share  price. 

Buffett  amassed  most  of  his  8.1% 
stake  in  Coca-Cola  in  its  fizzless 
1988-89  period  at  a  cost  of  $1.3  bil- 


recently,  Buffett's  faith  in  Coca-Cola 
was  indivisible  from  his  admiration 
for  its  management.  After  Roberto 
C.  Goizueta  died  in  late  1997,  Buf- 
fett transferred  his  unconditional 
support  to  his  successor,  M.  Douglas 
Ivester.  As  recently  as  April,  1999, 
Buffett  praised  Ivester  in  public  re- 
marks in  London:  "Doug  is  as  good 
as  they've  ever  had." 

Buffett's  faith  was  rewarded 
'   with  a  capital  gain  that  swelled 
to  $15.7  billion  when  Coca-Cola 
!   stock  hit  a  high  of  $87  a  share 
in  mid-1998.  True  to  his  word, 
Buffett  did  not  sell  a  single 
share,  even  as  the  stock  slid  to 
$50,  where  it  remains.  Last 
December,  long  after  the  giant 
soft-drink  maker  had  begun  its 
decline,  Ivester,  52,  suddenly 
»    stepped  down.  Buffett  has  not 
I   commented  on  Ivester's  abrupt 
I  resignation  or  his  own  role  in 
|   it,  but  by  all  accounts  his  faith 
I  in  Coca-Cola  and  its  iconic 
I  brand  is  intact.  Berkshire  still 
has  an  $8.7  billion  gain  on  its 
Coke  stake — but  that  is  $7  bil- 
lion less  than  when  the  stock 
was  at  its  peak. 

In  loading  up  on  Coke  a 
decade  ago,  Buffett  acted  on 
one  of  the  definitive  insights  of 
his  career:  the  recognition  that 
Wall  Street  was  grossly  under- 
estimating the  intrinsic  value 
of  great  consumer  brands.  By 
now,  though,  Buffett's  view 


Investors  might  chide  Buffett  for  missing 
the  tech  boom,  but  he  never  buys  anything 
he  doesn't  understand  himself.  What  hurt 
were  the  missteps  at  Coke  and  Gen  Re 


lion,  or  $10  a  share  on  average.  Buf- 
fett, who  went  on  Coke's  board  in 
1989,  has  repeatedly  said  that  he 
will  never  sell  his  shares  in  the   • 
company,  which,  with  Gillette, 
American  Express,  and  Washington 
Post,  makes  up  what  he  calls  Berk- 
shire's "permanent  portfolio."  Until 


has  been  so  thoroughly  assimilated 
that  it  is  cliche.  It's  distinctly  possi- 
ble that  Coca-Cola  will  regain  some 
of  its  stock  market  luster  but  highly 
unlikely  that  making  incremental 
progress  in  a  relatively  mature  mar- 
ket like  soft  drinks  will  ever  again 
trigger  investment  returns  of  the 
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B2B  e-Commerce  Success  Stories 
So  Compelling,  Our  Customers  Wish 
To  Remain  Anonymous. 


IRONSiD€ 
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Forging  a  better  e-business  solution. 


If  you  haven't  heard  about  IRONSIDE,  it's  not 
surprising.  Some  of  our  best  customers  like  to 


's  largest  sell-side  B2B  e-Commerc 
player  with  more  customers  than  anyone  else. 
And  unlike  other  e-Commerce  providers, 
IRONSIDE  seamlessly  integrates  its  proven 
electronic  commerce  solution  into  your  existing 
systems.  As  a  result,  IRONSIDE  customers  get 
thcii  e-Commerce  systems  up  and  running  fast- 
in  fact,  nobody's  faster.  IRONSIDE  combines 
the  speed  to  market  and  speed  to  customer 
satisfaction  you  want  with  the  speed 


to  ROI  you  need.  Want  to 


roadmap  today.  We  promise  not 
to  tell  your  competition. 
It'll  be  our  little  secret. 


1.800.    495.    IRON 


'  Ironside  gave  us  the  competitive  edge. 
Their  speed  of  implementation  made 
us  heroes  with  our  stockholders.  Their 
performance  made  us  heroes  with 
our  customers.  Tell  anyone  you  want. 
Just  don't  tell  our  competition." 


w    w   w    .    1    r   o 


.  IRONSIDE  technologies,  Inc.  IRONSIDI  and  IRONWORKS 
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magnitude  that  Buffett  so 
brilliantly  anticipated  and 
helped  catalyze. 

In  his  1995  biography, 
Buffett:  An  American  Capi- 
talist, Roger  Lowenstein 
suggested  that  Buffett's  till- 
death-do-us-part  approach  to 
favorite  stocks  was  psycho- 
logically rooted:  "He  liked  to 
keep  things — stocks,  'pals,'  anything 
that  lent  a  sense  of  permanence.... 
Hanging  on  was  a  metaphor  for  his 
life."  Shareholders  should  ponder 
long  and  hard  whether  Buffett's 
commitment  to  Coca-Cola  is  a 
well-considered  expression  of  the 
buy-and-hold  philosophy  that  he 
espouses  or  an  emotional  attach- 
ment masquerading  as  investment 
discipline. 

BLACK  HOLE.  Berkshire  has  even 
more  at  stake  financially  in  the  fate 
of  General  Reinsurance.  Not  only 
did  Buffett  pay  $22  billion  for  the 
company  (in  1998)  but  an  insurer  is 
a  bottomless  hole  of  potential  under- 
writing loss.  Once  again,  one  can 
question  whether  Buffett's  unflag- 
ging loyalty  is  harming  Berkshire's 
shareholders. 

Gen  Re,  the  lone  U.  S.  contender 
among  the  troika  of  giants  that 
dominates  global  property  and  casu- 
alty reinsurance,  is  an  elite,  old-line 
company  that  long  has  been  viewed 
as  one  of  the  best-managed  of  all 
American  insurers.  In  his  1998 
chairman's  letter,  Buffett  praised 
Gen  Re's  management,  concluding 
"there's  a  lot  they  can  teach  us." 
However,  almost  from  the  moment 
that  Berkshire  Hathaway  took  con- 
trol of  Gen  Re,  one  thing  after  an- 
other has  gone  wrong  at  the  Stam- 
ford (Conn.)  company.  On  Mar.  10, 
Gen  Re  was  expected  to  report  a 
fourth-quarter  underwriting  loss  of 


ONE  FOR  THE  BOOKS 

Bad  luck,  such  as  the 
costliest  home  fire  in 
U.  S.  history,  explained 
some-but  not  all— of 
General  Reinsurance's 
horrible  year 


at  least  $600  mil- 
lion, inflating  the 
company's  total 
loss  for  1999  to 
$1.6  billion. 

It  should  be 
noted  that  under- 
writing losses  are 
routine — that  is, 
payouts  to  policy- 
holders frequent- 
ly exceed  new 
premiums  re- 
ceived. Insurance 
companies  aspire 
to  break  even  on 
underwriting 
(achieving  a  so- 
called  combined 
ratio  of  100)  and 
look  to  their  in- 
vestment portfo- 
lios for  profit.  But 
not  in  1999, 
which  will  go 
down  as  one  of 
the  worst  under- 
writing years  ever.  Heavy  storm 
damage  in  Europe  was  partly  to 
blame,  but  heedless  price  competi- 
tion also  took  a  fearsome  toll. 

Gen  Re's  combined  ratio  for  1999 
is  expected  to  top  125,  a  horrendous 
figure  in  light  not  only  of  the  com- 
pany's past  performance  but  the  in- 
dustry average  of  110  or  so.  These 
figures  overstate  the  actual  perfor- 
mance gap,  since 
Gen  Re  has  been 
more  forthright  in 
recognizing  under- 
writing losses  than 
have  many  insurers. 
And  in  a  spectacular 
instance  of  bad  luck, 
Gen  Re  took  a  $20 
million  loss  when  a 
Westchester  County 
mansion  built  by 
singer  Mariah  Carey 
and  ex-husband 
Tommy  Mottola 
burned  to  the  ground  late  last  year 
in  the  costliest  house  fire  in  U.S. 
history. 

Even  so,  many  of  Gen  Re's  prob- 
lems are  of  its  own  making.  Most 
important,  its  management  appears 
to  have  lost  cohesion  since  the  sale 
to  Berkshire  Hathaway.  Ronald  E. 
Ferguson,  Gen  Re's  longtime  chief 
executive,  is  known  for  his  consen- 
sus-building, conciliatory  style:  He 
runs  the  company  through  a  six-per 
son  office  of  the  chairman.  And  yet 


HAS  THE  MASTER 
LOST  HIS  TOUCH? 


DEC.  31 
▲  INDEX:  DEC.  31, 1998=100 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


Ferguson  outraged  many  of  his  col 
leagues  by  keeping  his  negotiations 
with  Berkshire  secret  from  all  but 
one  of  them  until  just  before  the 
deal  was  announced. 

Ferguson  might  have  anticipated 
opposition,  in  part  because  of  Buf- 
fett's well-advertised  opposition  to 
the  use  of  stock  options  as  an 
executive  incentive.  James  Gustaf- 
son,  General  Reinsurance's  presiden 
and  chief  operating  officer,  promptl 
resigned,  and  sources  say  that  a 
number  of  other  senior  executives 
aspire  now  to  nothing  more  than 
retirement. 

WINTER  REBOUND.  By  most  accounts 
the  executive  suite  strife  under- 
mined Gen  Re's  underwriting  per- 
formance. Alice  D.  Schroeder,  a 
PaineWebber  Inc.  insurance  analyst 
who  closely  tracks  Berkshire,  says 
that  throughout  much  of  1999  "the 
marching  orders  to  the  company's 
underwriters  were  not  entirely 
clear."  As  a  result,  Gen  Re  "lost  its 
pricing  discipline,  writing  unprof- 
itable business  just  to  maintain 
client  relationships."  Buffett  is  also 
said  to  be  displeased  that  Ferguson 
still  has  not  replaced  Gustafson  nor 
completely  assimilated  Cologne 
Reinsurance,  which  it  acquired  in 
1994.  Even  so,  Buffett  has  not  inter- 
vened other  than  to  try  to  nudge 
Gen  Re  executives  in  the  direction 
he  wants  them  to  go  by  peppering 
them  with  ques- 
tions from  Omaha. 
In  insurance,  un- 
derwriting results 
are  a  lagging  indi- 
cator. Prices  in 
many  P&c  lines 
have  rebounded 
sharply  in  the  first 
two  months  of  2000. 
By  the  time  Berk- 
shire Hathaway's 
annual  meeting 
rolls  around,  Buf- 
fett might  be  able 
to  offer  his  shareholders  evidence  of 
improvement  at  General  Reinsur- 
ance. But  let  us  hope  that  before 
Berkshire's  latest  "Woodstock  for 
capitalists"  ends  with  its  customary 
mass  love-in,  a  shareholder  or  two 
has  the  temerity  to  rise  and  ask 
Buffett  what,  in  fact,  he  has  learned 
about  his  own  limitations  from  the 
annus  horribilis  that  was  1999. 


MAR.  7, '00 


Senior  writer  Bianco  wrote  about 
Buffett  in  a  cover  story  last  July. 
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CONSECO'S  WILD 
AND  WOOLLY  LOANS 

Execs  borrowed  vast  sums  to  buy  stock-which  sank.  Who'll  pay? 


Insurance  conglomerate  Conseco  Inc. 
has  long  lavished  riches  on  its  top 
brass.  In  1998,  its  most  recent  year 
for  which  compensation  data  are 
available,  Chief  Executive  Stephen  C. 
Hilbert  collected  $117  million.  The  year 
before  that,  BUSINESS  WEEK'S  annual  sur- 
vey on  executive  compensation  identified 
Hilbert  as  the  CEO  who  gave  sharehold- 
ers the  least  value  relative  to  his  pay. 
Hilbert's  lieutenants  have  also  been  high- 
ly rewarded  with  generous  salaries  and 
bountiful  options  packages. 

Over  the  past  few  years,  Conseco  ex- 
ecs saw  another  way  to  pick  up  some 
chump  change:  buy  stock  in  the  Carmel 
(Ind.)  company.  After  all,  Conseco  was  a 
highflier  and  sure  to  rise  in  price.  Since 
1996,  the  top  10  executives  and  board 
members  accumulated  some  12  million 
shares — 4%  of  those 
outstanding  (table). 
Less  well  known  is 
that  these  stock  pur- 
chases were  financed 
with  6%  loans — a 
very  favorable  inter- 
est rate — from  a  syn- 
dicate of  banks  led  by 
Bank  of  America  and 
Chase  Manhattan 
Corp.  Conseco  guar- 
anteed the  loans. 

That's  not  all.  The 
borrowers  have  not 
had  to  make  periodic 
interest  payments.  In- 
stead, they've  borrowed  sums  to  pay  the 
interest,  rolling  that  cost  into  their  debt. 
"It  is  by  far  the  most  aggressive  loan 
program  I've  ever  seen,"  says  expert 
Bob  Gabele  of  FirstCall/Thomson  Finan- 
cial, who  tracks  stock  purchases  and  sales 
by  corporate  insiders. 

All  told,  executives  borrowed  $480  mil- 
lion to  purchase  stock  at  prices  ranging 
between  $19  and  $40  per  share,  with  the 
average  price  over  the  entire  loan  pro- 
gram being  $35.  On  Mar.  7,  Conseco 
shares  hit  a  52-week  low  of  $12.63  (chart), 


CONSECO'S  LONG 
STOCK  SLIDE 
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which  makes  the  whole  bundle  worth  just 
$159  million.  This  raises  sticky  questions: 
If  the  banks  called  the  loans,  could  the  ex- 
ecs make  good?  Would  Conseco,  as  guar- 
antor of  the  loans,  be  held  responsible  if 
borrowers  couldn't  pay?  Bank  of  America 
and  Chase  declined  to  comment. 
BULLISH.  An  additional  170  employees 
have  bought  about  7  million  shares  under 
the  same  program,  but  the  bulk  of  the 
loans  are  in  the  hands  of  the  board  and 
top  executives.  The  amounts  that  indi- 
viduals owe  are  staggering.  Outside  di- 
rector Dennis  E.  Murray  was  so  bullish 
that  he  borrowed  more  than  $100  million 
to  purchase  the  stock  at  an  average  price 
of  $35.  That  puts  him  about  $68  million  in 
the  hole,  ceo  Hilbert  would  owe  more 
than  $114  million. 

Those  sums  give  pause  to  some  Con- 
seco institutional 
shareholders.  "Given 
the  share  price,  sure 
we  have  some  con- 
cerns about  the  lever- 
age the  top  executives 
of  the  firm  have  taken 
on,"  says  Kevin  R. 
McCloskey,  portfolio 
manager  at  Federat- 
ed Investors,  a  Pitts- 
burgh fund  company. 
Hilbert  did  not  re- 
spond to  BUSINESS 
week's  request  for 
comment  on  the 
loans.  Through  a  com- 
pany spokesman,  Murray  said:  "No  one  is 
more  motivated  than  Conseco's  officers 
and  directors  to  see  Conseco  stock  ap- 
preciate over  time." 

All  this  still  begs  the  question:  Would 
the  company  step  in  to  make  good  on 
its  executives'  debts?  "Conseco  has  no 
plans  to  forgive  any  loans,"  says  John 
A.  Dolphin,  a  company  spokesman.  But 
the  company  still  is  on  the  hook  because 
it  has  guaranteed  them.  Dolphin  would 
give  no  details  about  when  the  loans 
were  due,  but  one  institutional  investor 


said  the  company  had  told  him  at  le  m 
some  of  the  loans  are  due  next  year.    >  saj 

"Investors  should  be  aware  of  t  pa 
type  of  exposure  not  currently  on  1  m 
balance  sheet,"  says  accounting  exp<  M 
Abe  Mastbaum,  cfo  of  American  Seci  k  o 
ties  in  New  York,  a  money  manager™  m 
firm.  As  contingent  liabilities,  the  lc  m 
guarantees  are  disclosed  only  in  the  fo  ma 
notes  to  the  annual  report. 

Conseco's  Dolphin  downplays  the  co  ft 
pan/s  role  in  the  loan  program.  He  s£  i  ai 
borrowers  had  to  furnish  financial  sta  h- 
ments  to  the  bank  before  receiving  t  ir  ci 
loans.  "The  banks  have  full  recourse  pes 
the  general  assets  of  the  participan  p 
which  are  quite  substantial,  to  repay  t  m\ 
loans,"  says  Dolphin. 

Arranging  executive  loans  to  b  p 
stocks  is  not  an  uncommon  practice,  b  m 
the  dollar  amounts  involved  in  Consec  ir 
case  are  unusually  high.  Why  would  pec 
company  back  such  a  program  when  e  h 
ecutives  are  already  given  ownersh  h 


104  BUSINFSS  WEEK  /  MARCH  20,  2000 


BIG  DEBTS, 
SHRINKING  ASSETS 

Over  the  past  three  years,  top  executives  and 

directors  of  Conseco  have  borrowed  from  banks  to 

buy  stock  in  the  insurance  company.  Here  are 

estimates  of  what  board  members  owe  and 

the  estimated  value  of  their  holdings: 


LOANS 

MILLIONS 

SHARE  VALUE 
MILLIONS 

STEPHEN  C.  HUBERT 

Chairman  and  CEO 

$173.6 

$59.2 

DENNIS  E.  MURRAY 

Director 

103.6 

35.0 

ROLLIN  M.  DICK 

Director  and  CFO 

74.1 

23.9 

NGAIRE  E.  CUNEO 

Director,  Executive  VP 

43.2 

14.2 

DONALD  F.  GONGAWERE 

Director,  former  Executive  VP 

26.6 

7.3 

DAVID  R. DECATUR 

Director 

20.7 

6.2 

JAMES  S.  ADAMS 

Chief  accountant,  Treasurer 

20.5 

7.1 

JAMES  D.  MASSEY 

Director 

16.0 

5.3 

JOHN  M.  MUTZ 

Director 

1.5 

0.5 

M.  PHIL  HATHAWAY 

Director 

1.1 

0.3 

ough  options  programs?  Company  fil- 
s  say  the  program  was  designed  to 
I  icourage  direct,  long-term  ownership  of 
I  |iseco  stock  by  directors,  executive  of- 
k  i  rs,  and  certain  senior  officers." 
y  [3ut  others  have  a  more  wary  view  of 
e  I  company's  intentions — that  Conseco  is 
y  ling  to  build  a  record  of  insider  buying 
, :  intice  Wall  Street  to  follow  suit.  Many 
estors  believe  insider  buying  and  sell- 
j  I  is  a  leading  indicator  of  future  stock- 
ice  action.  The  thinking  is  that  if  in- 
fers— who  have  in-depth  knowledge  of 
Br  companies — are  buying  stock,  the 
jtiness  outlook  is  bright,  and  share 
ces  will  climb. 

Companies  must  file  reports  of  insider 
■chases  and  sales  with  the  Securities  & 
d change  Commission.  Companies  usu- 
t  mail  these  reports  on  the  10th  day  of 
;  month  following  the  purchase.  But 
nseco  doesn't  use  the  mail.  It  posts 
ider  purchases  on  the  sec's  online  sys- 
n — as  if  to  make  sure  everyone  knows 


TOTAL 


that  insiders  are  loading  up. 

That's  not  all.  "Most  every  time  an 
insider  buys  at  Conseco,  there's  a  press 
release  heralding  the  event,"  says  First 
Call's  Gabele.  "And  executives'  motives 
become  cloudy  with  a  loan  program  of 
this  magnitude.  It's  hard  to  assume 
there's  no  peer  pressure."  Dolphin  de- 
nies the  company  hypes  sales.  He  says: 
"We  think  it's  important  that  investors 
know  that,  [since  insiders  own]  nearly 
20  million  shares,  we  are  firmly  on  the 
same  page  as  the  outside  shareholders." 
GLORY  DAYS.  Hilbert's  insider  share-pur- 
chase program  shouldn't  be  surprising, 
coming  from  one  of  the  most  aggressive 
ceos  in  financial  services.  Conseco  has 
bought  more  than  40  life  and  health  in- 
surers since  going  public  in  1985.  For  a 
long  time,  Hilbert's  acquisitions  paid  off 
big.  From  1988  to  1998,  Conseco's  rev- 
enue grew  at  an  average  annual  rate  of 
29%,  while  its  operating  earnings  grew 
35%.  Its  stock  soared  as  well,  appreciat- 


$480.8     $159.0 

DATA:  JOHNSON  ASSOCIATES,  SEC  FILINGS 

ing  at  a  compounded  rate  of  46%  in  the 
same  time  period. 

But  in  April,  1998,  Hilbert  bombed 
out.  He  bought  Green  Tree  Financial 
(now  Conseco  Finance  Corp.),  one  of  the 
country's  largest  sub-prime  lenders,  for 
$7.6  billion — an  80%  premium  to  its  stock 
market  value.  Green  Tree  faced  increas- 
ing loan  losses,  and  its  problems  were 
aggravated  by  aggressive  accounting. 
Conseco's  stock  hit  an  all-time  high  of 
$57.75  the  day  before  the  deal  was  struck 
in  April,  1998. 

Conseco  observers  wonder  if  the  ex- 
ecutives will  ever  have  to  pay  back  then- 
loans  if  the  stock  remains  depressed. 
"Conseco  has  been  unusually  generous 
to  its  executives,  especially  Hilbert,"  says 
David  Schiff,  editor  of  SchifTs  Insura 
Observer.  "The  company  won't  allow  its 
executives  to  lose  their  shirts."  If  Hilbert 
and  his  team  don't,  the  public  sharehold- 
ers just  might. 

By  Debra  Sparks  in  New  York 
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EQUITIES 


THE  PLUNGE 
THAT  REFRESHES? 

Old  Economy  stocks  are  down.  Many  are  also  bargains 

Just  when  everyone  thought 
Old  Economy  stocks  could 
not  get  any  worse,  they  did. 
Sky-high  oil  prices,  a  Federal 
Reserve  hell-bent  on  raising  rates, 
and  the  dramatic  Mar.  7  profit- 
warning  by  Procter  &  Gamble  Co. 
sparked  a  sell-off  that  earned  the 
Dow  Jones  industrial  average  to  its 
lowest  point  in  almost  a  year.  While 
the  Dow  is  off  14%  so  far  this  year 
and  the  broader  Standard  &  Poor's 
500-stock  index  is  down  7%,  the 
New  Economy  tech-laden  Nasdaq  is 
ahead  an  awesome  20%. 

Is  the  Old  Economy  stock  mar- 
ket dead?  Not  by  a  long  shot.  "In- 
vestors are  being  presented  with 
the  best  buying  opportunities  in  a 
decade.  There  are  many  cheap, 
quality  Old  Economy  businesses 
that  should  make  a  comeback  in  12 
to  18  months,"  says  David  A.  Katz 
of  Matrix  Asset  Advisors  Inc. 
RIPE.  Consider  this:  An  eye-popping 
70%  of  all  s&P  500  companies  have 
price-earnings  ratios  of  below  20 
times  2000  earnings  estimates.  And 
sectors  such  as  financials,  drug  companies, 
media  and  advertising,  and  retailers  are 
ripe  for  the  picking,  say  analysts. 

One  reason  for  a  comeback  is  that 
some  of  the  negatives  for  the  stock  mar- 
ket are  largely  transitory.  Rising  oil 
prices,  which  can  cut  into  corporate 
profits,  are  already  beginning  to  ratchet 


sense  to  the  magnitude  of  the  sell-o 
the  stock  market  in  relationship  to  Pi 
says  Brian  G.  Belski,  chief  investm 
strategist  at  George  K.  Baum  &  Co 
Also,  the  Federal  Reserve  will  pi 
ably  raise  interest  rates  a  quarter  ( 
percentage  point,  to  6%,  on  Mai-.  21 
again  in  May.  But  the  decline  in 
market  so  far  this  year  should  tern 
the  need  for  further  increases.  And  t 
could  give  a  much-needed  boost  to 
terest-rate-sensitive  stocks. 

But  even  if  rates  continue  to  r 
there  are  many  Old  Economy  sto 
that  have  strong  growth  prosp< 
and  could  weather  a  high-inter< 
rate  environment.  For  instance 
growing  number  of  cheap 
Economy  companies  are  us 
more  technology  or  greatly  be 
firing  from  it.  Companies  acr 
the  board  are  making  producth 
■»■*  nM.n«  strides  that 

BIG  BOARD 

GAMES 

Analysts  say 
the  market's 
skid  on  Mar.  7 


is  no  reason 
to  hit  the 
panic  button 


downward  (page  42).  What's  more,  oil's 
impact  on  the  market  may  not  be  as 
dramatic  as  many  have  thought.  Al- 
though P&G  stated  that  its  profit  warn- 
ing was  in  part  caused  by  rising  oil 
prices,  experts  contend  that  the  com- 
pany's woes  are  due  much  more  to  a 
corporate  restructuring.  "There  was  no 


offset  the 
crease  in 
rowing  cos 
"These  are  c( 
panies  that  n 
fall  into 
value  or 
Economy  ca 
gory, 

they've  got 
credibly  strc 
growth  components,"  says  Katz 
Where  are  these  gems?  Expe 
say  they  are  in  select  areas  of 
Old  Economy  landscape.  Their  sto 
have  been  beaten  down,  but  th 
profits  are  rising.  Take  advertis 
and  media  companies.  "The  dot-co: 
are  spending  a  lot  on  advertisi 
so  global  ad  agencies  such  as  Omnicc 
Young  &  Rubicam,  and  Interpublic  Grc 
are  starting  to  benefit,"  says  Thomas 
Galvin,  a  market  strategist  at  Dona 
son,  Lufkin  &  Jenrette  Inc.  Radio  bro; 
casters  and  newspapers  are  also  bei 
fiting  from  increased  ad  revenue.  "I  ge 
hernia  when  I  pick  up  Ttie  Wait  Str 
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AFTER  30  DAYS,  MOST 
CHARGE  CARD  COMPANIES 
GIVE  YOD  A  WARNING. 

WE  GIVE  YOD  ANOTHER  30  DAYS 


There  must  be  a  catch,  right?  Actually,  no.   We  understand  that 
sometimes  a  three-day  business  trip  turns  into  three  weeks  and, 
by  necessity,  you  could  use  some  extra  time  to  pay  your  bill.  That's 
why  we  always  give  you  the  convenience  of  an  extra  billing  period  to , 
pay  when  you  need  it,  interest-free.   Another  difference  is  having  a  real 
person  answer  your  calls  and  help  you,  24  hours  a  day.   We  also  give 
you  an  award-winning  rewards  program  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  major  U.S.  airline.   And,  of  course,  the 
Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.   Call  us  at  1  800  2  DINERS. 
We'll  answer  all  of  your  questions,  no  extra  charge. 
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I  Diners  Club 
'"  International 


: 
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BREAKING  THE  PLASTIC  MOLD. 


corp  Diners  Club  Inc        www  dinersclubus  com 
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OLDIES  BUT  GOODIES 

Want  growth  at  a  good  price?  Check  out  these  classics 
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Journal  these  days,"  says  Galvin.  The 
newspaper  recently  reported  a  Al'  <  in- 
crease in  ads  year-to-date  over  the  same 
period  a  year  ago. 

Another  area  to  look  at:  pharmaceu- 
tical companies  such  as  Bristol-Myers 
Squibb,  American  Home  Products  (page 
153),  and  Abbott  Laboratories.  "Drug 
companies  have  historically  had  p-e's 
comparable  to  those  of  tech  companies. 
But  techs  are  now  selling  at  a  300% 
premium  to  pharmaceuticals,"  says  Katz, 


who  says  that  if  investors  can  can  mud- 
dle through  the  election  rhetoric  with 
these  stocks,  they'll  profit.  "They've  got 
stnmg  pipelines,  and  ultimately  we  be- 
lieve government  won't  slow  these  com- 
panies down,"  he  says. 
ONLINE  OOMPH.  Then  there  are  brick- 
and-mortar  retailers  that  are  benefiting 
more  from  e-commerce:  Office  Depot 
Inc.  posted  $800  million  in  online  sales  in 
the  fourth  quarter  on  an  annualized  ba- 
sis. And  retailers  such  as  Circuit  City 


Stores  Inc.  and  Best  Buy  Co. 
ginning  to  benefit  from  the  "digitiz; 
revolution  in  electronic  products," 
cording  to  du's  Galvin. 

There  are  even  good  deals  ti 
found  among  financial  stocks.  GaB 
likes  investment  bankers  and  bro 
such  as  Morgan  Stanley  Dean  Wil 
and  Merrill  Lynch  &  Co.,  both   tra 
at  less  than  20  times  forward  earni: 
"They're  benefiting  from  areas  like 
set-gathering  and  increased  mergers 
acquisition  activity,"  says  Galvin. 
Katz   likes    Freddie    Mac,    the    h 
lender.  "It's  less  interest-rate-sensi 
than  most  financial  s  and  is  due  for 
earnings  increase  this  year,"  he  s; 
Finally,  Bank  of  America  Corp.  is 
other  pick  because  it  is  increasing 
online  services  and  it's  cheap — sel 
at  10  times  forward  earnings. 

Don't  expect  Old  Economy  stocks 
pop  back  to  their  highs  anytime  sc 
The  allure  of  the  technology  secto 
still  out  there.  But  for  investors  look 
for  good  values,  solid  earnings,  as  a  p 
as  strong  long-term  growth  potent 
Old  Economy  stocks  may  be  the  n 
new  thing. 

By  Marcia  Vickers  in  New  York,  u 
Michael  Arndt  in  Chicago 
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Used  to  be,  a  company  had  to  worry  about  limited  trunk  capacity. 
Surprise  outages.  Growing  phone  bills.  Shrinking  service. 


Now  everything's  changed,  with  state-of-the-art  technology 
at  lower-than-ever  costs.  Diversified  network. 
Unlimited  solutions  for  the  way  your  company  wo 
not  the  way  phone  companies  want  you  to  work. 

1  For  backup  and  beyond.  Focal  can  show  you  how 
easy  it  can  be  to  trust  a  communications  provi J 


ft  limits,  j 
www.focal.com  Nasdaq:  FC0M 


ston,  Philadelphia,  Northern  New  Jersey,  Oakland,  San  Jose, 
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CONSUMER  CREDIT 


PUTTING  BORROWERS 
IN  A  BIND 

Fearful  of  competition,  lenders  won't  divulge  credit  records 

Think  lenders  are  invading  your  pri- 
vacy by  doling  out  your  credit  in- 
formation to  anyone  that  asks? 
Wrong.  Some  of  the  largest  credit-card 
issuers  and  mortgage  companies  regu- 
larly withhold  information  about  their 
consumers'  accounts  from  credit  bu- 
reaus— to  keep  competitors  from  raiding 
their  customers. 

The   practice,   which   has 
drawn    protests    from    con- 
sumer groups  and  regulators 
since  it  surfaced  last  year, 
hurts  not  only  poor  credit- 
risk  customers  trying  to  im- 
prove their  ratings.  It  also 
prevents  some  of  banks'  high- 
est-rated customers  from  being  offered 
bigger  credit  lines.  A  study  by  credit 
bureau  Experian  Information  Services 
Inc.  found  that  one  out  of  four  con- 
sumers gets  a  lower  credit  rating  than 
he  or  she  deserves. 

The  issue  comes  as  competition  in 
the  credit-card  industry  gets  fiercer  and 
mortgage  lenders  strain  for  profits. 
Credit-card  industry  leaders,  including 
Discover  Financial  Services,  American 
Express,  and  Citigroup  are  refusing  to 
report  some  customer  information,  citing 
competitive  pressures.  They  haven't 
changed  their  policy  despite  a  mid-Jan- 
uary warning  from  a  consortium  of  bank 
regulators.  "If  everyone  else  agrees  to 
report,  we  will,"  said  an  American  Ex- 
press spokeswoman,  echoing  the  senti- 
ment of  other  lenders. 
MISSED  SAVINGS.  Withholding  account 
information,  and  the  stifling  of  competi- 
tion that  goes  with  it,  has  its  most  neg- 
ative effects  in  the  market  for  home 
loans  to  customers  with  poor  credit  his- 
tory. For  these  borrowers,  a  record  of 
prompt  payment  translates  into  a  lower- 
interest  loan  and  substantial  savings. 
Refinancing  a  $100,000,  30-year  mort- 
gage with  an  annual  percentage  rate  of 
10% — not  uncommon  for  a  borrower 
with  poor  credit — into  a  more  standard 
8.25%  loan  would  save  the  homeowner 
$1,600  a  year. 

Some  subprime  mortgage  servicers 
are  only  reporting  delinquencies,  not 
prompt  payments,  the  Federal  Home 


and  credit  bureaus,"  he  says.  The  A 
ican  Financial  Services  Assn.,  the  t 
group  for  nonbank  lenders,  said  in 
uary  that  its  members  would  voluri 
ly  report  all  information  to  credit 
reaus.  But  so  far,  the  problem  peri 
The  credit  bureaus  are  trying  to 
with  it  themselves.  Trans  Union 
Equifax  Inc.  have  already  told  len 
that  they  can't  buy  information  a 
the  competition  unless  they  supply 
same  type  of  information  about  t 
own  accounts.  Experian  expects  to 
out  a  "comprehensive"  policy  stater 
on  the  subject  this  month. 

The     reluct 

to     rep 

come 


Loan  Mortgage  Corp.  says  in  a  Feb.  22 
letter  to  mortgage-service  companies. 
The  agency  is  stepping  up  its  auditing 
efforts  in  this  area  and  is  threatening 
lenders  with  fines  or  suspension  from 
Freddie  Mac  programs. 

Consumers  can't  get  better  rates  if 
lenders  don't  know  they've  been  paying 
on  time.  The  result  has  put  consumer 
groups  and  credit  bureaus — long-time 
adversaries  on  many  issues — on  the  same 
side.  Says  Edmund  Mierzwinske,  a  con- 
sumer advocate  with  U.  S.  Public  Inter- 
est Research  Group:  "Most  people  don't 
know  they're  suffering." 

The  practice  is  "patently  unfair,"  says 
Representative  John  J.  LaFalce  (D- 
N.Y.),  adding  that  lenders  "may  also  in- 
vite tougher  regulatory  scrutiny"  if  they 
continue.  Incomplete  credit  information 
makes  lending  more  risky  for  banks, 
adds  David  D.  Gibbons,  deputy  comp- 
troller for  credit  risk,  Office  of  the 
Comptroller  of  the  Currency.  Gibbons 
stops  short  of  recommending  regula- 
tions. "It's  a  matter  between  lenders 


credit  bureaus  are  being  squeezed  fr 
all  sides.  The  consolidation  in  finan' 
services  means  fewer  lenders  request 
data.  Meanwhile,  lenders  are  relyi 
more  heavily  on  their  own  scoring  s 
terns  to  rate  customers.  The  credit  1 
reaus  "need  this  data,  or  else  the  va 
of  the  whole  data  set  is  reduced,"  s, 
Gregory  E.  Gieber,  an  analyst  w 
Brown  Brothers  Harriman  &  Co. 

Credit-scoring  experts  are  quick 
point  out  that  the  system  has  alw£ 
been  voluntary,  and  relatively  reliab 
"If  there  is  regulation  that  comes  ir 
play,  will  they  understand  the  issue 
asks  Cheryl  St.  John,  a  senior  vice-pn 
ident  at  Fair,  Issac  &  Co.,  which  wor 
with  bureaus  to  rate  borrowers. 

Perhaps  not,  but  if  lenders  contin 
to  withhold  information,  regulation 
inevitable. 

By  Heather  Timmons  in  New  Yo 
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Pick  up  a  phone  anywhere  in  the  world  and  there's  an  8  in  10  chance  you're 
connected  thanks  to  Informix  software.  Shop  at  9  of  the  world's  top  10  retailers 
and  18  of  the  world's  20  largest  supermarkets,  and  Informix  completes  your 
sale.  Make  travel  reservations,  and  your  seat  assignment  or  hotel  room  is 
probably  booked  using  our  solutions.  Now,  we've  taken  all  that  voice  and  data 
network  expertise  and  put  it  into  a  new  generation  of  Informix  software  born 
of  the  Internet  age.  It's  built  for  the  Web  from  the  ground  up  — all  the  software 
you  need  to  make  your  Web  business  work.  Now.  So  let's  talk. 


Inform/ 


www.informix.com  or  1-800-331-1763 


0  2000  Informix  Corporntion  All  rights  reserved. 
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COMMENTARY 

By  Mike  McNamee 


THE  NEW  MARKETS  NEED  TOOLS,  NOT  RULES 


All  the  king's  horses  and  all 
the  king's  men  never 
faced  a  challenge  like  this. 
The  Securities  &  Exchange 
Commission  has  pushed  the 
Humpty  Dumptys  of  stock 
trading — the  New  York  Stock 
Exchange  and  the  Nasdaq 
stock  market — off  their  walls, 
opening  stock  trading  up  to  a 
growing  list  of  competitors. 
Now,  sec  Chairman  Arthur 
Levitt  Jr.  is  considering 
whether  to  put  the  markets 
back  together  again. 

The  sec  should  leave  its 
glue  pot  at  home.  Technology 
and  competition  broke  open 
the  markets,  loosening  the  oli- 
gopolistic grip  of  the  NYSE'S 
specialists  and  Nasdaq's  mar- 
ket-makers. Now,  new  technol- 
ogy is  emerging  to  cope  with 
the  side  effects.  Fledgling 
companies  are  at  work  on 
products  that  will  assure  in- 
vestors the  quickest  execu- 
tions at  the  best  prices — even 
in  fragmented  markets.  Levitt 
can  help  investors  by  ensuring 
that  they  get  the  information 
they  need  to  make  the  best 
deals,  not  by  forcing  trading 
back  into  its  old  shell. 
SMART  ORDERS.  True,  the  new  world 
of  trading  has  problems.  New  elec- 
tronic minimarkets,  called  electronic 
communications  networks  (ECNs), 
have  snatched  more  than  25%  of  trad- 
ing volume  in  Nasdaq  stocks  and  are 
poised  to  divert  trades  from  the 
NYSE's  floor.  The  danger  is  that,  as 
trading  splits,  investors  won't  get  the 
best  prices.  An  order  to  buy  Intel 
Corp.,  say,  may  be  trapped  in  a  Nas- 
daq market  maker's  queue,  even  if  an 
ECN  elsewhere  offers  a  better  deal.  Or 
a  broker  may  send  all  its  orders  to 
the  market  maker  offering  the  richest 
payments  for  order  flow.  The  sec  is 
considering  a  raft  of  new  rules  telling 
brokers  how  they  must  handle  orders 
to  cope  with  these  risks. 

But  what  if  an  investor  had  an 
electronic  assistant  that  scanned  all 
the  exchanges,  ecns,  and  market 
makers,  found  the  combination  of 
price,  order  size,  and  speed  that  best 


Technology  is  at  hand 

that  will  give  investors 

the  best  deals-even  in 

fragmented  markets 


met  his  or  her  needs — and  automati- 
cally filled  the  order  in  milliseconds? 
Many  companies  are  developing  just 
such  "intelligent  order  routing"  for 
stock  and  option  traders. 

For  two  years,  CyBerCorp.com  of 
Austin,  Tex.,  has  employed  its  price- 
seeking  program  to  help  high-volume 
professional  traders.  Now  that  it  has 
been  acquired  by  Middle  America's  fa- 
vorite online  broker,  Charles  Schwab 
Corp.,  CyBerCorp  figures  it  can 
defragment  the  market  for  small  in- 
vestors, too.  "We  pull  ah  the  best 
prices  together  in  one  place  and 


create  a  single  pool  of  trading, 
says  Philip  R.  Berber,  CyBer 
Corp's  chairman.  That's  exactl; 
what  the  sec  says  it  wants. 

One  problem  such  systems 
face  is  traditional  markets'  an 
tiquated  technology.  Hooking 
up  high-speed  Net  servers  to 
the  NYSE-dominated  Intermar- 
ket  Trading  System  "is  like 
connecting  a  Pentium  III  to  a 
coffeemaker,"  says  nyfix  Inci 
ceo  Peter  K.  Hansen.  His 
Stamford  (Conn.)  firm,  which 
offers  brokers  and  ecns  500- 
plus  fast  electronic  links  that 
carry  orders  for  300  million 
shares  a  day,  is  creating  a  par- 
allel network  that  could  sup 
plant  traditional  markets. 
Soon,  NYFIX  plans  to  offer  bro 
kers  the  chance  to  match  or- 
ders within  its  network  for  a 
small  fee,  with  no  dealer 
spread.  That  should  give  buy- 
ers and  sellers  a  better  price. 
SOPHISTICATION.  Technology  i: 
also  helping  brokers  pioneer 
creative  ways  to  trade.  For- 
mer SEC  Commissioner  Steven 
M.  H.  Wallman  is  launching  a 
brokerage,  Folio[/?j],  that  lets 
investors  buy  and  sell  pack- 
ages of  stocks — a  "folio"  of,  say,  28  In 
ternet  stocks — for  one  fee.  Eventual- 
ly, he  says,  individuals  will  strike  the 
same  sophisticated  trading  deals  that 
institutions  do — paying  6M<2  extra  for 
Cisco  Systems  Inc.,  say,  to  save  12% 
on  Microsoft  Corp.  The  one-size-fits- 
all  rules  being  debated  at  the  sec 
could  ban  such  techniques. 

The  best  way  for  the  SEC  to  help 
investors  is  to  let  these  tools  blossom, 
One  idea  the  sec  has  floated  would 
help:  requiring  markets  and  brokers 
to  publish  trade-execution  records.  If 
customers  see  how  often  their  broker 
gets  them  a  better-than-market 
price — vs.  how  often  the  broker  sends 
trades  to  the  market  offering  the  best 
kickbacks — they  would  seek  out 
smarter  order-routing  tools  with  gus- 
to. That  would  do  more  to  unify  mar- 
ket access  than  any  regulatory  fiat. 


McNamee  covers  finance  from 
Washington. 
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So  you  wanna  know  what  we  do  for  a  living 
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The  Premier  Global  Conference 
op  the  e M a r k e t  Explosion! 


eMarkets  are  exploding.  Analysts  predict  that  .. 
35-75%  of  eCommerce  will  shift  to  eMarkets  in 
the  next  few  years.  Success  for  your  company 
depends  on  your  knowledge  and  .exposure  to  what 
is  happening  in  eMarkets  toda^fand  being  aware 
of  the  trends  for  tomorrow. 


B2B  Big  Bang  will  convene  the  first  movers  and  foremost  thinkers  in  the  eMarket  industry  for 
two  and  a  half  solid  days  of  presentations,  panel  discussions,  and  demos  on  this  critical  aspect 
of  electronic  commerce.  You  will  come  away  from  B2B.  Big  Bang  with  a  new  awareness  of  the 
issues  driving.the  eMarket  explosion,  hands-on  experience  with  cutting-edge  products  and 
services,  and  a  wealth  of  new  high-level  contacts.  '  * 

•  •  ' 

If  you  are  interested  in  being  a  part  of  the  premier  global  conference  on  the  eMarket  explo- 
sion and  meeting  the  people  who  are  driving  it,  call  toll  free  877-.4B2B.REG.or  415.908-2658. 
For  more  information  about  the  program  highlights,  exhibiting,  and  sponsoring  opportunities, 
visit  the  event  Web  site  at  www.b2bbigbang.com. 
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EET  FREE  TRADERS' 
ORST  NIGHTMARE 


tivist  Lori  Wallach's 
^vy  jabs  at  the 
messes  of  globalization 
ye  business  worried 

;ori    Wallach    is    the    merry 
prankster   of  congressional 
I  lobbyists.    She    distributes 
•tic  handcuffs  to  members  of 
.gress  to  symbolize  how  inter- 
onal  trade  agreements  shack- 
hem.  To  heighten  concerns 
ut  food  safety,  Wallach  once 
ributed  boxes  of  old,  odorif- 
as  broccoli  to  congressional  of- 
s.  During  a  1994  lame-duck 
sion  of  Congress  called  to  ap- 
ve  U.  S.  membership  in  the 
rid  Trade  Organization,  Wal- 
1  provided  members  with  pil- 
s  that  had  the  plea  "Sleep  On 
printed  on  them. 
But  Wallach  is  not  just  joking 
und.  As  director  of  Public  Cit- 
n's    Global    Trade    Watch,    a 
iph  Nader-founded  group,  she 
nts  to  slow  the  march  of  glob- 
ation.  She  is  taking  on  Presi- 
it     Clinton     and     Corporate 
lerica  by  challenging  their  ef- 
ts to  let  China  join  the  WTO. 
en  if  she  loses  that  one,  she'll 
it  to  stop  Congress  from  nor- 
lizing  trade  relations  with  Beijing. 
3n  almost  any  other  issue,  the  36- 
ir-old  director  of  a  left-wing  group 
uld  be  little  more  than  an  exasperat- 
curiosity  to  the  legions  of  free-trade- 
■ing  business  lobbyists  in  Washing- 
i.  But  this  year,  from  her  cramped 
ice  near  the  Capitol,  Wallach  is  beat- 
£  the  K  Street  crowd  at  their  own 
me.  The  stakes  are  huge  as  the  U.  S. 
ide  relationship  with  China  shapes  up 
the  biggest  lobbying  contest  of  the 
ar.  Both  the  Clinton  Administration 
d  business  advocates  of  granting  Chi- 
permanent  Most  Favored  Nation 
iding  status — also  known  as  normal 
ide  relations — are  clearly  worried. 
One  big  reason  is  Wallach,  a  Har- 


U  We  are  not  a  cam- 
paign. We  are  not  a 
fluke.  We  are  a  main- 
stream public-interest 
movement,  and  we 
are  not  going  to  go 
away  J  J—  lori  wallach, 

Citizens  Trade  Campaign 


vard-trained  lawyer  who  serves  as  the 
unofficial  legal  tactician  for  a  growing 
coalition  of  free-trade  skeptics  (graphic, 
page  114).  The  White  House  once  hoped 
to  stampede  Congress  into  passing  per- 
manent MFN  by  asserting  that  it  was 
the  only  way  to  get  reciprocal  trading 
rights  from  China.  But  Wallach,  who 
totes  dog-eared  copies  of  various  trade 
agreements  around  with  her,  undercut 
that  argument  by  digging  up  a  1979 
U.  S.-China  agreement  that  guarantees 
the  U.  S.  MFN  status  from  China. 

Once  described  as  "Ralph  Nader  with 
a  sense  of  humor,"  Wallach  is  also 
known  around  Washington  as  a  fierce 
debater,  a  masterful  vote-counter  on 
Capitol  Hill,  and  a  skillful  organizer  for 
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the  campaign  against  globalization.  She 
got  started  in  1990  as  an  activist  on 
food-safety  issues  and  quickly  realized 
that  international  organizations,  such  as 
the  General  Agreement  on  Tariffs  & 
Trade,  predecessor  of  the  wto,  were 
seizing  jurisdiction  over  a  wide  swath  of 
domestic  regulations.  "I  kept  hearing 
Monsanto  Co.  tell  Congress:  'You  can't 
do  that  because  of  GATT,' "  she  says. 

To  fight  back,  Wallach  founded  Citi- 
zens Trade  Campaign,  a  coalition  of  la- 
bor, environmental,  human  rights,  and 
consumer  groups.  Now,  CTC  is  part  of  a 
larger  effort  opposing  free  trade  and 
the  growing  power  of  the  WTO.  This 
loose-knit  alliance  fielded  some  60,000 
demonstrators  in  Seattle  last  Decem- 
ber to  help  derail  the  WTO  meeting. 

While  television  news  crews  focused 
on  the  vandalism  of  200  or  so  unaffiliated 
anarchists,  a  more  significant  story  un- 
folded in  church  basements  and  meeting 
halls  around  Seattle — many  of  them  rent- 
ed by  Wallach — where  thousands  of  en- 


vironmentalists, union  members,  human- 
rights  activists,  and  food  purists  attended 
teach-ins  and  prepared  for  coming  battles. 
Free-trade  opponents  have  united  be- 
hind an  ambitious  agenda:  Not  only  do 
they  plan  to  oppose  permanent  MFN 
trading  status  for  China  but  they  also 
want  to  reform  the  International  Mone- 
tary Fund  and  World  Bank,  which  meet 
in  Washington  on  Apr.  16. 
WORLDWIDE  STANDARDS.  Anti-global- 
ists  would  erase  some  of  the  debts  of 
the  IMF's  Third  World  clients,  stop  loans 
for  projects  deemed  environmentally 
unsound,  and  allow  debtor  nations  more 
leeway  to  spend  on  health  and  educa- 
tion— even  if  that  means  missing  some 
loan  repayments.  Finally,  they  want  the 
World  Trade  Organization  to  help  en- 
force worker  rights  and  environmental 
standards  worldwide.  Says  Wallach: 
"We  are  not  a  campaign.  We  are  not  a 
fluke.  We  are  a  mainstream  public-in- 
terest movement,  and  we  are  not  going 
to  go  away." 


Polls  bear  her  out:  In  both  Gal 
and  Zogby  polls  last  November,  twice 
many  Americans  said  the  U.  S.  sho 
withhold  trade  privileges  until  Beij 
provides  economic,  political,  and  r< 
gious  freedoms  than  said  that  frt 
trade  would  promote  such  freedori 
And  only  1  in  4  Americans  believ 
China  is  becoming  more  democrat 
says  Steven  Kull,  a  polling  expert 
the  University  of  Maryland's  Progn 
on  International  Policy  Attitudes. 

Business  is  finally  paying  attentk 
Until  the  WTO  meltdown  in  Seattle 
vocates  of  free  trade  dismissed  a  strii 
of  lobbying  victories  by  the  anti-glob; 
ization  crowd.  These  include  two  fail 
congressional  attempts  at  passing  fas 
track  trade-negotiating  authority  in  19 
and  1998,  in  part  because  of  oppositi 
from  globophobes.  Anti-globalists  al 
helped  scuttle  an  effort  in  Paris  in  19! 
to  rewrite  international  rules  on  foreij 
investment  in  a  treaty  strongly  su; 
ported  by  major  U.  S.  corporations.  Ar 
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they  blocked  repeated  attempts 
tend  the  North  American  Free 
Agreement  to  the  Caribbean  and 
The  growing  political  power  i 
anti-globalists  has  taken  the  free 
Establishment  by  surprise,  con 
U.  S.  Trade  Representative  Ch 
Barshefsky  (page  118).  After  Con 
overrode  a  splintered  coalition's 
tions  in  1994  and  approved  NAFT 
anti-globalization  movement  blame 
agreement  with  Mexico  for  the  s 
quent  loss  of  some  400,000  jobs 
neither  business  nor  the  Administ 
saw  at  the  time  was  that  opposing 
agreements  and  legislation  woul 
come  their  raison  d'etre,"  says  Ba 


] 


GRASS  ROOTS 


Walk 

says  the  Seattle  effo 
cost  only  $200,000-i 
part  because  2,400 
local  families  housec 
some  3,000  proteste] 


sky.  She  has  learned  to  respect 
group's  lobbying  clout  even  while 
agreeing  with  almost  everything 
pouses.  "Their  single  biggest  lessi 
that  grassroots  lobbying  is  what  cc 
the  most,"  says  Barshefsky. 

Wallach  insists  that  the  coalit 
lobbying  strength  comes  from  its 
sage.  But  critics  of  the  message  ft 
muddled  and  sometimes  contradic 
At  the  WTO  protests  in  Seattle,  j 
demonstrators  demanded  stronger 
forcement  of  environmental  and  1 
standards  by  the  WTO,  while  ot 
sought  to  dismantle  it.  Some  opp 
the  WTO's  bias  toward  securing  i 
lectual-property  protections  for  wet 
nations  at  the  expense  of  the  develo 
world.  But  few  demonstrators  see 
worried  about  protectionist  barrier 
imports  of  textiles  and  commod 
from  poorer  nations.  In  fact,  the  ; 
trade  alliance  has  proved  more  a< 
at  opposing  legislation  and  trade  p  | 
than  at  formulating  policy.  "Their  w 
strategy  is  selfishly  nationalistic," 
plains  trade  historian  Susan  A.  Aa 
son  of  the  National  Policy  Assn.,  a 
partisan  business/labor  think  tanl 
Washington. 

To  her  critics,  Wallach  offers 
plan:  Allow  nations  to  establish  t 
own  environmental,  health,  safety, 
labor    standards    and    enforce    tl 
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through  trade  sanctions  without  WTO 
interference.  "Trade  shouldn't  trump 
every  other  concern,  which  is  what  you 
have  when  trade  bureaucrats  in  Geneva 
are  deciding  on  food-safety  and  endan- 
gered-species  protections,"  Wallach  says. 
Where  does  the  money  come  from  to 
finance  the  coalition's  activities?  Wal- 
lach says  the  Citizens  Trade  Campaign's 
budget  totals  about  $300,000.  Funds 
come  from  individual  contributions  and 
foundation  grants,  but  the  group  also 
receives  donations  of  staff  time  from 


other  organizations.  Wallach  certainly 
isn't  in  this  fight  for  its  lavish  perks: 
In  a  town  of  limousines,  she  drives  a 
battered  blue  Buick  to  appointments,  a 
pink  parking  ticket  often  decorating  the 
windshield.  The  Seattle  effort,  Wallach 
says,  cost  less  than  $200,000.  The  staff 
numbered  100,  but  only  5  were  paid, 
she  claims.  Some  3,000  CTC  demonstra- 
tors were  housed  by  2,400  Seattle  fam- 
ilies, which  kept  expenses  down. 

To  counter  that  grassroots  power, 
Washington's  business  lobby  will  spend 


$6  million  or  more  for  pro-China  t\ 
in  100  congressional  districts  and 
sor  enough  CEO  fly-ins  to  keep| 
hangars  at  Washington's  Ronald 
gan  National  Airport  plenty  busyl 
spring.  In  this  rough-and-tumble  ele 
year,  no  one  can  yet  say  who  will] 
the  Battle  of  Beijing.  "I'll  give  ourl 
6-to-5  odds,"  says  Representative  jJ 
P.  Moran  (D-Va.),  a  free  trader.  Bi 
Wallach:  "We've  beaten  worse  odd^ 
fore."  Remember  Seattle? 

By  Paul  Magnusson  in  Washir 


BURNED  BY  THE  WTO,  CORPORATE  AMERICA  IS  SCRAMBLINI 


When  President  Clinton  travels 
to  the  Okinawa  G-8  summit 
meeting  this  July,  he'll  be 
packing  instructions  from  Congress 
and  the  business  community  on  how 
to  negotiate  the  settlement  of  a  cost- 
ly ruling  by  the  World  Trade  Organi- 
zation. Last  February,  a  wto  appeals 
panel  confirmed  that  the  Foreign 
Sales  Corporation,  an  offshore  tax 
shelter  used  by  U.  S.  companies  to 
reduce  taxable  earnings  from  exports, 
constitutes  an  illegal  export  subsidy. 

Much  will  be  rid- 
ing on  Clinton's  abil- 
ity to  negotiate  the 
problem  away. 
fscs — pronounced 
"fisks" — will  provide 
thousands  of  U.  S. 
exporters  with  a  $4 
billion  tax  break  in 
fiscal  2001,  or  up  to 
$25  billion  over  five 
years,  according  to 
Administration  bud- 
get analysts.  In 
1998,  Boeing  Co., 
the  biggest  user  of 
the  tax  dodge, 
avoided  $130  million 
in  U.  S.  taxes— 12% 
of  its  entire  earn- 
ings that  year. 

The  annual  summit  of  world  lead- 
ers isn't  supposed  to  focus  on  such 
mundane  issues  as  tax  shelters.  But 
Senate  Finance  Committee  Chairman 
William  V.  Roth  Jr.  (R-Del.)  is  con- 
sidering the  highly  unusual  step  of 
seeking  a  congressional  resolution 
that  would  instruct  Clinton  to  drive 
a  hard  bargain  with  the  plaintiff  in 
the  wto  case,  the  European  Union. 
U.  S.  Trade  Representative  Charlene 
Barshefsky  has  already  asked  her 


European  counterpart  to  try  to  work 
out  a  deal  to  preserve  the  FSC  The 
U.  S.  tax  break  was  created  by  Con- 
gress in  1982  to  give  U.  S.  companies 
tax  parity  with  their  European  ri- 
vals, whose  exports  are  exempt  from 


BARSHEFSKY 
AND  BOEING: 

The  Trade 
Rep  is  trying 
to  work  out 
a  deal 


Congress  is  already  distracted  by 
elections  and  a  full  plate  of  interna 
tional  trade  issues  is  an  indication  oi 
how  serious  gop  leaders  consider  the 
issue.  Simply  dropping  the  tax  shel 
ter  and  not  replacing  it  with  another 
is  a  nonstarter,  business  groups  in 
sist.  Better,  they  say,  to  adopt  the 
European  system  of  not  taxing  in- 
come earned  abroad.  "We  need  to  ge 
to  the  root  problem — the  treatment 
of  foreign-source  income — and  adopt 
a  system  like  our  competitors',"  says 
Barry  K.  Rogstad, 
president  of  Ameri- 
can Business  Con- 
ference, a  group  of 
100  mid-size  U.  S. 
companies. 

A  third  possibilit 
would  be  to  trade 
recent  wins  in  the 
wto  court  for  a  so- 


A  recent  ruling  by  the  WTO  court  outlaws 
the  Foreign  Sales  Corporation,  an  American 
invention  designed  to  counter  foreign  export 
subsidies.  Tb  respond,  Washington  could: 

•  Adopt  the  European  system  of  exempt- 

I ■?§  .^P.0.1?. .e.!.r?J .n.g.?.tr.?1'.!n.C°ri]?. l3.^.!.        lutioiTto  thTtax  im 

new  broglio.  The  U.  S.  is 
levying  $300  million 
in  extra  tariffs  on 

•Offer  to  trade  U.S.  victories  over 

Europe  on  beef  and  banana  exports 


•  Drop  the  FSC  but  substitute  a 
tax  break  for  exporters 


•  File  retaliatory  complaints  against 
European  aircraft  and  farm  subsidies  to 
gain  leverage 


DATA:  BUSINESS  WEEK 


the  Continent's  value-added  taxes. 

Business  groups  are  suggesting  so- 
lutions that  range  from  ripping  up 
portions  of  the  U.  S.  tax  code  to 
trading  away  a  series  of  lesser  U.  S. 
victories  before  the  wro  court.  Roth 
and  House  Ways  &  Means  Commit- 
tee Chairman  Bill  Archer  (R-Tex.) 
are  even  ready  to  consider  changes 
to  the  code  before  the  wto's  Oct.  1 
deadline  for  complying,  aides  say. 

Revising  the  U.  S.  tax  code  when 


European  goods  in 
retaliation  for  a  re- 
fusal by  Europe  to 
comply  with  wto 
rulings  on  European 
trade  barriers  to 
U.  S.  beef  and  ba- 
nanas. Not  surprisingly,  favoring 
U.  S.  manufacturers  at  the  expense 
of  U.  S.  farmers  has  proved  unpopu- 
lar with  agricultural  interests.  So 
Washington  may  consider  filing  cases 
against  the  European  tax  system  and 
European  export  subsidies  on  air- 
craft and  farm  goods  to  gain  bargain 
ing  chips.  But  new  cases  can  take 
years  to  be  decided,  and  the  heat  is 
on  Clinton  to  do  something — fast. 
By  Paul  Magnusson  in  Washington 
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LABOR 


FROM  MILESTONE 
TO  MILLSTONE? 

UAL's  employees  are  rethinking  their  landmark  ESOP 


United  Airlines  Captain  James 
Curtin  believes  in  employee  own- 
ership. Back  in  1994,  he  eagerly 
joined  thousands  of  fellow  employ- 
ees who  got  their  hands  on  a  55%  equity 
stake  in  the  carrier's  parent,  UAL  Corp., 
in  exchange  for  steep  pay  cuts.  What  he 
has  seen  since,  Curtin  says,  has  confirmed 
the  wisdom  of  that  record  $4.9  billion 
swap:  uninterrupted  labor  peace,  job  se- 
curity, worker  clout  in  the  boardroom, 
an  expanding  airline  that  is  the  world's 
largest  and,  often,  most  profitable,  and  a 
retirement  nest  egg  for  80,000  present 
and  past  employees.  To  the  56-year-old 
Curtin,  it's  a  no-brainer  whether  to  ex- 
tend the  company's  employee  stock  own- 
ership plan  (esop)  when  it  expires  start- 
ing in  mid-April.  "I  would  like  to  see 
esop  II,  Son  of  esop,  esop  Jr.,  whatever 
you  want  to  call  it,"  he  says. 

Surprisingly,  whether  he  will  or  not 
is  an  open  question.  Most  United  em- 
ployees seem  to  agree  with  Curtin  that 
the  idea  has  lived  up  to  expectations. 


But  there  are  many  who  aren't  ready  to 
cough  up  more  bucks  to  buy  stock  for  a 
second  esop,  which  they  would  need  to 
do  to  replace  shares  employees  sell  as 
they  retire.  They  also  want  liquidity:  the 
ability  to  sell  their  shares  without  retir- 
ing, which  an  ESOP  doesn't  allow.  What's 
more,  many  feel  no  great  sense  of  ur- 
gency, because  labor's  board  seats  and 
governance  controls  will  remain  intact 
until  the  employees' 
stake  falls  below  20%— 
some  15  years  from 
now. 

The  leaders  of  Unit- 
ed's  unions  representing 
pilots  and  machinists  re- 
main committed  to  the 
esop  and  want  to  win 
over  those  who  are  wa- 
vering. But  they  have 
decided  to  focus  first  on 
getting  hefty  pay  hikes 
in  new  labor  pacts  (the 
old  ones  expire  on  Apr. 


UNITED  S  BUMPY  RIDE 
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12  for  the  9,900  pi-   ESOP  KICKOFFl 

lots  and  on  July  12  United  celebro 
for  the  48,600  "ma-  with  this  199 % 
chinists).  Only  after 
that  will  union  officials  campaign  to 
stitute  the  esop.  Says  Internationa 
sociation  of  Machinists  (iam)  Pres 
R.  Thomas  Buffenbarger:  "It's  absol 
a  good  idea  to  renew  the  esop,  bu 
have  a  big  education  job  to  do  to 
suade  our  members."  , 

VANGUARD.  United  will  be  followin 
national  trend  if  it  allows  its  esop  t 
pire.  Six  years  ago,  the  carrier  was 
vanguard  of  a  movement  that  see 
destined  to  restructure  Corporate  A 
ica.  Advocates  promoted  employee  t 
ership  plans  as  a  way  to  align  the  ii 
ests  of  workers  and  their  companie 
spur  productivity — and  let  emplo; 
share  in  the  proceeds.  But  no  r 
movement  developed  to  emulate  I 
ed's  bold  experiment.  Instead,  Corpo 
America  has  embraced  employee  ow 
ship  through  more  modest  stock 
chase  and  stock  op 
plans,  which  entail 
employee  sacri 
Some  11,500  esops 
exist,  mostly  at  sr 
private  companies, 
their  growth  stalle 
the  1990s,  says 
Oakland  (Calif.  )-bj 
National  Center 
Employee  Ownersl 

Just    a    year 
United  seemed  po 
to  replace  its  esop  ^ 
a    second    plan. 


FEB.  '00 


120  BUSINESS  WEEK  /  MARCH  20,  2000 


^^^.*_- 


^^a 


/ 


Ship  an  express  package  at  fedex.com  and 
you  could  win  a  trip  to  anywhere  in  the  world, 
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We  got  so  good  at  shipping  packages  to  exotic  places,  we  thought  we'd  try  sending  people.  Just  ship  a  domestic 
express  package  at  fedex.com  and  you  could  win  a  trip  to  the  destination  of  your  choice.  The  more  you  ship, 
the  more  chances  you  have  to  win.  It's  point,  click  and  ship  technology.  It's  FedEx  interNetShip™  at  fedex.com. 


Be  absolutely  sure! 

www.fedex.com 
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unions  were  still  celebrating  their 
boardroom  triumph  of  mid-'98, 
when  employee-directors  nixed 
then-Chairman  Gerald  Green- 
wald's  choice  of  a  successor.  In- 
stead, labor  blessed  the  selection 
of  James  E.  Goodwin,  UAL's  pres- 
ident and  chief  operating  officer 
at  the  time.  The  Air  Line  Pilots 
Assn.  (alpa)  asked  the  Wall 
Street  financial  advisers  who  de- 
signed the  original  esop  to  work 
up  a  new  plan  that  would  mini- 
mize the  price  tag  for  employ- 
ees and  solve  the  liquidity  problem. 

Management,  too,  seemed  largely  hap- 
py with  employee  ownership,  despite  oc- 
casional spats  with  labor.  The  virtues  of  a 
collaborative  culture  were  driven  home 
by  a  1998  pilot  strike  at  Northwest  and 
last  year's  pilot  sickout  at  American. 
United  management  saw  its  happy  work- 
force as  a  competitive  advantage,  even 
casting  its  employee-owners  in  a  series  of 
ads  trumpeting  what  happens  when 
workers  become  their  own  masters. 
CHANGE  OF  HEART.  What  triggered  the 
change  of  heart?  First,  two  of  the  biggest 
champions  of  employee  ownership  left. 
Greenwald,  who  had  been  the  unions' 
choice  to  lead  UAL  during  the  1994  buy- 
out, retired  in  July  after  settling  on 
Goodwin  as  a  successor.  And  while  a  UAL 
spokesman  says  Goodwin  would  back  a 
renewed  ESOP,  he  doesn't  plan  to  speak 
publicly  for  one  and  declined  to  be  inter- 
viewed on  the  subject. 

Then  in  October,  United's  alpa  chapter 
elected  a  militant,  Frederick  C.  Dubinsky, 
to  replace  pro-ESOP  Michael  Glawe  as  its 
chairman.  Dubinsky  led  several  of  alpa's 
early  buyout  efforts  at  United  but  op- 
posed the  1994  ESOP  because  it  didn't 
give  labor  more  control  for  its  55%  stake. 
He  came  to  power  again  by  promising  to 
win  big  pay  hikes.  After  that,  the  pilots 
will  address  "the  esop  perpetuation  con- 
tingent on  the  right  condition,  and  that  is 
how  much  we're  paying  for  the  stock"  in 
wage  or  benefit  cuts,  says  Dubinsky. 

Meanwhile,  a  rival  union  that  has  long 
opposed  the  esop  has  been  making  life 
difficult  for  the  machinists  union.  In  1998, 
the  IAM  scored  big  time  when  20,000  un- 
organized United  reservation  and  gate 
agents  voted  to  form  an  IAM  local.  But 
members  sympathetic  to  the  rival  Air- 
craft Mechanics  Fraternal  Assn.  (AMFA) 
quickly  used  the  victory  against  IAM  lead- 
ers. The  dissidents  argue  that  the  IAM  is 
more  concerned  with  helping  unskilled 
employees  get  a  better  deal  under  the 
esop — something  a  large  minority  of  ma- 
chinists hated  to  begin  with — than  in 
fighting  for  higher  wages  for  skilled  union 
mechanics. 


SMOOTH  LANDING  :  United  has  enjoyed  labor  peace 


amfa  has  fueled  opposition  to  an  esop 
renewal  by  pointing  out  that  mechanics' 
$24-an-hour  pay  lags  that  of  almost  every 
other  major  U.  S.  airline  by  an  average  of 
$3  or  so  an  hour.  "We  took  it  in  the 
shorts  for  six  years  now,"  complains 
Joseph  Prisco,  a  San  Francisco-based  me- 
chanic and  AMFA  organizer  who  main- 
tains a  Web  site  detailing  the  company's 
lagging  wages.  "Now  it's  payback  time." 

The  wild  ride  of  UAL  stock  has  also 
helped  erode  employees'  enthusiasm  for 
the  esop.  The  company's  shares  more 
than  quadrupled  since  the  buyout 
through  1997,  handily  beating  the  market. 

Will  United  Renew 
Its  ESOP? 

In  1994,  United  Airlines  employees 

swapped  16%  pay  cuts  plus  benefit 

reductions  for  a  55%  equity  stake. 

Now,  they  are  debating  whether 

to  renew  their  Employee  Stock 

Ownership  Plan  when  it  begins  to 

expire  on  Apr.  12. 


THOSE  WHO  WANT  TO 
RENEW  SAY: 


•  The  company's  cooperative  culture 
could  begin  to  fray  without  a  new 
commitment  to  employee  ownership. 

•  New  hires  would  receive  no  stock, 
making  them  second-class  citizens  at 
the  company. 


THOSE  WHO  WANT  IT  TO 
EXPIRE  SAY: 


•  United  pay  rates  have  lagged  those  of 
rival  airlines  since  1994,  so  many  union 
members  want  to  make  up  lost  ground. 
They're  reluctant  to  take  new  wage  cuts 
to  buy  more  stock. 

•  Labor's  three  board  seats  and  control 
over  major  management  decisions  will 
remain  intact  until  employees'  stake 
drops  to  20%,  some  15  years  out. 

DATA:  BUSINESS  WEEK 


But  the  stock  has  plunged 
some  45%  since  April,  1999,  as 
lines  stocks  were  savaged  by  1 
oil  prices.  And  since  an  esop 
retirement  plan,  employees  c 
sell  until  they  retire  or  leave 
company.  "A  lot  of  guys  don't  v 
to  take  the  chance  that  the  si 
is  going  to  be  valuable  when 
retire,"  says  George  Ramire 
United  pilot  since  1988.  Agi 
one  lower-paid  baggage  hanc 
"I'd  like  to  invest  myself,  take 
"  own  chances." 
United  employees  also  know 
won't  be  giving  up  much  immediatelj 
letting  the  current  esop  lapse.  Eve 
the  unions  stop  buying  stock  this  y 
they  are  guaranteed  three  seats  on 
12-member  UAL  board,  a  75%  vote 
shareholder  questions,  and  veto  po 
over  such  matters  as  naming  a  chain 
and  approving  big  acquisitions  or  spin- 
until  their  collective  holdings  droj 
20%.  Based  on  anticipated  attrition 
retirement  rates,  the  unions  don't  ex 
to  cross  that  threshold  until  about  2 
"The  question  is,  what's  the  present 
ue  of  something  that's  not  going  to 
pen  for  15  or  16  years?"  asks  one  ui 
consultant. 

EASIER  TO  SWALLOW.  Buffenbarger 
Dubinsky  figure  the  answer  will  be 
er  to  swallow  if  employees  have  big 
es  in  hand.  A  month  before  bargaii 
got  under  way  in  February,  ual  sai 
planned  to  boost  payroll  spending 
year  by  $780  million  to  bring  sala 
back  up  to  industry  averages.  That  a 
would  swell  compensation  costs  by  '. 
from  1999,  and  the  unions  vow  to 
even  bigger  gains. 

While  the  unions  bargain  for  new  ]i 
pacts,  their  financial  advisers  are  nood 
on  low-cost  alternatives  to  a  new  E! 
One  is  to  create  a  voluntary  plar 
which  the  company  would  match 
ployee  contributions  with  stock.  Anot 
is  to  ask  workers  to  give  up  a  sr 
share  of  their  expected  wage  gains 
to  trade  work-rule  concessions  so  la 
can  buy  back  the  shares  of  retirees.  1 
minimum,  union  leaders  want  to  fin 
way  to  let  newly  hired  employees 
stock.  Otherwise,  they  would  be  secc 
class  citizens  working  side  by  side  \; 
owner-employees. 

In  the  end,  the  unions  probably 
make  at  least  some  kind  of  gesture 
ward  renewing  the  esop.  But  unless  i 
ployees  dig  into  their  pockets  to  k 
their  full  55%  stake,  United's  bold 
periment  in  employee  ownership 
slowly  fade  into  history. 

By  Michael  Arndt  in  Chicago,  v 
Aaron  Bernstein  in  Washington,  D.  ( 
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JUSINESS  HUTO  HOME 


LIFE 


W  Every  year,  3.5  million  people 
are  injured  at  work.  That's  where 
my  job  starts,  making  all  the  calls 
I  can  to  get  patients  into  the  most 
appropriate  doctors,  or  just  helping 
them  find  alternate  jobs  they 
can  perform  while  in  recovery.  I 
worked  in  a  hospital  for  27  years, 
so  I  know  what  it's  like  to  need 
the  help  of  another  person.  That's 
why  I'll  be  there,  on  the  other 
end  of  the  phone,  coordinating 
care,  so  these  people  can  get  their 
lives  back  on  track.  // 


INSURANCE  m   ACTI 


Report  claims  as  early  as 
possible;  after  2  weeks,  incidents  become  27%  more  expensive.  Also,  T  TT^pt?TV 

track  reporting  practices  to  identify  areas  in  need  of  improvement.  MU  1  UAL. 


GOING,  GOING,  GONE 
...SUCKER! 

How  "winner's  curse"  could  undermine  online  auctions 


In  this  age  of  e-commerce  overdo,  it's 
often  proclaimed  that  online  auctions 
are  the  ideal  way  to  match  buyers 
and  sellers — fast,  frictionless,  and 
perfectly  fair.  The  public  has  certainly 
bought  that  message:  EBay  Inc.  alone 
has  10  million  customers  and  a  market 
value  of  $21  billion.  Now,  business  is 
picking  up  the  electronic  gavel.  The 
auto-parts  auctioneer  planned  by  Gen- 
eral Motors,  Ford,  and  DaimlerChrysler 
is  expected  to  handle  $250  billion  in 
transactions  a  year. 

But  auctions  aren't  a  perfect  form  of 
commerce — far  from  it.  They're  prone  to 
two  fundamental  flaws:  winner's  curse, 
which  hurts  buyers;  and  collusion,  which 
usually  hurts  sellers.  While  it's  possi- 
ble to  minimize  both  flaws  through 
clever  design  of  auction  mechanisms, 
it's  not  clear  that  Internet  auctioneers 
are  paying  the  subject  much  attention. 
For  now,  online  auctions  are  so  popular 
that  almost  any  site  can  lure  business. 
But  that  could  change  abruptly.  "If  this 


cases. 


isn't  done  right,  it  will  depress  the  size 
of  the  auction  economy,"  says  Bhaskar 
Chakravorti,  an  auctions  expert  at  the 
Monitor  Group,  a  Boston  consultancy. 

Winner's  curse  is  the  bane  of  clue- 
less newbies  on  auction  sites  like  eBayk 
It's  what  people  suffer  when  they  win 
an  auction  by  overestimating  how  much 
something  is  worth  and  therefore  bid- 
ding too  much.  It's  a  sucker's  game,  yet 
it's  part  of  daily  business 
in  online  consumer  auc- 
tions. Collecting  money 
from  newbies  who  over- 
bid because  they're  ill- 
informed  is  "part  of  the   npTjirhlPQ  wVlH 
business  plan,"  says  one    J 
message  poster  on  Auc- 
tionWatch. corn's  site. 
"Started  an  item  at  $9 
&  it  closed  at  $366+!!!" 
brags  another. 

Paul  Klemperer,  an 
Oxford  University  econ- 
omist who  specializes  in 


Collecting  money 
from  ill-informed 


overbid  is  "part 
of  the  business 
plan,"  says  an 
online  vendor 


the    economics  | 
auctions,  illustre 
winner's  curse  to 
students  by  auctioning! 
a  jar  with  an  undisclosed  number 
pennies.  The  students  bid  a  little 
low  their  estimate  of  the  jar's  contt 
to  leave  a  profit.  Every  time,  thoi 
the  hapless  winner  of  the  jar  is  the 
dent  who  overestimates  the  numbed 
pennies  by  the  greatest  amount, 
therefore  overpays  by  the  most. 
FEEDBACK.  Economists  say  there  is 
one  situation  in  which  winner's  cursj 
not  a  problem:  when  there's  no  objecj 
measure  of  a  thing's  value.  Each 
der  has  his  own  concept  of  its  vs 
and  isn't  influenced  by  what  ot 
think.  That's  sometimes  the  case 
tchotchkes  on  eBay.  But  most  auctior 
especially  business  auctions — are 
like  the  one  of  pennies,  in  which 
value  is  concrete  but  unknown.  In  tr 
the  variation  in  bids  comes 

because  of  differences' 
information,  not  tastej 

The  soundest  i 
dodge  winner's  curse  id 
gather  more  informatj 
about  the  true  value 
what's  being  sold, 
one  of  eBay's  strenj 
Bidders  can  study 
auctions    of  like    ite^ 
And  they  can  find 
more    about    sellers 
reading  feedback  ab{ 
them.  But  if  there's 
uncertainty,  bidders  of 


er  underestimate  the  importance  ofpeo 
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A  friendly  reminder  from  the  people  who  can  get  the  best  out  of  yours. 
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Economics 


watch  the  behavior  of  fellow  bidders 
That's  where  things  get  really  compli 
cated.  If  few  others  are  bidding,  does 
that  mean  the  object  isn't  worth 
much — or  are  you  in  line  for 
bargain?  Is  your  rival  in  a  bid- 
ding war  knowledgeable,  01 
just  crazy? 

Second-guessing  what 
other  bidders  are  think- 
ing is  an  especially  seri- 
ous problem  in  an 
English  auction,  such 
as  eBay's,  in  which 
the  price  keeps  rising 
until  all  bidders  but 
one  drop  out.  The 
trouble  starts  when 
one  bidder  is  seen  by 
others  as  being  able  to 
afford  a  higher  bid — pos- 
sibly because  of  a  special 
ability  to  use  the  thing  be 
ing  auctioned.  In  an  off- 
line auction  conducted  1 
the  federal  government  in  the 
mid-1990s,  for  instance,  gte  Corp.  want- 
ed wireless  licenses  in  certain  markets 
where  it  had  potential  synergies.  To  sig- 
nal its  presence,  it  ended  the  dollar- 
amounts  of  its  bids  in  483,  which  spells 
gte  on  the  telephone  keypad.  When  oth- 
er bidders  realized  that  they  could  beat 
gte  in  those  markets  only  by  overpay- 
ing, they  dropped  out  early,  handing 
gte  a  bargain  and  reducing  the  govern- 
ment's auction  revenue. 
MANCHESTER  MANEUVER.  As  that  case 
shows,  auctions  don't  work  well  when 
bidders  differ  in  their  ability  to  pay  and 
can  see  what  each  other  is  doing.  Last 
year,  the  awareness  of  that  was  enough 
to  persuade  British  regulators  to  stop 
Rupert  Murdoch's  British  sky  Broad- 
casting Group  from  buying  the  Man- 
chester United  soccer  club.  They  feared 
owning  the  club  would  give  BSkyB  an 
extra  incentive  to  acquire  rights  to  tele- 
vise games  of  the  league  to  which  Man- 
chester United  belongs,  thus  frightening 
off  other  bidders  and  depressing  the 
value  of  the  rights  auction. 

Collusion  is  the  other  inherent  flaw  of 
auctions.  Because  so  much  price  infor- 
mation is  on  public  display,  it's  easier  for 
either  buyers  or  sellers  to  collude  in  an 
auction  than  when  transactions  are  done 
one  on  one.  On  eBay,  for  instance,  one 
illegal  trick  is  for  two  bidders  to  team 
up.  One  enters  a  low  bid  and  the  other 


THE  WINNERS  CURSE ... 

It's  what  you  get  when  you  win  an 
auction  by  overestimating  some- 
thing's value  and  bidding  too  much 
for  it.  The  more  you  overestimate 
its  worth,  the  more  likely  you  are  to 
win  the  auction — and  live  to  regret 
it.  The  most  common  victims:  clue- 
less newbies. 

...  AND  HOW  TO  MINIMIZE  IT 

Since  fear  of  winner's  curse  can 
scare  away  potential  bidders, 
auction  sites  need  to  put  in  place 
mechanisms  that  protect  novice 
buyers  from  accidentally  overpayin 
Some  ideas: 


1  Provide  lots  of  information  about 
the  items  for  sale. 

2  Draw  as  many  informed  bidders 
to  your  auction  site  as  possible. 

3  Share  the  risk.  Bidders  will  pay 
more  if  the  seller  or  auctioneer 
provides  a  warranty. 

then  enters  a  high  bid  that  no  one  can 
top.  Afterward,  the  high  bidder  with- 
draws his  bid  and  the  sale  automatical- 
ly goes  to  his  low-bidding  buddy.  Sellers 
can  cheat,  too,  by  using  shills  to  enter 
fake  bids  and  drive  up  the  price. 

Collusion  is  especially  easy  when 
there  are  few  buyers  or  sellers,  as  in 
many  business-to-business  auctions. 
Businesses  don't  even  need  to  break 
the  law.  If  a  few  companies  are  com- 
peting for  a  customer's  business,  they 
could  tacitly  agree  that  it's  in  their  mu- 
tual interest  to  charge  the  same  high 
price  and  share  the  business.  If  one  sup- 
plier defected  from  the  group  by  drop- 
ping its  price,  its  rivals  could  punish  it 
by  dropping  their  own  prices. 

What  to  do?  Auction  experts  are  di- 
vided over  which  mechanism  works 
best.  Monitor's  Chakravorti  favors  as- 
cending-price auctions,  a  la  eBay,  be- 
cause they  provide  the  most  informa- 
tion about  bidders'  feelings.  People  tend 
to  underbid  when  they're  afraid  of  win- 


ner's curse.  They  will  bid  more  ft 
they  can  see  that  other  bidders  a 
in  the  game,  Chakravorti  say 
Oxford's   Klemperer 
the  opposite.  He  say 
sealed -bid  auctions- 
functionally  equivak 
scending-price  aucl 
are  more  likely 
people    to    bid 
they  truly  think 
thing  is  worth. 
are  sealed,  a 
weight  could  n' 
off  other  bidd 
it  would  have 
high  or  risk 
he  says.  Collu 
also  harder  to 
>ff  in  a  sealed-b 
tion,  Klemperei 
because  a  defecto: 
the    low-bidding 
can't  be  detected  ui 
auction  is  over. 
True,  Chakravort 
But  there  are  other  w 
minimize  the  drawbacks  of  an 
ing-price  auction.  In  business-t 
ness  auctions,  he  argues,  you 
lessen  the  problem  of  heavyweig 
ders'  scaring  off  weaker  rivals  1 
ating  an  auction  room  open  only 
ders  that  are  similar  to  each  oth 
To  auctioneers,  this  is  no  stei 
bate.  While  most  Net  sites  use  i 
ing    prices,    a    few — including 
ment.com  Inc.  and  OutletZoo.com 
dared  to  start  prices  high  am 
them  in  increments  until  they  s 
It  turns  out  that  this  induces  th 
bidding  behavior  as  a  sealed-b 
tion.  OutletZoo  ceo  Edward  J. 
says  customers  have  told  him  his 
price  site  is  less  vulnerable  to  si 
But  don't  look  for  a  wholesale 
of  Net  auction  strategies.  EBay's 
larity,  says  spokesman  Kevin  Pui 
proves  it's  doing  something  rig 
says  that  accusations  of  fraud 
kind — including  use  of  shills — a 
only  one  of  25,000  transactions 
critiques  of  ascending-bid  aucti 
apologize  for  laughing,"  Pursglo\ 
It's  easy  to  laugh  when  you'r* 
But  auctioneers  who  don't  cont 
work  on  minimizing  the  flaws  ii 
in  their  auction  mechanisms  cou] 
up  on  the  losing  end  of  winner's 
By  Peter  Coy  in  Ne 


Collusion  is  especially  easy  when  there  are  few  buyei 
or  sellers,  as  in  many  business-to-business  transactio 


If  you  think 

loyalty 

no  longer  has 

a  place  in  the 

stock 

market, 

just  ask 

E*TRADE 


Another  day,  another  300  online  trading  sites.  How 
does  E'TRADE®  stand  out  in  such  an  ultra-competitive 
marketplace?  Simple.  Customers  are  handsomely  rewarded 
with  ClickMiles"  just  for  choosing  E'TRADE®.  But  that's 
only  part  of  Netcentives'  portfolio.  Our  SecureRewards 
Architecture'" — a  secure,  scalable  transaction  processing 
platform — helps  innovative  companies  build  rewarding 
relationships  that  are  for  the  long  term,  not  the  quick  flip. 
To  learn  more,  visit  www.netcentives.com/etrade.  In  short, 
rewarded  customers  become  loyal  customers — you  can 
quote  us  on  that. 

®Netcentives 

Rewarding  Relationships 


NASDAQ:  NCNT 


Marketing 


NOT  THE  FLAVOR 
OF  THE  MONTH 

With  teens  turning  away  from  gum,  Wrigley  has  to  retool 

a  host  of  non-gum  products,  especially 
mints  such  as  Altoids,  Mentos,  and  Tic 
Tacs.  Meanwhile,  other  super-strong 
mint  gums,  such  as  Dentyne  Ice  and 
Ice  Breakers,  have  come  out.  "Wrigley 
needs  to  become  part  of  the  scene," 
says  Robin  Austin  of  Fusion  5,  a  youth 
marketing  outfit. 

Fortunately  for  Wrigley,  it  has  some 
young  blood  of  its  own.  William  "Bill" 
Wrigley  Jr.,  the  36-year-old  chief  execu- 
tive of  the  company  and  the  founder's 


Aaron  Olsen,  18,  is  a  gum  maker's 
nightmare.  He's  checking  out  the 
gum  selection  at  a  New  York  City 
convenience  store,  but  he's  obviously 
looking  for  something  else.  "I  really 
want  mints,"  he  says. 

Gum,  it  seems,  is  ho-hum  for  a  lot  of 
teens  these  days.  Sure,  they're  still  chew- 
ing a  lot  of  it — about  seven  sticks  a 
week,  reports  Teenage  Research  Unlim- 
ited. But  they're  not  chewing  enough  for 
the  likes  of  venerable  gum  maker  William 
Wrigley  Jr.  Co.  Sales  at  the  Chicago- 
based  company  rose  just  3%  last  year,  to 
$2.1  billion,  while  net  earnings  were  up  a 
scant  1%.  Wrigley's  share  price  has 
slipped  35%  since  its  April  high  of  $98. 

The  amazing  thing  about  Wrigley  is 
that  it  has  survived  so  well  for  so  long. 
William  Wrigley,  Jr.  got  into  the  gum 
business  by  accident,  using  it  as  a  give- 
away to  boost  Wrigley's  baking  powder 
sales  in  the  1890s.  When  gum  proved 
more  popular,  he  switched  gears,  launch- 
ing what  would  become  a  global  gum 
empire  with  9,300  employees.  Thriving 
on  the  strength  of  decades-old  brands 
like  Doublemint  and  Juicy  Fruit, 
Wrigley  controls  a  commanding  50% 
share  of  the  U.  S.  gum  market. 

Jump-starting  growth  is  another  mat- 
ter. Wrigley's  problem  is  attracting  the 
huge  youth  market,  which  consumes  the 
bulk  of  gum  and  candy  in  the  U.  S.  But 
kids  like  Aaron  Olson  have  gravitated  to 


GETTING  UNSTUCK 

Venerable  gum  maker  William 

Wrigley  Jr.  Co.  is  trying  to  boost 

sales.  Here's  how: 

NEW  PRODUCTS  Eclipse  mint 
gum,  Wrigley's  first  new  U.S.  prod- 
uct in  five  years,  is  aimed  at  Al- 
toids and  Dentyne  Ice  customers. 

NEW  ADS  Revamping  old  stand- 
bys  such  as  Juicy  Fruit  and  Big 
Red  with  youth-oriented  ads  and 
Internet  tie-ins. 

NEW  PEOPLE  Bill  Wrigley  Jr.,  36, 
who  became  CEO  in  1999,  has 
hired  senior-level  marketing  ex- 
perts from  Gillette  and  Procter  & 
Gamble. 

DATA:  BUSINESS  WEEK 


great-grandso 
determined  to 
his  company  a  b 
He's     introducing 
products  and  has  p 
place  a  new  manage 
team,  includin 
ecutives 
Procter  &  Ga 
Co.  and  Gilletfc 
Wrigley  coul 
the  help.  The 
pany  has  long 
slow     introd 
new  products  i 
U.  S.  But  that  m 
changing.  At  th 
nual  meeting  on 
6,  Wrigley  insisted 
the  company  wi 
longer  "blindly  folio 
paths  and  patterns." 

Easier  said  than  done.  For  dec 
Wrigley  posted  respectable  growt 
expanding  into  international  market! 
controlling  costs.   But  the  comp 
glacial  pace  of  innovation  means  W 
has  so  far  missed  out  on  the  mint  c| 
boom.  Traditional  chewing  gum's 
larity  has  been  tailing  off  for  the 
three  years.  Last  year,  sales  fell  5% 
eluding  sugarless  gum.  Meanwhile, 
candy  sales  surged  10%  in  1999,  to 
million,  according  to  Information 
sources  Inc.,  which  tracks  sales  i: 
consumer  packaged  goods  market. 
FRESH   BREATH.   Wrigley,  is  tryi 
catch  up  with  two  new  mint-fia 
gums,  Eclipse,  introduced  last  su 
and  Everest,  made  by  a  Wrigley 
sidiary  and  packaged  in  an  Altoid 
tin.  Meanwhile,  new  TV  ads  are  des: 
to    sell    another   generation    on 
brands  as  Winterfresh  and  Big 
stressing  their  breath-freshening, 
saving  qualities.  Winterfresh  has 
sponsored  the  extreme  sports  X-G; 
competition,  while  a  Juicy  Fruit 
site  gave  out  trips  to  tapings  of  a 
ular  MTV  show. 

Still,  that  hasn't  been  enough  t 
Juicy  Fruit  onto  Teenage  Research 
limited's  Top  10  list,  a  key  indicat 
youth  trends.  What's  more,  retailer 
Eclipse,  while  selling  well,  so  far  h 
budged  the  mint  loyalists. 

With  Wrigley  shares  at  a  52 
low,  investors  aren't  convinced  tha 
shakeup  will  work.  But  they  like 
direction  Bill  Wrigley  is  moving 
the  Cadillac  generation  to  the  Poi 
generation,"  says  investor  Ken  ; 
mang  of  Kokopelli  Associates  LLC. 
he  just  has  to  lure  all  those  mint-cn 
ing,  skateboarding  kids. 

By  Janet  Ghisburg  in  Ck 
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Id  n't  it  be  great  if  some 
befpre  you  knew  you 


id  problems! 


gs  are  never  as  they  first  appear.  But 
:  a  problem  before  it  happens,  and  you 
hance  of  finding  a  solution, 
lsys   has  a   proven   record   of  solving 
the   most  complex   production   and 
ing  problems  imaginable, 
y,  problem  anticipation  is  the  name  of 
.  Except  that  we  don't  play  games, 
ombine  analytical  skills,  experience  and 
ce  with  vision,  to  produce  what  every 


company  needs.  Increased  performance. 

That  is  no  idle  boast.  Our  experience  in  the 
highly  sophisticated  world  of  automation  and 
controls  is  acknowledged  as  unique. 

Whatever  you  require,  our  people  make  it 
happen.  Improving  efficiency,  raising  standards 
and  adding  value  at  every  level. 

Especially  to  your  bottom  line. 

Lift  the  phone,  we'll  pick  up  the  problem. 
Call  +44  (0)  171  834  3848  or  visit  www.invensys.com 

N         •         DRIVE         SYSTEMS         •         POWER 

.     CARLISLE     PLACE.     LONDON     SWIP     IBX     UK       TEL*44     (0)     171 


SYSTEMS 

34     3  8  4  8 


invensys 

Technology  for  an  intelligent  world 


c    o    N    T    R 


Legal  Affairs 


THE  SUPREME  COURT 


CAN  A  STATE  HAVE 

ITS  OWN  FOREIGN  POLICY? 

Corporate  America  challenges  Massachusetts'  rules  on  Burma 


Over  the  past  few  years,  a  quiet 
storm  has  been  sweeping  through 
America's  state  and  local  legisla- 
tures. To  the  growing  annoyance  of  Cor- 
porate America,  48  states  and  hundreds 
of  municipalities  have  been  making  laws 
limiting  where  and  with  whom  companies 
can  do  business.  For  the  most  part,  these 
are  buy-local  ordinances  and  environ- 
mental laws,  requiring  states,  for  exam- 
ple, to  avoid  purchasing  lumber  from 
rain  forests.  But  in  1996,  Massachusetts 
moved  into  an  area  that  looked  danger- 
ously like  foreign  trade  policy — by  lim- 
iting state  purchases  from  companies 
that  do  business  in  repressive  Burma. 

That  prompted  U.  S.  corporations  to 
declare  war.  Nearly  600  of  them,  from 
Apple  Computer  Inc.  to  Xerox  Corp., 
banded  together  and  took  the  state  to 
court.  On  Mar.  22,  the  Supreme  Court 
is  scheduled  to  hear  oral  arguments  in 
the  case,  which  is  shaping  up  as  a  his- 
toric clash  between  the  rights  of  states 
and  the  rights  of  corporations,  and 
what  role  Washington  plays  between 
them.  Specifically,  the  court  will  de- 
cide whether  states,  by  putting  re-      ^ 
strictions  on  purchases,  are  also 
making  foreign  trade  policy,  which, 
under  the  Constitution,  is  the  duty 
of  the  federal  government.  The  case 
has  attracted  among  the  highest  num 
ber  of  friend-of-court  briefs  ever:  more 
than  250,  with  190  on  the  side  of  the 
states. 

IMPLICATIONS.  If  the  Court  thinks  the 
states  are  out  of  line,  the  ruling  could  af- 
fect at  least  150  laws,  if  not  more,  that 
govern  how  state  and  local  governments 
allocate  taxpayer  dollars.  These  include 
urging  preferences  for  recycled  paper, 
boycotts  of  Swiss  banks,  codes  of  con- 
duct in  Northern  Ireland,  and  other  is- 
sues of  concern  to  local  constituencies. 
"This  goes  to  the  heart  of  how  the  U.  S. 
federal  system  is  going  to  work  in  an 
era  of  globalization,"  says  Simon  Billen- 
ness,  a  senior  analyst  at  Trillium  Asset 
Management  Corp.,  a  socially  responsible 
investment  firm  in  Boston. 

The  U.  S.  companies,  bringing  suit  col- 
lectively through  the  National  Foreign 
Trade  Council  (nftc)  and  backed  by  the 


States  argue  they  are 
within  their  rights  to 
consider  social  values 


European  Union,  argue  that  local  pur- 
chasing restrictions,  such  as  the  Burma 
law,  turn  U.  S.  foreign  policy  into  a  Babel 
of  conflicting  rules,  and  that  it's  up  to 
the  federal  government  to  ensure  that 
the  U.  S.  speaks  with  one  voice.  States, 
the  nftc  says,  should  consider  only  price 
and  performance  when  buying  goods  and 
services  from  corporations.  Any  other 
considerations  about  where  or  how  prod- 


ucts  are  made — such  as  whether  the 
made  with  recyclables,  under  code 
conduct,  or  by  companies  that  do 
ness  with  dictators — violate  U.  S.  ad 
ence  to  World  Trade  Organization  n 
"Our  system  of  government  was  not 
signed  to  allow  the  50  states  and  tl 
sands  of  municipalities  to  conduct 
own  individual  foreign  policies,"  arj 
Frank  Kittredge,  president  of  the  N 
which  also  opposes  the  use  of  fed 
sanctions  as  a  foreign-policy  tool. 

CHOICES.  But  the  states  r< 
that  they're  not  making  for 
policy,  they're  making  purcha 
decisions  about  how  to  sj 
their   own   taxpayers'   moi 
They  say  the  constitution- 
wto  exemptions — guarantee 
right  to  consider  local  value 
spending  choices.  In  the  cas 
Burma,  the  U.  S.  governmen| 
ready  has  federal  sanctions 
ban  new  investment  by 
companies  in  the  military-] 
country.  But  the  Massachus 
law,  which  has  also  been  adojl 
by  23  cities,  including  San  Francl 
goes  further.  Modeled  on  anti-apart| 
laws  aimed  at  South  Africa  in  the  1£ 
the  Burma  law  limits  the  state's  ab| 
to  contract  with  companies  that 
products  in  Burma  or  have  existing 
vestments  grandfathered  in  by  the 
eral  sanctions.  Apple  Computer, 
man  Kodak,  Hewlett-Packard,  Phi 
Electronics,  and  Japan's  Obayashi  1  ™0N 
all  withdrawn  from  Burma,  citing 
law  and  the  resulting  inability  tc 
business  with  Massachusetts  and 
23  cities. 

The  states  also  argue  that 
need  to  be  free  agents  in  intei 
tional  trade.  States  such  as  Califoil 
New  York,  and  Texas  have  trade 
sions  abroad  designed  to  attract  ford 
investors.  If  they  can  engage  in  for< 
trade,  states  argue,  they  can  decide 
conditions  for  disengagement,  too. 
question  is  whether  Massachusetts 
choose    business    partners    on    m 
grounds — and  it's  essential  for  all  r  i 
ket  participants  to  retain  that  rig  I 
says  Robert  K.  Stumberg,  a  law 
fessor  at  Georgetown  University, 
the  Court  rules  against  the  states, 
private  corporations  would  have  gre  fets  s 
rights  in  the  marketplace  than  elec  feady, 
governments." 

In  an  era  of  global  procurement,  slug  j 
disputes  are  increasingly  inevitable, 
matter  how  the  case  is  decided,  it 
be  an  important  milestone  in  how  staler. 
multinational  corporations,  and  the  t 
government  forge  ahead  in  a  global  I 
By  Sheri  Prasso  in  New 
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ICONDUCTORS 


OT  CITY  FOR 
SIA'S  CHIPMAKERS 

y're  building  and  spending  again.  Is  a  bust  in  store? 


year  ago,  when  Asia  was  mired 
_  in  crisis,  business  was  so  slack 
I  that  Taiwan  Semiconductor  Man- 
■  ufacturing  Co.  was  having  trou- 
■ble  keeping  its  plants  running  at 
hirds  capacity.  Now  it's  building 
ilants  so  fast  that  it's  hard  to  keep 
[ready,  the  world's  biggest  contract 
facturer  of  chips,  the  company  is 
ng  a  state-of-the-art  silicon  wafer 
in  Taiwan's  Hsinchu  science  park, 
more  plants  are  going  up  in  the 
2rn  city  of  Tainan.  In  Singapore,  it 
ding  a  wafer  fabrication  plant  with 
s,  while  yet  another  is  ramping  up 


in  the  U.  S.  All  told,  tsmc  is  spending 
$4.8  billion  this  year,  just  a  shade  less 
than  industry  titan  Intel  Corp.  "We  are 
in  a  silicon  boom,"  says  Marketing  Vice- 
President  Michael  M.  Pawlik. 

So,  too,  are  chipmakers  across  East 
Asia.   After  weathering  some  tough 


years,  the  survivors  of  MONITOR:  At  a 
an  industry  ^hakeout  United  line 
and  a  regional  financial 
crisis  are  again  on  a  capital  spending 
spree.  United  Microelectronics  Corp., 
Taiwan's  No.  2  foundry,  plans  to  spend 
$2.4  billion  on  new  fabs  this  year.  On 
Feb.  18,  Singapore's  state-controlled 
Chartered  Semiconductor  Manufactur- 
ing Ltd.  broke  ground  on  a  $2.1  billion 
fab.  And  in  South  Korea,  Samsung  Elec- 
tronics Co.  is  plowing  billions  into  more 
capacity  for  memory  chips. 

Build  fast,  build  more.  The  last  time 
Asian  chipmakers  went  on  such  a  binge 
was  in  the  mid-1990s.  The  results  were 
tragic:  huge  overcapacity,  a  crash  in 
exports,  and  the  financial  ruin  of  hard- 
charging  new  entrants.  Are  Asia's  chip 
champions  about  to  make  the  same 
mistake? 

There's  reason  to  believe  historv  won't 


History  may  not  repeat  itself:  The  steep 
downturn  of  1996-98  weeded  out  weak  players 
or  forced  them  to  sit  on  the  sidelines 
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Good  news,  you're  growing.  Bad  news,  you're  growing 


frivi 


Your  company's  doing  well.  Just  make  sure  it  doesn't  expand  beyond  the  capacity  of 
its  inflexible,  soon-to-be-obsolete,  communication  system.  We  won't  let  that  happen. 
When  you  outsource  your  voice  communications  with  us,  we'll  make  sure  it  evolves 
with  your  business.  Without  additional  capital  investment.  That  way,  you  can  buy  more 
frivolous  things,  like  furniture.  Call  1-877-500-LINE,  or  visit  www.accessline.com. 


flCCESSLIll[ 

"communications™ 
Call  us  at  the  first  sign  of  success. 


-. 


Industries 


The  hot  sector  this  time  around:  Chips  used  in  Interne| 
appliances  and  wireless  phones 


repeat  itself.  The  steep  downturn  of  1996- 
98  weeded  out  weak  players  across  the 
region  or  has  forced  them  to  sit  on  the 
sidelines.  The  current  buildup  is  being 
led  by  outfits  such  as  TSMC,  Samsung, 
and  UMC,  which  have  emerged  stronger 
out  of  the  crisis. 

LOGICAL  SWITCH.  What's  more,  Asian 
producers  in  the  1990s  went  overboard 
in  dynamic  random-access  memory 
(DRAM)  devices  and  other  commodity 
chips  prone  to  rapid  demand  swings. 
Now,  the  overwhelming  majority  of 
spending  is  for  the  logic  chips  used  in 
wireless  phones,  set-top  boxes,  and 
countless  other  digital  appliances  that 
are  in  hot  demand  as  Internet  use 
explodes.  Foundries  that  make  these 
specialty  chips  are 


invest  in  new  capacity  since  1997.  Now, 
companies  such  as  Fujitsu,  Hitachi,  and 
NEC  are  focusing  on  more  profitable, 
customized  logic  chips,  too.  "The  dram 
slump  has  ended,  but  people" are  loath 
to  invest  more,"  explains  NEC  Corp. 
spokesman  Aston  Bridgman.  Memory 
now  accounts  for  just  22%  of  NEC's 
chip  sales. 

This  shakeout  should  ease  the  com- 
petitive pressure  for  the  three  major 
memory  producers  who  have  stayed  in 
the  game — Samsung,  Hyundai  Elec- 
tronics Industries,  and  Micron  Tech- 
nology of  the  U.  S.  This  year,  the  trio 
accounts  for  some  65%  of  global  dram 
sales.  In  October,  1999,  Hyundai  be- 
came the  world's  biggest  DRAM  maker 


now  booked  solid. 
Boris  Petersik,  re- 
gional semiconduc- 
tor analyst  for  Don- 
aldson, Lufkin  & 
Jenrette  Asia  Ltd., 
figures  that  sales  of 
Asian  foundries 
specializing  in  logic 
chips  will  surge 
more  than  60%  this 
year. 

Such  growth 
prospects  have  not 
been  lost  on  in- 
vestors. Buoyed  by 
a  60%  boost  in 
profits,  to  $800  million  in  1999,  tsmc's 
stock  has  soared  by  185%.  Rival  umc's 
stock  nearly  tripled  as  well.  Even  Sin- 
gapore's Chartered  Semiconductor, 
a  perennial  money-loser,  saw  its  stock 
leap  by  70%  after  posting  a  $22  million 
fourth-quarter  profit  on  sales  of  $230 
million. 

The  fat  times  haven't  quite  returned 
to  makers  of  memory  chips.  After  re- 
bounding sharply  because  of  tight  de- 
mand in  1999,  spot  market  prices  for 
standard  64-megabit  drams  have 
slumped  from  $21  in  September  to 
around  $6,  largely  thanks  to  the  post- 
Christmas  drop-off  in  PC  sales.  But  the 
cyclical  decline  hasn't  been  nearly  the 
disaster  it  was  for  Korean  chipmakers 
in  1996.  Many  midsize  Taiwanese  pro- 
ducers have  now  abandoned  drams  and 
are  turning  their  plants  into  specialty- 
chip  foundries.  And  most  Japanese  ri- 
vals have  either  misjudged  the  mar- 
ket or  been  too  financially  strapped  to 


the  Asia  crisis  hit.  Since  1998,  wh 
lost  $200  million,  a  new  team  he 
by  veterans  of  Motorola,  Micron,| 
other  Western  companies  has  paid 
much  of  its  heavy  debts,  adopted  si 
er  marketing,  and  focused  more  sh| 
on  making  telecom  and  other  chij 
such  customers  as  Lucent  Technoll 
Inc.  and  Broadcom  Corp.  Says  ceoI 
ry  Waite:  "We  are  now  virtually  o| 
the  commodity  memory  business," 
accounts  for  7%  of  sales,  compared  | 
25%  in  1998. 

Even  though  Chartered  is  ope 
three  new  fabs  this  year  and  ha^ 
other  on  the  way,  Waite  believes 
is  plenty  of  demand  for  its  foundr 
vices  to  stay  in  the  black.  Anal 
agree.        Gar 


WHILE  ASIA'S  CHIP 

FOUNDRIES  GO  FULL  BLAST... 


TSMC  World's  leading  foundry  is 
operating  at  100%  capacity  and  is 
spending  $4.8  billion  on  new  fabs 
in  Taiwan,  Singapore,  and  the  U.S. 

UMC  The  industry  No. 2  is  spending 
$2.4  billion  on  new  fabs  for  12- 
inch  wafers. 

CHARTERED  A  chronic  money- 
loser  in  Singapore  is  pouring  $2.1 
billion  into  a  new  plant  and  is  final- 
ly posting  profits. 


...MAKERS  OF  MEMORY  CHIPS 
HUNKER  DOWN 


SAMSUNG  Korea's  leading  semi- 
conductor maker  is  building  a  new 
$1.8  billion  DRAM  fab,  but  profit 
margins  are  dropping. 

FUJITSU  After  closing  a  DRAM 
plant  in  Britain,  it's  now  pooling 
resources  with  Toshiba. 

NEC  DRAMs  are  a  shrinking  part  of 
sales;  to  save  costs,  it  is  forming  a 
partnership  with  Hitachi. 


DATA;  BUSINESS  WEEK 


in  terms  of  capacity  by  absorbing  Ko- 
rean rival  LG  Semicon  Co. 

And  despite  Korea's  crisis,  Samsung 
continued  to  invest  through  the  down- 
turn. Thus  it  enjoyed  fat  profits  when 
the  dram  market  surged  again  last 
year.  Over  the  next  five  years,  Sam- 
sung says,  it  will  invest  nearly  $18  bil- 
lion in  new  capacity.  Although  Sam- 
sung Electronics  President  Lee  Yoon 
Woo  says  that  memory  will  remain  "the 
main  revenue  earner  for  years  and 
years,"  the  company  also  is  making  a 
concerted  push  into  nonmemory,  where 
it  plans  to  invest  $1  billion  by  2002 
and  to  quadruple  sales  to  $4  billion  by 
2005. 

CROWDING  IN.  Other  Asian  producers 
have  worked  hard  to  redefine  them- 
selves since  the  financial  crash.  Singa- 
pore's Chartered  Semiconductor,  for  ex- 
ample, not  only  struggled  with  its 
foundry  business  but  was  in  the  process 
of  ramping  up  in  standard  drams  when 


Group's  Datac 
Inc.  research 
projects   that | 
foundry   busii| 
which  is  domir 
by     Asians, 
grow  by  30% 
ally  over  the 
two  to  three  y| 
There    still 
danger,  of  coij 
that  in  their 
peration  to  pt 
the  profitable 
ket  niches  of| 
next  decade, 
manufacturers! 
repeat  the  mistakes  of  the  1990s, 
many  producers  could  pile  into  I 
foundry  business  and  multimedia  c| 
killing  prices  for  everyone. 

The  more  optimistic  view  is 
Asian  chipmakers  have  indeed  lea^ 
the  pitfalls  of  reckless  expansion, 
because  of  reforms  since  the  ci 
manufacturers  no  longer  can  counl 
governments  and  state-guided  b^ 
to  bail  them  out.  "They're  much 
seasoned  now  as  corporate  manag 
and  they  can't  count  on  government! 
the    same    degree,"    says    Chairi 
James  C.  Morgan  of  Applied  Maj 
als  Inc.,  which  now  sells  40%  oil 
chipmaking  equipment  to  Korea 
Taiwan.  For  the  next  few  yearj 
least,  Asia's  new  chip  giants  can  e\ 
the  boom. 

By  Bruce  Einhorn  in  Taipei 
Moon  Ihlwan  in  Seoul,  with  Micl 
Shari    in    Singapore    and   Sebas\ 
Moffett  in  Tokyo 
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here's  an  entirely  new  way  to  hold  meetings.  It  doesn't  involve  a  plane,  train  or  automobile. 

11  you  need  is  a  Web  browser  and  a  phone.  With  PlaceWare'",  you  can  hold  live,  interactive 

leetings  and  presentations  with  up  to  2,500  people  over  the  Internet.  See  why  over  1  million 

eople  use  PlaceWare  for  Web  seminars,  new  product  launches,  1:1   meetings,  sales  training  and 

business-to-business  collaboration.  To  book  your  own  virtual  conference  room,  visit  our  website 

at  www.placeware.com.  Think  about  it  next  time  you're  stuck  in  a  holding  pattern. 


PLACEWARE 
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FILLING 
PRESCRIPTIONS 
IN  CYBERSPACE 


The  Virtual  Pharmacy: 
Be  Careful  When  You  Click 

Internet  drugstores  are  convenient,  but  some  are  questionable 


BY  MARY  HICKEY 

Need  prescription  drugs?  Grab  a  mouse. 
Hundreds  of  online  pharmacies  have 
sprung  up  offering  convenience  and  com- 
petitive prices  on  the  Web. 
But  be  careful:  The  Inter- 
net also  provides  easy  ac- 
cess to  potentially  danger- 
ous medicines. 

In  the  Wild  West  of  cyberspace,  you  may  not 
even  need  a  prescription  from  your  personal 
physician.    By    logging    on    to    www.at-cost- 
drugs.com,  for  example,  I  was  able  to  order 
Xenical,  a  weight-loss  medication.  My  own  doctor 
had  advised  that  my  15  excess  pounds  didn't 
merit  drug  therapy.  But  after  I  complet- 
ed a  $35  "online  consultation"  at  the 
Web  site,  a  physician  in  Sterlington, 
La.,  was  willing  to  write  a  prescrip- 
tion without  ever  meeting  or  examin- 
ing me,  and  without  calling  to  verify 
that  the  questions  I'd  answered  were 
true.  I  simply  supplied  my  credit 
card  number.  Within  a  week,  a  small 
brown  vial  of  blue  capsules  was  de-    | 
livered  to  my  door. 
FDA  SCRUTINY.  I  ordered  the  Xenical 
as  part  of  an  experiment  in  buying  med- 
icine from  online  pharmacies — an  endeavor 
that  runs  the  gamut  from  being  safe  and 
easy  to  being  downright  illegal.  "It's  not 
as  simple  as  buying  books  or  CDs,: 
says  Tom  McGinnis,  director 
of  pharmacy  affairs  for  ^^^ 
the  Food  &  Drug  Admin- 
istration, which  has  made 
policing    Internet    drug- 
stores one  of  its  top  prior- 
ities. "There  are  so  many 
different  kinds  of  Web  sites 
selling  prescription  drugs 
that  we're  having  a  hard 
time    keeping    up    with 
them." 

Fortunately,    there    are 
plenty  of  reputable  pharma 
cies  among  the  estimated 
1,000  Web  sites  selling  pre 
scription  drugs.  Some  of 
the     nation's     largest 
chains,  such  as  cvs, 
Walgreens,  and  Drug 
Emporium,     have 


Health 


established  a  Web  presence  in  recent  years.  Se 
eral  Internet-based  companies,  including  Plai  f 
etRx.com  and  Rx.Com,  have  been  licensed 
sell  prescription  drugs  in  all  50  states.  Esta  f 
lished  mail-order  prescription  bus  \ 
nesses,  including  the  Americs  f 
Association  of  Retired  Persoi  f 
Pharmacy    Service,    have    We 


sites.  Many  mom-and-pop  drugstores  have  ali 
gone    online.    For    instance, 
McKessonHBoe,  a  health-care  con- 
sulting firm,  maintains  a  Web  site 
(www.healthmart.com)  allowing 
a  network  of  4,600  indepen- 
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itly  owned  Health  Mart  and 
hie  Rite  stores  nationwide 
(ill  prescriptions  online.  You 
i  pick  them  up  at  a  drug- 
iv  or  have  them  sent. 
ITie  nice  thing  about  a  Web 
irmacy  is  that  it  offers  con- 
liencea  that  a  brick-and- 
rtar  retailer  can't.  A  pre- 
iption  can  be  phoned,  faxed, 
e-mailed  at  any  time,  day  or 
ht.  Some  doctors  already 
re  the  capability  to  trans- 
;  prescriptions  directly  to 
igstore  sites,  reducing  the 
mce  that  a  pharmacist  will 
read  an  illegible  scribble.  And  many  online 
igstores  keep  track  of  patients'  prescriptions, 
"ting  them  by  e-mail  about  refills  or  dangerous 
|ig  interactions.  You  can  also  get  immediate 
e  quotes,  24-hour  access  to  a  pharmacist  via 
lail  or  phone,  and  links  to  more  medical  re- 
rces  than  you'll  ever  need. 
VACY  VIOLATIONS.  There  are  some  drawbacks. 
t  all  pharmacies  accept  a  full  range  of  insur- 
ance; check  first  to  see  if  your 
prescription  is  covered.  Be  sure 
y  to   read   the   fine   print   about 

availability  and  delivery.  If  a 
pharmacy  isn't  affiliated  with  a 
retail  store,  it  can  take  a  week 
or  longer  for  your  drugs  to 
arrive  in  the  mail.  Privacy 
is  a  concern  as  well.  A  re- 
cent report  by  the  Califor- 
nia HealthCare  Founda- 
tion      (available       at 
ehealth.chcf.org)    found 
that    health-care    Web 
sites  are  often  unable  to 

keep  visitor  information 

^-  W   confidential,   even   when 

\  J   such  assurances   are   of- 

fered. The  problem  stems 
largely  from  technology  al- 
lowing banner  advertisers 
access  to  information  that  a 
customer  enters  on  the  page 
where  the  ad  appears.  Oth- 
er privacy  violations  occur 
when  sites  share  informa- 
tion    they've     gathered 
with       partners       who 
haven't  signed  a  privacy 
agreement. 

Barely  distinguishable 
visibly    from    reputable 
Web  pharmacies  are  on- 
line   drugstores    whose 
practices  and  products  can 
be  risky  or  even  dangerous. 
The  Internet  has  widened  ac- 
cess to  illegally  imported  pre- 
scription        products.         At 
www.drugquest.com,    for    in- 
stance, you  can,  for  a  fee,  "pur- 
chase virtually  any  prescription 
medicine  for  less,  without  hassles 
and  without  a  prescription"  from 


Web  Comparison  Shopping 

Thirty  10  mg  tablets  ofClaritin, 
an  anti-allergy  drug 


PHARMACY 

PRICE* 

OVERNIGHT 
DELIVERY 

CVS.COM 

$61.23 

$10.95 

0RUGST0RE.COM 

57.54 

1 1 ,95** 

PLANETRX.COM 

57.30 

10.95-14.95 

RX.COM 

56.49 

11.95 

WALGREENS.COM 

58.99 

12.95 

"Includes  standard  delivery 

"Pickup  also  available  at  Rite  Aid  stores 

DATA:  BUSINESS  WEEK,  WEB  SITES 
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Mexico,  Canada,  and  the 
Caribbean,  Lasl  year,  the  L7.  B. 

Customs  Service  seized  !t,72") 
packages  of  prescription  drugs, 
nearly  live  times  as  many  as 
in  1998.  The  number  of  im- 
pounded pills  jumped  from 
7(30,720  in  1998,  to  1.9  million 
Last  year.  That's  believed  to  be 
just  a  fraction  of  the  foreign 
drugs  sold  online. 

Federal  officials  warn  that 
illegally  imported  drugs  often 
fall  below  U.  S.  quality  stan- 
dards, fail  to  comply  with  la- 
beling requirements,  or  aren't 
approved  in  this  country.  "We  have  a  good  sys- 
tem in  place  for  making  sure  prescription  drugs 
sold  here  are  safe,"  says  the  fda's  McGinnis, 
"but  we  have  no  way  of  controlling  the  quality  of 
drugs  coming  in  from  offshore."  Among  potential 
problems:  counterfeit  medicines,  contaminated 
or  outdated  ingredients,  and  improper  storage. 
Even  if  the  products  are  safe,  consumers  whose 
orders  are  confiscated  stand  a  good  chance  of 
losing  money.  Most  Web  stores  selling  imported 
drugs  won't  provide  a  money-back  guarantee. 

Also  risky  are  pharmacies  that  sell  both  a 
prescription  and  the  medicine  at  the  same  time. 
Hundreds  of  sites  specialize  in  weight-loss 
drugs,  antidepressants,  baldness  cures,  impo- 
tence treatments,  and  other  "lifestyle"  drugs. 
They  do  require  an  online  consultation  ($20  to 
$70),  and  there's  a  form  to  fill  out  about  symp- 
toms, health  history,  and  medications  you're 
taking,  but  the  "right"  answers  are  often  pres- 
elected. "Doctors  are  being  paid  up  to  $5,000  a 
month  to  review  these  questionnaires  and  write 
prescriptions,"  says  Carmen  A.  Catizone,  exec- 
utive director  of  the  National  Association  of 
Boards  of  Pharmacies  (nabp),  an  alliance,  of 
state  regulatory  agencies  that  has  begun  moni- 
toring online  pharmacies. 

President  Clinton  has  called  for  laws  requiring 
Net  drugstores  to  be  licensed — like  brick-and- 
mortar  pharmacies — and  has  recommended  fines 
of  up  to  $500,000  per  violation  for  selling  drugs 
without  a  valid  prescription.  Several  state  med- 
ical boards  have  fined  physicians  for  issuing  pre- 
scriptions to  patients  they  only  know  in  cyber- 
space. And  the  FDA  has  set  up  a  link  on  its  Web 
site  (www.fda.gov)  for  consumers  to  report  online 
drugstores  that  don't  seem  aboveboard. 

At  the  very  least,  consumers  should  make 
sure  an  online  drugstore  identifies  itself  and  its 
staff,  and  provides  an  address  and  phone  num- 
ber. You  can  also  check  for  a  Verified  Internet 
Pharmacy  Practice  Sites  seal,  an  endorsement 
from  the  nabp  assuring  consumers  that  the  site 
is  licensed  and  abides  by  safe  and  ethical  prac- 
tices. To  check  the  seal's  authenticity,  go  to  the 
board's  site,  www.nabp.net.  Only  four  online 
pharmacies  (cvs.com,  drugstore.com,  plan- 
etRx.com,  and  merck-medco.com)  have  a  vipps 
seal,  but  approval  for  15  more  is  expected  in  the 
next  few  months.  Until  stricter  safeguards  are  in 
place,  consumers  should  exercise  skepticism, 
caution,  and  above  all,  good  judgment  when 
shopping  for  prescriptions  online.  □ 


Before 

You  Buy 

Prescriptions 

Online,  Ask 

Questions... 

•  Does  the  site  have 
access  to  a  registered 
pharmacist  to  answer 
questions? 

•  Does  the  site  ac- 
cept your  insurance? 

•  How  long  will  you 
have  to  wait  for 
delivery? 

•  Does  the  site  take 
prescriptions  via  a  se- 
cure server,  and  will 
your  health  informa- 
tion remain  private? 

•  Do  you  have  the 
pharmacy's  street  ad- 
dress and  phone 
number? 

...And  Follow 
Safeguards 

•  Be  wary  of  buying 
without  a  prescription 
or  getting  a  prescrip- 
tion from  a  doctor 
you  don't  know  or 
haven't  seen. 

•  Contact  the  Na- 
tional Association  of 
Boards  of  Pharmacy 
(www.nabp.net)  to 
see  if  a  pharmacy  is 
licensed  and  in  good 
standing. 
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Supply-chain  strategies  for  a  customer-driven 


SMART  ENTERPRISE: 

INTEGRATING  SUfTLY  AND  DEMAND  CHAINS 

MAY  17, 2000  ■  GRAND  HYATT  ATLANTA  IN  BUCKHEAD  ■  ATLANTA,  QA 


In  the  new  economy,  customers  call  the  shots,  and  getting  close  to  them 
requires  revolutionary  supply  chain  strategies.  The  goal  is  a  smart  enterprise  - 
one  that  combines  supply  and  demand-chain  technologies  with  innovative 
business-model  design  to  integrate  product  development,  manufacturing,  sales 

and  distribution  seamlessly. 
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president  &  COO, 

E-Loan,  Inc. 
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president,  CEO 
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president,  eVentures, 
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senior  vice-president  & 
chief  eBusiness  officer, 
Duke  Energy  Corporation 


Business  Week's  Smart  Enterprise,  a  Digital  Economy 
Conference,  will  explore  the  ground-breaking  business  models 
and  technological  tools  for  achieving  that  goal.  On  May  17th, 
you'll  meet  the  leaders  who  are  already  anticipating  and 
delivering  to  customer  demands.  Strategize  with  industry 
visionaries,  including: 

■  Joel  Kocher,  chairman  and  CEO,  MicronPC.com 

■  Mack  D.  Munrell,  global  director,  Customer  Interface 
Initiative,  The  Dow  Chemical  Company 

■  Mark  Schar,  vice-president,  Global  iVentures, 
The  Procter  &  Gamble  Company 

■  Alex  Lowy,  managing  director,  Alliance  for 
Converging  Technologies 

■  J.  Erik  Fyrwald,  vice-president,  e-Commerce 

and  Business  Development,  E.I.  du  Pont  de  Nemours 
and  Company 
In  order  to  guarantee  personal  interaction,  and  ensure  that 
this  is  a  valuable  experience  for  each  executive,  reservations 
are  extremely  limited.  To  reserve  your  place  today  at  this  unique, 
hands-on  conference  for  top-level  executives: 

Go  to:  www.conferences.businessweek.com/ 

2000/enterprise 
e-mail:  smart_enterprise@businessweek.com 
phone:  1-888-239-6878 
fax  on  demand:  1-888-239-6878,  document  #160 
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Bond 
Investors 
Goto 
Extremes 

Good  values  lie  at  both 
ends  of  the  yield  curve 


BY  JOAN  Vi 

M 


BY  JOAN  WARNER 

any  bond  investors 
are    still    licking 
their  wounds  af- 
ter  one    of  the 
worst   years   in 
recent  memory. 
Now  they  may  be  staring  at 
a  window  of  exceptional  op- 
portunity. Federal  Reserve 
Chairman  Alan  Greenspan  is 
raising  short-term  interest 
rates  to  cool  a  torrid  econo- 
my. Normally,  that  pushes  up 
long-term  rates,  too.  But  be- 
cause the  government  is  using 
its  budget  surpluses  to  buy  back 
long-term  debt,  yields  on  10-  to 
30-year  Treasury  bonds  are  head- 
ing south  instead.  This  phenome- 
non calls  for  new  and  super-selec- 
tive strategies. 

The  ideal  bond  play  offers  both 
high  income  and  capital  appreciation. 
And  fixed-income  experts  these  days 
are  finding  that  the  best  values  lie  at 
the  extremes  of  the  yield  curve.  So  they 
recommend  structuring  your  portfolio  like  a  bar- 
bell— loading  up  on  short-term  bonds  on  one  end 
and  long-term  debt  on  the  other.  Ken  Volpert,  a 
senior  portfolio  manager  who  oversees  $17  billion 
in  Vanguard  Group  bond  index 
funds,  explains  that  in  terms  of  to- 
tal return,  a  barbell  portfolio  will 
beat  one  concentrated  in  interme- 
diate debt.  That's  because  when  the  yield  curve  is' 
flattening,  the  yield  at  "the  middle  is  going  to  go 
up  more  than  a  blend  of  the  ends."  As  intermedi- 
ate yields  rise,  of  course,  the  bonds'  price  will 
fall. 

So  which  bonds  do  you  pick?  At  the  far  end  of 


Bonds 


the 
good  ol] 
year  Trea 
are  looking  like 
ter  buy  every  day.  You  lock  in  a  yield  of 
6%  from  the  safest  issuer  in  the  world, 
while,  as  Washington  keeps  scarfing  up 
bonds,  their  value  will  rise.  Volpert  expect^ 
because  of  their  "scarcity 
um,"  they'll  appreciate  morel 
long-term  corporate  bonds  foi 
eral  years.  If  30-year  gover 
yields  fall  by  a  percentage  point,  to  5%,  ove 
next  12  months,  the  6%  Treasuries  you  bougl 
day  for  $5,000  will  be  worth  $6,072.50,  for  a| 
return  of  8.23%. 

The  falloff  at  the  far  end  of  the  yield 
has  created  another  opportunity:  highly 
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"Our  customers  demand  a  personalized  banking  experience  every  time  they  contact 
us.  Siebels  eBusiness  Applications  and  PricewaterhouseCoopers'  integration  team 
provided  a  robust  solution  that  helps  us  exceed  our  customers'  expectations" 


Ann  Christensen,  Executive  vice  President  Customer  &  Sales  Management    (§)  Fleet 


"At  Fleet  Bank,  providing  our  customers  with  a  more  intimate  and  personalized  banking  experience  is  key  to  our 
competitive  advantage.  Working  with  Siebel  Systems  and  PricewaterhouseCoopers,  we  quickly  implemented  a  fully 
integrated  customer  management  solution  for  our  call  center  sales  representatives.  Now,  we  can  sell  products  tailored 
to  the  customer's  needs  and  ensure  the  highest  quality  banking  experience  in  every  interaction." 


PricewaTerhous^Qopers  u 


Ensuring  eBusiness  Success 


For  mora  Information,  visit  us  at  www.s1ebcl.com/pwc  or  call  1-800-273-9913  ext-102067 


BusinessWeek  Investor 


Bonds 


tax-exempt,  long-term  municipal 
bonds.  Like  the  federal  government, 
the  local  entities  that  issue  them 
are  cutting  back  on  debt.  According 
to  Randy  Smolik,  chief  analyst  at 
Municipal  Market  Data  in  Boston, 
muni  borrowing  in  the  first  quarter 
is  running  about  35%  below  last 
year's  levels.  And  on  average,  AAA 
munis  are  paying  96%  of  Treasury 
yields,  compared  with  87%  a  couple 
of  years  ago.  The  result:  A  high- 
grade,  long-term  muni  can  offer  returns  better 
than  those  from  long  Treasuries — without  the  tax 
liability.  Assuming  your  tax  bracket  is  31%,  such  a 
muni  returns  as  much  as  a  taxable  bond  yielding 
nearly  9%. 

FINE  ART.  Short-term  rates,  meantime,  look  likely 
to  keep  rising,  perhaps  by  50  basis  points  in  the 
next  few  months.  But  some  short-term  bonds  may 
offer  price  appreciation  even  in  the  face  of  that. 
High-yield  debt  has  been  hammered  in  the  last 
couple  of  years  as  investors  have  moved  into  tech 
stocks.  So  managers  are  finding  value  in  corporate 
and  municipal  junk  bonds.  For  individuals,  the 
safest  way  to  play  this  market  is  probably  via 


To  take  advantage  of  market  conditions 
fixed-income  experts  favor  a  "barbell" 
strategy  that  calls  for  loading  up  on  bo 
short-term  and  long-term  bonds 


Promising  Bond  Funds 


NAME/SYMBPL/PHONE 

COLUMBIA  HIGH-YIELD 

(CMHYX)  800  547-1707 

FIDELITY  CONVERTIBLE 

(FCVSX)  800  544-8888 

HEARTLAND  SHORT  MUNI 

(HRSDX)  800  432-7856 

INVESC0  HIGH  YIELD 

.(FHYPX) 80C 1525:8085 

UPPER  HIGH  INCOME 

(LHIBX)  800  547-7379 

PILGRIM  CONVERTIBLE  A 

(NIGAX)  800  334-3444 

STRONG  MUNICIPAL 

(SMVAX)  800  368-1030 

VANGUARD  CONVERTIBLE 

(VCVSX)  800  662-7447 

VAN  KAMPEN  HIGH  INCOME 

(ACTHX)  800  421-5666 


MINIMUM 
INVESTMENT 


EXPENSE 
RATIO 


1999  TOTAL 
RETURN 


AV6.  YIELD 


$1,000 
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OL50        2.99 

0L73  33.4 
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1 


4.18 
3^45 
6.48 


bond  mutual  funds,  since  dissecting  the  risks  and 
returns  of  specific  issues  is  a  fine  art. 

Besides  being  cheap,  high-yield  bonds  have  an- 
other plus  in  a  barbell  portfolio:  diversity.  Their 
performance  tends  to  ignore  what's  happening  with 
government  interest  rates,  because  their  yields 
depend  almost  entirely  on  default  risk.  Says  Brad 
Tank,  director  of  fixed  income  and  portfolio  man- 
ager at  Strong  Funds  in  Milwaukee:  "High-yield  se- 
curities often  demonstrate  incredible  insensitivity  to 
what's  going  on  in  the  Treasury  market." 

It's  not  that  hard  to  narrow  the  junk  field.  One 
no-load  choice  that's  diversified  and  has  beat  the 


ii 


It 


1 


odds  in  a  tough  environment  is  the  Colur 
High  Yield  Fund.  With  an  average  current  yie 
8.51%,  the  fund  boasts  an  annualized  ave 
three-year  total  return  of  6.06%  through  Ms 
Manager  Jeff  Rippey's  biggest  holding  is  Ur 
junk  bonds  paying  11.75% — and  he  is  addingtx 
position. 

Many  short-term  junk  funds  focus  on  m 
naturally,  since  local  governments  and  ager 
that  need  to  raise  quick  cash  often  get  belov 
vestment-grade  ratings  for  their  debt.  A 
months  of  neglect,  "we're  seeing  really  good 
mand  from  retail  investors,"  says  Wayne  Go 
whose  $1.45  billion  Van  Kampen  High- Yield  fl 
A  fund  in  January  won  Morningstar's  Fun 
the  Decade  Award  in  its  category.  Godlin  spe 
izes  in  tax-free  munis  rated  BB  or  lower,  with 
erage  yields  of  6.48%.  He  has  packed  his 
with  such  issues  as  Richmond  (Va.)  developr 
bonds  paying  8.75%  and  Alexandria  (Va.)  < 
paying  6.375%. 

Another  fund  attracting  attention  from  valu 
vestors  is  Heartland  Short-Duration  High-"!i 
Muni,  which  wins  the  unusual  description  of 
return/low  risk"  by  looking  for  rich  tax-free  inc 
but  balancing  its  junk  bonds  with  slightly  hig 
graded  munis.  Its  managers  like  so-called  life 
bonds — from  developers  of  retirement  commun 
in  Texas,  for  example — paying  upward  of  8%. 
fund's  0.62%  expense  ratio  makes  it  one  of  the 
ter  picks  in  the  high-yield  muni  group,  anc 
modest  total  return  of  0.03%  in  1999  beat  Leh 
Brothers'  Muni  Index  by  more  than  three 
centage  points. 

Aficionados  of  convertible  bonds  are  snif 
value,  too  (page  146).  Convertibles  are  relati 
short-term  investments  by  definition — most  1 
three-year  maturities.  Typically  issued  by  grc 
companies,  these  bonds  allow  investors  to 
change  them  for  stock.  In  return  for  an  inc 
stream  from  the  debt,  you  give  up  some  app 
ation  potential  on  the  equity. 
BACKSEAT  NO  LONGER.  Like  munis,  convert] 
took  a  backseat  to  stocks  when  the  equity  I 
were  running  their  hardest.  Now,  demand  is 
ing  up.  One  top  performer  is  the  Pilgrim 
vertible  A  fund,  which  gave  its  investors  a  50.| 
return  in  1999.  Its  managers'  strategy:  Focui 
bonds  paying  in  the  neighborhood  of  6% 
fast-growth  media  companies  such  as  Quale 
and  MediaOne  Group. 

Of  course,  if  you  mainly  look  to  short-tern 
terest  rates  for  yield,  the  simplest  investm 
may  be  the  most  attractive.  Regional  comme: 
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banks,  ever  eager  for  new  customers,  are  taking 
advantage  of  the  uptick  in  short-term  rates  to 
tickle  savers'  fancy.  The  latest  wrinkle  in  mar- 
keting bank  certificates  of  deposit  is  the  online  auc- 
tion, in  which  banks  let  investors  bid  for  CD  rates. 
For  example,  Pittsburgh's  pnc  Bank  is  offering 
three-month  CDs  at  www.pnc.oom.  Visitors  plug  in 
how  much  they  want  to  buy  and  the  lowest  annual 
percentage  rate  they're  willing  to  accept.  The 
bank  is  currently  setting  10%  as  the  maximum 
yield.  The  lowest  APR  submitted  wins — even  if 
it's  higher  than  the  current  6.03%  national  average 
for  three-month  CDs. 


What  happens  to  your  strategy  if  the 
shaped  yield  curve  doesn't  flatten  any  furtl 
More  experts  are  saying  it's  a  good  time  tol 
back  into  bonds  anyway.  The  Fed  seems  sej 
taking  more  wind  out  of  the  stock  market's 
And  New  Economy-type  equities  are  so  exper 
that  bonds  represent  good  value  by  compa 
"Smart  money  now  might  want  to  take  a 
chips  off  the  technology  [stock]  sector  and  rea 
assets  into  the  fixed-income  market,"  says 
Kampen's  Godlin.  That's  probably  good  adj 
even  if  you  don't  manage  to  make  your  holdinj 
perfectly  shaped  barbell. 


HE  RIDES  THE  TECH  WAVE-CAREFULLY 

ment.  At  the  start  of  February,  our  portfolio  I 
was  45%  convertible  bonds,  24%  convertible  [ 
preferreds,  24%  common  stocks,  about  7%  cs 


"We  are 

basically 

growth 

investors 

who  are 

cowards'' 


RICHARD 
RUSSELL 


~w~^ichard  Russell,  manager  of 
Ay  Ariston  Convertible  Securities 
A.  %/  Fund,  wants  to  be  in  the  high- 
est-flying sectors,  so  technology  makes 
up  almost  80%  of  his  portfolio.  He 
buys  only  bonds  tliat  can  be  converted 
to  common  stock  at  a  preset  price. 
While  they  tend  to  appreciate  less 
ttian  stocks,  they  also  suffer  less  in 
any  downturn  because  their  yields 
can  cushion  the  effects  of  the  decline. 
Ariston  Convertible  maintains  a  me- 
dian credit  quality  of  BB,  slightly  be- 
low investment  grade,  but  it  boasts  re- 
turns often  associated  only  with  tech 
stock  funds,  jumping  133.82%  in  the 
year  ended  Mar.  3.  Russell  spoke  re- 
cently with  Standard  &  Poor's  Fund- 
Advisor  reporter  Rick  Micchelli  from 
his  Bellevue  (Wash.)  office.  A  longer 
version  of  the  interview  is  at  www.per- 
s  ynalwealth.  com. 

Q:  What's  your  investment  style? 
A:  We  are  basically  growth  investors 
who  are  cowards.  We  focus  on  both 
established  and  emerging  growth 
companies. .  .that  can  increase  their 
earnings  whatever  the  economy  does. 


Q:  What  do  you  like? 
A:  Our  heaviest  sector 
weightings  are  semicon- 
ductors, at  24%;  other 
technology,  primarily  soft- 
ware, 22%;  telecom  equip- 
ment, 20%;  biotech,  11%. 


Ariston  Convertible  Securities 
Fund  (gngvx) 


Q:  Do  you  automatically  convert  when  a  co 
ny's  common  runs  up? 
A:  We  do  it  when  we  are  forced  to.  If  the  und 
lying  common  stock  has  had  a  big  run-up,  it  ii 
the  company's  interest  to  force  conversion  an 
call  the  convertible. 

Q:  What  has  worked  well  for  you? 
A:  Our  biggest  holding,  and  the  biggest  win 
last  year,  was  Qualcomm  preferred.  We've 
it  for  three  years.  For  two  years,  all  we  ha( 
for  our  trouble  was  basically  a  fiat  position 
and  an  ulcer.  Then  things  came  together  a: 
it  became  very  apparent  to  the  market  tha 
Qualcomm  had  the  wireless  technology  to 
make  a  future  franchise. 

Q:  What  are  some  recent  additions? 
A:  A  convertible  in  Sanmina  and  convertible 
preferreds  in  Global  Crossing.  Sanmina  is  a  c 
tract  electronics  manufacturer  that  derives 
about  75%  of  revenues  from  the  telecom  ind 
try.  That's  where  we  see  the  real  growth.  Gl 
Crossing  is  in  fiber  optics,  Web  hosting,  and 
lated  areas.  They'll  be  the  first  to  connect  fiv 
continents  with  fiber  o 
systems.  We  are  also  i 
satellites,  [with]  Loral 
Space  &  Communicatio 
preferred. 


ASSETS* 

YTD  TOTAL  RETUiRiN* 


$20.4  million 

14.52% 


Q:  Why  do  investors  ovt 
look  convertibles  ^ 

!2J°J.0.TA.L...R.ETU.E! I3?:.8.2!....  A:  They  are  complicate  |) 

<*  How  much  of  the  port-        3-YR.  ANNUAL  TOTAL  RETURN*       S8.1SjS  [But]  there  is  a  huge 


EXPENSE  RATIO 
TOPHbLMNGS 


folio  is  in  convertibles  ? 
A:  We  buy  only  convert- 
ibles, but  we  are  forced  to 
convert  at  some  point. 
Whatever  common  stock         EJsS" .V... 


we  have  is  a  result  of  the 
initial  convertible  invest- 


:  as  of  Mar.  3 


group  to  choose  from; 

: they  are  coming  out  of 

Analog  Devices,  Qualcomm,      woodwork  We  have  ne 

M^^S^IS^SS^.      convertibles  throughou 

technology,  telecom,  tel| 
com  services,  biotech, ; 
the  Internet. 
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©  Worked  his  way  to  CEO  from  warehouse  trainee. 
O  Earned  MBA  after  5  years  of  night  classes. 
O  Led  233%  sales  increase  over  last  6  quarters. 


O  Stock  slid  8%  on  misinformation  while  assistant 
tracked  down  V.P.  of  Investor  Relations. 


Nextel  is  dedicated  to  making  your  business  more  productive  with  Nextel  Direct  Connect;  our  digital,  two-way  radio  feature. 

It  goes  beyond  cellular  for  the  instant  answers  you  need  with  the  push  of  a  button.  Call  Corporate        NE5C1 

Accounts  at  l-877-NEXTELC  or  demo  Nextel  Direct  Connect  at  nextel.com/corporateaccounts.        How  business  gets  done. 


©2000  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel,  the  Nextel  logo,  Nextel  Direct  Connect,  and  How  business  gets  done  are  registered  trademarks' 
and/or  service  marks  of  Nextel  Communications,  Inc.  S  Motorola  and  ilOOOplus  are  trademarks  and/or  registered  trademarks  of  Motorola,  Inc., 


Hers 


BE  YOUR  OWN 
PRINCE  CHARMING 

At  age  27,  I  made  a  serious  financial  mis- 
take: I  blew  my  $5,000  retirement  nest 
egg  on  a  trip  to  Nepal.  I  figured  I  had 
plenty  of  time  to  save,  I'd  get  manned  someday, 
and  my  husband  (a.k.a.  Prince  Charming)  would 
take  care  of  me  financially.  Well,  I've  wised  up 
since  then.  I  cringe  when  I  think  that  had  I  kept 
the  $5,000  invested,  it  would  now  be  worth  some 
$20,000— and  might  well  be  $300,000  by  the  time 
I  reach  retirement  age. 

It  turns  out  I'm  not  alone.  Many  women  botch 
their  financial  planning  because  of  such  think- 
ing— or  because  of  outright  terror  of  money  top- 
ics, bag-lady  nightmares,  and  everyone- 
knows-more-than-I-do  anxiety.  Such 
issues  weren't  discussed  20  years 
ago,  but  they  sure  are  being 
discussed  now.  A  recent 
search  turned  up  more 
than  100  personal-finance 
books  aimed  at  women. 
Gender-specific  books 
I  find  most  valuable 
are  those  that  help 
women  understand 
their  fear  of  finance 
and  overcome  the 
anxiety  and  stress 
surrounding  invest-  " 


BY  TODDI  GUTNER 


Personal-Finance  Bookshelf 


AIMED  AT  WOMEN 


Prince  Charming 
Isn't  Coming 

Barbara  Stanny 
Penguin,  $12.95 
Anecdotal  discussion  of 
women's  myths  and  fears 
about  money  and 
how  to  overcome  them 

Money  Makeovers 

Christopher  Hayes 
and  Kate  Kelly 
Doubleday,  $24.95 
Psychological  view  of  how 
women  relate  to  money 
and  how  to  take  action 

Ernst  &  Young's  Financial 
Planning  for  Women 

John  Wiley  &  Sons,  $16.95 
Straightforward  advice 
for  women  of  all  ages 


GENERAL  ADVICE 


Personal  Finance  for  Dum- 
mies; Investing  for  Dummies 

Eric  Tyson 

IDG  Books,  $19.99  each 
Well-organized,  informa- 
tive, and  fun  to  read 

25  Myths  You've  Got  to  Avoid 
If  You  Want  to  Manage 
Your  Money  Right 

Jonathan  Clements 
Simon  &  Schuster,  $12 
Wry  approach  to  personal 
finance  and  investing 

Making  the  Most 
of  Your  Money 

Jane  Bryant  Quinn 
Simon  &  Schuster,  $30 
Comprehensive  but  dense 
explanations  of  every- 
thing you  need  to  know 


ing 

(table).  Empathet- 
ic  in  tone,  they  of- 
fer anecdotes  and 
personal  experi- 
ence, which  can 
help  women  feel 
connected  to  ma- 
terial they  have 
found  intimidating. 
Use  these  books 
to  get  your  feet 
wet  and  build 
your  confidence. 
Reading  them  in 
combination  with 
a  good  personal-fi- 
nance book  that 
covers  investing 
should  help  any- 
one new  to. mon- 
ey management. 

One  of  my  fa- 
vorites is  Prince 
Charming     Isn't 


Coming,  by  Barbara  Stanny,  the  daug; 
H&R  Block  co-founder  Richard  Bloch.  On  h 
birthday,  her  parents  sent  21  bottles  of  \ 
her  apartment  at  Boston  University,  pick 
up  in  their  private  jet,  and  flew  her  to  Las 
where  they  gave  her  several  thousand  sh 
h&r  Block  stock.  The  message:  You'll  nevt 
to  worry  about  money. 
RESCUE*  FANTASY.  They  were  wrong.  Insi 
learning  to  manage  her  money  herself,  she 
the  responsibility  to  her  first  husband,  wl 
managed  her  trust  and  left  her  with  a  $1 
tax  bill.  She  finally  woke  up,  took  financial 
and  now  urges  other  women  to  change  th 
havior,  too.  "The  prince  doesn't  have  to  be  i 
says  Stanny.  "It  can  be  an  insurance  sett] 
the  lottery,  or  anything  we  fantasize  will  rei 
financially,"  she  says.  Stanny  gets  to  theh 
why  women  are  less  confident  around  mom 
men,  then  provides  a  plan  to  overcome  thos 

Ernst  &  Y( 
Financial  Pic 
for  Women  is  i 
tical 
to  moi 
describ 
basic    i 
facing     \ 
throughou 
stages: 
getting  m 
living    tog 
the  sandwic 
eration,  div 
widowed,  the 
preneur,  and  t 
tiree.  >  The    be 
peppered    with 
lists,  financial  myt 
facts,  personal  storie 
loads  of  good  advice. 

While  you're  getting  a  handle  on  wh 
kept  you  from  investing,  turn  to  a  few  bas 
sonal-finance  books.  An  irreverent  r< 
Jonathan  Clements'  25  Myths  You've  Got  to 
if  You  Want  to  Manage  Your  Money  Rig 
argues,  for  example,  that  you  shouldn't 
money  in  a  bank.  He  writes:  "Forget  savir 
counts...  bank  money  market  accounts 
term  certificates  of  deposit."  Instead,  have  < 
money  in  a  checking  account  to  avoid 
charges,  and  invest  cash  holdings  in  a  n 
market  mutual  fund. 

While  my  1987  trip  to  Nepal  is  still 
the  highlights  of  my  life,  the  memory  o 
tinged  with  regret.  Had  I  known  then  x 
know  now,  I  could  have  saved  properly  f 
trip  and  had  a  bigger  nest  egg  as  well. 


BusinessWeek  ONLINE, 


For  a  Q&A  with  author  Stanny  and  more  on  the  o 

books  pictured,  or  to  join  in  our  forum, 
see  hers.online  at  www.businessweek.com/inves 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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You  have  a  million  questions 
about  e-business. 


tm 


Microsoft 


You  know  e-business  can  move  your  company  forward  by 
leaps  and  bounds.  But  how  do  you  take  the  first  steps?  Start 
by  talking  to  a  Microsoft" Certified  Solution  Provider.  MCSPs  are  independent  companies 
certified  by  Microsoft  to  provide  you  with  the  expertise  and  support  needed  to  create  an 
e-business  solution  that's  right  for  your  company.  Make  transactions  over  the  Web.  Move 
processes  online.  Help  people  in  your  organization  work  smarter  together.  Whatever 
e-business  solution  makes  the  most  sense  for  your  business,  MCSPs  are  the  easiest  way 
to  get  started.  To  find  the  right  solution  provider  for  you,  go  to  www.microsoft.com/mcsp 


The  Business  Internet 


Where  do  you  want  to  go  today? 


BusinessWeek  Investor 


The  Barker  Portfolio 


MAKING  SENSE  OF 
THE  WEB'S  HOT  TIPS 

If  you've  ever  lurked  in  a  stock  market  chat 
room,  you  know  what  a  waste  of  time  that  is. 
It's  the  cyber  equivalent  of  those  old  guys 
you  see  wandering  the  beach,  heads  down,  wav- 
ing metal  detectors  over  the  sand.  But  imagine: 
What  if  you  could  comb  only  those  beaches  with 
lost,  buried  Rolexes? 

That's  the  impulse  behind  iExchange.com,  the 
brainchild  of  an  ex-investment  banker  named 
David  Eisner.  Last  year,  he  hooked  up  with  Bill 
Gross  and  his  Pasadena  (Calif.)  incubator, 
idealab!,  raised  $35  million,  and  set  out  to 
end  the  chaos  reigning  over  Internet 
stock  tips.  "There  are  kernels  of  bril- 
liance, but  it's  totally  disorganized,  and 
there's  no  accountability,"  Eisner  said. 
"We'll  do  for  financial  chat  rooms  what 
eBay  did  for  collectibles." 

The  minute  I  heard  this,  I  thought: 
great  idea.  After  sampling  the  tools  and 
tips  at  www.iexchange.com,  I  still  think 
that.  Yet  I  can't  suggest  you  spend  much 
time  at  the  site.  iExchange.com  has  some 
growing  up  to  do  before  most  investors 
would  feel  their  time  wouldn't  be  better 
spent  on  the  beach. 

This  surprises  me  because  in  many 
ways,  the  site  is  off  to  a  fast  start.  Since 
October,  5,500  "analysts"  have  posted 
45,000  reports  on  4,939  stocks.  Who  can 
be  an  analyst?  Anyone,  just  by  register- 
ing for  free  and  filling  out  an  online  form 
detailing  what  you  like  (or  hate)  about  a  stock,  a 
target  price,  and  when  you  think  it'll  hit  the 
target.  For  example,  "sholmes"  on  Feb.  28  pre- 
dicted that  Internet  Capital  Group  will  rise  to 
$130  from  $96.94  by  Apr.  15.  Is  sholmes  worth 
listening  to?  That's  where  iExchange.com  comes 
in,  tracking  a  bunch  of  statistics  to  gauge  each 
analyst.  At  a  glance,  I  saw  that  just  one  of 
sholmes's  four  picks  is  up,  that  they're  off  7%  on 
average,  and  that  sholmes's  rating  is  1.5  out  of  5 

stars.  Good  thing 
sholmes's  reports 
are  free. 

Other  analysts 
charge  a  fee,  typi- 
cally $1  or  $2  per 
report  but  some- 
times $10  or  $20, 
payable  via  credit 
card  at  the  site. 
They  split  proceeds 
with  the  site  50-50. 
No  one  is  getting 
rich  yet.  No.  6- 
ranked       Michael 


BY  ROBERT  BARKER 

iExchange's  great 
idea:  Rank  Net 
'analysts'  for 
accuracy.  In  time, 
the  site  could 
become  a  winner 


O'Keefe's  52  picks  are  up  46%,  but  he's  mj 
less  than  $1  a  week  selling  reports.  O'Keefq 
47-year-old  civilian  systems  analyst  with 
Army  Corps  of  Engineers  in  Rock  Island 
He  impressed  me  with  his  quantitative  >\ 
picking  model,  which  he  uses  in  his  own  ace 
and  his  skepticism.  Some  iExchange.com  I 
lysts  "are  doing  a  lot  better  than  the  guj 
A.  G.  Edwards,"  he  says  (table).  "The  probll] 
separating  real  performance  from  luck." 

Exactly.  You  can  search  the  site  for  ana 
ranked  five  ways,  or  you  can  search  for  ever] 
alyst  on  a  given  stock.  I  did  lots  of  thi?( 
found  little  compelling  stuff.  Top-ranked  "I 
ofJPigs,"  for  example,  is  selling  a  $20  report  I 
small  cap  called  Superconductive  Componl 
Its  top  half  is  copied  right  from  the  compl 
home  page,  and  the  rest  is  mostly  hype:  "1 


iExchange.com:  By  the  Numbers 

HIGHEST-RANKED  ANALYSTS'  PICKS:  +74%*  on  average 
ALL ANALYSTS' 'PICKS:  +10%*  on  average 

RISKINESS ;"0F "ANALYSTS' PICKS:  On average^ 
greater  than  the  market 

MOST-COVERED  STOCKS:  America  Online,  Microsoft, 
Cisco  Systems,  Qualcomm,  Dell  Computer 

"From  Oct.  11,  1999,  inception  through  Mar.  1  DATA;  IEXCHANGE.COM,  BUSINESSWEEK 


for  this  one  to  really,  and  I  mean  really,  md 
Is  this  worse  than  a  lot  of  Wall  Streej 
search?  Not  much.  Yes,  there's  nothing  to  | 
analysts  from  trying  to  pump  up  stock  tl 
only  to  dump  it  on  you.  Yet  iExchange.cor 
peatedly  warns  against  "a  few  'bad  apples' 
might  include  information  in  their  reports  th 
misleading  or  just  plain  wrong."  The  Stl 
should  bare  its  conflicts  of  interest  so  plain! 
More  analysts,  more  picks,  and  more  timf 
them  to  play  out  will  make  iExchange.com's 
mean  more.  Eisner  knows  this,  so  he's  luring 
ateurs  with  contests  and  cash  even  as  he  stj 
deals  on  the  Street  to  track  the  pros,  too. 
goal  is  to  attract  the  widest  and  best  groi 
stockpickers,"  he  says.  Better  search  tools,  pk 
views  by  users  on  each  report,  also  are  due 
If  it  comes  together,  iExchange.  com  could  bed 
a  great  place  for  you  to  get  or  confirm  investi 
ideas.  It  just  isn't  there  yet. 


BusinessWeek  ONLIHZ 


For  barker.online,  goto  www.businessweek.com/invej 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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SECURITY 

ON  DUTY 

24  hours  ji_dav 


24  hours 


* 


Between  hacker 
digital  assets,  the  Web  cai 
scary  for  business  So  move  to  a 
more  secure  place.  AboveNet 
Our  non-stop,  co-location  facilities 
and  secure,  global,  fiber  optic 
network  are  designed  to  make 
break-ins  nearly  impossible  on 
your  Internet  operations.  In  fact, 
grenade  proof  walls,  retinal 
scans  and  24-7  network  monitoring, 
block  both  physical  and  digital 
attack.  Any  time.  All  the  time. 
Which  means  the  only  ones  who 
can  access  your  e-business  are 
your  customers.  AboveNet.  The 
best  place  for  business  on  the 
Internet.  To  find  out  more, 
visit  us  at  www.above.net  or 
call  us  at  1  -877-4 1  2-MOVE. 


PERHAPS  IT'S  TIME  TO  MOVE  YOUR  E-BUSINESS  TO  A  BETTER  PLACE. 


39 


ol  Abov«Ne;  Common  ■ 


■ 


Business  Model  #001 

"How  do  you  integrate 
brick-and-mortar 

with  e-commerce?" 


take  a  bold  step 


Click  or  brick,  you've  got  a  foundation  —  we'll  show  you  a  way  to  build  on  it.  Manage  it.  Profit  by  it. 
We're  Extraprise®  At  the  intersection  where  creative  and  technology  put  strategy  into  action. 
Take  a  look  at  our  executive  briefing,  "Beyond  e-Business, "  at  www.extraprise.com/ebiz 
or  call  toll-free  1-877-368-9150.    Extraprise.  Where  online  meets  offline.™ 


» 


extraprise 


Strategy.  Creative.   Technology. 


www.extraprise.com 
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Inside  Wall  Street 


|TP:  HIDDEN  TREASURE 

Investment  pro  Robert  Lyon  always  looks  for 
the  pearl  in  the  oyster,  and  he  thinks  Ameri- 
can Home  Products  (AHP)  is  such  a  prize.  At 
45%,  ahp's  stock  is  looking  sickly — way  off  its 
52-week  high  of  70  in  mid-April  last  year.  It  lost 
out  to  Pfizer  in  its  attempt  to  acquire  Warner- 
Lambert  and  is  also  suffering  from  the  general 
malaise  that  has  hit  drug  stocks. 

But  Lyon,  president  and  chief  investment  of- 
ficer of  Institutional  Capital  in  Chicago,  which 
manages  some  $11  billion,  thinks  that  ahp  is  one 
of  the  most  undervalued  pharmaceutical  stocks 
around.  The  overlooked  component  in  AHP,  says 


IE  G.  MARCIAL 

;an  Home 
cts  is  going 
Buyout 
?  A  digital 
a  may  drive 
rd  higher 
In  Israeli 
ech  player  is 
n  the  U.S. 


SO  ROBUST 
LATELY 


SEPT  7,  '99      MAR. 
▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


SEPT  7,  '99      MAR 
▲  DOLLARS 
DATA  BLOOMIIIKUINANUAI  markii\ 


Lyon,  is  its  54%  stake  in 
Immunex,  a  major  drug 
company  whose  products 
are  used  to  treat  cancer, 
immunological  disorders, 
and  various  infectious  ail- 
ments, ahp's  stake  in  Im- 
munex, which  has  a  mar- 
ket value  of  $33.5  billion, 
is  worth  $18  billion,  or  $14 
a  share  in  ahp  stock.  "So 
ahp,  when  stripped  of  its 
Immunex  stake,  is  trading  at  only  $29  a  share," 
notes  Lyon,  who  has  accumulated  AHP  stock. 

Another  reason  why  Lyon  is  high  on  ahp:  He's 
convinced  that  Novartis,  the  big  Swiss  drugmaker, 
will  make  a  move  on  ahp  before  long.  Novartis, 
with  a  market  cap  of  $72  billion,  owns  some  44%  of 
Chiron,  a  biotech  biggie.  By  acquiring  AHP,  No- 
vartis would  end  up  controlling  two  of  the  world's 
leading  biotech  companies — Immunex  and  Chi- 
ron— notes  Lyon.  Novartis  had  approached  ahp 
late  last  year  but  was  rebuffed,  according  to  press 
reports  in  Europe.  He  thinks  that  in  a  buyout,  AHP 
is  worth  at  least  65.  Analyst  Jami  Rubin  of  Mor- 
gan Stanley  Dean  Witter,  who  has  a  "strong-buy" 
rating  on  AHP,  figures  the  company  will  earn  $1.95 
a  share  in  2000,  and  $2.22  in  2001. 

SMILE  FOR  CONCORD'S 
'EYE  Q'  CAMERA 


hen  Concord  Camera  (lens)  was  high- 
lighted in  this  column  on  Sept.  6,  1999 — in 
anticipation  of  the  rollout  of  its  own  dig- 
m  ital  cameras — it  was  trading  at  TA  a 
I   share.  The  stock  has  since  staged  a 
bravado  performance,  zooming  to  45% 
on  Mar.  8.  Is  this  the  end  of  the  line 
for  Concord?  By  no  means,  say  some 
money  pros.  At  a  trade  show  in  Feb- 
ruary, Concord  introduced  its  first  dig- 
ital camera — called  "eye  Q."  Starting 
this  summer,  it  will  be  sold  on  a  pri- 
vate-label basis  to  selected  retailers. 
"We  believe  this  camera  will  be  a  huge 
success  for  Concord,"  says  Chris  Quilty 


of  Raymond  James  &  A.   ociate  ,  an  in  i   tmenl 
firm  in  St.  Petersburg.  He  predicts  th<   dig 
camera  will  generate  sales  of  $8  million  in  2000 

and  $15  million  in  2001.  He  expect.--  Concord  will 
ship  10,000  units  a  month  on  average.  A  com 
peting  ('anon  digital  camera  has  an  estimated 
monthly  volume  of  40,000  units,  says  Quilty,  and 
Polaroid's  digital  version,  priced  at  $500,  is  selling 
about  35,000  a  month.  Concord's  eye  Q  is  the 
smallest,  lightest,  and  least  expensive  digital, 
apt  to  be  priced  at  $120  to  $150. 

The  fourth-largest  maker  of  single-use  cam- 
eras, Concord  is  an  original-equipment  supplier  of 
certain  cameras  to  Polaroid,  Eastman  Kodak,  and 
Minolta.  Concord  also  makes  private-label  cameras 
for  mass  retailers,  including  Wal-Mart  Stores, 
Eckerd,  and  Walgreen.  Quilty  figures  that  Concord 
will  earn  $1.15  a  share,  on  sales  of  $168.2  million, 
in  the  year  ending  June  30,  2000,  and  $1.44,  on 
sales  of  $193.3  million,  in  fiscal  2001. 

But  the  best  is  yet  to  come,  says  a  big  in- 
vestor who  is  close  to  management:  In  collabora- 
tion with  a  major  overseas  cell-phone  maker,  Con- 
cord has  developed  a  phone  capable  of  taking 
pictures  that  can  be  transmitted  to  the  Internet 
via  cellular  airwaves.  "It  will  be  a  blockbuster 
product,"  says  the  investor,  who  owns  nearly  5% 
of  the  stock. 

FORSOFT  IS  MAKING 
FORAYS  IN  AMERICA 

For  an  Israeli  company,  ForSoft  Ltd.  (fors) 
has  been  signing  up  a  lot  of  U.  S.  blue 
chips.  Among  the  strategic  allies  of  this 
info-tech  service  provider  are  3M,  Goldman 
Sachs,  and  Ernst  &  Young.  ForSoft  has  just 
signed  up  DoubleClick,  a  leading  Internet  ad 
company,  as  a  client.  ForSoft  has  an  online  ser- 
vice where  clients  can  post  their  it  staff  and 
consulting  openings  for  specific  projects.  ForSoft 
has  a  roster  of  qualified  IT 
consultants  who  bid  for 
them.  "DoubleClick  will 
help  triple  U.  S.  sales,  cur- 
rently totaling  $5  million," 
says  a  ForSoft  insider. 

ForSoft  Inc.— ForSoft 
Ltd.'s  U.S.  unit — has  been 
bolstering  its  presence  in 
the  U.S.  Non-Israeli  sales 
took  a  leap  in  the  fourth 
quarter  of  1999,  account- 
ing for  30%  of  total  revenues.  Sales  should  more 
than  double,  thanks  to  ForSoft's  foray  onto 
the  Internet  through  its  consultingdirect. 
com  subsidiary.  ForSoft  also  serves  as  an 
outsourcing  solution  for  its  clients'  IT  needs, 
including  information  systems  and  software 
applications. 

Lior  Bregman  of  CIBC  World  Markets  expects 
ForSoft  to  post  earnings  of  62tf  a  share  in  2000, 
on  revenues  of  $80  million. 

ForSoft  stock  has  been  on  a  roll,  bolting  from 
5  in  mid-October  to  15Ke  by  Mar.  8. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Mar.  8       Week 


%  change 
Year-to    Last  12 
date        months 


GLOBAL  MARKETS 


Mar.  8 


%  chan 
Year-to  | 
Week      date 


S&P  500 

Mar.  Sept.  Mar  Mar.  2-8 


52-week  change   1  -week  change 
♦67%       -0.9% 


COMMENTARY 

It's  getting  ugly  for  the  Dow 
industrials.  Procter  &  Gam- 
ble's Mar.  7  stunner  that 
earnings  will  be  far  below  ex- 
pectations helped  push  the 
struggling  Dow  below  9800. 
That's  barely  above  the  year- 
ago  level.  The  Dow's  troubles 
had  little  impact  on  the  un- 
stoppable Nasdaq  Composite, 
which  gained  2.4%  for  the 
week  and  more  than  100% 
over  the  past  12  months. 

Data:  Bloomberg  Financial  Markets 


Dow  Jones  Industrials  9856.5  -2.8  -14.3  1.3 

Nasdaq  Composite            •      4897.2  2.4  20.3  104.3 

Nasdaq  100  4445.7  3.2  19.9  118.6 

S&P  MidCap  400  473.2  1.0  6.4  28.8 

S&P  SmallCap  600  220.2  0.3  11.3  34.9 

S&P  SuperComposite  1500  291.7  -0.7  -5.6  8.8 

SECTORS 

S&P/BARRA  Growth  847.2  -0.5  -4.5  15.0 

S&P/BARRA  Value  550.9  -1.4  -9.8  -.2.9 

S&P  Basic  Materials  105.4  -2.6  -23.8  -5.1 

S&P  Capital  Goods  951.8  -1.8  -14.3  5.9 

S&P  Energy  819.1  4.5  -1.8  15.6 

S&P  Financials  110.2  -5.1  -17.2  -21.3 

S&P  REIT  71.0  -0.6  -3.5  -11.7 

S&P  Transportation  508.8  -2.3  -14.8  -27.2 

S&P  Utilities  228.6  -2.7  0.6  -5.5 

GSTI  Internet  754.5  7.3  5.9  68.0 

Morgan  Stanley  Cyclical  461.4  -2.5  -21.2  -5.4 

PSE  Technology  1207.2  1.4  24.2  148.6 


S&P  Euro  Plus  U.S.  Dollar  1536.1  0.0 

London  (FT-SE 100)  6411.2  0.7 

Frankfurt  (DAX)  7987.0  3.4 

Tokyo  (NIKKEI  225)  19,766.8  -1.6 

Hong  Kong  (Hang  Seng)  17,951.4  6.6 

Toronto  (TSE  300)  9281.1  -1.4 

Mexico  City  (IPC)  8295.2  8.9 

FUNDAMENTALS  Mar.  7 


-7.1 
-7.5 
14.8 
4.4 
5.8 
10.3 
16.3 

Week 
ago 


,: 


S&P  500  Dividend  Yield  1.24% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  28.4 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.4 

First  Call  Earnings  Revision*  0.21% 

"First  Call  Corp. 

TECHNICAL  INDICATORS  Mar.  7 


1.23% 
28.8 
22.6 
0.19% 

Week 
ago 


S&P  500  200-day  average  1363. 1 
Stocks  above  200-day  average  24.0% 

Options:  Put/call  ratio  0.41 

Insiders:  Vickers  Sell/buy  ratio  0.73 


361.9 
24.0% 
0.41 
0.72 


BEST-PERFORMING        Last 


GROUPS 


month°o 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 


Instrumentation 
Defense  Electronics 
Oil  Well  Equip.  &  Svcs. 
Oil  &  Gas  Drilling 
Semiconductors 


43.7 
29.5 
22.3 
18.7 
10.6 


Instrumentation 
Defense  Electronics 
Semiconductors 
Communications  Equip. 
Oil  &  Gas  Drilling 


394.7 
155.8 
130.6 
124.0 
92.7 


Hotels  &  Motels 
Household  Products 
Specialty  Chemicals 
Life  Insurance 
Engineering  &  Constr. 


-33.9 
-33.4 
-30.9 
-28.3 
-24.5 


Pollution  Control 

Toys 

Life  Insurance 

Office  Equip.  &  Supplies 

Shoes 
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MUTUAL  FUNDS 


■■S&P  500"  ■ 
4-week  total  return 


I  All  Equity  Week  ending  Mar  7 

5?  week  total  return 


%      -6      -4      -2        0        2        4 
Data:  Momingstar,  Inc. 

EQUITY  FUND 


9       18      27       36      45      54 
"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return 


Technology  17.4 

Small-cap  Growth  17.2 

Mid-cap  Growth  15.9 

Health  9.0 

Natural  Resources  8.4 

Leaders 

52-week  total  return  % 


Technology 

Small-cap  Growth 

Mid-cap  Growth 

Japan 

Diversified  Pacific/Asia 


190.0 

124.0 

115.7 

98.5 

96.9 


Laggards 

Four-week  total  return        % 

Financial  -9.5 

Large-cap  Value  -6.4 

Precious  Metals  -5.2 

Mid-cap  Value  -4.0 

Large-cap  Blend  -3.7 

Laggards 

52-week  total  return  % 

-17.7 

^1.6 

^J.O 

-3.0 

0.7 


Financial 
Large-cap  Value 
Real  Estate 
Precious  Metals 
Mid-cap  Value 


INTEREST  RATES 


KEY  RATES 


Week      Year 
Mar.  8       ago         ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


5.43%    5.42%   4.51% 
5.84       5.76       4.57 


BLOOMBERG  MUNI  YIELD  EQUIVA1 

Taxable  equivalent  yields  on  AAA-rated,  tax-e: 
municipal  bonds,  assuming  a  31%  federal  ta  E  - 
10-yr.  bond    30l 


1-YEAR  TREASURY  BILLS  6.15  6.17  4.73 

10-YEAR  TREASURY  NOTES  6.37  6.39  5.19 

30  YEAR  TREASURY  BONDS  6  16  6.16  5  56 

30-YEAR  FIXED  MORTGAGEt  8.29  8.30  7.10 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


5.20% 
7.54 


INSURED  REVENUE  BONDS    5.36 
TAXABLE  EQuivALENT  7.77 

tBanxQuote,  Inc.  , 


■  BW  PRODUCTION  INDEX 

Change  from  last  week:  -0.3% 

Change  from  last  year:  10.4% 

INDUSTRIAL  OUTPUT                                         ^^^V 

100          fet,  26=162 .0                                              ^^^ 
1992=100                      .^^V   ^^^^ 

The  index  is  a  4-week 

moving  average 

Feb.                        June 
1999                       1999 

Oct.                           Feb. 
1999                           2000 

Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  continued  to  si 
week  ended  Feb.  26.  Before  calculati 
moving  average,  the  index  dropped  tt 
0.6%  decrease  over  last  weeks  figure 
For  the  month  of  February,  the  index 
dive,  falling  to  162.0,  from  164.2  in 
After  seasonal  adjustment,  output  of  s 
tricity,  and  rail-freight  traffic  were  c 
warm  February  weather  meant  lowe 
utility  demand  for  coal,  which  was  do 
Only  auto,  truck,  and  oil  production  ir 
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ITHE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Mar.  14,  8:30  a.m. 

est*  Retail  sales  in  February  are  expected 
to  show  a  0.8%  increase  and  a  0.6%  gain 
excluding  autos,  based  on  the  median  fore- 
cast of  economists  surveyed  by  Standard  & 
Poor's  MMS,  one  of  The  McGraw-Hill  Com- 
panies. Overall,  January  sales  rose  0.3%, 
while  nonauto  buying  dipped  0.3%. 

BUSINESS  INVENTORIES  Wednesday,  Mar.  15, 
8:30  a.m.  est*  Stockpiles  held  by  manu- 
facturers, wholesalers,  and  retailers  are  pro- 
jected to  show  a  0.3%  increase  in  January, 
based  on  the  S&P  MMS  survey.  Inventories 
rose  0.5%  in  December. 


INDUSTRIAL  PRODUCTION  Wednesday,  Mar. 
15,  9:15  a.m.  est*-  Output  in  the  nation's 
factories,  utilities,  and  mines  is  expected  to 
show  a  0.4%  increase  in  February,  says  the 
S&P  MMS  survey,  while  industrial  capacity 
utilization  is  projected  at  81.7%.  Output  in- 
creased 1%  in  January,  at  an  operating  rate 
of  80.6%  of  capacity. 

PRODUCER  PRICE  INDEX  Thursday,  Mar.  16, 
8:30  a.m.  est*  Producer  prices  for  fin- 
ished goods  are  likely  to  post  a  0.5%  ener- 
gy-related jump  in  February,  while  the  core 
index,  which  excludes  energy  and  foods,  is 
expected  to  rise  0.2%. 


HOUSING  STARTS  Thursday,  Mar.  16,  8:3t  ■'■ 
a.m.  est*  Housing  starts  in  February  ar 
pected  to  show  a  decline  to  an  annual  re  ',:'-. 
1.70  million,  from  1.78  million  in  January 

CONSUMER  PRICE  INDEX  Friday,  Mar.  17, 
8:30  a.m.  est*  Consumer  prices  likely 
by  0.4%  in  February,  lifted  by  energy  c 
Excluding  energy  and  food,  the  core  inc 
expected  to  show  a  0.2%  increase. 
Ifc'. 


BusinessWeek  ONLINE. 


For  more  investment  data  and  the 

components  ot  the  production  index, 

visit  www.businessweek.com. 
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tdex  to  Companies 


ndex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
nee  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
anies  listed  only  in  tables  are  not  included. 


Internet  Capital  Group 
(ICGE)  150 


ro  (ABN)  46,  52 
Capital 
ement  98 
Ida  36 

Wines  36 
•n's  (ABS)  36 

>2 

:a83 

nergy  50 

.com  (AMZN)  14,  50, 

n  Airlines  (AMR)  74, 

n  Express  (AXP)  100 
n  Home  Products 
106, 153 

omputer(AAPL)68, 

Materials  (AMAT) 

Investment  48 
Convertible 
ies  Fund  146 
<es  (ASKJ)  86 
I 


lommerciale  Italiana 

ntesa  52 

iantander  Central 

io  52 

America  (BAC)  46, 

\ 

le  (ONE)  36 

Nationale  de  Paris 

int.com  124 
ieorgeK.)  106 

re  Hathaway  (BRK.A) 

in  (Sanford  C.)  39 
one  Group  10 
(BA)  1 1 8 

en  &Hamilton  64 

Consulting  46 

iming  (BYD)  50 

co  (BPA)  50 

Sky  Broadcasting 

124 

Telecommunications 

72 

>m  (BRCM)  131 

dustries  (BSH)  36 


;CANNY)153 
mini  50 
liar  (CAT)  14 
ortsline  (CBS)  86 


Chartered  Semiconductor 

(CHRT)  131 
Chase  Manhattan  (CMB) 

86,104 

Chevron  (CHV)  50 
Chiron  (CHIR)  153 
Chuck  E.  Cheese  (CEC)  64 
CIBC  World  Markets  153 
Cisco  Systems  (CSCO)  36, 

50, 100 

Citigroup  (0  52,  63, 110 
CitySearch.com  (TMCS)  46 
Coca-Cola  (CKO)  100 
Commerzbank  52 
Concord  Camera  (LENS)  153 
Conseco  (CNC)  104 
Corcoran  Group  10 
Credit  Suisse  Group  52 
Crestar  Bank  64 
CVS  (CVS)  138 
CyBerCorp  112 

D 


DaimlerChrysler  (DCX)  41, 
124 

Dana  (DCN)  124 
Dataquest  18D,  131 

Datek  Online  39 
Delta  Air  Lines  (DAL)  14 
Deutsche  Bank  32, 52 
Discover  Financial  (MWD) 

110 

Disney  (Walt)  (DIS)  83 
Donaldson  Lufkin  &  Jenrette 

(DU)  106, 131 
Doubleclick  (DCLK)  83,  88, 
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Dow  Jones  (DJ)  46 
Dresdner  Bank  (DRSDY)  52 
Drug  Emporium  (DEMP)  138 
Drugauest.com  138 
drugstore.com  (DSCM)  138 
DuPont  (DD)  64 


eBay  (EBAY)  50,  86, 124 
Eckerd  153 

Edwards  (A.G.)  (AGE)  150 
Elcotel  10 
E-Loan  (EELN)  83 
Energy  Intelligence  42 
Engage  Technologies  (ENGA) 
83 

Enron  (ENE)  63 
Equifax  (EFX)  110 
Ericsson  (ERICY)  130 
Ernst  &  Young  153 
F 


Fidelity  Investments  39 
Filene's  Basement  (BSMTQ) 
44 


First  Call/Thomson  Financial 

46 
First  International  Computer 

54 

Ford  (F)  14, 41, 124 
Foreign  Sales  118 
Forrester  Research  (FORR) 

48 

ForSoft  (FORS)  153 
Freddie  Mac  (FRE)  110 
FreeMarkets  (FMKT)  1 24 
Fuji  Heavy  Industries 

(FUJHY)  130N 
Fujitsu  131 
Fusion  5  128 


Gallup  113 

Gannett  (GCI)  46 

Gap  (GPS)  64 

General  Motors  (GM)  41, 74, 

124 

General  Reinsurance  100 
Genzyme  Molecular 

Oncology  76 
Gillette  (G)  100, 128 
Global  Crossing  (GBLX)  146 
Goldman  Sachs  (GS)  52, 

153 

Grupo  IMSA  60 
GTE  (GTE)  124 

H 


Harrah's  Entertainment 
(HED50 
Health  Mart  138 
Heidrick  &  Struggles  8 
Herman  Miller  (MLHR)  36 
Hewlett-Packard  (HWP)  130 
Hitachi  (HIT)  131 
Hoak  Breedlove  Wesneski  10 
Honda  (HMC)  41 
Hypovereinsbank  52 
Hyundai  Electronics  131 


IBM  (IBM)  14,  64,  68,  83 
idealab!  150 
iExchange.com  150 
Ignition  98 

Immune  Response  76 
lmmunex(IMNX)153 
Industria  Automotriz  60 
Information  Resources 
(IRIC)  128 
ING  Group  (ING)  52 
Institutional  Capital  153 
Intel  (INTO  25,  68, 131 
International  Data  (IDC)  98 


James  (Raymond)  153 
Knight  Ridder(KRI)  46 
Kodak  (Eastman)  (EK)  130, 

153 

Kokopelli  Associates  128 
Korn/Ferry  International 

(KFY)8 


LC  Technologies  68 
Lehman  Brothers  (LEH)  39 
LG  Semicon  131 
Loral  Space  & 

Communications  (LOR) 

146 
Lucent  Technologies  (LU) 

92, 131 

M 


Madrona  Venture  98 
Mandalay  Resort  Group 

(MBG)  50 

Manpower  (MAN)  64 
Marriott  International  (MAR) 

64 

Matrix  Asset  Advisors  106 
Mattel  (MAT)  44 
MBNA  38 

McDonald's  (MCD)  74 
MCI  WorldCom  (WCOM)  68 
McKesson  HBOC  138 
McKinsey  63 
MediaOne  (UMG)  142 
MedicaLogic  88 
Merck-Medco.com  1 38 
Merrill  Lynch  (MER)  41, 46, 

52,64 

MGM  Grand  (MGG)  50 
Micron  Technology  (MU)  131 
Microsoft  (MSFT)  48,  58, 63, 

64,  68,  74,  98 
Minolta  153 

Mirage  Resorts  (MIR)  50 
Mitsubishi  130 
Monitor  Group  124 
Morgan  Stanley  Dean  Witter 

(MWD)  52, 153 
Morrison  Knudsen  (MK)  44 
Motorola  (MOT)  131 

N 


NCR  (NCR)  36 
Nemak  60 

Net  Perceptions  (NETP)  83 
Net2Phone  (NTOP)  50 
Network  ICE  25 
Network  Solutions  (NSOL)  50 
New  York  Times  (NYT)  46 
Nextlink  Communications 
(NXLK)  98 

Nintendo  (NTDOY)  48,  58 
Nissan  (NSANY)  41,  63 


Northwest  Airlines  (NWAC) 
120 

Novartis  (NVTSY)  153 
Nucor  (NUE)  36 
NYFIX  (NYF)  112 

O 


Obayashi  130 

Occidental  Petroleum  (OXY) 
50 

Open  Door  Networks  25 
Oracle  (ORCL)  50 
OutletZoo.com  124 


PaineWebber  (PWJ)  100 

Palm  (PALM)  46 

Park  Place  Entertainment 

(PPE)  50 
PeoplePC  83 
Petroleum  Finance  42 
Pfizer  (PFE)  153 
Philips  Electronics  (PHG) 

130,131 
Pilgrim  Convertible  A 

(NIGAX)  142 
Pitney  Bowes  (PBI)  68 
PlanetRx.com  (PLRX)  138 
PNC  Bank  (PNC)  142 
Polaroid  (PRD)  153 
priceline.com  (PCLN)  50 
Procter  &  Gamble  (PG)  38, 

106,128 

Prototype  &  Plastic  Mold  36 
PTEK  Holdings  8 

Q 


Qualcomm  (QCOM)  98, 142, 
146 

Qwest  Communications 
(QWST)  100 

R 


Radiant  Energy  81 
RealNetworks  (RNWK)  86 
Reliance  Holdings  (RED  10 
Renault  63 

Royal  Dutch/Shell  (RD)  50 
Rx.com  138 


Salomon  Smith  Barney  (0 

39,52 

Samsung  63, 131 
Sanmina  (SANM)  146 
Saturn  (GM)  14 
Schwab  (Charles)  (SCH)  39, 

112 
Sega  Enterprises  (SEGNY) 

48,58 

SGL  Carbon  (SGG)  44 
SingleShop.com  8 
Snap.com  74 
Softbank  98 
Sony  (SNE)  48,  58,  86 
Spencer  Stuart  8 
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Stop  &  Shop  (AHOj  36 

Straus  Corporate 
Communications  14Sun 
Healthcare  (SHGE)  44 

Superconductive 
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Symantec  (SYMC)  25 
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Taiwan  Semiconductor 
Manufacturing  (TSM)  131 

TD  Waterhouse  OWE)  36 

Teenage  Research  Unlimited 
(TRU)  128 

Tellme  Networks  98 

Texaco  (TX)  44 
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TMP  Worldwide  (TMPW)  8 

Toshiba  68 
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Trans  Union  110 
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Vencor  (VCRI)  44 
VeriSign  (VRSN)  50 
ViaFone  50 
Video  System  48 
Vion  Pharmaceuticals 
(VION)  76 
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Walgreen  (WAG)  138, 153 
Wal-Mart  (WMT)  36,  50,  74, 
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Warburg  (M.M.)  52 
Warner-Lambert  (WLA)  153 
Washington  Post  (WPO)  100 
WatchGuard  Technologies 
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Williams-Sonoma  (WSM)  46 
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Xerox  (XRX)  130 

Yahoo!  (YHOO)  83.  86. 100 

Zogby  113 
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Editorials 


GETTING  SERIOUS  ABOUT  NET  PRIVACY 


To  supporters  of  Internet  self-regulation,  one  of  the  sad- 
dest spectacles  of  late  has  been  the  inexorable  drive  to 
sacrifice  consumer  privacy  in  the  name  of  targeted  advertis- 
ing. Postulating  a  false  dichotomy  between  the  economic 
well-being  of  Net  enterprises  and  individual  privacy,  compa- 
nies blindly  proceeded  to  set  the  stage  for  a  major  backlash. 
When  the  privacy  backlash  came,  as  it  recently  did,  it  came 
from  all  quarters — consumers,  investors,  and  regulators.  Af- 
ter DoubleClick,  an  Internet  ad-placement  company,  an- 
nounced it  was  merging  online  Web  profiles  with  data  con- 
taining names  and  addresses,  a  slew  of  consumer  lawsuits, 
protests  from  privacy  advocates,  and  regulatory  inquiries 
sent  its  stock  plummeting.  Only  by  retreating  could  it  recoup 
some  of  its  loses. 

The  business  model  of  the  Net  is  based  on  revenue  gen- 
erated by  advertising — not  much  different  from  the  traditional 
business  model  of  broadcast  television,  radio,  magazines,  and 
newspapers.  Advertisers  do  tend  to  channel  their  advertising 
and  sometimes  pay  a  premium  for  media  that  efficiently  de- 
livers their  target  audience.  But  offline  media  do  not  invade 
the  privacy  of  their  audience  to  satisfy  advertisers,  and  nei- 
ther should  online  companies,  even  if  technology  allows  them 
to  do  so. 

DoubleClick  and  other  Net  companies  belonging  to  the 
Network  Advertising  Initiative  promised  to  develop  a  priva- 
cy code  some  time  ago  and  simply  walked  away  from  their  re- 
sponsibilities. Federal  law  is  now  necessary,  if  only  to  avoid 
the  chaos  that  would  surely  come  if  pending  state  and  local 
privacy  bills  were  passed. 

business  week  believes  that  a  single  minimum  federal 


standard  of  online  privacy  would  increase  consumer 
and  bolster  the  long-term  health  of  e-commerce.  Here  are  | 
principles  for  privacy  legislation: 

■  CLARITY.  Web  sites  should  explain  clearly,  in  plain  En^ 
what  they  do  with  a  person's  information,  how  they  agg 
it  with  other  data  bases,  and  with  whom  they  share  it. 
and  their  business  partners  should  follow  the  same  set  olj 
vacy  policies. 

■  CHOICE.  People  must  be  given  the  choice  of  whether  oil 
to  reveal  personal  data  on  sensitive  topics,  such  as  health| 
finances.  If  they  want  to  "opt  in,"  they  can.  If  not,  no 
data  can  be  collected  on  them.  Period.  And  under  nol 
cumstances  should  data  be  collected  from  children  witl 
their  parents'  consent.  Consumers  must  also  be  given  thq 
portunity  to  "opt  out"  of  anything.  Net  companies  are 
to  say  that  anyone  can  opt  out  right  now,  but  most  m« 
nisms  are  obscure,  difficult,  and  serve  to  dissuade  pe 
from  using  them.  This  must  change. 

■  DISCLOSURE.  Consumers  must  be  able  to  inspect  all 
online  files  and  change  them  if  they  wish.  Individuals  ca 
ready  demand  to  see  their  credit  rating  files  and  coij 
any  errors.  Allowing  the  same  option  for  online  files 
no-brainer. 

■  ENFORCEMENT.  If  online  sites  invade  consumer  prill 
they  must  be  penalized.  The  Federal  Trade  Commis 
should  do  this  job.  It  already  enforces  the  Fair  Credit  I 
porting  Act  for  credit  agencies,  the  Truth  in  Lending  Act,| 
the  Children's  Online  Privacy  Protection  Act.   , 

Privacy  legislation  based  on  these  principles  woukj 
along  way  toward  sustaining  the  growth  of  the  Net. 


LETS  DO  PRIMARIES  RIGHT 


Thanks  to  Super  Tuesday,  the  Presidential  candidates 
for  the  two  political  parties  are  now  basically  chosen. 
But  instead  of  celebrating  the  democratic  process,  most 
voters  are  left  with  an  uneasy  feeling.  People  in  the  34 
states  that  have  yet  to  vote  in  primaries  feel  disenfran- 
chised because  their  votes  don't  count  anymore.  Republicans 
feel  cheated  because  cross-over  Democrats  and  Indepen- 
dents overwhelmed  their  choices  in  several  states.  And 
maverick  candidates  and  their  independent  supporters  feel 
angry  because  big  money  and  party  regulars  successfully 
overwhelmed  their  messages  in  other  states.  It's  a  mess — 
and  no  way  to  run  a  democracy  in  the  21st  century. 

Here's  how  to  do  something  about  it.  The  current  system 
of  front-loaded  primaries  makes  the  nomination  process  a 
money  game  played  in  a  handful  of  populous  states  by  can- 
didates who  cater  to  party  bosses  and  parochial  core  con- 
stituencies. States  race  to  be  among  the  very  first  to  hold 
primaries  to  enhance  their  own  political  clout.  A  better 


way  would  be  to  have  four  regional  primaries  stagga 
over  four  months,  beginning  in  February.  Political  pai| 
have  the  right  to  choose  their  own  candidates,  so  Democ 
and  Republicans  would  be  restricted  to  their  own  prims 
But  Independents  are  the  fastest-growing  voting  grou| 
the  U.  S.,  and  it's  time  they  were  included  in  the  nomina 
process.  They  should  be  able  to  vote  in  either  the  go! 
Democratic  primaries,  and  their  votes  should  be  counte| 
selecting  delegates. 

The  process  of  voting  must  change  as  well.  It  is  arcl| 
and  open  to  control  and  manipulation  by  party  hacks, 
ancient  and  confusing  system  discourages  voting.  Arizori 
experimenting  with  online  voting  in  its  Democratic  prir 
Electronic  voting  is  clearly  the  wave  of  the  future 
should  be  implemented  as  speedily  as  possible. 

Accessibility  and  choice  are  fundamental  tenets  of 
the  Internet  and  the  American  political  system.  They  si 
be  allowed  to  reinforce  each  other. 
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detail  of  our  watches  is  designed 
for  intensive  use. 
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in  titanium,  a  material  widely  used 
in  modern  aviation  applications. 
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This  ^ 

symbol,  of  course,  stands  for 
Fujitsu. cP  And  while  it's  not  actually 
the  international  symbol  for  the  Internet, 
perhaps  it  should  be.  You  see,  few  companies 
play  a  greater  role  in  bringing  the  world  to  the 
Internet  -  and  the  Internet  to  the  world  -  than  Fujitsu. 
:  We  deliver  an  unsurpassed  array  of  Internet  solutions, 
nm  infrastructure  to  electronic  commerce.  Much  of  the 
orld's  Internet  traffic,  for  instance,  is  piped  through  our 
igh-speed  optical  transmission  systems. cP  Our  IT 
solutions,  from  global  servers  to  application  software, 
are   powering  the   new   Internet  economy. 
cP  Wherever  you  look,  our  global   IT  and 
telecommunications  expertise  is  giving 
us  a  leadership  position  in  the 
nternet  revolution. 
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Dtect  and  enjoy  the  work  of  a  lifetime.  1-877-ASK-LINCOLN.  Clear  solutions  in  a  complex  world' 
Life   Insurance    •   401  (k)    Plans    •   Institutional  Investment   Management 


Sagemark  Consulting,  a  division  ot  Lincoln  Financial  Advisors  Insurance  offered  through  Lincoln  affiliates  and  other  fine  companies  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Corp  and  IIS 
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They  feel  smarter,  more  informed,  more  in  control.  Could  you  benefit  from  straightforward  advice  about  your  investments?  Come  in  for  a  Charles 
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Charles  Schwab  Portfolio  Consultation 


o  Consultation!"  It's  a  thorough,  objective  evaluation  ol  your  portfolio.  Find  out  how  you  re  doing,  and  whether  you  could  be  doing  better. 


Charles  Schwab 
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123  Introducing  this  year's  50  best  performers  among  the  Standard 
&  Poor's  500.  What  sets  them  apart?  Sheer  muscle  helps,  but 
more  important  is  a  lightning-quick  instinct — the  ability  to 
seize  new  opportunities  and  leverage  strengths 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
HONCHOS 

WYNN-WIN  SITUATION 
FOR  VEGAS? 

what's  a  jobless 
visionary  to  do?  If 
it's  Steve  Wynn, 
the  man  who  built 
lavish  casinos  like 
Las  Vegas'  Bella- 
gio — and  who  just 
sold  the  Mirage 
Resorts  casinos  to 
MGM  Grand  for  $6.4 
billion — the  answer 
might  be  to  try 
one's  luck  in  Vegas 
yet  again.  That's 
the  buzz  in  the 
tight-knit  local 
gambling  communi- 
ty. Most  figure 
Wynn  is  likely  to 
make  a  bid  for  the  " 
deteriorating  Desert  Inn,  once 
home  to  billionaire  recluse 
Howard  Hughes  and  hangout 
of  Hollywood's  Rat  Pack. 

The  hotel,  with  32  acres  on 
the  Strip,  is  on  the  market 


wynn  may  rehab 
the  Desert  Inn 


after  South  African  gambling 
tycoon   Sol   Kerzner's   $275 
million  bid  to  buy  it  from 
Starwood  Hotels  & 
Resorts  fell  apart. 
Wynn         takes 
away    about    $400 
million  for  his  12% 
Mirage  stake.  Af- 
ter getting  an  ear- 
ful from  sharehold- 
ers      and       stock 
analysts         about 
share  price,  he  isn't 
talking,  but  proba- 
bly won't  want  to 
run  a  public  com- 
pany again.   With 
friends     like     ex- 
junk-bond    dealer 
Michael      Milken, 
however,  he  could 
doubtless    finance 
another  showcase. 
"   Last     fall,    Wynn 
considered  a  casino  with  a 
James  Bond  motif.  At  any 
rate,  he  has  time  to  consider 
his  next  move.  The  mgm  deal 
isn't  set  to  close  until  late 
this  summer.  Ronald  Grover 


THE  LIST   HOSED  AT  THE  PUMPS 


first  week  in  March  was  al- 
most a  buck  and  half,  67% 
above  the  price  a  year  earlier. 
And  that's  just  for  regular.  In 
30%  of  the  U.S.,  gas  must 
be  "reformulated,"  which 
means  it's  better  for  the  air 
and  about  a  nickel  more  per 
gallon.  With  prices  projected 
to  rise,  drivers  in  areas  with 
high  local  taxes,  such  as  San 
Francisco  and  New  York, 
could  soon  pay  a  C-note  to  fill 
'er  up — and  not  get  back 
much  change.  Here's  what  it 
costs  to  tank  up: 


EXCURSION:  Cash  hog,  too 

The  price  of  gas  may  make 
owners  of  those  jumbo  sport 
utility  vehicles  wonder  if  they 
should  have  opted  for  a  Civic 
instead.  The  average  price  at 
the  pump  at  the  end  of  the 


CAR 

FUEL  TANK 
CAPACITY(GAL) 

2000  PRICE 
$1.489/GAL 

1999  PRICE 
$0.894/GAL 

FORD  EXCURSION 

44 

$65.52 

$39.34 

AM  GENERAL  HUMMER 

42 

62.54 

37.55 

CKEVY  SUBURBAN 

39 

58.07 

34.87 

FORD  EXPEDITION 

30 

44.67 

26.82 

TO  'OTA  LAND  CRUISER 

25 

37.23 

22.35 

DATA:    I  S.  ENERGY  DEPT.;  AUTOMOTIVE  MANUFACTURERS 


TALK  SHOW  ((Even  Inspector  Clouseau  could  find  last 
year's  guilty  party:  your  chairman" 

— Warren  Bujfett,  accepting  the  blame  for  Berkshire  Hathaway's\ 
poor  1999  performance. 


TAKE-OUT  NATION 

SOFA  SPUDS  NEVER 
HAD  IT  SO  GOOD 

IT     WAS     A     BIG     WEEK     FOR 

Food.com.  On  Mar.  9,  the  San 
Francisco-based  Web  vendor 
of  take-out 
meals  an- 
nounced an 
$80  million 
round  of  fi- 
nancing with 
stakes  from 
McDonald's 
and  Block- 
buster. Six 
days  later,  the  company 
bought  Takeout  Taxi,  the 
country's  largest  meals  deliv- 
ery service.  It  all  raises  an 
intriguing  question:  Will  it 
soon  be  routine  to  have  Big 
Macs  delivered  along  with 
Casablancat 

After  all,  Takeout  Taxi 
gives  Food.com  access  to  de- 
livery vehicles  in  big  mar- 
kets: Atlanta,  Los  Angeles, 


San  Francisco,  and  Washiil 
ton  D.C.  And  the  new  dell 
ery  fleet  will  begin  a  pil 
project  with  Blockbuster  f 
deliver   videos   as   well 
meals.  Food.com  ceo  Richa! 
Frank  and  McDonald's 
delivery  of  McDonald's  fcj 
is  not  on 
menu, 
a  spokesr 
did  say 
McDonalJ 
wants  to 
plore    "fej 
ergies" 
Food.ci 
f  u  r  t  h 
down  the  road. 

With  the  purchase  of  Tal 
out  Taxi,  Food.com  ent^ 
into  a  rivalry  with  hot  sta 
up  Kozmo.com.  The  natic 
largest  market,  New  li 
home  of  Urban  Fetch, 
be  another  contest.  Both 
mo  and  Urban  Fetch  empl 
couriers  to  deliver  videl 
food,  and  other  goodies  wil 
in  an  hour.        Alex  Salkei 


SECOND  ACTS 

KASPAROV  MAKES 
A  MOVE  ON  THE  WEB 

MICHAEL   JORDAN    MAY   HAVE 

cornered  the  athletic-footwear 
market  with  merchandise 
bearing  his  name,  but  World 
Chess  Champion  Garry  Kas- 
parov is  set  to  create  his  own 
franchise  on  a  playing  field 
no  athlete  has  yet  conquered: 
the  Web. 

The  man  who  battled  a 
computer  in  two  historic 
matches  (one  win,  one  loss) 
has  launched  KasparovChess 
Online.  It  will  feature  real- 
time playing,  interactive 
lessons,  tournaments, 
forums,  chess  news, 
and,  of  course,  mer- 
chandise.       Kas 


r  _~~ x 


parov  sees  the  Net  as  pi 
ticularly  suited  to  the  cej 
bral  realities  of  chess:  "Chi 
is  just  as  attractive  onli 
[as  it  is  offline]  because| 
doesn't  lose  its  flavor." 
The  site  rolled  out  in 
March  with  $9  million  ir 
nancing,  and  Kasparov  hoj] 
to  take  it  public  by  yea 
end.   Company  strategy | 
to  focus   on  young  peoj 
largely    recruited    throi 
online     tournaments, 
young  demographics  shot] 
also  draw  sponsors  and 
vertisers  to  the  site,  wh| 
wants  500,000  members 
the  end  of  the  year.  One 
cus:  hiring  grand  masters  | 
teach.  One-on-one  lessons 
range  up  to  $75  an  houi| 
probably    a    lot    less    tl 
Michael  Jordan  woij 
charge  for  a  one- 
one.  Stefani  Eo\ 


YOUR 
TURN: 

on  to  a  I 
garni 
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i  £\  ENJOY  OUR  QUALF 


t 

1 

7 

W 

1 

1 

BLI 

N 

AL 
IN 

Writ! 

B  II 

IT  COUNTRY  OF  SW 

PORTED  BY  THE  HC 

EDEN  VODK/ 
USE  OF  SEA 

4  LOGO.  ABSOLUT.  ABSOLUT  BOTTLE 
SRAM.  NEW  YORK.  NY   PHOTOGRAPH 

DESIGN.  ABSULJI 
V:  GRAHAM  FORD. 

Up  Front 


INN  BUSINESS 

HOME  OFFICE 
AWAY  FROM  HOME 

HOMEBUILDERS  KNOW  THAT 
people  like  it.  So  do  airlines. 
Now  it's  hotels  that  are  dis- 
covering their  guests  appre- 
ciate a  little  breathing  space. 


So  say  goodbye  to  tiny  hotel 
rooms.  Rather  than  shoehorn 
in  as  many  rooms  as  possi- 
ble, some  hotel  chains  are  in- 
creasing room  size. 

The  move,  say  hoteliers,  is 
prompted  by  business  travel- 
ers who  want  work  spaces  ac- 


tually big  enough  to  work 
in — especially  since  they 
spend  more  time"  working  and 
entertaining  en  suite  than  in 
the  past.  So  in  new  construc- 
tion and  renovations,  Marriott, 
Sheraton,  Hilton,  and  some 
smaller  chains  are  making  the 
standard  12-by-24-foot  room 
from  3  to  6  feet  longer  and  1 
to  2  feet  wider.  "More  and 
more  of  our  clients  want 
larger  desks  to  serve  as 
workstations,"  said 
Paula  Jo  Boykin,  a 
Cleveland-based  de- 
sign consultant.  At 
jj  newer  Marriotts,  for 
instance,  the  desks — 
with  plug  ins  in  the 
lamps  for  laptops  and 
printers — are  on  wheels. 
Will  all  the  attention  to 
living  space  pay  off?  On  av- 
erage, hotels  will  be  asking 
only  $5  to  $10  more  per  room, 
say  hotel  consultants.  On  the 
other  hand,  a  satisfied  cus- 
tomer is  a  repeat  customer. 
And  that  can  be  a  big  payoff 
indeed.  De>uiis  Blank 


THE  FEDS 


THE  AGENCIES 
FLUNK  OUT 


IF  THIS  WERE   HIGH   SCHOOL, 

Uncle  Sam  would  hardly 
make  the  honor  roll.  A  new 
study  rating  key 
government  agen- 
cies on  manage- 
ment performance 
gives  them  an 
overall  grade  of 
only  B-. 

That  ranking 
comes  from  the 
Government  Per- 
formance Review 
Project  of  Syra- 
cuse   University's 

Maxwell  School  of  Verde's  dwellings 
Citizenship  &  Pub 


RUINED:  Mesa 


lie  Affairs,  which  rated  20 
agencies — 5  this  year  and  15 
in  1999.  The  project  found 
that  agencies  had  trouble 
with  computer  and  account- 
ing systems,  shrinking  staffs, 
and — here's  a  surprise — polit- 
ical interference. 


Take  the  resource-starved 
National  Park  Service,  says 
Timothy  Clark,  a  project 
partner.  It  can't  even  pre- 
serve treasures  such  as  the 
crumbling  historic  cliff 
dwellings  at  Mesa  Verde  Na- 
tional Park.  Mobil  Oil  had  to 
chip  in  $250,000  to 
help.  Grade:  C. 

The  computer- 
challenged  Immi- 
gration &  Natural- 
ization Service  still 
keeps  an  amazing 
25  million  files  on 
paper.  Grade:  C-. 
And  the  Office  of 
Student  Financial 
Assistance  lost 
many  financial-aid 
applications  over 
its  Web  site  last 
Grade:  C. 


December. 

Still,  some  agencies  man- 
aged to  make  the  dean's  list, 
so  to  speak.  The  Coast  Guard 
got  an  A,  the  Army  Corps  of 
Engineers  a  B,  and  the  Vet- 
erans Benefits  Administration 
a  B— .  Nicole  St.  Pierre 


M.nvK'n.nr.Uij.H. 


BON  APPETIT 

CHEFS  TO  MICHELIN: 
NON,  MERCI 

THREE      STARS      FROM      THE 

Michelin  Guide  is  the  ultimate 
accolade  for  French  chefs, 
who  say  such  recognition  can 
boost  business  by  30%.  Now, 
a  couple  of  Englishmen  have 
snubbed  Michelin,  saying  that 
winning  isn't  worth  the  price. 
Two  three-star  London 
restaurants,  Marco  Pierre 
White's  Oak  Room  and  Nico 
Ladenis'  Chez  Nico,  have 
asked  to  be  delisted  from  the 
guide.  "I  want  to  concentrate 
on  simpler,  less  expensive 
cooking,"  says  Ladenis.  He 
has  rechristened  his  restau- 
rant cheznico.  He's  cut  down 
on  truffles,  dispensed  with 
tuxedoed  waiters,  and  slashed 
prices.  A  three-course  meal, 
once  $107,  now  costs  $80. 
Business  has  still  improved  by 


about  one-third,  says  Ladei 
daughter,  restaurant  direc 
Natasha  Robinson. 

But  French  chefs  still  w; 
stars.  "This  isn't  about  mon 
It's  about  recognizing  yes 
of  work,"  says  Guy  Martin 
Paris'  three-star  Le  Gra 
Vefour.  Even  Pierre  Gagnai 


LADENIS:  He  wants  no  sta\ 


whose  three-star  spot  in 
Etienne  went  bankrupt 
1996,  has  a  new  Paris  eatei 
with  three  stars.  Why  tl 
effort?  Hey,  it's  a  Fren< 
thing;  you  wouldn't  unde 
stand.         William  Echiksc 


I  USUALLY  PAY  THE 
MINIMUM  AMOUNT  DUE 

I  PAY  MORE  THAN  THE 
MINIMUM  BUT  LESS 
THAN  THE  FULL  AMOUNT 

I  PAY  FULL  AMOUNT 
BY  THE  DUE  DATE 


HOUSEHOLD 
INCOME 


THE  BIG  PICTURE 


WHAT'S  YOUR  CREDIT  CARD  PAYOFF  PROFILE? 

Despite  higher  incomes  and 
a  strong  economy,  most  Amer- 
icans^— including  one-third  of  70 
households  with  earnings  of 
$100,000  or  more—      ^  r^ 
don't  pay  the  full 
amount  due  on 
their  credit 

cards  every  ^^^^F    20 

month  M '  10 

UNDER     $50,000-     OVER 

GREENFIELD  A  ppRPFIin.    ^-m     $99,000  $100,000 

ONLINE     *  rtKl-LN  I         S(JRVEY  0F  j  000  RESPONDENTS 


FOOTNOTES  Percentage  of  top  execs  at  Web  companies  who  bought  IPO  shares  in  1999:  77;  percentage  of  all  investors  who  did:  7 
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DATA:  PAINEWEBBf 


Instantly,  it  scans  the  latest 
IT  news,  white  papers  and 
product  reviews.  Pores  over  thou- 
sands of  enterprise  IT  articles, 
highlighting  the  information  you 
need.  Welcome  to  the  ITworld.com 
Network,  with  content  from  eight 
trusted  sources.  It's  the  one  place 
to  find  everything  you're  looking 
for.  From  expert  IT  advice  to  help 
with  training  and  RFPs. 

www.ITworld.com 


I 


the  IT  problem-solving 
network"" 


(ft  world.com 

-— • — ' tawnmwM 


CIO  J  Computerworld  |  InfoWorld  |  JavaWorld 
Linux  World  I  Network  World  I  SunWorld 


an  IDG 
company 
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With  mimio,  any  whiteboard  becomes  an  electr<ebi 

Every  idea  should  be  this  good. 


wm'-w 
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Ever  wish  you  could  quickly  share  the 
results  of  your  latest  brainstorming 
session  with  co-workers  or  clients? 
Now  you  can  with  mimio.  Simply 
attach  it  to  any  whiteboard  up  to  4  x  8 


feet  and  connect  it  to 


a  PC.  Then  insert  a 


standard  Expo  marker 


into  a  mimio 


jacket  and  start 


writing.  The  mimio  software  captures 
whatever  you  write  or  draw  in  color 
and  in  real  time.  Print,  fax,  e-mail, 


application,  or  share  notes  across  the 
Internet.  At  less  than  2.5  lbs.,  mimio 
is  portable  and  durable.  Perfect  for 
travel.  And  it's  priced  at  just  $499 
including  everything  you  need  to  turn 


extraordinary  mimio— the  first  in  a 
series  of  creative  collaboration  tools 
from  Virtual  Ink— call  1.877.my.mimio, 
or  you  can  visit  us  at  www.mimio.com. 
Meetings  will  never  be  the  same. 


www.mimio.com 
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Editor's  Memo 


TRACKING  THE  STARS 


into    your 
investment 


When  we  created  the 
business  week  50  in 
1997,  we  set  out  to 
devise  a  ranking  that  mea- 
sures corporate  perfor- 
mance in  the  smallest  pos- 
sible way.  We  wanted  to  go 
well  beyond  other  lists 
based  on  total  revenues  or 
market  capitalization.  So  we 
rewarded  growth  and  con- 
sistency by  looking  at  both 
one-year  and  three-year  re- 
sults, and  we  leveled  the  HEAD  OF  THE  CLASS 
playing  field  by  adjusting  bvsiness  week  50 
for  sales  volume. 

Our  purpose  was  twofold.  First,  we 
wanted  to  provide  a  useful  manage- 
ment tool  for  our  readers.  By  identi- 
fying the  top-performing  companies 
and  figuring  out  how  they  made  it  to 
the  head  of  the  class,  we  could  provide 
executives  in  every  industry  with  im- 
portant benchmarks.  Second,  we  be- 
lieved that  a  performance-oriented  top 
50  would  provide  a  valuable  invest- 
ment tool  that  might  help  our  readers 
identify  companies  that  consistently 
deliver  the  goods. 

The  business  week  50  has  been  a 
huge  success  on  both  counts.  The  com- 
panies that  have  made  it  to  this  elite 
status  have  led  the  way  in  the  re- 
markable boom  propelled  by  globaliza- 
tion and  technology.  The  stocks  of  the 
BUSINESS  week  50  have  consistently 
outperformed  the  Standard  &  Poor's 
500-stock  index,  the  universe  from 
which  the  50  are  selected  and  the  stan- 
dard for  most  U.S.  money  managers, 
(s&p,  like  business  week,  is  a  division 
of  The  McGraw-Hill  Companies.) 

Based  on  this  success,  we  are  taking 
the  concept  a  step  further,  beginning 
this  week.  Our  new  business  week  50 
index  will  track  the  stocks  of  the  year's 
top-performing  50  companies.  We  will 
also  index  our  it  100  companies. 


You  will  be  able  to  follow 
the  results  each  issue  in 
Figures  of  the  Week  (page 
250).  And,  with  the  assis- 
tance of  Bridge  Information 
Systems,  we  will  feature  the 
index  on  a  continuously  up- 
dated basis  on  our  on  the 
Business  Week  Investor 
area  of  our  Web  site 
www.businessweek.com/in- 
vestor/.  The  Web  site  will 
also  provide  profiles  and  up- 
dates on  the  50  companies, 
perfomiance  histories  of  past 
winners,  historical  analysis 
of  how  our  index  would  have  performed 
under  different  market  conditions  over 
the  past  25  years,  plus  much  more. 

Whether  you're  keeping  an  eye  on 
your  competition  or  trying  to  pump 
some    life 


Ht  I 


at. 


IS«=-    1  O 

A  NEW  INDEX:  Online,  in  print 

portfolio,  we  believe  this  site  will  be  an 
invaluable  source.  The  best  place  to  start 
is  with  this  year's  business  week  50 
package  of  stories  (page  124).  The  top 
companies  have  been  tested  in  the  cru- 
cible of  the  market  and  consistently  de- 
livered above-average  returns.  They  are 
the  cream  of  Corporate  America,  and 
we  think  you  will  profit  from  learning 
more  about  them. 

Editor-in-Chief 
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BLINDERS? 

it' [Valley 

men]  truly 

want  a 

relationship 

...they 

should. .  .take  a  closer  look  at 

the  woman  working  in  the 

next  cubicle  or  department 

or  living  next  door" 

KE  (SILICON)  VALLEY  GIRLS 
VE  THEIR  SAY 

I  turned  with  anticipation  to  "Valley 
f  no  dolls"  (Working  Life,  Mar.  6)  in 
opes  of  learning  more  about  the  men 
ving  near  me,  and  maybe  how  to  meet 
ome.  I  am  a  single,  successful,  attrae- 
Lve  woman  working  in  the  Valley  and 
pend  time  with  my  girlfriends  asking: 
Where  can  we  meet  some  of  these  ru- 
mored single  men  looking  for  single 
/omen?" 

Now  my  suspicions  are  confirmed: 
Tie  men  are  working  late,  which  makes 
hem  hard  to  find.  To  save  time,  they 
ely  on  dating  services  or  the  Web.  But 
o  many,  looking  online  for  a  date  is 
isky:  Who  knows  who  the  person  really 
5  behind  the  handle?  People  can  be 
nyone  they  choose  on  the  Net,  and 
rankly,  e-mail  as  a  way  to  start  up  a 
elationship  is  a  cop-out.  Young  women 
like  myself)  aren't  yet  ready  to  join 
erviees  to  meet 'people.  What  happened 
o  striking  up  a  conversation  with  a 
voman  at  a  coffeehouse  or  in  a  store? 
)r  meeting  someone  through  a  friend? 
rhese  old-fashioned  interactions  make 
in  impact — not  the  electronic  word. 

A  note  to  the  single  men  out  here: 
Vorking  hard  is  an  attractive  feature, 
)ut  knowing  when  to  let  go,  relax,  and 
mjoy  an  evening  out  on  a  date  is  just 
is  attractive.  So  come  on  out  of  your 
:ubes  and  take  a  chance — we're  out 
iere.  A  line  you  drop  at  II  Fornaio  just 
night  work! 

Regina  Schmidt 
Menlo  Park,  Calif. 

There  are  many  unattached  women  in 
Silicon  Valley  who  might  be  available 
for  relationships.  Unfortunately,  we  are 
Hot  all  pencil-thin  and  blonde.  In  my 
experience,  many  men  believe  that  these 
ire  the  only  women  of  value. 

If  they  truly  want  a  relationship  with 
a  normal,  intelligent,  humorous  woman- 


next -door,  they  should  open  their  eyes 

and  take  a  closer  look  at  the  woman 
working  in  the  next  cubicle  or  depart 
merit  or  living  next  door  and  stop  ex- 
pecting a  movie  star  to  enter  their  lives. 
Karen  Christensen 
Sunnyvale,  Calif. 

Maybe  from  the  twentysomething 
side  of  the  fence  things  look  interesting, 


bill    from  t  he  30  plu  •   end,  th 

pretty  bleak.  The  women  I  know  don't, 

frequent   bars  or  noisy  nightclubs.  We 

work  hard  all  day.  Karl,   to  bed,  eai 
rise  in  order  to  kick  off  the  workday. 
(0.  K.,  to  catch  up  on  beauty  sleep  and 
avoid  the  horrendous  traffic,  too,  but 
that's  another  story.) 

The  women   I   know  are  uncomfort- 
able having  to  resort  to  arranged  ser- 


"Between  our  energy  provider  and  our  energy  customer,  there  seems 
to  be  a  disconnect,  Vera.  I  think  our  long-haul  solution  is  Williams." 


Want  better  connections?  Try  Williams  for  power,  oil, 
gas  —  most  any  energy  going  anywhere.  Our  experience, 
expertise,  enthusiasm  and  limitless  energy  all  add  up  to 
tailor-made  solutions  that  keep  your  business  ...  empowered. 


Williams 
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CORRECTIONS  &  CLARIFICATIONS 

"  'We're  where  television  was  at  its  begin- 
ning'"  (Entertainment,  Mar.  13)  did  not 
accurately  describe  Shockwave. corn's  deal 
with  South  Park  creators  Matt  Stone  and 
Trey  Parker  and  with  director  Tim  Burton. 
The  cash  Shockwave  paid  was  a  production 
advance,  to  be  recouped  by  the  company 
against  revenues  generated  by  the  team's 
products. 


vices  to  meet  interesting  men.  It  goes 
against  the  grain  because  it  smacks  of 
frustration  and  desperation. 

I'm  writing  on  behalf  of  myself  and 
the  other  single,  successful,  and  at- 
tractive 30+  and  40+  women  I  know 
in  the  Valley  who  are  convinced  that 
the  statistics  you  cite  are  a  dastardly 
alien  plot  to  deceive  us  into  believing 
that  intelligent,  nonhostile,  amusing 
male  life  exists  in  this  state,  let  alone 
on  this  planet.  I  want  proof.  Take  me 
to  your  leader. 

D.  Labrador 
Burlingame,  Calif. 

You  identified  a  demographic  problem 
in  Silicon  Valley  as  well  as  some  com- 
mercial approaches  to  solving  it.  We  be- 
lieve that  faith-based  organizations  can 
provide  venues  and  services  for  singles 
who  want  to  meet  potential  mates.  Con- 
gregation Kol  Emeth  in  Palo  Alto  offers 
a  traditional  matchmaking  (Sfiadchan) 
service  to  all  Silicon  Valley  Jews  (see 
www.kolemeth.org/matchmaker.html).  At 
a  recent  Shabbat  dinner  attended  by 
more  than  100  singles,  about  three-quar- 
ters were  women.  Where  were  the  men? 
Probably  too  busy  working  on  their 
startups.  Send  them  to  us! 

Arthur  M.  Keller 

Board  Member 

Congregation  Kol  Emeth 

Palo  Alto,  Calif. 


TWO  VIEWS  OF  COMPUTER 
ASSOCIATES'  CHARLES  WANG 

I  enjoyed  "Software's  tough  guy" 
(Cover  Story,  Mar.  6).  But  it  made  only 
brief  mention  of  what  makes  him  a 
leader  in  the  communities  where  his 
company  does  business. 

Mr.  Wang's  tireless  efforts  on  behalf 
of  numerous  children's  charities  go  un- 
noticed by  design.  His  focus  is  on  the 
children,  not  on  himself.  His  contribution 
of  money,  services,  and  vision  has  en- 
abled the  Nassau  County  Sports  Com- 
mission to  enhance  the  quality  of  life 
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of  economically  disadvantaged  children 
throughout  the  county.  His  quiet  reach 
is  not  merely  local  but  extends  through- 
out the  nation  and  the  world,  supporting 
organizations  such  as  the  Make-A-Wish 
Foundation,  the  national  and  interna- 
tional Centers  for  Missing  &  Exploited 
Children,  and  The  Smile  Train. 

Gary  I.  Wadler 

Chairman 

Nassau  County  Sports  Commission 

Manhasset,  N.  Y. 

Alas,  I  missed  out  on  the  "kinder, 
gentler"  Computer  Associates  Interna- 
tional Inc.  and  Charles  Wang.  I  dealt 
with  this  company  in  great  depth  over  a 
10-year  period  as  a  chief  information 
officer,  and  I  found  them  the  most  diffi- 
cult technology  vendor  to  deal  with,  bar 
none.  Their  business  practices  were 
onerous  bordering  on  predatory.  Oddly, 
their  products  were  usually  first-rate. 

The  saddest  part  is  that  neither  the 
Federal  Trade  Commission  nor  the  Jus- 
tice Dept.,  to  my  knowledge,  ever  ob- 
jected to  their  many  acquisitions.  In 
many  cases,  they  bought  out  the  only 
remaining  competitor  for  a  specific  prod- 
uct area,  enjoyed  monopolistic  power, 
and  made  their  newfound  customers  pay 
dearly.  Count  me  among  their  remaining 
skeptics. 

Stan  Whitcomb 
Carefree,  Ariz. 

U.S.  HIGH-TECH  NEEDS? 
TRAIN  INNER-CITY  STUDENTS 

Self-described  "second-generation 
American"  Amy  Borrus  has  clearly 
assimilated,  as  evidenced  by  her  Amer- 
ican-style, quick-fix,  short-term  solu- 
tion to  a  serious  problem  that  is  in  fact 
an  opportunity.  ("Give  me  your  tired, 
your  poor — and  all  your  techies,"  News: 


Analysis    &    Commentary,    Mar. 

Borrus  advocates  bringing  in  m 
than  our  current  average  of  900,000 
migrants  a  year  to  satisfy  the  dem; 
for  technical  labor. 

Yet  the  last  I  checked,  America's 
ner  cities  were  still  filled  with  th 
sands  of  people  attending  substandj 
schools  and  perceiving  few  opportu 
ties  for  real  advancement.  The  lal 
shortage  of  which  Borrus  writes  is 
historic  opportunity  to  address  t' 
problem  and  work  to  bring  the 
Americans  into  the  mainstream.  If  I 
now,  when? 

John  Skrent 
San  Die 
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BMC  Software 

Assurance  2000 

Conference 

Las  Vegas 

May  21-26,  2000 

To  Register: 

www.bmc.com/assurance2000 
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BY  STEPHEN  H.  WILDSTROM 

A  NEW  CHAPTER 
FOR  E-BOOKS 


They're  too  pricey, 
hard  to  read,  and 
offer  limited  titles. 
But  that's  changing 

What  comes  first — the 
product  or  the  mar- 
ket? In  high  tech, 
it's  often  the  product,  and 
building  a  market  for  some- 
thing that  people  don't  yet 
know  they  need  can  be  ardu- 
ous. That  is  the  case  with 
electronic-book  readers, 
which  launched  with 
great  fanfare  more  than 
a  year  ago,  but  have  en- 
joyed at  best  modest  suc- 
cess. Things  may  be  about 
to  change,  a  result  more  of 
business  developments  than 
new  technology. 

E-books,  devices  that  can 
electronically  store  and  dis- 
play books,  have  to  solve 
a  three-cornered  problem 
to  succeed.  Consumers  won't 
buy  the  reader  devices  in 
large  numbers  unless  they 
are  cheap  and  there's  plenty 
of  content  available.  Current 
e-book  readers  cost  $200  to 
$600,  and  that's  with  mono- 
chrome screens,  not  the  color 
needed  for  high-quality  text. 
To  drive  costs  down,  makers 
need  to  sell  millions  of  units, 
not  thousands.  And  publish- 
ers want  the  incentive  of  a 
mass  market  to  make  books 
available  electronically. 
PRICEY  TITLES.  One  factor 
that  may  get  the  market 
moving  is  the  bulking  up  of 
e-book  makers.  SoftBook 
Press  and  NuvoMedia,  mak- 
ers of  the  SoftBook  Reader 
and  Rocket  eBook  readers, 
have  been  acquired  by  Gem- 
star  International  Group, 
owner  of  TV  Guide,  the  VCR 
Plus+  recording  system,  and 


online  TV  listings.  Gemstar 
plans  to  relaunch  the  paper- 
back-size Rocket  eBook  and 
the  larger  SoftBook  with  a 
marketing  campaign  that 
their  startup  owners  could 
not  afford. 

A  big  marketing  campaign 
may  help  convince  publishers 
that  the  e-book  market  is 
worth  paying  at- 
tention    to. 


While  there  are  lots  of  clas- 
sics available  in  electronic 
form,  current  titles  are 
sparse.  Just  as  bad,  publish- 
ers are  not  pricing  e-books 
so  they  can  jump-start  the 
market.  For  example,  bn.com 
charges  $19.96  for  a  Rocket 
eBook  version  of  Tom 
Brokaw's  The  Greatest  Gen- 
eration -  from  Random 
House — $7.50  more  than  the 
same  title  in  hardcover.  Since 
I,  like  most  people,  would 
rather  have  the  printed  book, 
such  pricing  is  a  problem  for 
the  infant  industry. 

There  are  signs  that 
things  may  be  loosening  up  a 
bit.  Single-function  readers 
like  Rocket  eBook  aren't  the 
only  way  to  get  e-books.  Mi- 
crosoft is  about  to  ship  its 
first  products  using  a  tech- 
nology called  ClearType, 
which  dramatically  im- 
proves the  quality  of  text 
on  a  color  LCD  display. 
Not  only  do  the  char- 
acters look  much 
better,  but  Clear- 
Type  fixes  the 
erratic  spacing 
between  let- 
ters and 
lines  that 
makes 
electron- 
ic displays 
hard  to  read. 
Microsoft  Read- 
a  ClearType- 
electronic-book 
program,  will  appear  on  a 
new  breed  of  Palm-size 
Pocket   PCs   in   April.    I've 


er, 
based 


BUILDING  A  MARKET 


TVlP  Vl H rHwil fP  ^ne  mos*  Pronr|i nent  contenders, 
illC  IiaiUWd-lC  SoftBook  Readers  and  Rocket 

eBook,  have  been  purchased  by  Gemstar  International 
Group,  which  has  the  resources  to  promote  them  widely 

TVlP  QfrfrwarP  Microsoft  is  ready  to  introduce 
111C  dUHWd,lC  C|earType,  which  dramatically  im- 
proves the  appearance  of  text  and  can  be  used  on  laptops 
and  other  devices,  as  well  as  e-books.  Adobe  Systems  has 
developed  software  to  thwart  piracy 

TVlP  0(XY\\ PTlt  Pr'ces  are  st'"  relatively  high  for 
111C  UUIllClll  b0Qks  that  can  be  down |0aded,  but 

wider  distribution  of  hardware  and  better  software  may 
make  the  market  more  inviting  for  publishers 


been  playing  with  a  protot;,  l: 
and  while  the  display-  ' 
lines  of  about  6  words  eacl 
is  small  for  serious  readi 
the  quality  of  the  type 
proaches  print  on  paper.  1 
technology  will  also  be  ms 
available  for  laptops  and,  p 
haps,  on  a  new  line  of  mi 
booklike  electronic  tablets 
Publishers  like  the  looks 
ClearType  but  are  worr  ■ 
that  Microsoft  has  paid 
little  attention  to  prevent 
piracy  of  downloaded  boo 
That's  the  problem  Adc 
Systems  has  tackled  with  I 
Merchant,  designed  to  fac 
tate  the  sale  of  e-books  wl  ir 
blocking  unauthorized  du] 
cation.  You  can  see  a  derm  ' 
stration  of  the  software  in  * 
tion  by  downloading  a  fi  •  ' 


fr 


SI 


h 
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Glassbook      Reader 
www.glassbook.com. 

Unfortunately,  Adobe's  1 
robat  technology  works  mi 
better  for  high-quality  pri  f  ' 
ing  of  electronic  text  th & 
reading  it  on-screen.  Comb 
ing  Microsoft's  display  te 
nology  with  Adobe's  rig! 
management  seems  a  natu  n  attej 
But  the  two  companies  do 
get  along  very  well,  so  do 
hold  your  breath 

We  can  only  hope  that  its 
marketing  campaign  will  s  ihnson, 
more  readers  on  e-books  a  st  wit 
that,  in  turn,  will  persua  rcl,  ai 
publishers  to  offer  more 
ties  at  lower  prices.  The 
are  some  encouraging  sigiJ1 
Simon  &  Schuster,  for  or 
will  sell  a  new  Stephen  Ki: 
short    story   exclusively 
electronic  form,  for  $2.50. 

For  now,  the  readers  a) 
useful  mainly  for  periodica 
corporate  materials,  referen 
works,    and    self-publish  Hating 
texts    distributed    throujiM 
channels  such  as  NuvoMedi; 
Rocket     Library     or     Fi- 
brain. corn's    eMatter.    Ekitspe 
tronic   textbooks,   howev<  *l 
are   waiting   in   the   wing 
Sales  of  e-book  readers 
various  forms  seem  poised  f 
at  least  a  modest  pickup,  ai  e 
that  may  be  all  it  takes 
interest  publishers  enough 
make  e-books  a  real  alternji 
tive  to  paper. 
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osts  and  Consequences  of  American  Empire 
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pohtan  Books  •  268pp  •  $26 


SHRILL  SERMON 
GAINST  U.S.  GLORALISM 


1  halmers  Johnson  would  have  us 

believe  that  the  world  is  a  sim- 

*A  mering  place  full  of  malcontents 

waiting  for  their  chance  to  get 

.  This,  he  asserts,  is  because  the 

rican  government  and  its  repre- 
itives  have  behaved  so  very  badly 
nd  the  world  and  engendered  such 
osity  that  it's  only  a  matter  of  time 
*e  it  all  blows  up — or  blows  back  at 
,o  cite  a  fear  encapsulated  by  the 
.erm  "blowback." 
deed,  that's  the  title  of  Johnson's 

book,  Blowback:  The  Costs  and 
sequences  of  American  Empire. 
3  the  end  of  the  cold  war,  he  de- 
B,  the  U.S.  has  "resorted  much  of 
ime  to  bluster,  military  force,  and  fi- 
ial  manipulation."  This,  in  turn,  "is 
ing  resentments  that  are  bound  to 
d  attempts  at  revenge"  on  Ameri- 
tourists  or  U.S.  interests  and  in- 
ations  overseas.  He  concludes  with  a 
iction:  "I  believe  our  very  hubris 
j-es  our  undoing." 
)hnson,  of  course,  is  a  noted  Japan 

rt  with  solid  credentials  on  China 
pell,  and  his  words  carry  weight. 
;'s  why  it's  a  disappointment  to  see 

a  respected  voice  descend  into  such 
lent  and  unbalanced  vitriol.  He  of- 

few  substantive  arguments  to  back 
lis  assertions,  and  when  he  does, 

are  often  misguided,  or  worse,  mis- 
n.  Johnson  builds  a  case  against 

globalization  and  U.S.  foreign  pol- 
mt\\  such  shrillness,  and  often  with 
i  a  paucity  of  facts,  that  he  risks 
aating  those  in  his  audience  he 
Id  most  like  to  reach. 
;'s  a  shame,  because  Johnson  states 

he  would  like  to  open  a  dialogue 
it  specific  U.  S.  policies  in  the  world, 
nely,  he  would  like  to  see  U.S.  mili- 
■  bases  withdrawn  from  Okinawa  in 
in,  and  from  the  Korean  Peninsula, 
would  like  to  see  Washington  re- 
e  diplomatic  relations  with  North 


Korea,  sign  the  treaty  banning  land 
mines,  accede  to  an  international  crimi- 
nal court,  and  pay  its  dues  to  the  U.  N., 
among  other  things.  These  are  valid 
topics  for  discussion  in  U.S.  policy  cir- 
cles, whether  one  agrees  with  them  or 
not.  He  also  points  out  dangerous  con- 
tradictions in  U.  S.  arms-sales  policy  and 
says  the  Pentagon  regularly  overrides 
more  traditional  foreign  policy  concerns. 
He's  right.  The  problem  is,  few  may 
take  him  seriously  when  he  comes  off 
like  a  street-corner  preacher  with  a  sign 
proclaiming:  "Repent — the 
world  will  end  tomorrow!" 

Sadly,  Johnson  finds  mal- 
ice in  U.  S.  policies  foster- 
ing free  markets  around 
the  world.  And,  in  what 
seems  an  ill-conceived  af- 
terthought, his  penultimate 
chapter  delivers  a  condem- 
nation of  this  that  strays 
dangerously  from  reason. 

Johnson  was  christened 
the  "father"  of  Japan  re- 
visionism after  his  ac- 
claimed books  of  the  1980s  and  '90s,  in- 
cluding miti  and  the  Japanese  Miracle 
and  Japan:  Who  Governs?,  changed  how 
Americans  thought  about  the  Japanese 
economy.  He  has  long  staked  his  credi- 
bility on  the  claim  that  Japan  had  a  dif- 
ferent, if  not  superior,  model  of  capital- 
ism. But  with  Japan  in  recession  for 
years  and  Tokyo  finally,  if  slowly,  em- 
barking on  reforms,  it  seems  clear  that 
Japan's  economic  model  is  just  as  sub- 
ject to  market  forces  as  everyone  else's. 

Still  using  his  Japan-centric  view- 
point, however,  Johnson  delivers  one  of 
the  most  astonishing  analyses  yet  of  the 
crisis  in  Asia.  He  argues  that  U.S.  offi- 
cials acting  in  their  own  interests 
touched  off  the  crash  of  Asia's  curren- 
cies back  in  1985,  first  by  driving  up 
the  value  of  the  Japanese  yen  with  the 
Plaza  Accord,  then  by  engineering  the 


BLOWBACK 

The  Costs  and 
Consequences  of 
American  Empire 
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yen's  60%  fall  between  1995  and  1997. 
Johnson  gives  short  shrift  to  the  i 
gious  lending  practices  and  overcapacity 
problems  characteristic  of  the  Asian 
economics  themselves. 

Rather,  he  says  that  Americans  glee- 
fully pushed  their  economic  model  of 
capitalism  abroad  in  a  "megalomanical 
attempt  to  make  the  rest  of  the  world 
adopt  American  economic  institutions 
and  norms."  The  U.S.,  he  claims,  did 
this  with  such  an  arrogant  sense  of 
moral  superiority  that  it  became  mali- 
cious. He  goes  on  to  postulate  that  the 
U.S.  engendered  its  globalization  cam- 
paign and  resulting  Asia  crisis  to  wipe 
out  its  Asian  competition:  "Its  purpose 
was  both  to  diminish  them  as  competi- 
tors and  to  assert  the  primacy  of  the 
U.S.  as  the  globe's  hegemonic  power." 
Thus,  the  Asia  crisis,  by  reducing  the 
"economic  power"  of  "'tiger'  competi- 
tors," Johnson  concludes,  was  "a  major 
American  imperial  success." 

Can  this  be  logical?  Of  course  not.  If 
the  U.S.  was  so  keen  on 
exporting  its  model  of  eco- 
nomic capitalism,  why 
would  it  destroy  those 
"tiger"  economies — namely 
South  Korea,  in  Johnson's 
argument — that  were  most 
amenable  to  accepting  it? 
Of  course,  the  Clinton  Ad- 
ministration did  turn  the 
gospel  of  free  trade  into 
foreign  policy  in  its  own 
right.  But  Johnson  doesn't 
even  consider  the  possibility 
that  the  reason  Americans  are  so  evan- 
gelical about  their  model  of  capitalism  is 
because  it  works — or  at  least  it  works 
better  than  any  other  model  the  world 
can  come  up  with. 

Instead,  Johnson  tries  to  claim  that 
globalization  has  failed  the  U.S.  econo- 
my, too.  He  claims  America  has  been 
"sacrificing  American  workers  to  pay 
for  its  empire."  Really?  America  has  its 
lowest  unemployment  rate  in  three 
decades — 4%.  Johnson  claims  the  "true 
costs"  of  America's  empire  "should  be 
measured  in  terms  of  crime  statistics 
[and]  ruined  inner  cities."  What?  Let's 
look  at  the  crime  statistics.  New  York  in 
1999  recorded  its  lowest  murder  rate 
since  1961.  In  San  Diego,  Boston,  Hous- 
ton, and  Los  Angeles,  murder  rates 
have  fallen  50%  to  75%  since  1991— the 
year  the  Soviet  Union  disintegrated  and 
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1942 


Leland  James  forms  Freichtliner  Corporation,  revolutionizing  the  marketwith  an  aluminum  cab-overtruck 
and  setting  the  stage  for  modern-day  efficient  truck  transportation. 


1958 


FREIGHTLINER  REDEFINES  WORLDWIDE  TRUCK  EFFICIENCY  BY  INTRODUCING  THE  INDUSTRY'S  FIRST  90-DEGREE 

TILTING  CAB-OVER  CONFIGURATION. 


IIMIN 


1987 


FREIGHTLINER  DEVELOPS  AND  INTRODUCES  ABS  TO  TRUCKING  IN  NORTH  AMERICA,  USHERING  IN  A  NEW  AGE  OF  SAFETY  TECHNOLOGY. 
FREIGHTLINER  MAKES  ABS  STANDARD  BY  1995,  LONG  BEFORE  THE  FEDERAL  MANDATE. 


1988 


Setting  new  standards  with  an  aerodynamic,  lightweight,  comfortable  design,  Freightliner  introduces 
the  most  complete,  innovative  line  of  cab-over  and  conventional  highwaytrucks  in  the  industry. 


1991 


FREIGHTLINER  LAUNCHESTHE  MEDIUM-DUTY  INDUSTRY'S  NEW  BENCHMARK  IN  DRIVER  ERGONOMICS,  MANEUVERABILITY, 
VISIBILITY,  EFFICIENCY  AND  STYLE.  THE  BUSINESS  CLASS  BECOMES  THE  FASTEST-GROWING  MEDIUM-DUTY  LINE  IN  NORTH  AMERICA. 


1992 


With  the  industry's  first  completely  integrated  70"  RAISED-ROOF  double  bunk  sleeper,  Freichtliner  forever  chances 

THE  DRIVER  ENVIRONMENT,  PROVIDING  FOR  MORE  OPERATIONAL  FLEXIBILITY  AND  EFFICIENCY. 


FREIGHTLINER  LAUNCHES  THE  MOST  ADVANCED  PRODUCT  LINE  EVER,  INCORPORATING  OVER  40  NEW  SAFETY  FEATURES  LIKE  A  MORE  CRASHWORTHY 
LUMINUM  CAB,  DRIVER  SIDE  AIR  BAG,  ONBOARD  DIAGNOSTICS,  MAINTENANCE-FREE  CHASSIS  AND  THE  FIRST  RADAR-BASED  COLLISION  WARNING  SYSTEM. 


1999 


Reinforcing  its  dealers' commitment  to  24  hours  a  day,  7  days  a  week  service,  Freightliner  partners  with 
TravelCenters  of  America  to  provide  warranty  and  service  support  in  more  than  160  U.S. truck  stop  locations. 


2000 


Freightliner  rolls  out  the  Century  Class  S/T,the  first  truck  in  its  class  to  incorporate  a  completely  integrated  vehicle  information 
and  communications  platform  and  advanced  safety  technologies  like  rollover  warning  and  lane  guidance  systems. 


Our  WHEELS  ARE  always  turning. 
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a  Division  oi  Freichtliner 

CORPORATION 


Copyright  ©  2000,  Freightliner  Trucks  -  A  Division  of  Freightliner  Corporation.  Portland,  OR  97208.  All  rights  reserved.  FTL/MC- A-233  Freightliner  Corporation  is  a  DaimlerChrysler  Company. 
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AND  MORE 


Livestock,  lumber,  meots,  dairy  and  GSCI,  these  are  the  markets  that  really  move. 
Call  for  your  FREE  CME  Commodity  Futures  and  Options  Trading  Kit  today. 

1  -800-336-3332     srl&v.  Chicago 
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Never,  never  again  be  out  of  touch  with  the  world,  with 

4-Way  Dynamo  and 
Solar  Radio 

only  $49^ 

'But  read  this  ad  for  an  even  better  deal! 

Whether  you  are  out  camping, 
marooned  on  a  desert  island,  or 
in  a  disaster  area,  with  4-Way  Dynamo 
iiud  Solar  Radio1"  you  will  never  be  out  of  touch 
with  the  world  and  will  never  be  without  infor- 
mation. This  outstanding  receiver  works  through 
four  selectable  power  sources:  1.  Normal  type  AA 
batteries  (not  included);  2.  DC  hookup;  3.  Solar 
power;  and  4.  Dynamo  Handle  Power  (one  to 
three  minutes  of  cranking  will  give  you  about  15 
minutes  of  listening).  The  built-in  speaker  pro- 
vides outstanding  fidelity  over  the  entire  AM  and  ,s  FCC  aVl'rov 
FM  range.  LED  indicator  light  allows  for  pinpoint  tuning. 
We  are  direct  importers  of  this  excellent  instrument.  Because  of  our  very  large 
purchases,  we  are  able  to  offer  it  for  just  $49.95.  But  we  have  an  even  better 
deal:  Buy  tiuo  for  just  $99.90  and  we'll  send  you  a  third  one,  with  our  com- 
pliments -  absolutely  FREE!  Wherever  you  are  and  whatever  the  conditions, 
never  lose  access  to  the  information  and  entertainment  provided  by  this  radio. 
Order  your  4-Way  Dynamo  and  Solar  Radio(s)™  today!  #1085F430 


•  4-Way  Dynamo  and 
Solar  Radio™  is  made 
for  the  military  ami  fea- 
tures almost  indestruc- 
tible construction. 
Advanced,  high-preci- 
sion circuitry  provides 
crystal-clear  sound. 
Come-,  with  webbed 
union  strap  for  easy 
carrying.  This  rad' 


You  may  order  by  toll-free  phone,  by  mail,  or 
bv  fax  and  pay  by  check  or  Visa/MasterCard. 
Please  give  order  code.  Add  $4.95  for  ship. /ins. 
and  sales  tax  for  CA  delivery.  You  have  30-day 
refund  and  one-year  warranty.  We  do  not 
refund  postage.  For  customer  service  or  whole- 
sale  information,   please  call   (415)   643-2810. 


2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  by  (fastest!)  fax:  (415)  643-2818  <& 
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the  cold  war  officially  ended.  So  mi 
for  these  arguments. 

If  Johnson's  blowback  theory  we 
correct,  the  American  empire  won 
have  come  crumbling  down  long,  lo: 
ago.  Americans  have  been  perpetrat; 
some  pretty  awful  deeds  overseas 
more  than  a  century,  and  the  phenol 
non   became   the   subject   of  liter; 
renown  back  in  the  1950s,  with  Gral 
Greene's  and  Eugene  Burdick's 
demnations  of  Americans  both  "Quiei 
and  "Ugly."  One  need  look  no  furth 
than  U.  S.  policies  in  Latin  America  di 
ing  the  cold  war — and  long  before- 
see  the  truly  horrific.  But  Johnsor 
main  grievances  include  the  1998  ac 
dent  in  Italy  in  which  a  low-flying  U 
military  plane  severed  a  ski-gondola  c 
ble,  killing  20  people.  And  he  points  to 
1995  case  involving  the  rape  of  a  Jajj 
nese  schoolgirl  by  three  U.  S.  soldiers 
Okinawa.  The  acrimony  caused  by  the 
incidents,  he  says,  are  reasons  for  r 
during  U.S.  military  presence  overse; 
But  while  sad  and  even  tragic,  they  a 
hardly  the  stuff  of  vengeance's  claim 

Instead,  people  the  world  over  ha 
long  understood  that  American  inflj 
ence  brings  both  the  hated  and  the 
mired.  Call  it  hegemony  and  empire, 
Johnson  does,  or  call  it  security  ai 
economic  development.  For  every  mi 
guided  Pentagon  policy,  there  is  a  Djj 
ton  peace  accord.  For  every  ski-gond 
accident,  there  is  a  U.S.  rescue  ope: 
tion  in  Mozambique.  For  every  corrul 
tion  of  the  local  diet  by  an  Ameria 
fast-food  chain,  there  is  an  American-i 
vented  computer,  telephone,  or  autom 
bile  that  makes  someone's  life  sorri 
where  just  a  little  bit  easier.  As  a  resu 
the  rest  of  the  world  has  developed 
sophisticated  understanding  of  Amei 
ca:  Most  people  overseas  know  the 
have  to  take  the  good  with  the  bad. 

To  protect  the  world  from  the  ba 
Johnson  recommends  the  remedy  of  is  i 
lationism — for  example,  pulling  out  i" 
Saudi  Arabia  because  the  U.  S.  militai 
presence   there   angered    Osama   bi 
Laden  enough  to  attack  U.  S.  embassi( 
overseas.  Yet  capitulating  to  terrorisi  flip 
hardly  makes  it  go  away.  We  have  on 
to  look  at  our  own  Unabomber,  and  tl 
bombings  in  Oklahoma  City  and  A 
lanta,  to  see  that  terrorism  doesn't  nee  ^j  , 
bad  foreign  policy  for  an  excuse. 

Someone  of  Johnson's  experienc 
should  know  that  you  can  catch  moi 
flies  with  honey  than  by  shooting  i 
them  with  a  bazooka.  In  his  desire  to  l ™  fl 
provocative,  unfortunately,  he  risks  cam 
ing  a  "blowback"  of  his  own. 

BYSHERI  PRASS 

Prasso  is  business  week's  Asia  edito 
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Owe  at  t?  time,  Nucor  has  taken  good  causes  under  our  wing.  Like  sponsoring  the  construction  oj  a  regional 

i 

butterfly  aviary.  Researching  wood  duck  protection  with  the  South  Carolina  Waterfowl  Association.  And 


breserving  ponds  and  wetlands  that  are  home  to  fish,  fowl  and  even 
alligators.  As  the  largest  recycler  in  the  nation,  and  a  producer  of  steel 


nucor 

t's  our  Nature. 


and  steel  products,  we  urge  more  companies  to  get  out  in  front  of  environmental  issues.  Because  return  on  investment 


can  also  he  measured  by  the  return  of  Canada  geese.  In  fact,  it's  just  our  nature. 


Nucor  Corporation,  2100  Rcxtord  Road,  Charlotte,  North  Carolina  28211.  Phone  704/366-7000,  fax  704/362-4208,  www.nucor.com. 
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SOMEONE  TO  MANAGE  YOOR  WAREHOUSING,  DE 
SOMEONE  TO  PROTECT  YOUR  ENTIRE  E-COMMER 


AND  CRUSH  THE  SLIGHTEST  THREAT  TO  MMSA 


What  if  one  company  could  handle  your  entire  back-end  operation?  That's  the  idea  behind  Electron  Economy"'  and 
E-Commerce  Operations  Management  solution.  Built  around  an  open  and  extensible  transaction  network,  our  intet: 
approach  enables  you  to  outsource  any  or  all  of  the  logistics  behind  your  buy  button.  A  partner  to  plan  it,  implemen 
and  stand  by  it.  In  short,  someone  to  make  sure  it  pays  off.  Download  the  whitepaper  at  www.electroneconomy.coi 
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Saving  companies  from   the  chaos 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


GLOBAL  SILICON  VALLEYS? 
FIRST,  KILL  ALL  THE  SUBSIDIES 


WRONG  WAY: 

Bureaucratic 
hothouse 
support  in 
Germany  and 
other  nations 
could  never 
reproduce 
Silicon  Valley's 
tremendous 
spontaneity 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution. 


Many  countries  are  envious  of  Silicon 
Valley,  the  world  center  of  the  com- 
puter, software,  and  Internet  indus- 
tries. Other  nations  have  decided  to  use  sub- 
sidies to  encourage  the  growth  of  their  own 
high-tech  clusters.  However,  after  observing 
Silicon  Valley  during  many  years  with  the 
Hoover  Institution  at  Stanford  University,  I 
have  become  convinced  that  dynamic  indus- 
trial clusters  require  a  flexible  economic  en- 
vironment, not  government  industrial  policy. 

Silicon  Valley  started  in  the  1950s  with  a 
modest  plan  by  Frederick  Terman,  a  far- 
sighted  dean  of  Stanford's  Engineering  School, 
to  create  an  industrial  park  on  unused  Stan- 
ford land.  A  few  companies  accepted  the  offer, 
but  the  area  was  still  sleepy  and  unimpressive 
when  I  first  visited  in  the  early  '60s. 

The  region  took  off  in  the  1970s  with  the 
development  of  the  personal  computer  by  Ap- 
ple Computer  Inc.  and  others,  and  it  has  ex- 
ploded since  then  with  the  creation  of  the 
Internet  and  the  enormous  demand  for  soft- 
ware. Silicon  Valley  now  employs  more  than  1 
million  people,  almost  40%  of  whom  have  at 
least  a  bachelor's  degree,  and  more  than  a 
third  are  foreign-born.  They  are  attracted  by 
the  good  jobs  and  by  the  early  access  to  fron- 
tier developments  in  the  high-tech  field. 

The  Valley  is  loaded  with  startups  and  for- 
mer startups  such  as  Intel  Inc.  and  Cisco 
Systems  Inc.  Venture  capitalists  invested 
more  than  $6  billion  in  1999  in  new  or  young 
Valley  companies,  and  77  companies  had  initial 
public  offerings,  mainly  related  to  the  Net. 

Faculty  and  graduates  of  the  strong  science 
and  engineering  departments  of  two  nearby 
universities,  Stanford  and  the  University  of 
California  at  Berkeley,  have  been  leaders  in 
forming  dynamic  startups.  While  good  uni- 
versities may  be  necessary  to  develop  these 
industrial  clusters,  they  are  not  sufficient. 
Other  regions  with  strong  engineering  schools, 
such  as  the  University  of  Illinois  at  Urbana, 
do  not  have  many  high-tech  companies. 

Whatever  got  Silicon  Valley  going,  its  ad- 
vantages in  attracting  quality  labor  and  ven- 
ture capital  multiplied  as  the  region  grew.  A 
large  pool  of  engineers,  scientists,  and  soft- 
ware experts  are  available  to  both  new  and 
old  companies.  Talented  individuals  flock  to 
the  region  not  only  because  of  generous  stock 
options  and  decent  pay,  but  also  because  they 
know  they  can  find  good  jobs  there  if  their 
employers  fail.  So  while  job  changes  are  com- 


mon, unemployment  rates  are  extremely  1 

Innovations  and  other  new  developme 
spread  rapidly  in  Silicon  Valley,  in  part 
employees  who  change  jobs.  As  Alfred  M; 
shall,  a  great  British  economist  of  the  1: 
19th  century,  recognized,  when  companies 
related  industries  locate  near  each  other,  't| 
mysteries  of  the  trade  become  no  mysteri 
but  are  as  it  were  in  the  air."  This  makes 
difficult  to  keep  secrets,  but  companies 
get  early  access  to  innovations  by  neighboi 
ROADBLOCKS.  The  Valley's  labor  flexibili 
indicates  that  nations  that  want  to  encoura 
high-tech  clusters  should  make  it  easy  to  hi 
and  lay  off  workers  rather  than  mandate  su 
stantial  severance  pay  or  legislate  limits 
hours  worked.  Companies  have  stronger  i 
centives  to  hire  more  workers  if  they  can  r 
duce  payrolls  easily  when  demand  falls. 

The  U.  S.  has  relatively  few  obstacles 
starting  new  companies,  raising  private  caj 
tal,  or  going  public.  It  also  lets  key  employe 
be  hired  with  potentially  valuable  stock  o 
tions  that  limit  a  startup's  out-of-pocket  e: 
penses.  Although  several  countries  have  b 
gun  to  reduce  the  red  tape  that  hampers  tl 
formation  and  financing  of  new  companie 
most  have  a  long  way  to  go  in  appreciatir 
and  encouraging  entrepreneurial  activities. 

Reducing  artificial  obstacles  to  startups 
far  different  from  the  generous  subsidy  pn 
grams  begun  recently  by  Germany  and  oth<; 
countries  desperate  for  more  dynam: 
economies.  Subsidies  generate  "safe"  startup 
that  appeal  to  bureaucrats,  not  market  d<i 
mand.  The  tremendous  spontaneity  found  i 
Silicon  Valley  could  never  be  reproduce 
through  bureaucratic  hothouse  support. 

The  Valley  grew  over  time  with  little  hel 
from  government.  In  fact,  the  major  attemp 
to  help  actually  hurt  the  region.  The  U.  S 
Japan  Semiconductor  Agreement  of  198( 
which  imposed  "antidumping"  restrictions  o 
imports  of  semiconductors  from  Japar 
slowed  the  shift  toward  software  and  othe 
higher-valued-added  products  and  services.  I 
is  unlikely  that  high-tech  industrial  policie 
by  other  nations  will  be  any  wiser  thai 
America's. 

Where  dynamic  industrial  clusters  locate  i 
part  luck  and  part  accident.  But  Silicon  Val 
ley's  history  indicates  that  top  universities 
flexible  labor  and  capital  markets,  and  limit 
ed  regulatory  obstacles  to  entrepreneurshi] 
all  help. 
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Protection  for  all  that 
really  matters  in  life. 


n 


Everything  you  need 
to  know  about  life 
insurance  is  at 
prudential.com. 

It's  easy,  convenient 
and  always  open. 

•  Find  answers  to 
your  questions  on 
life  insurance — 
in  plain  English. 

•  Get  an  objective  analysis 
of  your  insurance 
needs  using  simple 
interactive  tools. 

•COMING  SOON! 
Access  your  personal 
account  information, 
including  balances, 
transaction  activity, 
fund  performance 
and  more — 24  hours/ 
7  days  a  week. 


In  a  perfect  world,  everything  would  stay  safe  and  secure.  But  in  life,  things  just 
sometimes  happen.  Like  accidents  or  illness.  And  while  you  can't  always  control  your 
future,  Prudential  offers  insurance  to  help  you  prepare  for  it.  So  no  matter  what 
comes  your  way,  your  world  is  still  secure. 


Have  you  planned  for  long-term 
care  needs?  Statistics  show  that  more 
than  half  of  all  Americans  will  end  up 
needing  some  form  of  long-term  care* 
Unfortunately,  this  kind  of  care  can  be  very 
expensive.  Long-term  care  insurance1 
can  be  a  smart  way  to  help  protect  your 
hard-earned  assets. 

Is  your  family  underinsured?  Perhaps 
you  already  purchased  life  insurance.  But 
has  your  insurance  coverage  grown  along 
with  your  standard  of  living?  Make  sure  you 
have  adequate  death  benefit  protection  to 
keep  your  family  secure,  even  if  you  can't 
provide  for  them. 

What  about  your  home,  car  and  other 
assets?  Fire,  storms  or  theft  can  be  a 
threat  to  your  most  valuable  possessions. 
Make  sure  these  items  are  protected 
against  every  possibility.** 


Protect  your  world  with  the  strength 

Of  The  Rock?  A  Prudential  financial 
professional  can  help  you  develop  an 
insurance  plan  that  fits  your  specific  needs. 
From  protecting  your  family  to  safeguarding 
your  assets,  Prudential  can  help  you  face  the 
future  with  more  peace  of  mind. 

For  a  free  consultation  and  our  brochure, 
Securing  Your  Financial  Future,  call 
Prudential  today. 

1-800-THE-ROCK 

ext.  6788 
www.prudential.com 


Cfe  Prudential 


Like  most  insurance  policies,  Prudential  policies  and  contracts  contain  exclusions,  limitations,  reductions  of  benefits,  and  terms  for  keeping  them  in  force.  A  Prudential  professional  can  provide 
you  with  costs  and  complete  details.  *  Health  Insurance  Association  of  America,  1 994-1995.  'Availability  of  this  product  varies  by  carrier  and  state.  **Home  ond  auto  coverage  written  by 
Prudential  Property  and  Casualty  Insurance  Company,  Prudential  Commercial  Insurance  Company,  Prudential  General  Insurance  Company  or  The  Prudential  Insurance  Company  of  New  Jersey, 
23  Main  Street,  Holmdel,  N  J  07733.  In  Texas,  coverage  may  be  written  by  Consolidated  Lloyds  or  Consumers  County  Mutual  Insurance  Company  which  are  not  Prudential  companies.  Coverage 
available  in  most  states. 
IFS-1 999 1 1 24-A048030 
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Economic  Trends 


BY  GENE  KORETZ 

A  RISING  TIDE 
LIFTS...ALGORE 

The  Veep's  edge  is  the  economy 

With  the  decks  now  cleared  for  a 
Bush-Gore  race  for  the  Presidency 
and  opinion  polls  showing  the  two  as- 
piring candidates  running  neck  and 
neck,  political  pundits  are  busy  assessing 
the  issues  that  could  determine  No- 
vember's election  results.  As  the  gurus 
see  it,  these  run  the  gamut  from  the 

HOW  AN  ECONOMIC  MODEL 
SEES  THE  ELECTION 


350 


PRESIDENTIAL  ELECTORAL  VOTES* 

A  ECONOMETRIC  MODEL  — 


tH: 


DEMOCRATIC     REPUBLICAN     CLOSE  VOTES 


•PROJECTED  AS  Of  FEBRUARY,  2000 
DATA:  REGIONAL  FINANCIAL  ASSOCIATES  INC 

candidates'  personalities  and  bread-and- 
butter  items  such  as  tax  cuts  and  pro- 
tecting Social  Security  to  broad  con- 
cerns like  education  and  health-care 
reform  and  social  issues  such  as  abor- 
tion, gay  rights,  and  gun  control. 

To  economists  who  dabble  in  poli- 
metrics — the  arcane  science  of  calculat- 
ing how  economic  factors  influence  vot- 
ing behavior — election  results  rarely 
turn  on  such  questions,  however.  In  their 
view,  it  is  less  the  candidates'  public  im- 
ages and  positions  that  determine 
whether  a  party  retains  its  hold  on  the 
White  House  than  economic  conditions 
in  the  period  before  the  election.  And 
what  those  conditions  currently  indi- 
cate, says  Brian  Nottage  of  Regional  Fi- 
nancial Associates,  an  economic  consul- 
tancy, is  that  "Al  Gore  is  the  probable 
winner  by  a  wide  margin." 

Just  how  wide?  According  to  rfa's 
econometric  voting  model,  the  Democ- 
ratic candidate  should  rack  up  more 
than  53%  of  the  popular  vote  in  24 
states  with  a  total  of  301  electoral 
votes,  and  is  likely  to  take  five  more 
states  with  55  electoral  votes  by  small- 
er margins  (chart).  Since  only  270  elec- 
toral votes  are  required  to  win  the 
Presidency,  he  would  still  be  elected 
even  if  the  GOP  won  all  the  states  where 
the  model  projects  a  close  vote. 


Of  course,  econometric  models  have 
erred  in  the  past — notably  in  1992, 
when  several  predicted  a  Republican 
victory.  But  Nottage  points  out  that 
they  relied  on  nationwide  variables  to 
project  the  national  vote  at  a  time  when 
several  key  regions  were  still  mired  in 
recession.  By  contrast,  kfa  uses  local 
variables,  such  as  growth  in  state  per- 
capita  product,  as  well  as  recent  stock 
market  and  inflation  trends  to  project 
the  election  results  state  by  state.  Ap- 
plied to  the  past  five  elections,  its  mod- 
el predicts  the  winner  in  every  Presi- 
dential race  and  correctly  calls  an 
average  88%  of  the  electoral  votes. 

To  be  sure,  this  year's  election  forecast 
is  based  on  the  state  of  the  economy  by 
the  third  quarter  (which  rfa  projects  as 
less  buoyant  than  recent  quarters).  Be- 
cause the  model's  economic  variables  re- 
flect changes  averaged  over  two  years, 
however,  it  would  take  a  dramatic  wors- 
ening of  economic  conditions  to  make 
much  of  a  difference. 

The  big  exception,  of  course,  is  the 
stock  market,  which  is  a  lot  more 
volatile  than  the  other  factors.  A  huge 
market  correction  could  shift  the  econo- 
metric odds  in  favor  of  the  Republi- 
cans. But  history  hardly  favors  such  an 
outcome:  Since  1940,  the  Standard  & 
Poor's  500-stock  index  has  never  pro- 
duced a  negative  total  return  (appreci- 
ation plus  dividends)  in  the  fourth  year 
of  a  Presidential  term. 


WILL  THE  EURO 
FUEL  TRADE? 

A  study  suggests  a  huge  boost 

There's  little  question  that  trade  is 
enhanced  when  several  nations  join  a 
currency  union  or  one  nation  adopts  the 
other's  currency.  After  all,  the  transac- 
tion costs  of  converting  one  currency 
into  another  are  eliminated,  and  ex- 
change-rate volatility  no  longer  mud- 
dies the  trade  waters.  The  problem  is 
that  there's  little  agreement  on  the  size 
of  the  positive  effect. 

While  Europhiles  who  have  champi- 
oned the  European  Monetary  Union 
think  that  the  potential  effect  is  large, 
most  economists  believe  that  intra-Eu- 
ropean  trade  may  rise  only  slightly  be- 
cause of  the  Euro.  Skeptics  note  that 
currency  volatility  doesn't  seem  to  in- 
fluence trade  much  over  time,  particu- 
larly now  that  it's  comparatively  cheap 
to  hedge  exchange-rate  risks. 

A  new  National  Bureau  of  Econom- 
ic Research  study  by  Andrew  K.  Rose 


of  the  University  of  California 
Berkeley  suggests  that  the  Euro  si 
tics  will  turn  out  to  be  wrong. 

Using  data  on  trade  between  s< 
186  countries,  dependencies,  colon 
and  territories  in  five  separate  y( 
from  1970  to  1990,  Rose  creates  a 
called  "gravity  model"  that  allows 
to  estimate  the  effects  of  a  numbe 
variables  on  trade  flows  between 
countries.  Besides  a  common  curre 
and  exchange-rate  volatility,  these 
elude  such  factors  as  distance,  econo 
size,  per-capita  output,  and  political 
linguistic  ties. 

Other  things  being  equal,  Rose  fi 
not  only  that  reduced  exchange 
volatility  significantly  increases  tr 
between  two  nations,  but  that  shar 
a  common  currency  has  a  far  more 
tent  effect.  Nations  with  the  same  i 
rency,  he  reports,  trade  three  times 
much  with  each  other  as  they  wo 
with  different  currencies.  By  that  m 
sure,  the  vaunted  trade  benefits  of' 
EMU  may  prove  even  greater  than 
advocates  expect. 


MY  DAUGHTER, 
THE  PhD 

More  doctorates  go  to  women 


n 


Women  already  account  for  mc 
than  55%  of  both  the  bachelor's  a 
master's  degrees  awarded  by  U.  S.  c 
leges,  and  they  are  rapidly  closing  t 
gender  gap  among  newly  minted  Phi 
The  National  Opinion  Research  Cent 
at  the  University  of  Chicago  repoi 
that  females  received  41.8%  of  the  d(  \ 
torates  granted  in  the  1998  acadenfe 
year,  up  from  40.6%  in  1997. 

What's  more,  female  gains  appe 
even  larger  once  foreign  doctoral  st } 
dents,  who  are  predominantly  male 
subtracted  from  those  receiving  degre< 
Looking  only  at  ■ 


U.S.  citizens,  fe- 
males are  almost 
on  a  par  with 
males,  garnering 
47.7%  of  the  doc- 
torates granted  in 
1998,  vs.  29%  in 
1978.  While  the 
number  of  new 
women  PhDs  con- 
tinues to  rise  each 
year,  the  number 
of  male  recipients 
has  actually  de- 
clined a  bit  in  re- 
cent years. 


A  WANING 
GENDER  GAP 
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▲  PERCENT 

'DOES  NOT  INCLUDE  DEGREES  IN  LAW, 
MEDICINE.  OR  CLINICAL  PSYCHOLOGY 
DATA:  NATIONAL  OPINION  RESEARCH 
CENTER.UNIVERSITY  OF  CHICAGO 
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THE  POWER 

OF  PROFESSIONAL 

TRADING  TOOLS 

SHALL  BE  AVAILABLE  TO 

EVERYONE. 
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DATEK  VI 

ONLINE      E^^ 


THE  RULES  ARE  CHANGIN 
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YOUR  TRADE  SHALL  BE  EXECUTED 
WITHIN  ONE  MINUTE  OR  THE  COMMISSION 

SHALL  BE  WAIVED. 

DATEK  ONLINE  IS  COMMITTED  TO  EXECUTING  YOUR  ORDER 
WITHIN  60  SECONDS  OR  WE'LL  WAIVE  OUR  $9.99  COMMISSION. 

HENCEFORTH,  SINCE  THE  MARKET  DOESN'T 
STAND  STILL,  YOUR  QUOTES  WONT  EITHER. 

DATEK' S  STREAMER  GIVES  YOU  FREE,  STREAMING.  DETAILED 

STOCK  QUOTES  AND  MARKET  DATA  THAT  SELF-UPDATE 

SO  YOU  CAN  MONITOR  THE  MARKET'S  CONTINUOUS  MOVEMENT 

IN  REAL  TIME,  THE  WAY  PROFESSIONALS  DO. 


WHEN  THE  MARKET  CLOSES,    , 
IT  SHALL  REMAIN  OPEN. 

DATEK  ONLINE  WAS  THE  FIRST  TO  ALLOW  YOU  TO  TRADE  FROM 
8  AM  TO  8  PM  EST  WITH  EXTENDED-HOURS  TRADING. 

THOU  SHALT  TRADE  FREE  10  TIMES. 

THE  BEST  WAY  TO  APPRECIATE  DATEK'S  TRADING  TECHNOLOGY 

IS  TO  TAKE  ADVANTAGE  OF  THIS  SPECIAL  OFFER.  TO  GET  10  FREE 

TRADES,  APPLY  ONLINE  AT  WWW.DATEK.COM/FREETRADE46. 

BE  SURE  TO  ENTER  YOUR  ACTIVATION  CODE:  BWFT. 

FOR  MORE  INFORMATION  CALL  US  AT  1-877-DATEK30. 


,<Jljv       Open  and  fund  an  account  with  S2.000  before  6/30/00  and  get  10  commission-free  equity  trades.  Offer  not  valid 
ifAV      for  IRA's  or  other  retirement  accounts.  Sixty-second  commitment  applies  to  online  orders  that  arc  marketable  after 
•JJUJ?       9:45  AM  Eastern  Time.  System  response  and  access  time  may  vary  due  to  market  conditions,  system  performance 
rwi^ndECN     and  other  factors.  High  volumes  of  trading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the 
■"•"*•'  naso/swc  price  quoted  or  displayed  at  the  time  of  order  entry.  AH  online  trades  are  only  S9.99  for  up  to  5,000  shares.  Streamer 
is  limited  to  individual  investors.  Extended-hours  trading  applies  to  Nasdaq  limit  orders  only,  which  arc  represented  exclusive!)  on 
The  Island  ECN.  an  affiliated  broker/dealer.  See  our  Web  site  for  additional  details.  62000  Datek  Online   Member  N  ■ 
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COLOR  COORDINATION,  AND 
OTHER  ADVENTURES  IN  SUPPLY 


CHAIN  MANAGEMENT. 
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Supply  chain  management  is  about  see- 
ing patterns.  Managing  data  that  helps  solve 
retail  riddles  like:  "What  color  sweaters  will 
sell  next  season?"  Or  "Why  make  more  green 
computers  when  everybody  loves  blue?" 

CNF  is  involved  in  every  aspect  of  the 
supply  chain,  from  the  global  sourcing  of  raw 
materials  through  order  and  inventory  man- 
agement. Providing  solutions,  services  and 
systems  that-  among  other  things  -  take  the 
guesswork  out  of  production  planning.  To  see 
all  that  we  do  in  living  color,  visit  our  website. 
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Where  supply  meets  demand. 


www.freight.com 
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STICKER  SHOCK 
AT  THE  GAS  PUMP 

U.S.  AVERAGE  PRICE  FOR 
UNLEADED  6AS0LINE 


NSUMERS:  DAMN  THE  RATE  HIKES, 
fJLL  SPEED  AHEAD 

|ey  still  seem  unfazed  by  Fed  moves  and  higher  gasoline  prices 

As  consumers  go,  so  goes  the 

economy.  That's  the  mantra  to 
3  in  mind  if  you  think  the  Federal  Reserve's  Mar.  21 
:y  meeting  will  be  the  last  one  you  have  to  worry 
jt  this  year.  Consumer  spending  accounts  for  two- 
ds  of  U.  S.  real  gross  domestic  product,  and  it  has 
»unted  for  the  lion's  share  of  economic  growth  dur- 
the  past  two  years. 

0  how  do  consumers  go  right  now?  They  go  like 
gbusters.  Retail  sales  jumped  1.1%  in  February, 

1  gains  in  almost  all  sectors.  Vehicle  sales  alone 
on  track  to  set  a  record  for  the  first  quarter,  and  a 
*ch  survey  of  homebuilding  activity  shows  that  de- 
ld  for  new  housing,  although  slowing  a  bit,  remains 
ng.  Also,  robust  buying  by  households  is  boosting 
istrial  output  as  well  as  making  it  difficult  for  busi- 
ses  to  keep  sufficient  inventories  on  hand. 

The  seemingly  unstoppable 

momentum  of  consumers  is 

why  the  markets  consider  an- 
other quarter-point  hike  in  the 

federal  funds  rate  on  Mar.  21, 

to  6%,  a  done  deal.  But  will 

that  be  enough?  Households 

have  ignored  the  Fed's  full 

percentage-point  rise  in  rates 

since  last  June,  and,  so  far,  the 

spike  in  gasoline  prices  has 

had  no  visible  effect  on  sales 
)ther  items.  The  growth  of  inflation-adjusted  retail 
is  has  actually  accelerated  in  each  quarter  since 
Fed  began  hiking  rates  (chart), 
"'hat  said,  keep  in  mind  that  the  Fed  will  do  what  is 
essary  to  slow  the  economy  to  a  pace  that  keeps  the 
3r  markets  from  tightening  further  and  stops  infla- 
lary  pressures  from  taking  hold.  To  do  that,  con- 
ner-led  demand  must  slow.  With  no  sign  of  that, 
markets  are  starting  to  build  in  another  quarter- 
nt  hike  at  the  Fed's  May  16  meeting,  and  a  growing 
nber  of  economists  believe  that  the  Fed  will  not 
able  to  stop  there. 


HOPPERS  SHRUG  OFF 
FED  TIGHTENING 


REAL  RETAIL 


QUARTERLY  PERCENT  CHANGE 

AT  ANNUAL  RATES         *JAN  -FEB  AVG 

ATA  COMMERCE  DEPT .  BUSINESS  WEEK 


ANYTHING,  the  recent  retail  sales  report  was  strong 
dence  that  the  economy  was  almost  as  robust  in 
first  quarter  of  2000  as  it  was  in  the  second  half  of 
•9,  when  real  GDP  growth  averaged  a  torrid  6.3%  an- 
il pace.  The  strong  February  sales  gain  was  slightly 
ter  than  expected,  and  excluding  cars,  retail  buying 
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,  DOLLARS  PER  GALLON 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


surged  1%.  Increases  were  posted  in  all  categories  ex- 
cept bars  and  restaurants  and  building  materials. 

Car  dealerships  were  especially  busy  last  month,  de- 
spite rising  worries  over  gasoline  prices.  Dealer  re- 
ceipts were  up  1.4%.  Unit  sales  of  cars  and  light  trucks 
hit  a  record  19  million  annual  rate  in  February  after  an 
equally  impressive  17.7  million  sales  rate  in  January, 
and  sales  of  gas-guzzling  suvs  are  stronger  than  ever. 

Not  surprisingly,  the  recent 
spike  in  gasoline  prices  gave  a 
noticeable  boost  to  sales  at  the 
pump.  Gas  station  receipts 
climbed  4.3%  last  month  after 
dipping  0.6%  in  January.  And 
higher  prices  will  likely  lift 
March  receipts  as  well.  The 
Energy  Dept.  reports  that  re- 
tail prices  for  regular  gas  hit  a 
record  $1,527  per  gallon  in 
mid-March,  up  more  than  500 

from  a  year  ago.  Since  just  the  beginning  of  the  year, 
gas  prices  have  shot  up  by  250  (chart). 

Gas  prices  are  expected  to  hit  $2  a  gallon  by  the 
summer,  but  the  increase  has  already  crimped  house- 
hold buying  power.  A  USA  7bdat//cNN/Gallup  poll  found 
that  41%  of  drivers  say  that  higher  pump  prices  are  an 
"economic  hardship,"  with  the  burden  falling  more 
heavily  on  lower-income  households.  Moreover,  expect 
gas  prices  to  have  at  least  as  big  an  effect  on  consumer 
inflation  in  March  as  they  did  in  February. 

Rising  oil  prices  also  are  showing  up  in  import  prices, 
which  jumped  a  steep  1.9%  in  February.  But  even  ex- 
cluding oil,  prices  of  imported  goods  still  rose  0.3%  in 
the  month,  and  compared  to  a  year  ago  nonoil  prices 
have  stopped  falling.  This  means  they  no  longer  will 
provide  an  offset  to  domestic  price  increases  the  way 
they  had  in  previous  years  when  import  prices  were 
falling  sharply. 

THE  IMPACT  OF  HIGHER  GAS  PRICES  on  overall 

consumer  spending  will  be  significant  but  not  huge, 
given  the  pace  at  which  consumers  are  already  spend- 
ing, business  week  calculates  that  a  33%  rise  in  gas 
prices  for  all  of  2000  compared  with  the  average  for 
1999  would  mean  that  households  will  have  about  $50 
billion  less  to  spend  on  other  goods  and  services.  After 
adjusting  for  inflation,  that's  about  0.8%  of  real  outlays. 
But  given  the  retail  sales  data,  first-quarter  real 
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consumer  spending  is  likely  growing  at  a  red-hot  annual 
rate  of  nearly  6%.  If  the  Fed  wants  domestic  demand 
to  ease  up,  it  will  take  more  than  sticker  shock  at  the 
pump  to  slow  household  buying  to  a  more  Fed-friendly 
pace,  especially  since  buying  already  enjoys  such  a 
strong  tailwind  from  the  wealth  effect. 

UNRELENTING  DOMESTIC  DEMAND,  supplemented  by 

a  solid  recovery  in  exports  are  driving  the  pickup  in  the 
U.S.  industrial  sector  that  began  last  year,  and  that 
speedup  wall  continue,  especially  as  businesses  scramble 
to  keep  inventories  on  hand  to  meet  demand. 

Business  inventories  held  by  manufacturers,  whole- 
salers, and  retailers  rose  0.5%  in  January,  but  once 
again  that  was  smaller  than  the  0.8%  advance  in  busi- 
ness sales.  During  the  past  year-  stockpiles  have  grown 
5%,  but  sales  have  increased  twice  as  fast.  The  ratio  of 
inventories  to  sales  in  January  fell  to  a  record  1.31. 

Industrial  production  continues  to  accelerate  in  the 
first  quarter,  led  by  manufacturing  output.  Overall  pro- 
duction rose  0.3%  in  February,  as  did  output  in  manu- 
facturing, but  those  modest  gains  followed  1%  jumps  in 
January.  Production  for  the  entire  quarter  is  on  a  track 
to  grow  at  an  annual  rate  of  greater  than  7%,  the 
fastest  quarterly  pace  in  nearly  four  years. 

Moreover,  although  output  of  computer  equipment 
was  up  25.7%  from  a  year  ago,  the  production  speedup 
is  broad-based  (chart).  A  3%  drop  in  motor-vehicle 


SOUTH  KOREA 


A  SOFT  LANDING  IN  SEOUL? 


production  held  back  overall  activity.  But  that  folio 
a  4.4%  jump  in  auto  assemblies  in  Januaiy.  And  g 
the  record-setting  pace  of  car  sales,  auto  makers 
sure  to  be  busier  in  coming  months. 

Increased  output  is  using 
up  more  of  industry's  produc-  A  BROAD-BASED 

tion  capacity.  The  operating  R  SPEEDUP  IN  OUTPUT 
rate  for  all  industry  in  Feb- 
ruary held  steady  at  81.7%, 
but  that's  up  from  80.4%  a 
year  ago.  That  rate  remains 
below  the  level  that  would 
signal  growing  strains  on  ca- 
pacity, but  operating  rates  are 
sure  to  keep  rising  along  with 
output. 

The  Fed  will  be  watching  operating  rates  for  < 
signs  of  potential  price  pressures,  and  they  will  1 
carefully  for  indications  that  higher  energy  costs  are 
tering  into  the  prices  of  other  goods. 

However,  policymakers  know  that,  ultimately, 
day's  high-rolling  consumers  must  be  calmed  dowr 
price  pressures  are  to  remain  tame.  In  coming  mont 
the  face-off  between  the  Fed  and  consumers  may 
come  a  case  of  an  immovable  object  meeting  an  ir 
sistible  force.  Even  if  consumers  have  won  the  ft 
quarter,  the  Fed  is  unlikely  to  be  denied  its  desire 
a  slower-moving  economy. 
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South  Korea's  blistering  pace  of 
recovery  continues  in  early 
2000,  but  fears  of  higher  inflation 
and  rates  may  be  premature. 

The  economy  grew  10.2%  in 
1999,  and  growth  in  2000  may  top 
the  government's  7.2% 
forecast.  By  the  second 
half,  though,  the  recov- 
ery's pace  is  expected 
to  slow  from  red-hot 
to  merely  healthy.  The 
yearly  pace  of  industri- 
al production,  while 
still  a  rapid  28.1%  in 
January,  has  peaked 
(chart).  Exports,  half 
of  gross  domestic 
product,  are  strong,  but  imports 
are  picking  up,  eroding  the  trade 
surplus.  And  the  index  of  leading 
indicators  paused  in  January  after 
last  year's  steady  rise. 

Despite  rapid  growth,  inflation 


OUTPUT  GROWTH  HAS 
STOPPED  ACCELERATING 
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remains  tame,  even  amid  higher 
prices  for  imported  oil,  on  which 
Korea  is  totally  dependent.  Feb- 
ruary consumer  prices  rose  1.4% 
from  a  year  ago,  down  from  1.6% 
in  January,  and  the  government 

plans  to  offset  the  oil- 
price  hikes  by  cutting 
taxes  on  domestic  oil 
products.  The  Korean 
won's  10%  rise  vs.  the 
dollar  during  the  past 
year  will  help  to  limit 
inflation  pressures. 

Wage  growth,  too, 
is  unlikely  to  pick  up 
sharply  this  year.  Al- 
though trend-setting 
wage  negotiations  are  due  just 
ahead  of  the  mid- April  general 
elections,  labor  markets  remain 
slack.  The  jobless  rate  fell  to  a 
two-year  low  of  4.6%  in  January, 
but  that's  nearly  twice  the  2.5% 


level  averaged  before  the  Asian 
crisis.  Large  companies  that  are 
restructuring  are  reluctant  to  add 
new  permanent  positions.  As  of 
January,  temporary  and  part-time 
workers  now  outnumber  full-time 
workers. 

The  Bank  of  Korea  wants  to 
hold  inflation  below  3.5%  this 
year,  but  the  quarter-point  hike  in 
the  call  rate  on  Feb.  10,  to  5%, 
was  not  a  preemptive  move  to 
curb  future  inflation,  the  bok  said. 
The  bank  is  shifting  policy  from 
accommodative  to  a  more  neutral 
stance  consistent  with  noninfla- 
tionary  growth.  But  that  process 
will  be  slow.  First,  with  prices 
tame  and  elections  looming,  no 
further  hikes  are  expected  until 
May.  Also,  while  the  financial  cri- 
sis at  Daewoo  Group  appears  con- 
tained, further  planned  financial 
reforms  could  expose  other  losses 
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WHAT'S  AN  OLD-LINE 
GEO  TO  DO? 


Net-crazed 
investors  sneer,  no 
matter  how  sturdy 
the  performance 

Imagine  you're  the  chief  executive  of 
an  Old  Economy  company.  You've 
posted  12  straight  years  of  in- 
creased earnings,  capped  by  a  15% 
rise  in  1999.  You've  engineered  a 
transforming  deal  that  helped  double 
your  managed  assets,  to  $50.4  billion. 
Yet  investors  are  fleeing,  driving  your 
company's  stock  price  down  35%  in  the 
past  year.  "It's  frustrating,"  grouses  Al- 
bert R.  Camper  Jr.,  who  is  in  exactly 
that  predicament.  "In  the  good  old-fash- 
ioned American  system,  if  you  deliv- 
ered consistent  earnings,  you  were  sup- 
pose to  get  recognition  from  the  stock 
market,"  says  Gamper,  the  ceo  of  finan- 
cial-services company  cit  Group  Inc. 
"Yet  I  look  at  my  Telerate  screen  and  I 
see  our  stock  in  the  red,  going  down 
every  day.  That  is  a  real  distraction." 

A  modern-day  corporate  sob  story? 
You  bet,  and  one  that  has  resonance 
with  increasing  numbers  of  CEOs  whose 
Old  Economy  stocks  are  laboring  in 
what  has  become  a  stealth  bear  market. 
Even  the  Dow  Jones'  320-point  gain  on 
Mar.     15 — its     biggest     rally     in     17 
months — did  little  to  narrow  the  dis- 
parity. The  unprecedented  flight  of  cap- 
ital into  high-tech  and  Internet  com- 
panies is  placing  enormous  investor 
pressure  on  old-line  ceos.  They're 
spinning  off  divisions,  buying  back 
stock,  and  following  the  lead  of 
General  Electric  Co.  Chairman 
John  F.  Welch  Jr.  in  attempting  to 
make  the  Internet  central  to 
their  business  models.  IBM 
Chairman  Louis  V.  Gerst- 
ner  Jr.  believes  the  pres- 
sure has  become  so  in- 
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tense  that  "many  CEOs  have  an  air  of 
desperation  about  them"  (page  40). 

Yet  these  moves  are  virtually  to  no 
avail.  It's  almost  as  if  the  stock  mar- 
ket, in  its  infatuation  with  Net  stocks, 
suffers  from  attention-deficit  disorder. 
While  Old  Economy  titans  Coca-Cola 
and  Bank  of  America  have  each  lost 
more  than  $50  billion  in  market  value 
since  May  1  of  last  year,  tech  super- 
stars Cisco  soared  by  $293.3  billion  and 
Oracle  by  $198.1  billion.  The  top  10  gain- 
ers— all  tech  luminaries — saw  their  mar- 
ket caps  gain  a  phenomenal  $1.5  tril- 
lion in  that  time.  The  top  10  losers — old 
corporate  favorites — lost  an  equally  un- 
believable $284.3  billion.  "High-technol- 
ogy and  dot-com  companies  are  getting 
much  bigger  sums  of  money  much  soon- 
er in  their  economic  life  cycles  than  any 
other  companies  in  history,"  says  Darrell 
K.  Rigby,  a  partner  at  consultants  Bain 
&  Co.  "Investors  are  looking  for  big 
gains,  not  solid  returns." 

The  angst  over  the  value  split  is  be- 
ing felt  by  a  generation  of  chief  ex- 
ecutives raised  to  deliver  "share- 
holder   value"    to    investors. 
Many  are  turning  in 
the  financial  results 
that  ordinarily 


would  lift  their  stock  price,  not  to 
tion  the  value  of  their  stock  opti 
Instead,  they  have  found  themsel) 
yesterday's  news,  ignored  by  inves 
seeking  extraordinary  returns.  Th 
made  for  plenty  of  unhappy  ceos  am 
Corporate  America's  oldest  and  be 
known  brand  names.  "They're  envi- 
ous because  they  want  the  valua- 
tions the  technology  companies 
have,  angry  because  they're 
working  hard  and  not  get- 
ting a  lot  of  credit,  and 
fearful  because  they 
can  now  be  cheaply 
bought  by  some  of 
the  dot-coms  in 
their       indus 
tries,"     says 
James      A 


a  Mar.  7 
earnings  warning, 
really  worth  $36 
billion  less  because 
its  annual  profits  will 
be  5%  short  of  earlier 
forecasts?  Perhaps  not,  but 
the  loss  marks  the  split  be- 
tween the  hot  and  the  cold,  a 
drop  "symbolic  of  the  growing  di- 
vergence between  Old  and  New 
economies,"  says  Edward  E.  Yardeni, 
hief  global  economist  for  Deutsche 
ink  Securities  Inc. 
The  stock  market's  bi- 
ation  may  have  'further 
sequences.  Many  stable, 
nline  companies  with 
erwater  stock  options 
ady  have  found  them- 
res  vulnerable  to  talent 
Is  by  New  Economy 
fits.  Instead  of  options, 
rds  are  being  forced  to 
>r  more  cash  and  re- 
cted  stock — both  of 
ich  affect  the  bottom 
i.  Execs  also  are  start- 
to  demand  that  now 
rthless  options  be 
riced  to  give  them 
le  value,  but  if  direc- 
s  comply,  they  could 
3  a  shareholder  revolt. 
VIore  important,  though, 
'er  valuations  could 
ke  the  companies  vul- 
■able  to  takeovers.  "If 
se  New  Economy  com- 
lies  nibble  around  the 


edges,  they  could 
make  some  great  acquisitions 
with  their  high- valued  stocks,"  says 
Lawrence  M.  Schloss,  chairman  of  Don- 
aldson, Lufkin  &  Jenrette  Inc.'s  mer- 
chant-bank unit.  He  notes  that  Ama- 
zon.com Inc.  could  use  its  stock  to  buy, 
rather  than  build,  warehouses.  Or  it 
could  buy  an  air-freight  company  to  de- 
liver its  products  to  customers.  In  the  af- 
termath of  the  proposed  America  On- 
line-Time Warner  merger,  such  a  deal 
isn't  farfetched.  Amazon's  $22.4  billion 
market  value  dwarfs  that  of  FedEx 
Corp.,  whose  market  cap  fell  more  than 
$7  billion  in  the  past  year,  to  $9.3  billion. 
Never  mind  that  Amazon  has  yet  to  post 
a  profit,  or  that  its  $1.6  billion  in  sales  is 
less  than  10%  of  FedEx's  revenues. 


EBB  TIDE  FOR 
OLD  ECONOMY' 
COMPANIES... 


The  10  Biggest 
Market  Value  Losers* 

BILLIONS  LOST 


...A  TSUNAMI 

FOR  "NEW  ECONOMY 

COMPANIES 


The  Ten  Biggest 
Market  Value  Winners* 

BILLIONS  GAINED 


COCA-COLA 

$52.3 

BANK  OF  AMERICA 

51.1 

PROCTER  &  GAMBLE 

48.6 

FORD  MOTOR 

27.9 

GILLETTE 

24.2 

XEROX 

23.8 

ONILEVER 

17.1 

ALLSTATE 

14.9 

McDonalds 

14.2 

CISCO 

$293.3 

ORACLE 

198.1 

INTEL 

192.5 

NOKIA 

161.2 

LM  ERICSSON 

126.9 

SUN  MICROSYSTEMS 

123.6 

NORTEL  NETWORKS 

120.8 

MICROSOFT 

106.5 

TEXAS  INSTRUMENTS 

106.3 

EMERSON  ELEQTRIC 


10.2 


EMC 


TOTAL  MARKET  LOSS    $284.3  I  I  TOTAL  MARKET  GAIN  $1,507.4 


•Between  May  1,  1999  and  Mar.  9,  2000  DATA.  0ARRELL  K  RIGBY,  BAIN  &  CO 


The  value  split  could  also  usher  in 
an  era  of  leveraged  buyouts  not  seen 
since  the  1980s.  "Buyout  firms  are 
knocking  on  the  doors  of  companies 
again,"  says  Schloss.  "ceos  are  getting 
tired  of  being  undervalued  even  though 
they're  putting  up  good  numbers.  Their 
boards  are  frustrated  as  well." 

Making  matters  worse,  even  when 
old-line  companies  seem  to  "get  it,"  they 
often  fail  to  gain  much  recognition  from 
the  Street.  Consider  Eastman  Chemi- 
cal Co.,  the  former  spin-off  of  film  giant 
Kodak.  Last  year,  Eastman  became  the 
first  chemical  maker  to  introduce  e-com- 
merce  sales  in  the  U.S.  and  Canada  and 
will  rack  up  more  than  $100  million  in 
online  revenues  this  year.  It  has  forged 
strategic  partnerships  with  seven  In- 
ternet startups.  Yet  its  shares  are  down 
25%  over  the  past  year. 
"Most  of  the  chemical  ana- 
lysts who  follow  us  don't 
get  it,  and  none  of  them 
has  seen  a  real  impact  on 
the  bottom  line  from  our 
e-commerce  ventures," 
says  ceo  Earnest  W. 
Deavenport  Jr.  His  advice? 
"You  have  to  be  diligent 
in  telling  your  story,  and 
you  have  to  believe  that 
long  term,  the  stock  mar- 
ket is  rational." 

At  CIT  Group,  Gamper 
agrees.  "You  have  to  rec- 
ognize that  there  are  some 
fundamental  changes  tak- 
ing place  in  how  business 
is  being  conducted.  You 
can't  miss  that  opportunity. 
And  the  upside  is  terrific." 
But  if  you're  old-line,  will 
anyone  notice? 

By  John  A.  Byrne,  with 
Debra  Sparks,  in  New 
York 
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GUEST  COMMENTARY 

By  Louis  V.  Gerstner  Jr. 

CHAIRMAN  &  CEO,  IBM 


I 

MY 


BLINDED  BY  DOT-COM  ALCHEMY 


I  was  recently  with  the  highly  re- 
garded chief  executive  of  a  major 
U.  S.  multinational  who  admitted 
to  me  that  he  has  told  his  executive 
committee:  "Do  something  with  the 
Internet — anything." 

The  ceo  of  a  well-known  Asian 
company — call  it  Acme  Inc. — just 
confided  to  one  of  my  colleagues  that 
he  was  thinking  of  creating  an  Inter- 
net spin-off,  Acme.com.  When  asked 
what  he  would  put  into  it  and  what 
would  remain  in  the  parent  company, 
he  had  no  idea. 

Another  CEO — this  one  at  a  large 
Japanese  company — said  recently 
that  he  had  agreed  to  sign  up  with 
an  online  exchange  because  he 
thought  his  company  would  look 
dumb  if  it  did  nothing.  But  he  con- 
fessed that  he  wasn't  really  sure 
what  he  had  joined. 

Something  strange  is  happening 
here.  Major  businesses  all  over  the 
world  are  starting  to  act  in  some 
very  unbusinesslike  ways.  And 
many  ceos  have  an  air  of  desper- 
ation about  them. 
PRESSURE.  When  you 
look  at  their  business- 
es— which,  like  the 
overall  economy,  are  of- 
ten doing  quite  well — it's 
hard  to  understand  why.  Un- 
til you  look  at  the  stock  mar- 
ket. These  execs  are  watching 
financial  markets  that  have  suspend- 
ed— temporarily,  at  least — traditional 
methods  of  investment  evaluation. 
As  a  result,  each  of  these  business 
leaders  is  under  enormous  investor 
pressure  to  do  things  like  spin  off  a 
piece  of  the  business,  take  the  supply 
chain  public,  and  drive  up  market 
value  through  some  kind  of  quick 
strike — demonstrating  to  investors 
that  Company  X  is  participating  in 
the  New  Economy. 

I  sympathize  with  their  plight,  but 
I  think  they're  on  dangerous  ground. 
I  would  urge  my  fellow  ceos  to  take 
a  deep  breath  and  think  hard  about 
the  long-term  impact  of  their  plans. 

Don't  get  me  wrong.  I'm  convinced 
that  e-business  really  is  changing  the 


entire  basis  of  the  global  economy. 
At  IBM,  we've  staked  our  future  on 
it.  But  the  point  is,  the  real  impact 
of  the  Internet  is  very  different  from 
what  has  been  happening  in  stock 
markets  around  the  world.  These  are 
two  very  distinct  phenomena  that 
are  being  treated  by  some  as  if  they 
were  one.  They  are  not. 

The  first  phenomenon — which  has 
been  building  up  over  several  years 
now — is  this  extraordinary,  perhaps 
unprecedented,  selectivity  in  invest- 


ment. Some  technology  companies 
are  increasing  in  value  at  incredible 
rates,  while  everything  else  is  in  a 
bear  market.  According  to  one  mutu- 
al-fund manager,  in  1999,  the  stocks 
of  companies  with  no  earnings  were 
up  an  average  of  52%,  while  stocks 
with  real  earnings  were  down.  As  a 
result,  many  ceos  of  traditional  com- 
panies are  wondering  what  to  do  to 
give  their  stock  price  a  boost. 

The  second  phenomenon  is,  of  . 
course,  e-business.  It  really  does  pre- 
sent ceos  with  an  extraordinary  op- 
portunity to  transform  their  compa- 
nies' competitiveness,  to  change  the 
industries  in  which  they  operate,  to 


fuel  innovation,  to  open  up  alternate 
distribution  channels,  and  to  create 
entirely  new  cost  structures.  It  is  a 
fundamental  change,  one  that  occurs 
at  the  molecular  level  of  business, 
making  possible  a  transformation  of 
the  basic  building  blocks  of  econom- 
ics, markets,  and  work. 
FOCUS.  What's  fascinating  about  the 
past  several  months  is  that  some 
companies  seem  to  be,  against  all 
reason,  intermixing  these  two  phe- 
nomena. They  are  confusing  doing 
something — anything — about  the  In- 
ternet with  the  real  work  of  trans- 
forming their  businesses.  In  fact,  the 
evidence  suggests  that  even  today's 
overheated  stock  market  is  smarter 
than  that.  By  and  large,  it's  not  giv- 
ing increased  valuations  to  tradition- 
al companies  that  spin  off  their  sup 
ply  chains  or  launch  e-commerce 
sites — even  while  the  stocks  of 
their  technology  partners 
(many  of  them  barely  past 
their  initial  public  offerings) 
go  through  the  roo'f. 

Yes,  the  market  may 
well  continue  to  bet  extrav 
agantly  on  tech  companies, 
and  Net-related  companies 
in  particular.  How  long  it 
will  continue,  or  why  it  is 
so  often  unreasoned,  I 
wouldn't  venture  to  say.  But 
I'm  certain  that  is  not  the 
game  for  most  ceos — whether 
their  companies  are  smokestacks  or 
dot-coms.  For  us,  the  game  is  to  do 
the  hard  work  of  accelerating  the 
transformation  of  our  fundamentals — 
to  understand  that  the  Net  isn't  real- 
ly about  short-term  stock  perfor- 
mance but  long-term  stock  and 
business  performance. 

Of  course,  not  all  companies  have 
been  seduced  by  the  lure  of  the  mag- 
ic market-cap  wand.  Many  are  hard 
at  work  creating  alternate  distribu- 
tion channels,  reinventing — not  just 
spinning  off — their  supply  chains,  and 
more.  This  is  a  period  of  extraordi- 
nary change,  with  extraordinary  op- 
portunities. But  we  can't  seize  them 
through  dot-com  alchemy.  □ 
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When  we  win,        win. 


Ernst  &  Young  has  been  ranked  first  by  the  Most 
Admired  Knowledge  Enterprises  (MAKE5M)  Awards 
for  our  success  in  developing  knowledge-based 
services  for  our  clients.  Which  means  that  we  turn 
leading-edge  information  into  creative  solutions  for 
our  clients'  businesses.  So,  our  victory  translates 
into  smarter  results  for  you.  Congratulations! 
www.ey.com 
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AUTOS 


FOR  GM,  ONCE  AGAIN, 

LITTLE  VENTURED,  LITTLE  GAINED 

Its  small  Fiat  stake  continues  a  strategy  of  piecemeal  alliances 


For  Fiat,  General  Motors'  purchase  of 
20%  of  its  auto  business  on  Mar.  13 
is  just  the  breather  it  was  seeking. 
The  Italian  carmaker  gets  a  deep-pock- 
eted partner  with  a  reputation  as  an 
easygoing,  hands-off  minority  stake- 
holder, leaving  Fiat's  managers  in 
charge.  And  GM's  prize?  It  gets  small 
Fiat  diesel  engines  and  a  chance  to  trim 
its  costs  in  Europe  and  Latin  America — 
not  to  mention  the  pleasure  of  thwarting 
rival  DaimlerChrysler's  effort  to  swallow 
Fiat  whole.  Yet  GM's  minority 
stake  gives  it  little  clout 
to  force  the  tough 


and  ad-hoc  alliances  with  rivals.  GM 
hopes  to  reap  the  benefits  of  partnership 
without  the  messy  culture  clash,  na- 
tionalist backlash,  and  red  ink  that  a 
full  buyout  often  entails.  Says  GM  Chief 
Executive  G.  Richard  Wagoner  Jr.:  "We 
think  we've  hit  on  the  right  formula." 

But  its  track  record  so  far  suggests  a 
different  lesson:  little  ventured,  little 
gained.  Consider  GM's  stake  in  strug- 
gling Isuzu  Motors  Ltd.  After  29  years 
as  a  minority  shareholder,  GM  has  gotten 
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nents  between  Saab  and  other  GM 
sions,  improved  Saab  quality,  and  ev 
ally  rolled  out  new  models.  But 
Saab's  small  U.  S.  sales  are  rising  sm    l 
it  barely  ekes  out  a  profit  on  the  13 
cars  it  sells  annually  worldwide 

Still,  Wagoner  is  stepping  up  GM: 
forts  to  forge  alliances.  In  Decen 
the  No.  1  auto  maker  agreed  to 
20%  of  Fuji  Heavy  Industries  I 
maker  of  Subaru  cars,  after  triplin 
holdings  in  Suzuki  Motor  Corp.,  to 
in   November,    1998.   In  January 
bought  the  remaining  half  of  Saab.    . 
also  negotiating  to  buy  Korea's  Da£ 
Motor  and  has  inked  a  technology-s 
ing  deal  with  Toyota  Motor  and  an  b 
gine  pact  with  Honda  Motor. 

GM's  strategy  has  some  advanta  at  an; 
Buying  a  small  chunk  of  a  companj  narkei 
lows  the  auto  giant  inside  for  a  cl(  I 
look  before  deciding  whether  to  tal  ■ 
bigger  plunge.  And  taking  a  small  st  s 
in  a  healthy  rival  to  share  the  cost  feint 
developing  new  technology  or  gain 
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DAIMLERCHRYSLER  Preferring  outright  own 
ership,  German  giant  merged  with  Chrysler  in 
'98.  Passed  on  Nissan  Motor  last  year.  In 
talks  to  buy  controlling  stake  in  Mitsubish 
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FORD  Bought  Jaguar  in  '89  and  Volvo  in  '99. 
Owns  33%  and  controls  Mazda  Motor.  Pursu- 
ing Daewoo  and  Mitsubishi. 


TOYOTA  Like  GM,  prefers  alliances.  Owns 
51%  of  Daihatsu,  raising  stake  in  Hino 
Motors,  Japan's  biggest  truckmaker,  to 
33.8%.  Builds  cars  in  California  with  GM. 


cost-cutting  Fiat  needs,  and  it  leaves 
gm  competing  fiercely  with  its  new  part- 
ner in  key  European  auto  segments. 
Laments  one  large  GM  institutional  in- 
vestor: "It  looks  like  a  huge  victory  for 
Fiat,  but  it  doesn't  do  very  much  for 
General  Motors." 

In  short,  it  looks  like  most  of  GM's 
growing  network  of  global  auto  tie-ups: 
a  puzzling  mix  of  missed  opportunities 
and  timid  half-steps.  As  the  global  auto 
industry  has  consolidated  rapidly — with 
DaimlerChrysler  and  Ford  moving  bold- 
ly to  acquire  key  players — GM  has  tip- 
toed into  a  series  of  minority  stakes 


some  diesel  truck  engines  and  co-de- 
signed pickup  trucks.  But  Isuzu  racked 
up  a  $200  million  operating  loss  last 
year  and  amassed  $8.3  billion  in  debt.  A 
year  ago,  GM  raised  its  holdings  to  49% 
from  38%.  Grouses  the  GM  investor:  "GM 
never  exercised  the  management  due 
diligence  it  should  have,  but  it  was 
probably  unable  to." 

Even  where  it  has  taken  control,  GM's 
kid-glove  style  has  brought  limited  bene- 
fit. When  it  bought  half  of  Saab  in  1990, 
the  Swedish  carmaker  was  a  money-losing 
seller  of  93,000  cars  a  year.  Cash-strapped 
itself  at  first,  GM  shared  major  compo- 


cess  to  distribution  in  another  regi  ek,  |j 
can  help  meet  a  strategic  need  cheap  :k  on 

But  like  elsewhere  in  life,  you  gsly; 
what  you  pay  for.  If  the  partnership  i  aly  t 
n't  a  two-way  exchange  of  expert!  ifcla, 
and  capital,  the  value  can  be  limite  m 
Subaru  and  Suzuki,  for  instance,  brir  o  hu 
GM  some  small  cars  without  bolsterir  ;ocd 
its  knowhow.  Says  Brandeis  University 
international  marketing  professor  Shi]  «$ 
Fen  Chen:  "GM's  reliance  on  Japanese  z  elv  | 
liances  prevents  the  company  from  6\\ 
veloping  its  own  small  cars."  ij, 

Acting  as  a  silent  partner  is  wealn 
medicine  indeed  when  buying  into   i 
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by  that  urgently  needs  fixing. 
full  merger  will  let  <;m  and  Fiat 

•  their  biggest  headache  in  the  Ku- 
in  market:  overcapacity.  To  make 
alliance  pay  off,  they  must  quickly 
■flapping  models  and  overhead  to 
■osts.  Since  Fiat  factories  run  at 
60%  of  capacity,  some  must  close. 
GM  can't  make  any  of  that  hap- 
-which  is  just  fine  with  Fiat's  man- 
;  and  the  Italian  government.  Daim- 
irysler  execs  say  privately  that 
refused  to  accept  such  terms. 
IDED  DEAL.  While  GM's  partial  own- 
p  may  ultimately  lead  to  a  merger, 
5  at  least  several  years  away.  By 
.  both  carmakers  will  have  lost  the 
rtunity  to  fix  their  European  op- 
ons  while  the  market  was  strong. 
>over,  the  deal  gives  Fiat  the  upper 
:  It  can  compel  GM  to  buy  the  rest 
at  any  time  from  2004  to  2009  at  a 
market  price.  "How  do  they  know 
*e  Fiat  will  be  five  years  from  now, 
daily  since  they  won't  have  a  hand 
inning  it?"  says  Deutsche  Bank  Se- 
ies  Inc.  analyst  Rod  Lache.  "That's 
itty  big  leap  of  faith."  What's  more, 
can  sell  its  80%  stake  to  anyone  af- 
t  year  as  long  as  GM  has  a  chance  to 
h  terms. 

i  the  short  run,  GM  and  Fiat  plan  to 
efficiency  by  sharing  chassis  and 
components,  analysts  say.  While 
s  a  good  idea,  getting  engineers 
i  different  companies  and  cultures  to 
borate  is  extremely  tricky.  GM  has 
atedly  stumbled  at  the  far  less  corn- 
task  of  fostering  in-house  coopera- 
between  its  North  American  and 
opean  engineers.  The  task  could  be 
tougher  for  GM  and  Fiat,  which  will 
inue  to  battle  in  the  small  and  mid- 
car  segments.  "If  you're  competing 
40%  of  your  product  [lineup],  how 
ing  are  you  going  to  be  to  share 
iuct  information?"  notes  Lache. 
)espite  the  messy  details,  merger 
lia  in  the  auto  industry  continues  at 
ir  pitch.  The  field  of  remaining  can- 
ites  is  down  to  a  handful:  Daewoo, 
subishi  Motors,  psa  Peugeot  Citroen, 
vo  truck.  That  leaves  only  holdouts 
N  and  Honda,  which  are  not  on  the 
:k.  But  BMW  may  toss  Rover  Cars 
k  on  the  market  after  trying  fruit- 
sly  since  1994  to  fix  it.  Daimler  is 
ily  trying  to  cement  a  deal  with  Mit- 
lishi,  and  Ford  has  joined  the  fray, 
may  now  seek  a  partner  in  its  Dae- 
d  buyout  attempt.  Not  everyone  has 
ood  economic  reason  for  doing  these 
ils,  warns  Brandeis'  Chen.  But  until 
tost  everything  is  snapped  up,  they're 
sly  to  proceed  apace. 
By  Kathleen  Kerwin,  David  Welch, 
i  Joann  Midler  in  Detroit,  with  Gail 
mondson  in  Turin  and  Emily  Thorn- 
!  in  Tokyo 


CHRYSLER 
PT  CRUISER 


BINGO!  CHRYSLER  GOMES  UP 
WITH  A  CR0WD-PLEASER 


It's  not  often  that  Detroit  has  buy- 
ers lining  up  for  a  new  car  before 
it  even  hits  the  road.  And  it's  rar- 
er still  for  such  frenzy  to  be  generat- 
ed by  a  compact.  But  at  dealerships 
across  the  country,  buyers  are  plunk- 
ing down  $500  deposits  just  to  get  in 
line  to  buy  DaimlerChrysler's  PT 
Cruiser,  the  under-$20,000  car  with  a 
catchy  '30s  style  that  arrives  in 
April.  "I've  been  selling  Chryslers 
since  1973,  and  I've  never  seen  this 
much  interest,"  says  Fresno  (Calif.) 
dealer  Tim  Finegan. 

That's  welcome  news 
for  DaimlerChrysler 
Corp.,  which  desperate- 
ly needs  a  small-car  hit. 
Sales  of  its  Dodge  and 
Plymouth  Neon  subcom- 
pacts  slipped  6%  last 
year,  despite  rebates  of 
up  to  $1,500,  in  a  mar- 
ket that  grew  over  7%. 
HEAD  ROOM.  To  spark 
new  interest  in  small 
cars,  executives  at  the 
former  Chrysler  Corp. 
set  out  three  years  ago 
to  build  a  car  using 
Neon  parts  but  in  a  far 
more  interesting  pack- 
age. The  result:  a  retro- 
styled  car  that's  shorter 
but  taller  than  the  Neon,  giving  it 
the  interior  space  of  large  cars.  And 
the  back  seats  come  out  easily  for 
even  more  hauling  space.  "The  mis- 
sion was  to  build  something  afford- 
able that  would  draw  out  passion," 
says  DaimlerChrysler  President 
James  P.  Holden. 

Better  yet,  the  Cruiser  could 
achieve  another  rare  feat  for  its 
breed:  profitability.  By  drawing  20% 
of  its  parts  from  the  Neon  and  bor- 
rowing the  minivans'  2.4-liter,  four- 
cylinder  motor,  the  pt  Cruiser  was 


It's  short  but 
tall,  giving  it 
the  interior 
space  of  large 
cars.  Plus, 
each  will  earn 
$2,500  in 
profit-huge 
for  a  compact 


brought  to  market  for  just  $600  mil- 
lion. That's  well  under  the  typical  $1 
billion  for  a  new  vehicle.  The  Cruiser 
is  also  assembled  cheaply  at  Daimler- 
Chrysler's  plant  in  Taluca,  Mexico. 
As  a  result,  the  auto  maker  expects 
to  earn  $2,500  per  Cruiser — a  huge 
improvement  on  the  $500  to  $1,000 
average  per-car  loss  the  Big  Three 
usually  suffer  on  compacts. 
CAR  OR  TRUCK?  Dubbed  a  truck  for 
regulatory  purposes,  the  PT  Cruiser 
could  also  help  DaimlerChrysler  sell 
more  high-profit  gas- 
guzzlers.  If  the  National 
Highway  Traffic  &  Safe- 
ty Administration  does- 
n't overturn  the  Cruis- 
er's truck  designation 
early  next  year — and  it 
'usually  backs  the  auto 
makers — the  car's  25 
mpg  fuel  economy  could 
do  wonders  for  Daimler- 
Chrysler. It  comes  close 
every  year  to  violating  a 
mandate  holding  car- 
makers to  a  combined 
gas  mileage  of  over  20.7 
mpg  for  trucks.  Oddly, 
the  Environmental  Pro- 
tection Agency  labels 
the  Cruiser  a  car  for 
emissions  purposes. 
Consumers  don't  care  what  it's 
called,  they  just  want  one.  But 
DaimlerChrysler  must  walk  a 
tightrope  between  making  money 
with  high  volume  and  preserving  the 
car's  cachet.  Initially,  it  plans  to  build 
185,000  units  a  year.  "You  can  have 
icons  at  the  low  end  of  the  market," 
insists  Thomas  C.  Gale,  executive 
vice-president  for  product  develop- 
ment. Steering  the  Cruiser  into  those 
rarefied  ranks  would  be  a  big 
achievement,  indeed. 

By  David  Welch  in  Detroit 
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COMMENTARY 


By  Ellen  Licking 


BIOTECH:  SMART  COMPANIES,  DUMB  INVESTORS 


Never  quite  understanding  where 
they  were  stepping,  President 
Clinton  and  British  Prime  Min- 
ister Tony  Blair  rudely  popped  the 
biotech  stock  bubble  last  week.  On 
Mar.  14,  they  jointly  declared  that 
rivals  in  the  race  to  discover  new 
genes  should  share  their  results. 
The  sequence  of  the  human  genome 
should  be  open  information  available 
to  the  public. 

Wall  Street  misinterpreted  that 
pronouncement  as  an  attack  on 
patent  rights — and  investors  well  be- 
yond biotech  quickly  paid  the  price. 
Biotech  shares  tumbled  almost  13% 
in  a  day,  taking  the  entire  Nasdaq 
index  down  200  points  with  them. 

Of  course,  in  the  twisty-turny 
world  of  biotech,  any  impugning  of 
patent  rights  is  bound  to  have  mar- 
ket repercussions.  So  will  talk  of 
good  or  bad  results  in  clinical  trials 
for  blockbuster  drugs.  Or  talk  of 
mergers  among  pharmaceutical  and 
biotech  companies.  Biotech  has  been, 
and  always  will  be,  a  wild  roller- 
coaster.  As  Wall  Street  investors 
slowly  educate  themselves  about  the 
challenges  of  building  gene-based 
drugs,  get  ready  for  plenty  of  violent 
market  gyrations. 

That's  because  living  systems  are 
unpredictable.  We're  not  dealing  here 
with  conventional  engineering. 
Biotech  has  no 
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equivalent  of  the  computer  world's 
Moore's  Law,  which  tells  us  that  chip 
power  will  double  every  18  months. 
Human  biology  took  billions  of  years 
to  evolve  and  doesn't  take  lightly  to 
radical  intervention  by  clumsy  hu- 
mans in  white  coats. 

Unpredictable  science  makes  for 
irrational  behavior  in 
the  marketplace.  No- 
body knows  more 
about  genes  these  days 
than  the  folks  at  In- 
cyte  Pharmaceuticals, 
Human  Genome  Sci- 
ences, and  Celera — and 
all  three  say  they're 
little  threatened  by  the 
open  dissemination  of 
human  genome  data. 
More  perverse,  in- 
vestors fled  blue  chips 
such  as  Amgen  Inc.,  which  actually 
has  products,  profits,  and  things  in 
the  pipeline. 

Not  to  worry.  In  the  short  term, 
these  stocks  were  probably  inflated 
anyway.  And  the  herd  is  bound  to 
wheel  right  around,  driving  stocks 
back  up.  At  base,  genomics — the 
study  of  genes  and  their  function — 
wields  the  magical  power  to  create 
drugs  from  the  3  billion  bits  of  infor- 
mation contained  in  the  human  ge- 
netic code.  Analysts  predict  that 
biotech  companies  will  launch  as 
many  drugs  in  the  next  five  years  as 
they  have  the  past  20. 

HOT  TIPS.  That  makes  for  a 
sexy  story.  But  here's  the  rub: 
Many  of  the  companies  pursu- 
ing these  drugs  don't  have 
much  in  the  way  of  a  busi- 
ness model.  And  few 
biotech  investors  seem 
to  grasp  how  long  it 
takes  to  translate  the  raw 
information  into  a  product 
that  generates  cash  flow:  on 
average,  at  least  five  years  to 
develop  a  compound  worth 
testing  in  humans.  Then 
comes  another  5  to  10 
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years  to  show  the  Food  &  Drug  Ad 
ministration  that  the  drug  is  safe 
and  effective.  "Time  lines  are  long, 
and  risks  are  high,"  says  Eric  M. 
Hecht,  a  biotech  analyst  at  Merrill 
Lynch  &  Co.  "That's  always  been 
the  Achilles'  heel  for  biotech." 
Hotshot  day-traders  probably 
don't  want  to  bother 
with  all  that.  And  they 
don't  have  to.  If  the    v 
goal  is  simply  to  time 
the  market  and  make  a 
quick  buck,  there  are 
signs  to  watch  for: 

Hot  Tip  No.  1:  The 
sharing  of  gene  re- 
search won't  jeopardize 
the  intellectual-propert; 
rights  of  fledgling 
biotechs.  The  funda- 
mentals that  drove 
stock  prices  up — financing,  research 
pipeline,  and  viable  products — 
haven't  changed  in  the  past  week.  So 
stock  prices  will  come  back,  at  least 
until  the  next  imaginary  crisis. 

Hot  Tip  No.  2:  Human  Genome  Sci- 
ences has  three  drugs  in  cliiucal  tri-  j 
als.  If  they  meet  PDA  expectations, 
HGSI  will  spike  skyward  and  pull  oth- 
er small  genomics  players  along  with 
it.  If  those  new  therapeutics  fail,  the 
group  will  tank — duh. 

Hot  Tip  No.  3:  The  mapping  of  the 
whole  human  genome  will  be  done 
this  summer.  Although  everyone 
knows  it's  coming,  the  market  will 
probably  treat  it  as  a  big  surprise. 
Be  there,  and  enjoy  the  ride! 


Science  Editor  Licking  follows 
biotechnology. 
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COMMENTARY 


By  Joseph  Weber 

THIS  OLD-MEDIA  DEAL  HAS  NEW-MEDIA  PROMISE 


Raspy  from  days  on 
the  phone  with 
irate  investors,  Tri- 
bune Co.  Chief  Execu- 
tive John  W.  Madigan  is 
puzzled.  From  his  perch 
atop  the  company's  neo- 
Gothic  Chicago  head- 
quarters, it  seems  just 
good  sense  to  unite  Tri- 
bune Co.  and  Times- 
Mirror  Co.  into  a  conti- 
nent-spanning media 
titan.  Yet  investors, 
who  sank  Tribune  stock 
17%  on  the  Mar.  13 
merger  news — and  38% 
so  far  this  year — don't 
understand.  "We  ex- 
pected shifting  [of 
stock]  here  and  there,  and  we  got 
it — more  than  I  expected,"  Madigan 
admits.  "It's  transforming.  It  needs 
explanation." 

And  how.  Investors  already  cool  to 
newspaper  stocks  don't  see  how  forg- 
ing a  bigger  Old  Media  stake  by 
adding  the  Los  Angeles  Times, 
Newsday  on  Long  Island,  The  Sun  in 
Baltimore,  and  other  newspapers  will 
pay  off.  They  fear  betting  on  Madi- 
gan's  "national  footprint"  in  newspa- 
pers is  as  dumb  as  expecting 
Tribune's  long-suffering  Cubs 
to  win  the  World  Series. 
OFFLINE  QUESTIONS.  In  the 
short-term,  they  may  be  right. 
Adding  two  slow-growth  ink 


inbuneChi 

Tribune  Chk 
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NEWSROOM:  Times  Mirror  will  give  the  Trib  national  reach 


status  in  print,  but  advertising  gurus 
fear  the  deal  may  not  generate  even 
one  more  national  ad  than  what  the 
big-city  papers  already  pull  in.  "I 
don't  see  how  it's  going  to  increase 
sales,"  says  Jay  Chiat,  the  former 
chairman  of  Chiat/Day  ad  agency, 
who  now  chairs  Web  distributor 
ScreamingMedia.com  Inc. 

Even  locally,  advertisers  may  not 
hawk  their  messages  through  pack- 
age deals  with  the  outfit's  papers, 


THE  NEW  TRIBUNE  EMPIRE 

COMBINED  1999  SALES  $6.2  billion 
COMBINED  1999  OPERATING  PROFITS 


magazines,  Web  sites, 
and  broadcast  outlets. 
"I  don't  believe  it's  go 
ing  to  offer  that  many 
advantages,"  says  Pen 
taCom's  David  C.  Mar 
tin,  who  buys  ads  for 
DaimlerChrysler  in 
North  America. 

Madigan,  however, 
may  have  the  savvy  to 
link  the  past  and  future 
Just  last  year,  investors 
were  so  impressed  by 
his  moves  away  from 
print  that  they  bid  the 
stock  price  up  to  nearly 
$61  a  share.  His  strate 
gy  ranged  from  taking 
stakes  in  America  On- 
line Inc.  and  hot  Web  sites  to  crafting 
a  television  empire  that  touches  75% 
of  tuned-in  households. 

Madigan  argues  that  he'll  be  able 
to  connect  Old  and  New  Media  with 
novel  and  profitable  synergies.  He  al- 
ready has  Chicago  Tribune  and  WGN- 
TV  news  staffers  swapping  informa- 
tion, and  both  sides  feeding  material 
to  such  Web  sites  as  chicagotribune.- 
com.  Similar  links  could  tie  Newsday 
reporters  to  New  York's  wpix-tv  or 
Los  Angeles  Times  staffers  to 

KTLA-TV. 

Madigan's  plans  so  far  re- 
main vague,  but  one  option 
may  be  to  use  these  resources 
to  build  strong  Web  sites  in 


stained  businesses  together  is       ...1 each  city  he  serves.  Today,  3.4 


unlikly  to  boost  revenues  any 
faster  than  the  two  might 
have  grown  separately.  But 
Madigan's  longer-range  vision 
for  the  $8  billion  deal — a 
newspaper  powerhouse  that 
feeds  data  to  a  sprawling  TV, 
radio,  and  Web-site  network — 
is  entrancing.  He'll  control 
enormous  content  and  be  in 
everything  from  newsprint  to 
magazines  to  broadcasting  and 
the  Net.  "It's  a  much  better 


PUBLISHING  11  daily  newspapers  and 
20  magazines,  including  the  Chicago 
Tribune,  Orlando  Sentinel,  Los  Angeles 
Times,  New  York  Newsday,  Baltimore  Sun, 
Hartford  Courant,  Field  &  Stream,  Popular 
Science,  and  Golf  Magazine 


6 


BROADCASTING  Superstation  WGN  and 
21  other  TV  stations  reaching  75%  of 
U.S.  households;  four  radio  stations 

ENTERTAINMENT  Chicago  Cubs,  devel- 
opment and  distribution  of  first-run  TV 


million  people  a  month  view 
Trib  sites  and  Times-Mirror's 
combined.  The  challenge:  Ex- 
pand that  number,  and  make  it 
pay  off.  If  Madigan  can  do 
that  successfully,  he  could 
prove  his  Wall  Street  critics 
wrong. 

Of  course,  bridging  the  Old 
and  New  will  be  an  enormous 
job.  For  Madigan,  the  future 
may  have  to  come  quickly. 
While  Cubs  fans  wait  decades 


platform  going  into  the  online      ._!f...P.r°f.r?.'T.?' .!*.!!?. }?.^™*\t™}™^. for  their  team  to  improve,  in 


world,"  says  analyst  Mark 
Zadell  of  Bank  of  America. 

Offline,  the  prospects  may 
be  more  limited.  The  Trib  will 
leap  from  regional  to  national 


vf/       NET  ACTIVITIES  BlackVoices.com, 

.CQp     newspaper  sites,  and  stakes  in  AOL, 

*       Peapod,  Digital  City,  and  Excite! 

DATA:  COMPANY  REPORTS 


vestors  aren't  so  patient. 

Weber,  business  week's 
new  Chicago  Bureau  manag- 
er, plans  to  root  for  the  Cubs. 
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figure  1.   straw 


figure  2.    sticks 


figure  3.    brick 
(Tlie  third  little  pig  was  onto  something) 


The  world's  best  e-security  begins  with  the  brick 


RSA 


SECUR  ITY" 

The  Most  Trusted  Name  in  e-Security" 


For  a  complimentary  copy  of  the  IDC  White  Paper,  "eSecurity:  The  Essential  eBusiness 
Enabler, "contact  RSA  Security  at  1.800.495.1095  ext.  201  or  www.rsasecurity.com/go/brick. 
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mark  on  products  that  contain 
the  world's  best  e-secunty 
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TELEVISION 


DUELING  DISHES:  CAN  BELLSOUTH 
BEAM  ITSELF  UP? 

Critics  say  there  isn't  room  for  another  satellite-TV  service 


For  two  years,  BellSouth  Corp.  and 
four  of  its  local-phone  company 
brethren  have  struggled  to  break 
into  the  television  business.  But  hobbled 
by  flawed  radio-wave  technology,  their 
Americast  consortium  has  snared  only 
350,000  subscribers.  It's  been  left  in  the 
dust  by  satellite-TV  giants  DirecTV  Inc. 
and  EchoStar  Communications  Corp.,  not 
to  mention  the  cable  companies. 

Despite  this  poor  showing,  Atlanta- 
based  BellSouth  still  sees  a  bright  pic- 
ture in  TV.  business  week  has  learned 
that  on  Mar.  22,  it  will  sideline  its  lan- 
guishing Americast  service,  in  which  it's 
invested  at  least  $50  million.  Making 
the  boldest  move  yet  among  the  Baby 
Bells  into  the  entertainment  business,  it 
plans  to  begin  offering  satellite  TV. 
CROWDED  SKIES.  At  first,  BellSouth 
plans  to  focus  on  signing  up  customers 
within  its  nine-state  Southeast  franchise, 
offering  essentially  the  same  program- 
ming as  DirecTV.  But  by  ditching  the 
radio-wave  technology — which  couldn't 
penetrate  hills  or  dense  foliage — in  favor 
of  leasing  space  on  a  Loral  Space  & 
Communications  Ltd.  satellite,  BellSouth 
eventually  plans  to  market  its  new  ser- 
vice from  Texas  to  New  England. 

Certainly  the  timing  is  good.  Ana- 
lysts predict  the  satellite-TV  market  will 
grow  25%  this  year,  to  15  million  sub- 
scribers. But  BellSouth  will  find  the 
heavens  pretty  crowded.  Leader 
DirecTV  has  locked  up  two-thirds  of  all 
digital  satellite-TV  subscribers,  and  now 


ranks  just  behind  cable  giants  at&t, 
Time  Warner,  and  Comcast.  "I'm  skep- 
tical that  BellSouth,  at  this  late  stage  in 
the  game,  can  gain  any  significant  mar- 
ket share,"  says  cs  First  Boston  analyst 
Ty  Carmichael.  Adds  David  Woodrow, 
executive  vice-president  at  cable  opera- 
tor Cox  Communications:  "It  only  frag- 
ments the  market,  and  in  a  fragmented 
market,  a  name  brand  such  as  ourselves 
usually  does  well." 

BellSouth  execs  aren't  discussing  the 
venture.  But  the  company  is  clearly 
counting  on  its  own  strong  brand  and 
service  reputation  among  its  24  million 
customers  to  attract  a  big  base  of  satel- 
lite TV  users.  Some  analysts  believe  Bell- 
South can  save  millions  by  using  its  ex- 
isting army  of  sales,  marketing,  and 
installation  workers.  "BellSouth  doesn't 
need  2  million  subscribers  to  break 
even,"  says  Andy  Belt,  executive  vice- 
president  of  consultancy  Renaissance 
Worldwide  Inc.  "All  they  need  is  good 
penetration  in  a  handful  of  key  markets." 

Still,  if  the  opportunities  are  so  rich  in 
TV,  why  aren't  other  phone  companies 
jumping  in?  With  long-distance  carriers, 
cable  companies,  and  others  threatening 
BellSouth's  local-phone  franchise,  no  one 
disputes  the  carrier  needs  new  services. 
But  critics  worry  that  this  move  will 
distract  it  from  a  bigger  concern:  the 
need  to  bulk  up  in  a  rapidly  consolidating 
industry.  It  will  have  to  capture  lots  of 
TV  subscribers  to  put  that  fear  to  rest. 
By  Charles  Haddad  in  Atlanta 


INTERNET 


CNET  SPINS  A 
WIDER  WEB 

New  CEO  Bonnie  is  looking 
far  beyond  tech  publishing 


Don't  expect  fireworks  from 
changing  of  the  guard  at  tech 
lisher  ("NET  Networks  Inc.  Afte: 
new  Chief  Executive  Officer  Shelb 
Bonnie  has  worked  side  by  side  wit 
predecessor,  Halsey  M.  Minor,  sine 
months  after  Minor  started  cnet  in 
The  two  men,  both  35,  attended  U: 
sity  of  Virginia,  have  adjoining  office 
cnet's  hip  San  Francisco  headqu 
and  live  a  few  blocks  apart  in  the  c 
tony  Sea  Cliff  district. 

That's  not  to  say  they're  peas 
pod.  Minor  is  a  visionary,  the  passio: 
entrepreneur  who  led  cnet  from  n 
startup  to  its  current  success  as  on 
the  15  most  visited  Web  sites,  wit 
market  capitalization  of  more  than 
billion.  Bonnie  is  the  cool-headed  op 
tions  type,  with  a  nose  for  numbers, 
deft  people  skills.  A  former  director  at| 
vestment  firm  Tiger  Management 
he  has  long  spearheaded  CNET's  d 
making,  and  served  as  its  chief  ftnan 
officer  from  1993  to  1997.      . 

Those  skills  will  be  in  hot  demand 


BONNIE:  OU 
OF  THE  BOX 
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cnet  enters  its  critical  next  phase 
vestors  nervous  about  the  transitic 
have  driven  cnet's  stock  down  21%, 
about  54,  since  Minor  stepped  aside,  b 
fundamentals  are  still  strong.  With  19' 
revenues  of  $112  million,  up  95%,  t: 
company  has  carved  out  a  lucrativ 
niche  in  publishing  news  and  produc 
reviews  about  computers  and  technolog 
on  the  Web.  And  it  keeps  scoring  ne\ 
coups.  In  January,  for  instance,  it  an 
nounced  a  first-ever  content-sharing  pac 
with   the   Associated   Press   and   th< 
launch  of  an  all-technology  radio  channe 
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Small  business, 
start  your  engines. 


Running  a  small  business  isn't  easy.  There's 
competition  at  every  turn.  You'd  like  to  get 
into  e-business  but  not  at  the  expense  of  the 
personal  attention  that  brought  customers  to 
you  in  the  first  place. 

Here's  the  good  news:  Agillion's  powerful 
new  e-business  service  lets  you  sell,  serve  and 
manage  customers  over  the  Web.  Agillion™ 
assures  you  a  constant,  up-to-date,  360-degree 
view  of  your  customers.  With  Agillion,  you're 
always  one  step  ahead  —  everyone  in  your 
company  can  now  link  directly  with  customers, 
partners  and  vendors. 
Agillion's  e-Business  Dashboard™  centralizes 
all  of  your  customer  information  and  activities.  You'll  have  one-touch  access  to  services  like  e-mail, 
shipping,  online  news,  research  and  more.  And  Agillion  Personal  Pages™  let  you  and  your  customer 
share  information  just  for  them.  It's  true  personal  service,  Web-style. 

Best  of  all,  Agillion  is  for  everybody.  No  IT  experience  necessary,  no  expensive  software,  and  it's  all 
completely  secure.  If  you've  got  an  Internet  connection  and  a  browser, 
you're  in  e-business. 

Agillion  will  help  you  make  each  customer  feel  like  your  only  customer. 
Buckle  up  and  log  on  to  Agillion.  The  big  engine  for  small  business. 

©2000  Agillion,  Inc.  Agillion  (ah-JILL-ion),  e-Business  Dashboard  and  Personal  Pages  are  trademarks  of  Agillion,  Inc. 
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with    broadcasting   giant   amfm    Inc. 

Such  deals  owe  their  success  in  part  to 
a  risky  bet  made  by  Minor,  who  stays  on 
as  chairman.  CNET  announced  last  July  a 
controversial  plan  to  drive  itself  into  the 
red  by  spending  $100  million  on  adver- 
tising. The  scheme  seems  to  be  work- 
ing: Researcher  Nielsen//NetRatings 
says  the  number  of  unique  visitors  on 
cnf.t's  sites  shot  up  56%  from  July  to 
January,  helping  to  more  than  double 
second-half  revenues. 

Now,  Bonnie  needs  to  make  that  suc- 
cess pay  off.  He's  beefing  up  <  xkt's  in- 
ternational presence,  branching  into  new 
subjects  such  as  consumer  electronics, 
and  moving  to  deliver  content  on  non-PC 
devices  such  as  wireless  phones.  "We  be- 
lieve content  drives  e-commerce,"  he 
says.  Such  initiatives  should  help  pump 
up  revenues  659f  this  year,  to  $185  mil- 
lion, and  boost  profits  to  $24  million  vs. 
last  year's  $44  million  loss. 
GOING  PORTAL.  But  the  new  CEO's  biggest 
moves  are  into  far  less  familiar  markets. 
He's  expanding  cnkt's  definition  of  con- 
tent to  include  data  services,  selling  busi- 
nesses information  mined  from  its  rich 
trove  of  product  and  market  data.  Last 
July,  for  instance,  the  company  paid  $50 
million  for  Swiss  startup  GDT,  which  had 
created  a  massive  database  of  computer- 
product  specifications.  CNET  formed  a 
new  data-services  unit  to  hawk  gdt's 
software.  Three  dozen  customers,  from 
distribution  giant  Ingram  Micro  to  e-tail- 
er  Outpost.com,  have  already  signed  up. 
Bonnie  figures  data  services  could  plump 
up  cnet's  top  line  by  $10  million  in  2000. 
In  later  years,  predicts  analyst  Matthew 
W.  Finick  of  Thomas  Weisel  Partners,  it 
could  add  hundreds  of  millions  more. 

The  data-services  plan  is  tame  com- 
pared to  an  even  bolder  gambit:  jumping 
into  the  shopping-portal  business.  On  Jan. 
20,  cnet  spent  an  eye-popping  $700  mil- 
lion to  buy  my  Simon  Inc.,  operator  of  a 
Web  site  that  lets  users  comparison  shop 
for  all  manner  of  products  online — not 
just  computers  but  also  books,  office  sup- 
plies, groceries,  and  even  furniture.  With 
mySimon.com  in  his  quiver,  Bonnie  is 
taking  cnet  for  the  first  time  beyond  its 
technology  roots  and  putting  it  on  a  col- 
lision course  with  giants  Amazon.com 
and  Yahoo! 

Bonnie  insists  this  is  a  "logical  exten- 
sion" of  CNET's  reach,  and  analysts  give 
cnet  strong  odds.  "Comparison  shopping 
will  win  out  on  the  Net  over  [Amazon's] 
one-price  model,"  says  Finick.  But  turn- 
ing cnet  into  everything-Net  may  not 
come  as  easily  as  its  romp  in  the  world 
of  tech.  For  Bonnie,  that's  when  the  fire- 
works will  really  begin. 

By  Andy  Reinfiardt  in  San  Francisco 


E-COMMERCE 

SUCH  BUSY  BEES 
INB2B 

Operators  of  online  exchanges 
are  scrambling  to  make  deals 

Sanjiv  S.  Sidhu  didn't  set  out  to  do 
the  biggest  deal  ever  to  hit  the 
software  industry.  The  founder  and 
chief  executive  of  i2  Technologies  Inc. 
just  wanted  to  acquire  a  small  software 
company,  Supplybase  Inc.  But  when  Sid- 
hu learned  Aspect  Development  Inc. 
also  wanted  Supplybase, 
he  decided  to  buy  both. 
Even  though  Sidhu  was 
criss-crossing  the  country 
to  finalize  a  strategic  al- 
liance with  IBM  Corp.  and 
Ariba  Inc.,  it  took  only 
10  days  for  the  $9.3  bil- 
lion all-stock  deal  to 
progress  from  initial 
handshake  to  public  an- 
nouncement on  Mar.  13. 
"I  celebrated  by  taking  a 
plane  back  to  Dallas  and  sleeping  the 
whole  way,"  says  Sidhu. 

Such  frenetic  dealmaking  has  pro- 
pelled Irving  (Tex.)-based  i2  into  one  of 
the  top  suppliers  of  software  for  the 
booming  business-to-business  (b2b)  elec- 
tronic-marketplace arena.  Even  better, 
the  little-known  company  can  now  chal- 
lenge far  bigger  and  more  established 
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A  BILLIONS  OF  DOLLARS 

DATA:  AMR  RESEARCH 


GIANT  players  like  Oracle  ( 

STEPS:  iS  and  Germany's  SAP  in 

CEO  Sidhu      fast-growing  market. 
That's  because  the 
help  i2  build  on  its  strengths  a* 
leading  provider  of  supply-chain  i 
agement  software.  Already,  the  co 
ny's  products  enable  manufacturer 
synchronize  parts  orders  and  deli 
with  production.  Now,  with  Aspect 
velopment  under  its  roof,   i2  is  add 
database  of  17  million  parts  as  we 
software  that  helps  designers  pick  {: 
for  new  products.  And  the  IBM  part 
ship  will  provide  a  showcase  for  12': 
berbazaar  software. 

While  still  young,  the  market  for 
line  exchanges  holds  vast  potential.  '\ 
cybermarkets  evolving  from  simple 
into  collaborative  sites  for  design 
development,  they  could  handle  $2.4 
lion  in  transactions  in  2003,  up  fi 
$333  billion  this  year,  says  AMR 
search  Inc.  of  Boston.  "It's  the  next 
dustrial  revolution,"  gushes  Sidhu, 
NOT  WORRIED.  Why  the  deals  binge? 
like  Oracle,  which  is  building  cyber] 
changes  based  on  proprietary  softw: 
Sidhu  welcomes  third-party  vendors 
its  TradeMatrix  marketplace,  a  Web  i 
with  links  to  online  markets.  "Allian 
will  allow  i2  to  dominate,"  says  F 
rester  Research  analyst  Navi  Radjoi 
Still,  execs  at  Oracle,  the  leadi 
maker  of  database  software,  say  theyl 
not   worried.    With   the   purchase 
Mountainview  (Calif.)-based  Aspect,  S 
hu's  company  tallies  about  4,000  e 
ployees  and  2000  revenues  of  some  $! 
million,  says  James  F.  McNatt  of  Le 
Mason  Wood  Walker  Inc.  in  Baltimo 
That's  still  tiny  compared  with  Orac 
whose  quarterly  sales  are  twice  the  n 
i2's  annual  revenues.  "Others  might 
oneer  the  business  a 
have    an    18-month 
two-year  head  start.  B 
we  don't  think  we'll  ha 
much    trouble    catchi 
up,"  says  Oracle  Chai 
man  Lawrence  J.  Elliso 
All  the  same,  mark 
forces  are  driving  Orac 
to  depart  from  its  horn 
grown  technology  stra 
egy.  Last  month,  it  pari 
nered    with    Commerc 
One  to  set  up  an  online  exchange  foi 
the  Big  Three  auto  makers.  And  it: 
mulling  acquisitions  such  as  Agile  So 
ware  to  counter  i2's  strengths,  says  Fo 
rester's  Radjou. 

That  may  soon  mean  another  fast 
paced  industry  consolidation — leavin 
Sidhu  even  less  time  for  sleep. 

By  Steven  V.  Brull  in  Los  Angele 
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©  Worked  his  way  to  CEO  from  warehouse  trainee. 
O  Earned  MBA  after  5  years' of  night  classes. 
O  Led  233%  sales  increase  over  last  6  quarters. 


O  Stock  slid  8%  on  misinformation  while  assistant 
tracked  down  V.R  of  Investor  Relations. 
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MICROSOFT  GEARS 
UP  FOR  E-COMMERCE 

MICROSOFT  CHIEF  EXECUTIVE 
Steve  Ballmer  still  smarts 
when  he  recalls  turning  Ford 
away  when  it  asked  the  soft- 
ware giant  to  bid  on  building 
its  new  electronic  exchange. 
Microsoft  had  the  software, 
but  it  didn't  have  the  exper- 
tise to  piece  together  its  soft- 
ware to  make  the  system 
work — and  archrival  Oracle 
won  the  job.  "I  was  not  in 
any  kind  of  position  to  bid  on 
that  deal,"  Ballmer  says.  On 
Mar.  13,  Microsoft  took  a  step 
to  change  that.  It  set  up  a  $1 
billion  joint  venture  with  An- 
dersen Consulting  to  develop 
e-commerce  applications  us- 
ing Microsoft's  newly  minted 
Windows  2000.  Andersen  also 
agreed  to  train  25,000  consul- 


CLOSING    BELL 


REALITY  BITES 

Who  knew?  Internet  investors 
care  about  such  things  as 
growing  losses  and  high  price 
tags.  On  Mar.  15,  they  pun- 
ished shares  of  E.piphany, 
which  fell  25%,  to  186,  after 
announcing  it  will  buy  Octane 
Software  for  about  $2.5  billion 
in  an  all-stock  deal.  Execs  say 
the  deal  will  double  E.piph- 
any's  size  and  strengthen  its 
hand  in  the  market  for  Net 
software  that  helps  compa- 
nies manage  data  to  improve 
sales  and  customer  service. 
But  analysts  say  investors 
fear  E.piphany  paid  too  high  a 
price  and  its  losses  will  grow. 
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tants  to  put  together  systems 
using  the  new  operating  sys- 
tem. Ballmer's  message  for 
Oracle,  Sun  Microsystems, 
and  IBM:  Microsoft  is  ready 
to  rumble. 


CAN  XEROX 
PRINT  MONEY? 

THE  MARKET  VALUE  OF  XEROX 

has  plunged  by  $21  billion 
since  Richard  Thoman  took 
the  ceo  job  last  April.  So  in- 
vestors are  welcoming  his 
moves  to  return  some  credi- 
bility to  the  beleaguered 
company.  The  latest:  Xerox' 
$2  billion  splash  on  Mar.  14 
in  the  small-office  and  home- 
office  printing  market.  In 
partnership  with  Sharp  and 
Fuji,  it's  launching  a  line  of 
low-cost  inkjet  printers  to 
compete  with  Hewlett-Pack- 
ard— and  to  restore  some 
sizzle  to  lagging  sales.  By 
Mar.  31,  Xerox  is  expected 
to  unveil  another  strategic 
alliance  and  a  cost-cutting 
plan.  Analysts  expect  it  to 
eliminate  thousands  of  jobs, 
mostly  in  manufacturing. 

GO  WEST, 
ELECTRONIC  MARKET 

THE    FIRST   ALL-ELECTRONIC 

stock  exchange  in  the  U.S. 
won't  be  in  New  York.  On 
Mar.  14,  the  venerable  but 
fading  Pacific  Stock  Ex- 
change agreed  to  turn  its 
equity  trading  over  to  Chica- 
go-based Archipelago  Hold- 
ings, one  of  the  fastest-grow- 
ing electronic  markets. 
Archipelago  trades  50  mil- 
lion shares  daily,  mostly  on 
Nasdaq.  The  PCX  link  will 
give  Archipelago  the  ability 
to  trade  shares  listed  on  the 
New  York  and  American  ex- 
changes. The  new  PCX  will 
guarantee  aggressive  bidders 
the  fastest  execution  or  a 
better  price — lending  support 
to  the  Securities  &  Exchange 
Commission's  opposition  to 
markets  that  pay  brokers  to 
send  orders  their  way. 


HEADLINER:   CHRISTOS   COTSAKOS 


Christos  M.  Cotsakos,  CEO 
of  online  broker  E*Trade 
Group,  had  been  grappling 
with  a  big  drawback  of 
online  banking:  You 
can't  get  any  cash 
out  of  your  PC. 
But  now  he  has 
found  a  way,  ^ 

through 
E*Trade's  on- 
line banking 
arm.  This  week. 
Cotsakos  said  he's 
buying  privately  held 
Card  Capture  Services 
Inc.,  a  Portland  (Ore.)  op- 
erator of  8,500  automatic 
teller  machines. 

Loading  up  on  ATMs  is 
Cotsakos'  next  step  in  an 
effort  to  make  E*Trade  a 
virtual  financial-services 
center — and  to  spur 
growth  at  the  online  bank- 


ing unit,  which  has  only 
130,000  accounts.  The  re 
world  ATMs  not  only  let 
customers  withdraw 
deposit  cash  but 
also  give  the 
marketing-sa 
Cotsakos 
another  ad 
vehicle.  He 
plans  to  plash 
E*Trade's  nam 
on  all  the  ma 
chines,  thus  trump- 
ing  the  brand  in  drug- 
stores, grocery  stores,  an 
gas  stations.  He'll  also  us 
the  screens  to  flash 
E*Trade  ads  to  customer 
Next  up:  programming  th| 
ATMs  to  let  you  check  out 
your  E*Trade  account 
and  even  buy  stock. 

By  Louise  Lee  i 
San  Mateo,  Call 


ICAHN  AND  NABISCO: 
TRY,  TRY  AGAIN 

CARL   ICAHN   IS   AT   IT   AGAIN. 

The  board  of  Nabisco  Group 
Holdings  said  on  Mar.  13  it 
had  adopted  a  "poison  pill" 
takeover  defense  plan  to  fend 
off  the  fabled  corporate  raider. 
The  announcement  came  days 
after  Icahn  and  his  affiliates 
disclosed  that  they  had  boost- 
ed their  stake  to  8.9%  and 
would  seek  a  proxy  battle  to 
oust  Nabisco's  board.  Icahn's 
foray  to  take  control  of  Nabis- 
co— his  fourth  try  in  five 
years — comes  as  the  stock 
trades  near  its  52-week  low. 

IRIDIUMS  LINE 
MAY  GO  DEAD 

IF    IRIDIUM    DOESN'T   GET   AN 

llth-hour  rescuer  by  Mar.  15, 
it  will  likely  close  its  doors 
when  its  financing  runs  out 
two  days  later.  The  Washing- 
ton (D.C.)  satellite  phone 
company,  which  is  in  bank- 


ruptcy, suffered  a  blow  ea 
er  in  the  month  when  wi 
less  mogul  Craig  McCaw  s 
he  would  not  invest  in  t 
company  as  expected.  1 
ready,  other  satellite  com{ 
nies  say  Iridium  has  been 
ferring  customers  to  them, 
the  company  fails  to  get  n 
investors,  its  $5  billion, 
satellite  system  will  go 
waste,  unless,  as  some  spei 
late,  the  Defense  Dept.  takl 
the  keys  and  operates  t 
system  for  military  uses 

ET  CETERA . . . 

■  Sears  Roebuck  ceo  Arth 
Martinez,  60,  hired  in  1992 
jump-start  the  retailer,  pla 
to  retire  by  yearend. 

■  Nortel  Networks  buys  o\ 
tical  switch  startup  Xros 

■  Phillips  Petroleum  agree 
to  pay  $7  billion  for  Arco 
Alaskan  oil  fields. 

■  The  New  York  Times  C< 
inks  a  partnership  with  We 
site  Gay.com. 
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[welcome  to  the  middle  ground] 


Envy.  Pride.  Lust.  Jealousy.  Hope.  Disappointment.  What  else  is  going  on  in  your  relationship? 
Chat  with  people  who've  been  there,  who  are  there  or  who  will  be  there.  Visit  XseeksY.com. 
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Go  ahead  and  lick  it  once  for  old  time's  sake. 

S&H  Green  Stamps  is  back  as  S&H  greenpoints.  A  thoroughly  modern  1-to-l  digital  solution  that 
has  proven  ability  to  change  the  way  people  shop.  Like  S&H  Green  Stamps,  it  sfun,  easy  and  provides 
great  rewards  for  both  on-line  and  in-store  shoppers.  As  it  once  was,  this  promises  to  be  the  most  successful 
incentive  program  ever.  And  your  business  can  benefit  with  a  turnkey  solution  that  makes  it  easy 
to  participate  and  provide  a  more  valuable,  more  personalized  relationship  with  your  customers. 
S&H  greenpoints.  Earn  them  on  the  things  you  buy.  Spend  them  on  the  things  that  make  you  happy. 

Experience  it  the  way  your  customers  will,  and  get  3,000  greenpoints 
just  for  signing  up  at  www.greenpoints.com. 

Call  us  at  1-800-435-5674  or  email  us  at  sales@greenpoints.com. 
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iN  GEORGE  W.  AND  HILL  REPUBLICANS 

NG  FROM  THE  SAME  HYMNAL? 

Hill  Republicans  are  working  off  the  same  page.  For  example, 
both  hope  that  by  sending  President  Clinton  a  bill  that  would 
reduce  the  cost  of  prescription  drugs  for  low-income  seniors, 
they  can  neutralize  what  could  be  a  potent  Democratic  issue. 
Clinton  is  also  pursuing  a  Medicare  drug  benefit  for  seniors. 
And  there  are  other  issues  on  which  Bush  and  Capitol 
Hill  GOPers  will  find  common  ground.  On  education,  the  Sen- 
ate has  begun  work  on  a  measure  to  convert  a  popular  federal 
grant  into  a  voucher  program — an  idea  long  championed  by 
Bush.  And  as  Clinton  renews  his  assault  on 
lawmakers  who  side  with  the  National  Ri- 
fle Assn.  against  background  checks  at  gun 
shows,  Bush  and  his  congressional  allies 
might  endorse  trigger  locks  and  other  mod- 
est curbs  on  gun  use. 

TAX  TEST.  But  consensus  will  be  hard  to 
find  in  several  other  areas.  Many  gop  law- 
makers, for  example,  are  opposed  to  a 
broad  expansion  of  patients'  rights,  includ- 
ing letting  patients  sue  their  managed-care 
plans.  But  Bush  and  House  Speaker  Dennis 
Hastert  (R-Ill.)  both  favor  compromise. 

Taxes  could  turn  into  a  muddle  as  well. 
Bush  and  Capitol  Hill  Republicans  favor  a 
substantial  tax  cut  this  year,  including  such 
GOP  favorites  as  reducing  the  marriage  penalty  and  trim- 
ming the  estate  tax.  But  while  Bush  would  slash  taxes  by 
$483  billion  over  five  years,  the  'Hill  gop  leadership  has  de- 
cided to  make  room  for  only  a  $150  billion  reduction  in  its 
budget  blueprint.  Most  Republicans  don't  want  to  defend  a 
Texas-size  tax  cut,  especially  in  the  face  of  Democratic  claims 
that  they  would  use  Social  Security  funds  to  pay  for  it. 

Congressional  Republicans  will  help  their  standard-bearer 
when  they  can.  But,  terrified  of  losing  control  of  the  House 
and  badly  split  in  their  own  ranks,  don't  expect  them  to  go 


jiroughout  the  primaries,  George  W.  Bush  has  had  the 

)verwhelming  support  of  his  party's  congressional  wing. 

rhey  saw  him  as  a  winner  and  felt  comfortable  with  his 
page  of  compassionate  conservatism.  Now  that  Bush  has 
30P  Presidential  nomination  sewn  up,  he  is  looking  to 
?  same  lawmakers  to  push  an  agenda  that  will  boost 
andidacy  in  the  fall.  But  can  Bush — the  self-styled  Wash- 
Mi  outsider — find  happiness  with  the  Hill  gop? 

could  be  an  awkward  marriage.  Case  in  point:  At  a 

13  rally  in  Brandon,  Miss.,  Bush  told  a 
ring  crowd  that  "America  wants  some- 
[  not  of  Washington."  Standing  beside 

was  Senate  Majority  Leader  Trent 
,  a  man  who  has  spent  his  entire  adult 
on  Capitol  Hill. 

or  now,  Hill  Republicans  will  grant 
ri  a  pass  on  the  rhetoric.  He's  facing  a 
y  fight  in  the  fall,  and  his  coattails  al- 
ly look  pretty  short,  gop  lawmakers 
t  want  him  further  weakened  by  the 

of  intraparty  backbiting  that  got  so 
3r  in  the  last  days  of  his  primary  race 
i  Arizona  Senator  John  McCain. 

his  part,  Bush  is  hoping  that  his 


or 

jressional  allies  will  push  a  few  mea- 

:s  to  embarrass  Vice-President  Al  Gore.  One  early  effort: 

ning  the  Administration  for  higher  gasoline  prices.  Bush 

wouldn't  mind  getting  a  few  sticky  issues  out  of  the 

including  some  big  tax-cut  proposals  that  have  flopped  on 

stump.  And  at  the  very  least,  he'd  like  the  Hill  gop  to 

id  initiatives  that  can  backfire  on  his  candidacy,  such  as 

year's  fumbled  effort  to  trim  the  popular  earned-income 

credit.  The  goal,  says  one  Bush  strategist:  "Try  not  to  do 

much  razzle-dazzle,  take  heed  of  the  land  mines,  and  put 

its  on  the  board  when  the  opportunity  comes." 

So  far,  coordination  between  congressional  leaders  and  the 

ih  campaign  has  been  spotty.  On  some  issues,  Bush  and 


BUSH  AND  LOTT:  Outsider,  insider 


way  out  on  a  limb  for  candidate  Bush. 


By  Howard  Gleckman 


CAPITAL  WRAPUP 


IKE  THIS  CENSUS  JOB,  PLEASE 

With  the  2000  census  under  way, 
ncle  Sam  has  joined  the  long  list  of 
mployers  scrambling  for  workers, 
he  U.  S.  needs  to  hire  some  860,000 
eople  to  gather  statistics.  But  with 
nemployment  the  lowest  in  a  genera- 
on,  it  has  been  tough.  Agency  reps 
ave  even  been  soliciting  passersby 
t  subway  stops.  While  most  positions 
nly  last  four  to  six  weeks,  the  pay 
;n't  shabby:  Census-takers  can  earn 
8.50  to  $18.50  an  hour.  But  so  far,  7 
f  the  bureau's  12  regional  offices 


have  recruited  fewer  than  70%  of  the 
workers  they  need. 

If  the  numbers  don't  increase,  the 
government  may  offer  more  money. 
Also,  expect  to  see  more  marketing. 
The  hiring  binge,  meanwhile,  could 
be  big  enough  to  have  a  temporary 
impact  on  the  unemployment  rate, 
says  Wall  Street  firm  International 
Strategy  &  Investment  Group  Inc. 
If  the  government  finds  all  the  work- 
ers it  needs,  the  jobless  rate  could 
fall  from  4.1%  to  3.8%,  the  lowest 
level  since  December,  1969. 

By  Laura  Cohn 


HANGING  UP  ON  A  TAX 

►  Pressure  is  growing  to  repeal  the 
3%  federal  tax  on  telecommunications 
services.  The  levy,  enacted  to  fund  the 
Spanish- American  War,  appears  on 
every  phone  bill.  The  congressionally 
mandated  Internet  tax  commission  is 
likely  to  recommend  ditching  the  tax 
at  its  meeting  on  Mar.  20-21.  And 
House  Ways  &  Means  Committee 
members  Rob  Portman  (R-Ohio)  and 
Robert  Matsui  (D-Calif.)  have  proposed 
scrapping  it.  The  problem:  how  to  re- 
place the  $5  billion  a  year  in  revenue. 
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CARLOAD  OF 
TROUBLE? 

Mergers  with  Japan's  auto  makers 
don't  always  pan  out  for  foreigners 


Snap  up  distressed  Japanese  auto 
makers  and  get  a  foothold  in  the 
vast  Asian  market.  That's  been 
the  strategy  of  foreign  companies 
drastically  rewriting  the  rules  of  the  road 
in  Japan  over  the  past  four  years.  When 
Ford  Motor  Co.  took  control  of  Mazda 
Motor  Corp.  in  1996  by  boosting  its  stake 
to  33.4%  from  25%,  the  move  sent  shock 
waves  through  the  country.  Now,  half  of 
Japan's  total  vehicle  market  is  partly 
owned  by  gaijin,  or  foreigners:  Renault 
owns  a  third  of  Nissan  Motor  Co.,  while 
General  Motors  Corp.  has  acquired  or 
will  acquire  sizable  stakes  in  Isuzu  Mo- 
tors Ltd.,  Suzuki  Motor  Corp.,  and  Fuji 
Heavy  Industries,  the  maker  of  Subaru. 
So  it  seems  natural  that  the  Asian 
automotive  world's  latest  mating  dance, 
between  Mitsubishi  Motors  Corp.  and 
foreign  suitors  DaimlerChrysler  and 
Ford,  should  end  in  a  trip  to  the  altar. 
With  eight  times  more  debt  than  equity 
and  analysts  anticipating  a  loss  of  $190 
million  for  this  fiscal  year,  Japan's  No.  5 
auto  maker  is  in  dire  straits  and  Presi- 
dent Katsuhiko  Kawasoe  should  be  des- 
perate for  a  deal.  Yet  its  network  of 


What  Foreigners  Own 
In  Japan's  Auto  World 

FUJI  HEAVY   20%  by  General  Motors^ 
INDUSTRIES* 

ISUZU  49%  by  General  Motors 

MAZDA  33.4%  by  Ford 


at 


MITSUBISHI  5%  by  Volvo; 

DaimlerChrysler, 
Ford  bidding  for  34% 

NISSAN         36.8%  by  Renault 

SUZUKI         10%  by  General  Motors 

'Makes  Subaru  "Planned      DATA:  BW,  COMPANY  REPORTS 


Asian  plants  remains  a  tempt- 
ing prize.  Ford  is  not  as  ar- 
dent for  a  partnership  as 
DaimlerChrysler,  and  it  will 
not  comment  on  any  deal.  But 
it  is  also  eyeing  Mitsubishi — 
possibly  to  check  Daimler- 
Chrysler's  Asian  ambitions. 

But  any  suitor  of  Mitsubishi 
should  take  a  hard  look  at  the 
track  records  of  these  mixed 
marriages.  Most  of  the  cross- 
border  experiments  suffer 
from  product  problems,  cul- 
ture clashes,  and  a  distinct  ab- 
sence of  the  hoped-for  rich 
profits.  "These  rescue  plans 
haven't  really  rescued  any  of 
these  companies  yet,"  says 
Koji  Endo,  automotive  analyst 
Schroders  Securities  Japan  Ltd. 

The  greatest  challenge  has  been  to 
tackle  Japanese  auto  makers'  shortcom- 
ings while  navigating  an  obstacle  course 
of  social  constraints.  Take  the  case  of 
Renault,  which  controls  36.8%  of 
Nissan  Motor.  Nissan's  hands-on  chief 
operating  officer  is  a  Renault  executive, 
Carlos  Ghosn. 
Nine  months 
into  his  job  at 
Nissan,  Ghosn  is 
still  having  trou- 
ble balancing 
the  interests  of 
Western  in- 
vestors, Japa- 
nese employees, 
and  Japanese 
customers.  • 

Ghosn's  tough 
talk  has  con- 
vinced investors 
and  employees 
that  he  wants  to 
fix     the     ailing 
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MATING  GAME:  Ford  and  DaimlerChrysler  are 
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KAWASOE:  Needs  a  deal 

icon.  His  efforts  may  yet  end  in  s«™a 
cess.  But  for  now,  his  brutal  hones  ;Ptlul1 
has  also  scared  away  customers:  An™s 
Ghosn  publicly  declared  that  NissaiffilB' 
cars  were  blandly  styled,  the  Japane5'^ 
apparently  agreed.  Nissan  is  now  sellii  w- 
as  many  vehicles  every  month  as  it  d » "' ' 
roughly  30  years  ago.  Many  former  Ni  "■  W 
san  drivers  have  defected  to  Toyot rt  l 
whose  models  this  season  have  moi a! !r 
kick.  Now  Schroders  Securities  sell™! 
Nissan's  operating  profit  falling  as  lo  ° 
as  $380  million,  less  than  half  its  ta> 
geted  $857  million  for  the  year  endin 
Mar.  31. 

DOUBLE  BIND.  The  deadly  combination  < 
a  strong  yen  and  a  local  recession  als ai! ■' 
puts  strains  on  these  partnership: 
Roughly  half  of  Japanese  auto  maker; 
domestic  production  is  sold  overseas 
So  any  foreign  partners  must  eithe 
help  the  Japanese  build  up  plant 
abroad  or  remain  vulnerable  to  curren 
cy  swings. 

Just  look  at  what's  happening  to  Maz 
da.  Since  taking  control  in  1996,  Fon 
has  slashed  Mazda's  payroll  by  7%,  re 
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(lined  the  number  of 
its  platforms  by  30%, 
and  taken  an  ax  to  its 
subsidiaries.  Yet  the 
company  remains  on 
slippery  ground.  Maz- 
da recently  revised 
down  its  forecast  of  net 
profits  for  this  year  to 
$238  million,  from  $381 
million.  Mazda  depends 
on  exports  for  60%  of 
its  revenues,  and  a 
stronger  yen  is  squeez- 
ing profits. 

Melding  operations 
with  foreigners  and 
standardizing  parts 
should  help  Japan's 
auto  makers  become 
more  competitive.  But 
such  arrangements  take 
time.  Mazda  and  Ford 
will  launch  their  first 
jointly  developed  sport- 
ute  based  on  a  common 
"'  I  platform  this  year,  four 

I  years  after  the  merger. 
And  Ford  execs  at 
Mazda  still  have  trou- 
ble convincing  workers 
to  accept  drastic  re- 
structuring. James  E. 
Miller  surprised  in- 
vestors and  employees 
when  he  abruptly  quit 
as  Mazda's  president 
in  December — officially 
for  health  reasons.  An- 
alysts suspect  problems 
with  Mazda's  union 
were  behind  his  exit. 
r»aimlerChrysler  may  not  find  a  warm 
•ption  at  Mitsubishi  either.  They  are 
from  strangers:  Chrysler  held  a  15% 
;e  in  Mitsubishi  until  1993.  And  until 
j,  Daimler  worked  with  Mitsubishi  to 
cars  and  create  commercial  vehi- 
in  Japan.  Neither  alliance  ended 
1.  This  time,  Mitsubishi  may  be  be 
-e  cooperative.  "If  Daimler  walks 
ly  from  this  one,  Mitsubishi  looks 
y  vulnerable,"  observes  Steve  Usher, 
3  analyst  at  Jardine  Fleming  Securi- 
Ltd.  in  Tokyo.  But  if  Daimler  clash- 
with  Mitsubishi  over  cost-cutting, 
lgs  could  get  nasty. 
Working  with  Japan's  societal  con- 
aints  is  important.  So  is  survival, 
.subishi  may  yet  merge  happily  with 
jreign  white  knight.  But  the  formula 
success  in  Japan  remains  elusive. 
By  Emily  Thornton  in  Tokyo 
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COMMENTARY 


By  Brian  Bremner 

DOCTOR,  I  JUST  CANT 
MAKE  MYSELF  SPEND' 


Well,  it's  official.  Japan  has  fallen 
into  double-dip  recession, 
thanks  to  a  5.5%  annualized 
contraction  in  the  last  quarter  of 
1999.  So  Prime  Minister  Keizo  Obuchi 
should  brace  himself  for  another 
wave  of  unsolicited  advice  on  how  to 
mend  the  economy.  Spend  and  spend 
some  more,  the  Keynesians  will  say. 
No,  the  monetarists  will  counter — 
turn  on  the  printing  presses,  create 
some  inflation,  and  encourage  the 
Japanese  to  spend  before  their  mon- 
ey loses  value.  ok^-1*^  ■'-*> 

This  is  familiar  rhet- 
oric. But  perhaps  it's 
time  to  hear  from  the 
psychiatrists.  For  what 
really  ails  Japan  is  that 
its  consumers  are  de- 
pressed, so  depressed 
they  dare  not  spend. 
And  until  something 
happens  to  shock  them 
out  of  this  numbed  state, 
it's  impossible  to  see 
how  any  kind  of  robust 
recovery  can  occur. 

The  Japanese  refusal 
to  spend  is  a  rational  re- 
sponse. Consumer  spend- 
ing makes  up  60%  of 
Japan's  economic  output, 
and  in  their  guts  con- 
sumers just  don't  believe 
the  soothing  talk  from 
Tokyo  that  a  recovery  is 
around  the  corner.  The 
Ministry  of  Finance's  en- 
couraging words  fly  in  the  face  of 
what  yen-pinching  Japanese  house- 
wives live  with  every  day:  the  anx- 
ious looks  on  their  husbands'  faces 
over  declining  wages,  bonuses,  and 
overtime  pay.  And  now,  there's  the 
persistent  fear  of  being  laid  off. 
BIG  SPURT?  The  squeeze  on  house- 
hold income  helps  explain  the  col- 
lapse late  last  year.  According  to 
hsbc  Securities  (Japan)  Ltd.  econo- 
mist Peter  Morgan,  a  big  hit  to 
Japan's  winter  bonuses  caused  the 
worse-than-expected  1.6%  decline  in 
consumer  spending. 

Obuchi's  government  is  quick  to 
point  out  that  its  $170  billion  spending 
package  launched  last  November  will 
deliver  a  big  spurt  of  growth  in  the 
current  quarter,  from  January  to 


March.  But  Japanese  households  know 
higher  taxes  must  come  to  counterbal- 
ance that  deficit  spending.  Preparing 
for  the  tax  hit,  households  boosted 
savings  3%  in  1999.  Savings  increased 
in  1998,  too.  On  top  of  all  this,  Japan- 
ese families  are  still  burdened  with 
the  highest  housing  costs,  electricity 
rates,  and  phone  charges  in  the  world. 

There's  no  denying  that  positive 
things  are  going  on.  Japan  is  starting 
a  merger  boom  that  is  transfigur- 
ing big  industries.  The  Internet 


ROLLBACK  Consumers  view 
Tokyo's  policies  with  distrust 
and  hold  tight  to  their  yen 


is  taking  hold,  generating  a  crop  of 
New  Economy  jobs.  But  none  of  this 
is  painless.  Some  3  million  jobs  are 
at  risk  in  the  restructuring  wave. 
Corporate  bankruptcies  spiked  51% 
year-on-year  in  February.  That 
makes  Japanese  executives  focused 
"on  raising  returns,  not  job  stability," 
notes  Merrill  Lynch  Japan  Inc.  econ- 
omist Jesper  Koll. 

No  wonder  the  50%  of  Japanese 
households  in  the  lower  tax  brackets 
are  struggling.  For  them,  the  Obuchi 
government's  vision  of  a  quick  re- 
bound is  an  illusion.  Ordinary  folk 
may  be  glum,  but  they're  not  crazy. 

Tokyo  Bureau  Chief  Bremner's 
Eye  on  Japan  column  appears  at 
www.businessweek.com/today.htm 
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TELECOM  TITAN 

Hutchison,  the 
Asian  operator  of 
cellular  service 
Orange,  is  growing 
fast  in  India 


INDIA 


CLINTON  MAY  HAVE  PICKED 
THE  PERFECT  MOMENT 

His  visit  could  speed  India's  opening  to  foreign  investors 


You  can  almost  feel  the  excitement 
among  India's  business  elite.  Execs 
from  Bombay  to  Bangalore  hope 
that  President  Clinton's  arrival  on  Mar. 
20  for  a  five-day  visit  will  be  a  ribbon- 
cutting  of  sorts:  They  want  the  U.  S. 
leader  to  stir  a  new  enthusiasm  for  In- 
dia among  foreign  investors.  And  gov- 
ernment officials  and  business  folk  alike 
think  Clinton's  timing  is  perfect.  Says 
Ajay  Sondhi,  who  heads  India  opera- 
tions for  Warburg  Dillon  Read:  "For  the 
first  time,  India  is  providing  opportu- 
nities in  line  with  global  expectations." 
Well,  yes  and  no.  Any  foreign  exec 
traveling  to  India  today  is  likely  to  find 
a  decidedly  mixed  picture.  Inconsistent 
policies,  bureaucratic  bottlenecks — the 
tune  is  familiar,  and  it's  too  soon  to 
write  new  lyrics.  Indeed,  some  compa- 
nies are  leaving,  fed  up  with  a  status 
quo  they've  stopped  counting  on  to 
change.  Direct  foreign  investment  fell 
by  30%  last  year,  to  $2.1  billion.  In  an 
annual  index  compiled  by  consultants 
A.T.  Kearney  to  measure  confidence 
among  foreign  investors,  India  dropped 
from  No.  6  to  No.  11  last  year — well  be- 
hind No.  3  China. 

The  recent  departures  include  some 
surprises,  too.  Bell  Canada  Internation- 


al Inc.  and  Swisscom  ptt  both  left,  de- 
spite the  huge  promise  of  India's  tele- 
com market.  "The  reality  is  that  most 
foreign  companies  are  skeptical  about 
India,"  says  C.  Srinivasan,  country  chief 
at  A.T.  Kearney.  "The  on-the-ground 
experience  is  about  delays  and  lack  of 
transparency — the  same  old  thing." 
NEW  LIFE.  O.  K.,  but  there's  a  new  thing 
happening  in  India 
alongside  the  old.  Con- 
sider the  telecom  sec- 
tor, until  recently  a 
fragmented  industry 
where  barely  a  crea- 
ture seemed  to  stir. 
Then,  in  February,  the 
government  of  Prime 
Minister  Atal  Bihari 
Vajpayee  announced  a 
batch  of  sweeping  re- 
forms. It  has  already 
set  up  a  more  power- 
ful regulator,  restruc- 
tured tariffs,  and  dropped  onerous  li- 
censing fees;  it  may  also  permit  -100% 
foreign  investment. 

Consolidation  began  almost  immedi- 
ately. On  Mar.  1,  Birla  AT&T  Communi- 
cations, the  U.  S.  giant's  four-year-old 
joint  venture  with  Birla  Group,  merged 
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with  Tata  C$ 
lar.      The 
company   is 
pected  to  clai| 
quarter    of 
Indian  markel 
two  years, 
last  year,   H 
Kong's  Hutch   - 
Telecommunications  International  L  r 
which  runs  the  Asian  franchise  of  t- 
ange  PLC  cellular  service,  paid  $175  1 1 
lion  for  a  controlling  stake  in  De  «n» 
based  Essar  Teleholdings.  Hutch  is  i  [otor> ' 
No.  1  in  cell-phone  subscribers.  And  t  m ' 
AT&T  and  Hutch  are  trawling  for  m<  in'1  J 
HOMEWORK.  After  nine  years,  Ind  » 
liberalization  is  finally  taking  hold.  '  lit  it 
information-technology    sector   is   i>' 
mously  hot.  In  the  newly  privati  km'. 
insurance  sector,  nearly  two  dozen  :  u|>  in 
eign   players,   from  American   Int 
national  Group  Inc.  to  Germany's 
lianz,  are  braced  to  enter  when 
market  opens  by  yearend.  Estima 
investment  in  the  next  five  years:  o 
$1  billion,  which  will  create  200,000  jc  I 
Investors  are  changing,  too.  Theyf 
their  homework  more  carefully,  s{ 
Nawshir  Mirza,  a  partner  at  Ernst 
Young  in  Bombay.  This  helps  them  o\ 
come  the  hurdles  more  easily  and 
derstand  the  Indian  consumer  bettl 
Hyundai  Group,  by  offering  new  but| 
calized  models  at  affordable  prices, 
become  No.  2  after  the  local  Maruti. 
Many  foreigners  also  are  droppi 
the  trouble-prone  joint  venture  strate[ 
for  the  acquisition  route,  now  that  1C 
buyouts  are  permitted.  French  cemd 
maker  Lafarge  bought  out  Tata  St| 
Cement  for  $130  million  last  year 
now  plans  to  build  its  brand  throt 
more  acquisitions.  Foreigners  are 

concentrating  on  si 
tors — IT  and  servici 
for  instance — in  wr 
the  playing  field  is 
el.  General  Electric 
dropped  consumer 
pliances  in  India  k  tog  an 
year  and  now  focus  i.H~ 
on  services  such  as  i  nee  th 
mote  transaction-pr  infer, 
cessing  centers  and  co  year; 
sumer  finance,  where  V 
EUSUT  will  probably  becon !,  B 

the   largest  player   id . 
India  in  five  years.  U.  Is 
chipmaker  Intel  will  double  its  $250  mitl> 
lion  investment  this  year. 

The  opportunities  are  there,  as  Cli hi ir. " 
ton  will  be  shown.  But  India  has  a  wa;  )in 
to  go.  It's  still  the  bravest  foreigne:  t  > 
who  may  yet  reap  the  benefits. 

By  Manjeet  Kiipalani  in  Bombt ; 
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AT-GM:  THE  AGNELLIS 
iGE  REALITY 

t  deal  signals  a  new  era  for  Europe's  industrial  dynasties 


was  almost  like  the  dramatic  final 
t  of  a  play  but  without  the  main 
aracter.  As  the  top  brass  of  Gener- 
otors  Corp.  and  Turin-based  Fiat 
ered  in  the  Italian  company's  audi- 

1m  to  announce  their  broad  strategic 
nee,  the  key  player  who  signed  off 
I  he  deal  wasn't  even  there.  Gianni 
■311,  the  79-year-old  patriarch  of  Eu- 
s  most  powerful  industrial  dynasty, 
|  up  in  his  fourth-floor  office  suite 


other  private-sector  group  in  Europe. 
Now,  Fiat,  with  $58  billion  in  sales,  is  an 
important  diversified  company  but  by 
no  means  the  most  profitable  or  valuable 
in  Italy.  Thanks  to  an  ambitious  priva- 
tization program,  former  state  compa- 
nies like  oil  and  gas  group  eni,  elec- 
tricity utility  Enel,  and  Telecom  Italia  all 
rival  Fiat  on  the  Borsa  Italiana.  Just 
last  February,  a  two-year-old  telecom 
outfit  and  Net  startup,  Tiscali,  swept 
past  Fiat  in  market  capitalization. 


i  ng 

I 


interview 


He  would  leave  it  to  others  to  an- 
nce  the  fate  of  the  car  company  his 
idfather  and  namesake  had  founded 

years  ago. 

'he  deal  itself  may  be  just  about 
;.  But  the  significance  goes  way  be- 
d  gear  boxes,  synergies,  and  joint 
keting  of  automobiles.  For  Italy  Inc. 

the  Agnelli  dynasty  that  has  domi- 
ed  it  for  decades,  the  March  after- 
n  in  Turin  marks  the  end  of  an  era. 
)nce,  Gianni  Agnelli  ruled  mighty 
t  as  he  would  a  sovereign  state — 

Fiat  lorded  it  over  the  Italian  econ- 
T  with  a  power  unequaled  by  any 


The  deal  with  gm  also 
marks  the  transformation  of 
the  Agnellis  from  an  industri- 
al dynasty  to  wealthy  portfo- 
lio investors.  It's  a  move  that 
the  families  who  determine 
the  fate  of  players  like 
France's  Peugeot  and  Ger- 
many's BMW  will  be  watching  closely. 
The  change  in  the  Agnelli  family  is  sig- 
naled by  the  ascent  of  Gianni's  younger 
brother,  65-year-old  Umberto.  He  has 
skillfully  headed  up  the  clan's  invest- 
ments in  retailing,  tourism,  and  bank- 
ing— all  much  higher-margin  businesses 
than  cars.  Within  the  secretive  family, 


PATRIARCH 

Gianni  resisted 
pressure  for  a  full 
sale,  vowing  Fiat 
would  stay  Italian 


many  members  like  Umberto  had  long 

looked    askance    at.    the    Blow-growth 

prospects  of  cars,  while  enviously  con- 
sidering their  Swedish  counterpart  .  the 

Wallenbergs.  In  1989,  the  Wallento 
sold  50%  of  loss-making  Saab  to  Gener- 
al Motors,  off-loading  their  remaining 
interest  early  this  year. 

Some  Agnellis,  who  as  a  family  own 
80%  of  Fiat,  pushed  initially  for  a  com- 
plete sale  of  the  car  business  to 
DaimlerChrysler.  Such  a  move  would 
have  made  the  Agnellis  core  sharehold- 
ers of  the  German  colossus.  But  by  ear- 
ly this  year,  clan  members  rallied 
around  Gianni,  who  promised  that  Fiat 
would  remain  Italian  as  long  as  he  was 
alive.  "An  international  alliance  like  this 
is  something  we've  been  waiting  for 
very,  very  anxiously,"  says  one  promi- 
nent Agnelli  family  member  who  had 
originally  lobbied  for  an  outright  sale. 
"What  [Gianni]  is  saying 
is  that  this  is  the  first 
step,  and  if  anybody 
wants  to  take  another 
step,  it  won't  be  him." 
SLIPPING.  It's  not  sur- 
prising that  many  Agnel- 
lis want  out  of  Fiat  Auto, 
which  accounts  for  rough- 
ly half  of  Fiat's  sales.  The 
Fiat  empire,  anchored  in 
Italy's  old  industrial  econ- 
omy, has  been  slipping. 
Early  last  year,  Fiat  took 
the  losing  side  in  the 
$65  billion  takeover  battle 
for  Telecom  Italia.  Then 
an  ambitious  Fiat-spon- 
sored plan  to  construct  a 
vast  Italian  banking 
group  by  merging  Turin's 
San  Paolo-IMI  with  Banca 
di  Roma  fizzled.  And  Fiat 
recently  failed  to  place  its 
candidate  as  head  of  the 
Italian  employers'  federa- 
tion. Before,  candidates 
could  only  succeed  with 
a  nod  from  Turin. 

Still,  all  this  is  good 
news  for  Italy  Inc.,  which 
seems  to  have  graduated 
from  its  Turincentric  cap- 
italism. It's  good  news  for 
Fiat,  too.  The  carmaker 
needed  a  linkup  with  a 
deep-pocketed  partner  like  GM.  And  it's 
good  news  for  the  Agnellis.  There's  still 
a  fair  amount  of  entrepreneurial  spirit  in 
the  clan.  Now  that  the  Agnellis  don't 
have  to  worry  about  Fiat's  low-growth 
car  business,  expect  new  dealmaking  to 
come  out  of  Turin. 

By  John  Rossant  in  Paris 
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BRITISH  AIRWAYS  FIGHTS 
FOR  ALTITUDE 

It  ejects  its  CEO  but  may  still  be  takeover  bait 


The  only  surprising  thing  about  the 
Mar.  8  announcement  in  London 
was  the  timing:  Why  did  it  take  so 
long?  British  Airways  PLC  has  endured  a 
succession  of  pratfalls  and  earnings  dis- 
appointments since  Robert  Ayling  took 
over  as  chief  executive  officer  in  1996. 
Frustrated  by  Ayling's  abrasive  man- 
agement, the  board  has  finally  dumped 
its  pilot — even  before  it  names  anyone 
to  take  over  the  stick. 

Whoever  does  replace  the  brainy  but 
unpopular  Ayling  faces  huge  challenges. 
If  the  economics  of  the  industry  are 
turning  in  ba's  favor,  as  its  executives 
insist,  it  may  not  be  too  difficult  to  dig 
out  of  the  estimated  $400  million  loss 
the  airline  is  likely  to  report  for  the 
year  ending  Mar.  31.  But  some  rivals 
think  the  troubles  run  deep — and  that 
ba's  cost-cutting,  downsizing  strategy 
is  flawed.  Richard  Branson,  ceo  of  Vir- 
gin Atlantic  Airways  and  ba's  most  per- 
sistent critic,  says  only  BA's  dominant 
position  at  London's  Heathrow  airport 
has  saved  it:  "If  British  Airways  were 
any  other  company,  it  would  have  been 
driven  out  of  business  by  now." 
LETHAL  MARKET.  BA  has  clearly  lost  its 
leadership  position  in  both  the  Euro- 
pean and  global  markets.  Unless  it  re- 
gains high  altitude  quickly,  it  could  be 
takeover  bait  when  an  expected  easing 
of  the  regulatory  environment  makes  a 
radical  consolidation  of  the  European 
industry  easier.  Both  Air  France  and 
Lufthansa,  once  considered  also-rans, 
are  now  outperforming  BA  in  what  could 
be  a  long-term  battle  to  be  one  of  Eu- 
rope's two  or  three  surviving  major  air- 
lines. While  they  have  added  flights  and 
offered  new  routes,  BA 
under  Ayling  did  little 
to  draw  customers  and 
seemed  not  to  bother 
promoting  economy- 
class  business — as  if  its 
position  at  Heathrow 
left  passengers  with 
few  alternatives. 

To  be  fair  to  BA, 
overcapacity,  price 
wars,  and  high  fuel 
costs  have  made  the 
airline  industry  a  rot- 
ten place  to  work  of 


late,  ba's  30%  share 
price  drop  over  the 
last  year  is  not  that 
much  worse  than 
the  European  air- 
line average  of  24%. 
ba  has  suffered  par- 
ticularly from  com- 
petition on  its  U.S. 
routes,  where  it 
makes  most  of  its 
money.  And  regula- 
tors have  refused  to 
approve  an  alliance 
with  American  Air- 
lines Inc.,  saying 
the  two  carriers 
would  enjoy  a  near 
monopoly  between 
Heathrow  and  the 
U.S. 

In  response,  BA 
is  downsizing  radi- 
cally. Passenger  ca- 
pacity will  drop 
about  12%  over  the 
next  three  years. 
BA  is  replacing 
roughly  half  of  its 
330-plane  fleet  with 
smaller  models.  The  idea  is  to  chop  total 
seats  while  boosting  the  proportion  in 
business  and  first  class.  If  it  works,  BA 
will  regain  the  initiative.  "I  think  the 
corner  is  turned,  and  we  are  moving  in 
the  right  direction,"  says  Colin  Mar- 
shall, chairman  and  former  ceo,  who 
has  temporarily  replaced  Ayling.  As  to 
the  next  CEO,  Marshall  says  BA  wants  a 
team  player  to  follow  Ayling,  a  loner 
who  alienated  execs  and  the  work  force. 
BIG    MISTAKE?    There 


JUMBO  JOB:  The  plan  is  to  both  cut  and  upgrade  seats 
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are  indeed  some  hope- 
ful signs  at  BA.  Premi- 
um traffic  was  up 
11.6%  in  February 
from  the  previous  year. 
The  tough  European 
market  may  be  im- 
proving, and  .ba's  re- 
lentless cost-cutting 
will  take  out  about 
$400  million  this  year. 
While  some  analysts 
put  2001  profits  in  the 
$80      million      range, 


Chris  Tarry  of  Commerzbank  sees  B 
earning  $190  million  next  year. 

But  giving  up  market  share  could  t 
a  critical  mistake.  "The  successful  aii 
lines  at  the  moment  are  driven  by  vo 
ume,  not  price,"  says  Richard  Hannal 
airline  analyst  at  Deutsche  Bank  in  Lor 
don.  The  pacesetters  in  Europe  are  th 
upstart  and  old-line  airlines  that  ar 
adding  seats  and  cutting  prices.  If  price 
cutting  continues — and  it  seems  to  b 
the  way  of  the  world — ba's  strateg 
could  prove  a  bust.  BA  has  copied  th 
discounters  with  Go,  which  offers  bar 
gain  flights  from  outlying  Stansted  air 
port.  But  Go  has  yet  to  turn  a  profit. 

The  next  year  or  so  may  define  ba'i 
future.  While  it  still  has  many  strengths 
a  strategy  that  backfires  badly  couk 
even  undermine  the  carrier's  grip  or 
Heathrow.  British  Airways'  margin  foi 
error  is  steadily  narrowing. 

By  Stanley  Reed  in  London,  with 
Heidi  Dawley  in  London,  Carol  Mat- 
lack  in  Paris,  and  Jack  Ewing  in 
Frankfurt 


62  BUSINESS  WEEK  /  MARCH  27,  2000 


Around  the  world,  the  future  of  Visual 
chnology  looks  bright  with  ViewSonic 


Welcome  to  the  Visual  Revolution1." 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Web  telephones 
delivering  the  ultimate  communications 
experience  both  in  voice  and  across 
the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution'." 

For  more  information  visit: 
www.ViewSonic.com 


The  Visual  Technology  Company' 


*** 


ViewSonic 
ontoi 


(800|  888-8583  •  Spectalions  subiect  to  change  without  notice  •  Copyright  ©  2000,  ViewSonic  Corporation.  •  Corporate  names  and  trademarks  stated  herein  are  the  property  ot  their  respective  companies. 
•ViewSonic  ranks  as  United  States'  #1  best  selling  Hat  panel  display  and  the  leading  non-captive  monitor  brand  by  Stantord  Resources.  Inc.  (Flat  Panel  Monitrak,  03  '99  and  Monitrak  Q3  '99).  •  All  nghts  reserved. 
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your  business  on  the  Web,  on  your  own  terms,  without 

compromise.  You'll  now  have  the  power  to  develop 

new  business  models,  streamline  processes,  improve 
customer  and  partner  relationships,  and  generate  more 

profits.  Which  means  you'll  become  more  than  a  Web 
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THE  U.S.  AND  IRAN:  FIRST 

AN  IMPORT  THAW,  THEN  INVESTMENT? 

Are  20  years  of  antagonism  between  the  U. S.  and  Iran 
coming  to  an  end?  It  is  certainly  true  that  following  the 
recent  victory  by  reformers  in  parliamentary  elections, 
the  Clinton  Administration  has  sought  to  open  a  dialogue  with 
Tehran.  Clinton  has  praised  Iran  as  "one  of  the  most  won- 
derful places  in  all  of  human  history."  Now  the  Administration 
plans  to  lift  import  bans  on  some  Iranian  goods,  including  pis- 
tachios, carpets,  and  caviar.  And  in  what  could  prove  a  more 
important  move,  World  Bank  President  James  D.  Wolfen- 


sohn  says  the  agency's  board,  which  does  little 
without  U.  S.  approval,  will  consider  $230  mil- 
lion in  loans  for  Iranian  projects — the  first 
since  1994. 

The  U.  S.  isn't  just  trying  to  be  nice.  It  is  rec- 
ognizing reality.  Under  President  Mohammad 
Khatami,  Iran  is  mending  fences  with  Europe 
and  becoming  a  key  player  in  the  Gulf  region. 
No  longer  a  pariah  state,  it  is  a  country  that 
neighboring  Arab  nations  are  watching  for  clues 
to  reforming  their  own  authoritarian  systems. 
That's  true  despite  such  troubles  as  the  recent 
shooting  of  a  Khatami  aide  in  Tehran. 

The  latest  indication  of  the  change  in  Iran's 
status  has  been  Saudi  Arabia's  approach  to  the 
oil-supply  crunch.  Instead  of  giving  in  to  U.  S. 
pressure  and  agreeing  to  a  production  increase, 
the  Saudis  have  insisted  on  forging  a  consensus  " 
with  the  Iranians.  That  has  left  the  U.  S.  in  the  uncomfortable 
position  of  relying  on  a  deal  with  Iran  to  ease  high  oil  prices. 
With  sanctions  on  most  forms  of  trade  with  Iran  and  Ameri- 
can investment  in  the  Islamic  republic  banned,  the  U.  S.  has 
little  leverage  over  Iran.  In  fact,  by  banning  American  oil  com- 
panies from  working  in  Iran,  the  U.  S.  has  been  trying  to  curb 
Iranian  oil  production.  That  has  contributed  to  the  current 
market  tightness. 

Whether  the  entry  of  rugs  and  pistachios  to  the  U.  S.  and 
help  from  the  World  Bank  are  the  quid  pro  quo  for  Iran's  co- 


CAVIAR:  Some  bans  will  end 


operation  remains  to  be  seen.  What  seems  likely  is  that  t 
will  be  a  gradual  thaw  between  Washington  and  Tehran, 
economic  matters  playing  a  key  role.  Although  high  oil  pri| 
will  give  Iran  a  respite,  the  country's  struggling  econo 
badly  needs  additional  capital  and  knowhow.  And  U.  S.  busi 
is  attracted  to  Iran's  market  of  70  million  consumers,  as  we] 
its  oil  and  gas  reserves,  which  are  among  the  world's  larg< 
There  have  already  been  private  sales  of  corn,  and  Iran  co 
become  a  major  importer  of  U.  S.  wheat. 

The  biggest  deals  are  likely  to  be  in 
With  their  existing  fields  aging,  the  Irani* 
are  increasingly  seeking  foreign  investm* 
to  boost  their  production.  France's  TotalFi 
has  two  projects  under  way  in  Iran,  and  R( 
al  Dutch  Shell  recently  signed  an  $800  n 
lion  deal.  Most  other  European  oil  compani 
have  representatives  in  Tehran. 
OIL  RUB.  It's  hard  to  see  how  Washington 
be  able  to  keep  U.  S.  companies  out  of  Iran 
much  longer.  For  political  reasons,  U.S. 
companies  cannot  invest  in  the  world's  n 
promising  oil  regions,  including  Iran,  Iraq, 
Libya.  This  threatens  to  damage  the  U.  S 
dustry,  and  American  executives  are  seet 
The  Iranians  say  they  would  welcome  U 
investment  in  the  oil  sector  because  it  wo 
make  bidding  on  projects  more  competiti 
Don't  expect  a  huge  breakthrough  before  the  U.S.  Pre 
dential  election.  The  Administration  probably  wants  to  avo: 
having  Iran  become  an  issue  that  could  hurt  Vice-President 
Gore.  The  Iranians,  too,  have  their  bugaboos  about  dealing  wi 
the  U.  S.  But  the  lame-duck  period  between  the  election  a: 
the  inauguration  of  the  new  President  could  provide  a  windo 
notes  Vahan  Zanoyan,  president  of  Petroleum  Finance  Co., 
Washington-based  consultant.  Both  sides  have  a  growing 
terest  in  ending  the  20-year  deep  freeze. 

By  Stanley  Reed  in  Londo 


GLOBAL  WRAPUP 


MEXICO'S  CORPORATE  WINDFALL 

►The  decision  by  two  ratings  agencies 
to  upgrade  Mexico's  creditworthiness 
is  already  paying  off  for  corporate 
borrowers,  who  are  finding  strong  in- 
vestor appetite  and  lower  interest 
rates.  Moody's  Investors  Service  in 
early  March  moved  Mexico  up  to  in- 
vestment grade,  citing  its  strong  eco- 
nomic growth  and  reduced  political 
risk.  Standard  &  Poor's  on  Mar.  13  up- 
graded Mexico's  credit  rating  to  one 
notch  below  investment  grade. 
That  is  cutting  borrowing  costs  for 


Mexican  companies.  On  Mar.  10,  Max- 
com  Telecomunicaciones  issued  $275 
million  in  seven-year  high-yield  bonds 
at  13%%  interest.  That's  about  30  to  60 
basis  points  below  recent  market 
prices  in  Mexico.  Demand  for  the  pa- 
per was  fourfold  the  required  amount. 
Electronics  retailer  Grupo  Elektra  plans 
a  $250  million,  eight-year  bond  issue. 

CREDITORS  WIN  IN  THAILAND 

►A  landmark  ruling  has  scored  a  vic- 
tory for  creditors  battling  bankrupt 
Thai  companies.  Thailand's  nine- 
month-old  bankruptcy  court  declared 


the  most  recalcitrant  debtor,  Thai 
Petrochemical  Industry,  insolvent  on 
Mar.  15,  paving  the  way  for  a  possible 
takeover  by  creditors.  TPI,  with  $3.5 
billion  owed  to  almost  150  creditors, 
had  failed  to  make  any  interest  or 
principal  payments  for  two  years. 

If  TPI  had  won  its  case — based  on  a 
Thai  translation  of  the  law  that  dif- 
fered from  the  English  version — other 
Thai  companies  could  have  refused  to 
pay  debts,  ceo  Prachai  Leophairatana 
had  ranted  about  Westerners  conspir- 
ing to  take  over  Thai  assets  and  urged 
a  ruling  on  nationalist  grounds. 
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Sports  Business 


COMMENTARY 


By  Petti  Fong 


CANADA:  PENNY-WISE,  FRANCHISE-FOOLISH 


For  a  country  that  teach- 
es its  toddlers  to  play 
hockey  on  backyard 
ice  patches,  Canada  still 
seems  somewhat  naive  about 
the  price  it  must  pay  to  keep  its 
beloved  NHL  teams  at  home. 

Canadians  want  their  professional 
hockey,  but  they  want  to  be  practical 
about  their  passion.  They'll  stomach 
higher  ticket  prices,  but  they  won't 
approve  government  subsidies.  And 
maybe  that's  the  right  reaction  to 
what  some  see  as  sports  extortion — 


up  the  difference  between  what  they 
would  have  to  pay  in  the  U.S.  and 
what  they  must  pay  under  the  high- 
er tax  rates  in  Canada.  To  make 
matters  worse,  while  Canadian  teams 
generate  revenue  in  Canadian  dol- 
lars, player  salaries,  their  biggest  ex- 
pense, are  paid  in  U.S.  dollars. 

With  so  much  pressure  on  their 
cost  structure,  four  of  the  six  re- 
maining Canadian  NHL  teams — Ed- 
monton, Calgary,  Vancouver,  and  Ot- 
tawa— face  constant  economic  crises. 
Only  Montreal  and  Toronto,  original 


extracting  juicy  tax  breaks  from  mu- 
nicipalities eager  to  land  a  big-league 
franchise. 

Caught  in  the  middle,  though,  are 
the  six  Canadian  teams  of  the  Na- 
tional Hockey  League,  which  must 
struggle  to  compete  against  stronger 
and  richer  American  rivals.  While 
many  U.  S.  teams  play  in  arenas  that 
are  at  least  partially  subsidized  by 
local  taxpayers,  Canadian  owners 
have  to  dig  into  their  own  pockets  to 
build  new  facilities.  The  Montreal 
Canadiens  and  Vancouver  Canucks 
each  fork  over  more  in  taxes  than  all 
of  the  American  teams  combined. 

In  addition,  players,  who  can  end 
up  losing  almost  50%  of  their  income 
to  taxes,  are  getting  owners  to  make 


NHL  members,  have  not  been  at  least 
entertaining  the  temptation  to  pack 
up  and  move  south  to  U.  S.  cities  like 
Portland  and  Las  Vegas  that  are  ea- 
ger for  a  hockey  club. 

A  recent  federal  overture  to  help 
pro  hockey  stay  in-country  was,  by 
all  measures,  a  sensible  response  to  a 
seemingly  intractable  problem.  Ot- 
tawa was  prepared  to  contribute  up 
to  25%  of  the  combined  total  of  all 
municipal,  provincial,  and  NHL  subsi- 
dies to  each  team.  That  would  have 
meant  about  $2  million  to  $4  million 
annually  per  club,  on  top  of  the  more 
than  $42  million  in  Canadian  dollars 
that  the  league  has  kicked  in  for  cur- 
rency equalization  since  1995 — a  sub- 
sidy that  has  no  guarantees  past 


2002.  "It  is  a  temporary,  modest 
package  to  try  to  get  some  time  for 
Canadian  teams  to  continue  in  the 
NHL,"  Industry  Minister  John  Manle 
said  of  the  federal  proposal. 

Yet  at  the  thought  of  tax  monies 
being  forked  over  to  keep  unprofitabl 
hockey  ventures  wheezing  along,  the 
public  cleared  the  benches,  dropped 
its  gloves,  and  beat  the  plan  to  death. 
Just  72  hours  after  his  announcement, 
Manley  played  coroner  to  his  own  of- 
fer: "This  proposal  is  dead,"  he  said. 
The  flap  did  have  one  positive  side 
effect.  After  the  public  backlash 
against  the  bailout,  the  Ottawa 
Senators,  projected  to  lose  $7 
million  to  $10  million  this  year 
alone,  challenged  the  local  com- 
munity to  accept  higher  ticket 
prices  and  help  save  the  team. 
It  worked.  The  club  triumphant- 
ly announced  late  in  February 
that  it  would  be  staying  put  af- 
ter 87.3%  of  current  season-tick- 
et holders  renewed  for  the  next 
year  at  higher  prices  and  1,500 
new  season  tickets  were  sold  in 
a  19-day  campaign. 
AWFUL  TRUTH.  Prices  and  pride 
in  having  a  hometown  team  have 
limits,  however.  And  the  irrec- 
oncilable public  mandates  to  save 
pro  hockey  in  Canada  and  to 
deny  financial  support  have  left 
teams  with  little  room  to  maneu- 
ver. If  Canada  really  wants  to 
prevent  more  clubs  from  migrat- 
ing to  receptive  cities  in  the 
U.S.,  it  needs  to  acknowledge  that  it 
is  part  of  a  system — however  flawed — 
in  which  municipalities  go  to  extraor- 
dinary lengths  to  lure  and  keep  major- 
league  franchises. 

Certainly,  opting  out  of  that  sys- 
tem sends  a  pointed  message.  But 
it's  one  that  is  no  doubt  being  re- 
ceived with  glee  by  U.  S.  cities  hun- 
gry for  hockey.  The  awful  truth 
these  days  is  that  taxpayers  can 
holler  and  pundits  can  carp  about  the 
lunacy  of  giving  away  the  public 
store  to  bag  a  team,  but  at  the  end 
of  the  day,  O  Canada,  you  gotta  pay 
if  you  want  to  play. 

Vancouver-based  Fong  writes  about 
Canadian  business. 
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Economics 


COMMENTARY 


By  Christopher  Farrell 


1970s-STYLE  INFLATION?  NOT  THIS  DECADE 


The  specter  of  the  1970s  is  once 
again  haunting  the  financial  mar- 
kets. With  the  economy  running 
at  about  a  6%  pace  over  the  past 
nine  months  and  oil  prices  tripling  in 
about  a  year's  time,  many  economists 
are  convinced  the  economy  is  headed 
for  a  repeat  of  '70s-style  inflation. 
That  unhappy  decade  still  wields  a 
huge  influence  over  macroeconomic 
policy  and  investor  expectations. 

Too  bad,  because  the  stagflation  of 
the  1970s  was  unique  and  the  lessons 
from  it  are  limited.  From  the  end  of 
the  Civil  War  to  the  coming  of  the 
Vietnam  War,  inflation  in  the  U.S. 
averaged  less  than  3%  during  peace 
time.  Says  James  W  Paulsen,  chief 
investment  strategist  at  Wells  Capital 
Management:  "In  the  perspective  of 
the  last  30  years,  the  1970s  receives 
a  huge  weight,  but  over  the  past  200 
years,  the  experience  of  the  1970s 
looks  like  the  outlier."  Adds  Bradford 
DeLong,  economics  professor  at  the 
University  of  California  at  Berkeley: 
"It  is  the  inflation  of  the  1970s  that  is 
the  significant  exception." 
OVERSTIMULATION.  An  unusual  con- 
fluence of  factors  stoked  inflation  in 
the  1970s.  President  Lyndon  Johnson 
overstimulated  demand  in  the  1960s 
by  simultaneously  pursuing  the  Viet- 
nam War  and  the  Great  Society.  That 
mistake  was  compounded  in  the 
1970s  by  Federal  Reserve  Board 
Chairman  Arthur  F.  Bums's  ex- 
tremely lax  monetary  policy  and  the 
oil  crisis  engineered  by  OPEC.  In  that 
decade,  inflation  seemed  unstoppable. 
Remember  President  Nixon's  futile 
stab  at  wage  and  price  controls  and 
President  Ford's  Whip  Inflation  Now 
button? 


OLD  WORRIES 

Inflation  gave  Ford 
fits,  but  these  days 
lower  prices  and 
strong  growth  go 
hand  in  hand 


The  1970s  Were 
the  Exception 
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Today,  in  con- 
trast, government 
spending  is  remark- 
ably restrained,  and 
the  Alan  Greenspan 
Fed  has  steadfastly 
combated  inflation 
pressures.  Yes,  oil 
prices  are  up,  but 

the  economic  impact  has  been  mini- 
mal and  most  oil  traders  expect 
prices  to  fall  in  coming  months. 

Most  important,  a  long  view  of  the 
U.S.  economy  throws  doubt  on  any 
simple  trade-off  between  growth  and 
inflation.  The  economy  grew  at  more 
than  a  4%  average  annual  rate  during 
the  19th  century,  yet  deflation — not 
inflation — was  the  big  fear.  "Some  of 
the  fastest  economic  growth  in  U.  S. 
history  occurred  in  the  late  19th  cen- 
tury, and  prices 
were  coming 
down,"  says 
Richard  Sylla, 
economic  histori- 
an at  New  York 
University. 
Arthur  J.  Rol- 
nick,  head  of  re- 
search at  the 
Federal  Reserve 
Bank  of  Min- 
neapolis, agrees: 
"It  is  in  the 


textbooks,  but  it  is  not  in  the 
data,  that  faster  economic 
growth  leads  to  inflation." 
It  was  in  the  1960s  that 
mainstream  economists  devel 
oped  the  notion  of  the  Non 
Accelerating-Inflation  Rate  ol 
Unemployment.  NAIRU  is  said 
to  be  the  rate  of  unemploy- 
ment consistent  with  stable 
prices.  In  the  early  '90s,  most 
economists  calculated  that 
nairu  hovered  around  6% — 
any  rate  lower  than  that  and 
inflation  would  take  off.  Yet 
the  unemployment  rate  has 
fallen  from  6%  in  1994  to  4% 
now,  and  inflation  has  come 
down.  There  may  be  some 
point  at  which  unemployment 
gets  so  low  that  inflation 
jumps,  but  the  connection  is 
so  tenuous  that  it's  not  useful 
for  making  economic  policy. 
TRAINING  AND  GEAR.  Lower 
inflation  and  stronger  growth 
go  hand  in  hand.  Without  the 
distortion  of  inflation,  in- 
vestors can  see  supply  and 
demand  more  clearly  and  de- 
cide how  to  shift  their  money 
from  stagnant  sectors  of  the 
economy  to  more  promising  areas. 
Meanwhile,  the  lure  of  higher  rev- 
enues in  a  strong  economy  drives 
management  to  become  more  com- 
petitive by  breaking  down  bureau- 
cratic barriers,  investing  in  high-tech 
gear,  and  boosting  worker  training. 
All  those  things  lower  inflation. 

You  can  see  it  in  the  productivity 
numbers.  For  instance,  productivity 
rose  at  a  3%  annual  rate  last  year, 
better  than  the  2.2%  average  pace  of 
the  current  expansion  and  well  above 
the  1.7%  rate  of  the  1970s  business 
cycle  upturn. 

Fast  growth  is  a  force  for  stable 
prices  in  today's  economy.  This  isn't 
the  1970s. 

Farrell  is  a  contnbutiyig  econom- 
ics editor. 


BusinessWeek  ONLINE* 


See  Christopher  Farrell's  Sound  Money  column 
at  www.businessweek.com/today.htm 
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DOWN  AND  OUT 
IN  SILICON  VALLEY 

Plenty  are  left  behind  by  the  greatest  wealth  machine  in  history 


Don't  talk  to  Fawnda  Stewart  about 
the  economic  miracle  of  Silicon 
Valley.  The  24-year-old  high-school 
graduate  moved  to  the  fabled  Val- 
ley in  early  1999  from  her  native  Belling- 
ham,  Wash.,  after  her  marriage  of  three 
years  ended  in  divorce.  She  had  heard 
that  jobs  were  plentiful,  and  sure  enough, 
Stewart  found  work  packing  software 
for  Oracle  Corp.,  whose  runaway  suc- 
cess landed  it  in  the  business  week  50 
this  year  (page  123).  Although  she  was 
actually  employed  by  a  temp  agency  that 
fills  30  of  the  40-odd  positions  in  Ora- 
cle's Belmont  (Calif.)  facility,  the  $8.50-an- 
hour  pay  was  nearly  25%  more  than 


Stewart  earned  as  a  nursing  assistant 
back  home. 

But  Stewart  quickly  discovered  that 
the  promised  land  of  sunshine  and  untold 
wealth  was  a  dead-end  trap  for  blue-col- 
lar workers  like  her.  Her  $l,400-a-month 
salary  wasn't  enough  to  pay  for  even  a 
studio  apartment,  which  starts  at  $800  a 
month,  and  still  cover  food  and  day  care 
for  her  son,  Justyn,  3.  And  as  a  contract 
worker,  Stewart  had  little  chance  to 
move  up  at  Oracle  or  get  in  on  its  em- 
ployee stock-purchase  plan.  (Oracle's 
stock  has  soared  eightfold  since  Stew- 
art started  there  a  year  ago.) 

For  months,  Stewart  and  her  son  lived 


like  virtual  prisoners  in  paradise.  Firs! 
they  crashed  with  Oracle  co-worker| 
then  stayed  in  hotels.  Finally,  last  si; 
mer,  they  moved  into  a  homeless  shelte 
in  nearby  Menlo  Park.  When  her  allotte 
time  there  ran  out  in  December,  Stewa 
shipped  out  to  another  shelter  in  Rec 
wood  City.  Justyn  spent  his  days  at  dal 
care  while  Fawnda  worked.  They  at| 
food  donated  by  the  shelter,  rarely  leav 
ing  their  bare-bones  room  to  save  $200 
week.  Determined  to  escape,  Stewar 
calculated  how  much  she  needed  tJ 
save  to  rent  a  U-Haul  and  make  the  trill 
back  to  Bellingham.  By  early  Februar 
she  had  scraped  enough  together  and 
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left.  "There's  no  way  I  can  make  it  here," 
Stewart  said  before  she  departed.  "I  can't 
keep  my  head  above  water." 

Stewart's  story  is  the  sobering  side 
of  one  of  the  greatest  economic  success 
stories  the  world  has  ever  known.  Silicon 
Valley,  the  heart  of  the  high-tech  miracle 
that  has  transformed  the  U.S.  economy, 
has  probably  created  more  wealth  in  a 
shorter  time  period  than  virtually  any 
other  place  in  history.  For  many  resi- 
dents, it  has  been  a  bonanza,  turning 
thousands  of  ordinary  people  into  mil- 


worse  for  the  less  fortunate.  With  so 
much  money  sloshing  around,  living  costs 
in  Santa  Clara  are  some  40%  higher  than 
in  the  rest  of  the  country,  according  to 
Economic  Research  Institute,  a  Redmond 
(Wash.)  firm  that  does  corporate  reloca- 
tion surveys.  So  the  purchasing  power  of 
poor  families  has  plunged  in  the  midst  of 
unrivaled  prosperity.  Last  year,  San 
Jose's  soup  kitchen  served  83,000  peo- 
ple a  month,  a  27%  jump  from  1998. 
Much  of  the  burden  is  borne  by  minori- 
ties, who  became  a  majority  of  Valley 


families  squeezed  out  onto  the  sti 
even  though  they  hold  jobs.  Often,  p< 
live  crammed  together,  five  and 
adults  or  more  in  an  apartment,  ju 
pay  the  rent.  Many  middle-class  f 
lies,  too,  are  struggling  to  keep  up. 
29%  of  Valley  families  can  afford  the 
dian  home,  now  priced  at  an  eye 
ping  $421,000. 

You  might  say  Silicon  Valley  is  c 
ing  on  its  own  success.  Rather  th: 
stampede  of  wealth-seekers  anxiou 
get  in  on  the  latest  Gold  Rush,  th] 


SILICON  VALLEY  HAS 
FABULOUS  WEALTH... 

Out  of  Santa  Clara  County's 
600,000-odd  households 
there  are: 

►  13  billionaires  worth  a 
combined  $45  billion 

►  Several  hundred  worth  $25 
million  or  more  each 

►  17,000  worth  more  than 
$1  million  each,  excluding 
the  value  of  their  homes 

DATA:  SAN  JOSE  MERCURY-NEWS.  CLARITAS  INC. 
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lionaires  and  lifting  average  incomes 
faster  than  in  any  other  major  urban 
area  in  the  U.S. 

FALLING  BOTTOM.  But  El  Dorado  looks  a 
lot  less  golden  to  families  on  the  bot- 
tom. Average  incomes  for  the  lowest  fifth 
of  Valley  households  fell  during  most  of 
the  1990s  and  are  just  getting  back  to 
1992  levels,  according  to  a  January  report 
by  Joint  Venture:  Silicon  Valley  Net- 
work, a  group  of  local  business  and  com- 
munity leaders  co-chaired  by  the  Mayor 
of  San  Jose,  Ron  Gonzales,  and  former 
Hewlett-Packard  Co.  Chairman  Lewis 
E.  Piatt. 

Average  wages  for  low-end 
Valley  workers  have  done 
even  worse:  They're  10%  low- 
er today  than  a  decade  ago. 
A  key  reason:  high  tech's 
heavy  reliance  on  outsourc- 
ing and  subcontracting.  It's  a 
model  that  helps  higher- 
skilled  techies  thrive,  able  as 
they  are  to  hop  from  one  em- 
ployer to  another,  jacking  up 
their  pay  with  every  move. 
But  for  the  less  skilled,  out- 
sourcing only  serves  to  hold 
wages  down. 

In  fact,  the  Valley's  foun- 
tain of  riches  has  made  life 


residents  in  1999.  The  growing  nonwhite 
population,  largely  Mexican  immigrants, 
are  the  most  cut  off  from  the  high-skilled 
job  market.  "The  high-tech  people  are 
driving  up  prices  for  the  rest  of  us," 
complains  Rachel  Rivera,  who  with  her 
husband,  a  laborer,  raised  their  five 
children  in  Mayfair,  San  Jose's  Hispanic 
barrio. 

Costs  have  exploded  the  most  in  home 
prices,  up  by  a  staggering  65%  in  the 
past  five  years — more  than  three  times 
faster  than  the  national  average.  Home- 
less shelters  have  long  waiting  lists  of 


...AND  SOARING 
FAMILY  INCOMES... 

MEDIAN  FAMILY  INCOME 


...BUT  POOR  FAMILIES 
ARE  LEFT  BEHIND 

HOUSEHOLD  INCOME  OF 
SANTA  CLARA  COUNTY  RESIDENTS 


TOP  FIFTH  OF 
HOUSEHOLDS 


BOTTOM  FIFTH 
OF  HOUSEHOLDS 


'95         '96         "97  '98         ,( 

▲  THOUSANDS  OF  DOLLARS  E 

DATA:  HOUSING  &  URBAN  DEVELOPMENT  DEPT. 


'92  '94  '96  '98 

▲  THOUSANDS  OF  DOLLARS 

DATA:  JOINT  VENTURE:  SILICON  VALLEY  NETWORK 


was  an  outflow  from  Santa  Clara  Cour 
last  year:  13,000  more  people  left  th 
moved  in  from  elsewhere  in  the  U 
according  to  the  California  Finance  De] 
Companies  are  starting  to  worry  th 
their  expansion  plans  are  being  crimp< 
by  a  lack  of  available  workers.  Mo 
than  a  third  of  local  high-tech  jobs  go  u 
filled,  according  to  a  Joint  Venture  stj 
vey  of  employers.  It  and  other  businel 
groups  are  so  concerned  that  they  ha> 
funded  extensive  studies  of  long-ter 
housing  and  transportation  needs.  1 
1996,  business  groups  backed  a  hefty  I 
county  sales  tax  to  raise  $1 
billion  for  a  light-rail  syster 
"These  are  the  biggest  cha 
lenges  for  executives  here  i 
terms  of  the  Valley's  lon| 
term  economic  health,"  say 
Carl  Guardino,  president  ( 
the  Silicon  Valley  Manufac 
turing  Group,  whose  mem 
bers    include    Intel    Corp 
Cisco  Systems  Inc.,  and  mos 
of  the  Valley's  large  high-ted 
firms. 

It  may  even  be  that  thi 
Valley  is  running  into  struc 
tural  roadblocks  that  wil 
prompt  companies  to  expanc 
elsewhere,  slowing  the  re- 
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gion's  heady  growth. 
"E -commerce  still  needs 
a  lot  of  customer  ser- 
vice agents  and  fulfill- 
ment people  who  can't 
support  the  outrageous 
cost  of  living,"  says 
Christian  Larsen,  ceo  of 
E-Loan  Inc.  "You'll  have 
an  exodus  of  these  peo- 
ple, which  is  dangerous 
for  companies."  In  Oc- 
tober, 1998,  Larsen 
moved  his  320-employ- 
ee  company  from  Palo 
Alto  to  Dublin,  28  miles 
away  across  the  San 
Francisco  Bay,  because  his  employees 
couldn't  afford  the  Valley. 

No  question,  the  high-tech  explosion 
has  made  a  lot  of  people  very  rich.  Con- 
sider this:  Santa  Clara  County  has  at 
least  13  billionaires  worth  a  combined 
$45  billion,  plus  several  hundred  more 
families  worth  at  least  $25  million,  ac- 
cording to  a  1999  study  by  Tlie  San  Jose 
Mercury  News.  An  amazing  17,000 
households  have  liquid  assets  of  $1  mil- 


beat  inflation,  posting  a 
29%  gain  since  the  1992 
recession,  according  to 
a  Joint  Venture  analy- 
sis. Meanwhile,  the  bot- 
tom fifth  saw  their  in- 
comes lag  consumer 
prices  through  most  of 
the  1990s.  Despite  a 
7.6%  real  gain  between 
1996  and  1998  (the  last 
year  available),  these 
families  are  still  earning 
nearly  $1,000  a  year 
less,  when  adjusted, 
than  in  1992. 

Of  course,  low-skilled 
Valley  workers  have  been  pummeled  by 
the  same  forces  affecting  low-end  work- 
ers across  the  country:  The  New  Econo- 
my rewards  skill  and  education.  Valley 
software  workers  average  $96,000  a  year, 
and  those  in  the  semiconductor  industry 
get  $86,000,  according  to  Joint  Venture. 
By  contrast,  workers  in  retailing,  hotels, 
restaurants,  and  similar  services — the 
sectors  with  the  most  employees  in  the 
Valley — average  $23,000  a  year.  "We're  a 
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lion  or  more,  excluding  the  value  of  their 
homes,  according  to  market  researcher 
Claritas  Inc.  Since  1990,  average  family 
incomes  in  the  Valley  have  soared  by 
more  than  50%,  to  nearly  $83,000  a  year 
in  1999,  without  adjusting  for  inflation — 
vs.  36%  for  all  U.S.  families,  which  aver- 
age just  $47,800  today. 

But  when  you  look  at  how  the  wealth 
has  been  distributed,  a  rich-poor  gulf 
emerges  that  is  much  wider  than  in  the 
country  as  a  whole.  The  incomes  of  the 
top  fifth  of  Valley  households  handily 


high-productivity  economy,  which  puts  a 
premium  on  talent,"  says  Joint  Venture 
President  Rueben  Barrales.  "If  you're 
not  part  of  that,  you're  left  out." 

The  more  troubling  factor  is  high 
tech's  growing  reliance  on  outsourced  la- 
bor. High-tech  companies  were  among 
the  first  in  the  country  to  adopt  the  idea 
of  "core  competencies,"  focusing  on  the 
products  or  services  they  know  best 
while  subcontracting  other  work  to  out- 
side companies  as  much  as  possible.  This 
gives  high-tech  firms  maximum  flexibility 


in  a  fast-moving  industry.  It  also  ere 
a  highly  contingent  workforce.  P 
timers,  temps,  contract  workers,  and 
self-employed  have  jumped  from  19* 
Santa  Clara's  workforce  in  the  1980i 
42%  today,  according  to  Working  P 
nerships  USA,  a  union-affiliated  gr 
that  helps  such  workers.  By  contr 
the  share  of  contingent  workers  in 
U.S.  as  a  whole  has  climbed  from  279i 
33%  over  this  period. 
OMINOUS  LESSON.  These  loose  emp 
ment  ties  work  to  the  advantage 
many  high-tech  employees,  whose  a 
are  in  hot  demand.  But  contingency 
undercut  the  already  weak  bargai: 
power  of  less-skilled  workers,  says  Di 
Henton,  the  president  of  Collaborat 
Economics,  a  Valley  consulting  firm  t 
provided  the  analysis  for  Joint  Vent 
January  report.  After  a  decade  of  st 
nation,  low-skilled  Valley  workers'  wai 
finally  beat  inflation  in  1998,  but  by  j 
2.8% — at   a   time   when   bottom-th 
workers  across  the  U.  S.  had  scored  1 
real  gains.  By  1998,  bottom-third 
ley  workers  earned  only  $10.54  an  ho 
11%  less  than  in  1989. 

There's  an  omin 
lesson  here  for  C 
porate         Ameri 
much  of  which  h 
moved    to    embra- 
contingent  staffing, 
recent  years,  the 
feet    on    low-skill 
workers  has  been  o 
set  by  the  lowest 
employment  rates 
a  generation.  But 
contingency  grows 
Silicon  Valley  level 
less-skilled  employe- 
in  the  U.  S.  may 
the      tide      turnin 
against  them  agai 
And  because  the  si 
gap  in  high-tech  is  si 
vast,  they're  likely  tl 
benefit  less  from  th 
upward  mobility  th 
allows     many     lo 
skilled    workers 
achieve  middle-class  status  in  the  U. 
"Silicon  Valley  companies  realize  tha 
our  economy  is  shaped  like  an  egg  timer 
with  people  at  the  very  top  making  i 
whole  lot  of  money  and  then  people  ai 
the  low  end,"  says  Barbara  Beck,  senioi 
vice-president  of  human  resources  at  Cis- 
co. "We're  working  with  community  col- 
leges to  help  disadvantaged  kids  get  the 
education  they  need  for  better  jobs.  Bu 
Cisco  can't  solve  all  the  world's  ills." 
Low-skilled  workers  are  so  lacking 
bargaining  clout  that  even  in  Silicon  Val 
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Imagine  a  world  where  every  price  is  set  by  the  marketpla 


Dynamic  commerce  is  more  than  just  online  auctions. 


It's  a  phenomenon  that's  changing  the  way  everything  is  bought  and  sold. 
As  the  leader  in  auction  software  and  services,  OpenSite  is  your  gateway  to 
dynamic  commerce.  By  engaging  your  buyers  and  sellers  in  the  pricing  process, 
we  help  your  business  attract  and  retain  customers.  Move  and  manage  inventory 
with  unprecedented  efficiency.  Even  build  brand  equity.  It's  no  wonder  leading 
corporations  are  relying  on  us  to  take'  them  beyond  e-commerce  to  dynamic 
commerce.  Stop  imagining  the  possibilities.  Talk  to  the  leader  who  can  help  you 
profit  from  them.  OpenSite.  Where  dynamic  commerce  begins. 

To  get  your  FREE  dynamic  commerce  white  paper,  visit  us  at  http://welcome.opensite.com/132 
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Where  Dynamic  Commerce  Begins' 


A  new  way  of  thinking  about  life  scienc 
From  life  expectancy  to  greater  expectati\ 


People  are  living  longer,  thanks  to  medical 
advances  in  nutrition,  hygiene  and  better  working  environments.  But  longer  life  expectancy  creates  new  challenges 
closely  related  to  aging  are  increasing.  That's  why  one  focus  of  our  research  is  on  the  development  of  medicines  against  a 
diseases.  As  one  of  the  world's  leading  life  sciences  companies,  our  goal  is  to  help  people  stay  healthy.  Because  we  be 
important  for  people  to  have  not  only  a  longer  life  but  a  better  life. 
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Social  Issues 


ley,  some  get  pushed  into  illegal  piece- 
work and  homework.  Because  high-tech 
companies  outsource  so  extensively,  many 
factory  workers  are  several  steps  re- 
moved from  the  household-name  corpo- 
ration that  sells  the  product  they  make. 
High-tech  companies  often  turn  over 
their  factory  work  to  companies  such  as 
Milpitas  (Calif.)-based  Solectron  Corp.,  a 
contract  electronics  manufacturer.  It  has 
grown  to  an  $8.4  bil- 
lion company  with 
45,000  workers — in- 
cluding 6,700  in  Sili- 
con Valley — since  its 
founding'  in  1977. 
Like  many  contract 
manufacturers,  up  to 
15%  of  Solectron's 
workers  are  temps. 
Hundreds  of  smaller 
contract  factories  do 
the  work  as  well,  of- 
ten subcontracting 
again  to  even  smaller 
outfits. 

Last  fall,  the  Cali- 
fornia Labor  Com- 
missioner fined  three 
Valley  electronics 
subcontractors  a  total 
of  $185,000  for  not 
paying  overtime  to 
workers  who  did 
piecework  or  home- 
work. The  fines  were  the  first  results  of 
a  larger  investigation  the  commissioner 
launched  after  a  San  Jose  Mercury  News 
story  last  summer  documenting  wide- 
spread homework — often  at  $4  or  $5  an 
hour — at  14  electronics  contractors,  from 
small  companies  to  Solectron.  They  build 
parts  for  high-tech  firms  such  as 
Hewlett-Packard,  Sun  Microsystems,  and 
Cisco.  (The  commissioner  found  no  vio- 
lations by  Solectron.) 

Kamsan  Mao  has  done  his  share  of 
homework.  In  1992,  the  Cambodian  im- 
migrant was  hired  to  do 
electronics  assembly 
work  at  home  by  San 
Jose-based  Top  Line 
Electronics  Corp.  Top 
Line  manufactures  and 
repairs  computers  and 
computer  parts  for  Lite- 
On  Inc.,  which  does  the 
same  thing  for  major 
companies  such  as  Com- 
paq Computer  Corp. 
Kamsan  would  go  to 
Top  Line's  factory,  pick 
up  computer  parts,  and 
take  them  home  to  as- 
semble or  repair.  He 
stopped  the  homework 


when  Top  Line  hired  him  to  work  in  its 
factory  in  1992.  But  in  1994,  his  boss 
asked  him  to  start  taking  work  home 
again  to  meet  delivery  deadlines. 

To  keep  his  job,  he  agreed,  even 
though  he  earned  less  than  $5  an  hour 
on  homework.  Kamsan,  32,  is  single  and 
rents  a  small  room  in  San  Jose  with 
friends.  One  room  is  all  he  could  afford 
on  the  $11.20  an  hour  he  earned  in  the 


NflTiHT 


factory  by  the  time  he  was  laid  off  in 
1998 — a  month  after  he  decided  to  stop 
doing  homework.  In  December,  Kamsan, 
helped  by  Equal  Rights  Advocates,  a 
San  Francisco  advocacy  group,  filed  a 
lawsuit  against  Top  Line  and  Lite-On, 
alleging  that  they  broke  labor  laws  by 
paying  him  below  the  minimum  wage. 
"Many  times  I  wanted  to  stop  doing  the 
homework,  but  I  felt  I  couldn't  or  I 
would  disappoint  my  bosses,"  says  Kam- 
san, who's  now  working  at  a  similar  elec- 
tronics subcontractor.  Top  Line  declined 
comment.  A  Lite-On 
lawyer  says  the  compa- 
ny had  nothing  to  do 
Kamsan's  employment 
conditions. 

HOUSING  SQUEEZE.  It's 
not  just  vulnerable  im- 
migrants who  are  strug- 
gling contingent  work- 
ers. Eileen  Wodjuda,  a 
San  Jose  native,  got  a 
marketing  job  with  a 
Valley  firm  in  the  1980s 
after  graduating  from 
San  Diego  State  Uni- 
versity. But  she  was 
laid  off  in  the  1992  re- 
cession  and   has   been 


trapped  ever  since  in  an  endless  cycl 
secretarial  jobs.  Wodjuda  earns  enq 
to  sustain  a  middle-class  lifestyle, 
her  income  is  erratic.  Wodjuda  eaj 
$44,000  in  1998  at  a  biotech  firm  be 
sliding  to  $41,000  in  her  next  positiol 
a  research  company.  "Here  I  am  wi| 
B.S.  from  a  good  college,  and  I 
even  keep  a  job  as  an  administrative 
sistant,"  fumes  Wodjuda. 
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NO  LONGER 
HOMELESS 

Single  mother 
Tracey  Lovett 
and  her  son, 
Malcolm,  livec 
in  a  homeless 
shelter  before 
Lovett  landed 
an$11.50-an- 
hour  job  that 
allowed  them 
to  leave.  Now 
rent  eats  up 
half  her 
income 


Most  corrosive  is  the  hjgh  cost 
housing.  Since  1992,  Santa  Clara  cou 
has  created  more  than  250,000  jobs  b| 
fewer  than  50,000  new  homes,  accord: 
to  a  1999  study  by  the  Silicon  Vail 
Manufacturing  Group.  So  more  peo 
are  squeezing  into  existing  housing,  d 
ving  up  the  average  household  size  fro| 
2.8  persons  in  1990  to  3.0  today.  Fut 
job  growth  is  likely  to  create  a  dema 
for  another  146,000  homes  by  2020,  sai 
the  report,  an  unusual  collaboration  wit 
the  Greenbelt  Alliance,  a  land  conserv; 
tion  group,  and  local  governments.  Bi 
the  current  projected  supply  of  ne 
housing  will  meet  just  half  that  nee< 
The  report  recommends  changes  in  lam 
use  policies  to  spur  increased  housin] 
density. 

Many  low-wage  families  have  to  do 
ble  up  in  the  same  apartment  or  housi 
Take  Juan  Manuel  Cervantes,  a  23-yeai 
old  janitor  at  semiconductor  maker  KLA 
Tencor  Corp.  in  San  Jose.  He  pays  $351 
a  month — nearly  half  his  $800-a-montl 
take-home  pay — to  share  a  two-bedroon 
house  with  a  friend,  a  brother,  a  sister 
the  sister's  two  children,  her  husband 
and  the  husband's  brother.  Together,  the} 
pay  $1,400  a  month  for  a  rundown  place 
with  moldy  walls.  Cervantes,  who  actu- 
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DW's  same  day  custom-configured  solutions, 
rhey  could  be  your  ticket  to  overnight  success, 
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At  CDW,  our  computer  experts  custom 
configure  thousands  of  systems  every  week, 
pulling  from  over  50,000  name  brand  products. 
PCs,  workstations,  servers  and  even  LANs  are  custom 
integrated.  We'll  even  pre-load  your  software,  so  systems 
are  ready  to  go  when  they  arrive,  saving  you  time  and  increasing 
your  staff's  productivity.  Plus,  your  own  dedicated  account  manager  is 
there  to  coordinate  it  all,  ensuring  you  get  what  you  need,  when  you  need  it. 
At  CDW,  we've  built  the  most  efficient  direct  business  model  in  the  industry.  One 
designed  to  save  you  money  and  be  responsive  to  your  needs.  Add  CDW.com,  our  award- 
winning  site,  and  you  have  the  most  comprehensive  computing  solutions  resource  at  your  fingertips. 
Bottom  line,  it's  what's  made  us  a  FORTUNE*  1000  Company  and  the  industry's  only  Direct  Solutions 
Provider!"  So  give  us  a  call  today.  And  consider  it  done. 


Computing  Solutions  Built  for  Business 

1-888-239-8283  www.cdw.com 
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Without  a  soul,  there's  just  a  shell.  W  P< 


Passion  is  such  a  strong  emotion.  It  causes  us  to  live,  breathe  and  sweat  our  hearts  out  for  the  things  in  life  we* 
born  from  breakthrough  design  and  brought  to  life  through  innovative  engineering.  For  more  information,  giveH 
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t  passion,  these  would  just  be  cars. 


about.  For  Chrysler,  it's  about  creating  extraordinary  cars.  Cars 
1.800. CHRYSLER  or  visit  our  Web  site  et  www.chrysler.com. 
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Social  Issues 


ally  works  for  a  temp 
agency,  sleeps  on  the 
couch  in  the  living 
room.  His  brother,  who 
works  nights,  takes  the 
couch  during  the  day. 

Then  there  are  those 
who  can't  even  hang 
onto  a  shared  apart- 
ment. About  20,000  peo- 
ple experienced  a  bout 
of  homelessness  last 
year,  says  Maury 
Kendall,  communications 
manager  at  the  Emer- 
gency Housing  Consor- 
tium (ehc),  which  runs  three  homeless 
shelters  in  the  county.  His  shelters,  plus 
several  run  by  other  groups,  accommo- 
date about  500  people  a  night,  leaving  as 
many  as  1,000  people  sleeping  on  the 
street  on  a  typical  day,  Kendall  esti- 
mates. EHC's  main  shelter  opened  in  1997 
in  a  converted  engineering  laboratory 
General  Electric  Co.  shut  down  in  the 
early  1990s.  A  large  open  room  with 
bunk  beds  sleeps  150  adults,  while  10 


while  they  search  for  permanent  housing. 
Once  low-income  families  lose  their 
foothold,  it's  easy  to  get  caught  in  a  vi- 
cious cycle  of  homeless  and  joblessness. 
Tracey  Lovett  moved  to  San  Jose  in 
1985  after  finishing  a  year  of  college. 
She  earned  $15,000  to  $20,000  a  year 
as  an  insurance  company  claims  ad- 
juster. But  the  job  had  no  medical  ben- 
efits, so  Lovett,  a  single  mother,  went 
on  welfare  to  pay  the  hospital  bills  when 


former  office  cubicles  house  families  with 
children.  About  40%  of  the  homeless 
have  jobs,  with  most  earning  $8  to  $15 
an  hour. 

Families  face  the  most  difficult  time. 
Because  children  can't  stay  in  the  dorm 
room,  which  has  drug  addicts  and  alco- 
holics, families  with  kids  must  wait  for 
up  to  six  months  to  get  into  one  of  the 
few  separate  shelter  rooms,  ehc  has 
10  rooms  for  families  and  a  waiting  list 
of  125 — some  of  whom  stay  with 
friends,  in  cars,  or  on  the  street.  A 
family  may  stay  for  up  to  three  months 


her  son  Malcolm  was  born  in  1995. 
Lovett  soon  returned  to  work,  but  she 
could  only  find  temp  jobs  that  paid  on 
commission  to  do  claims  adjusting.  She 
ended  up  back  on  welfare,  and  last  Sep- 
tember, she  and  Malcolm  moved  into 
ehc's  San  Jose  shelter.  Two  months  lat- 
er, she  landed  an  $11.50-an-hour  medical 
records  job,  allowing  her  and  Malcolm  to 
leave  the  shelter.  But  rent  now  eats  up 
half  her  income.  "It's  hard  to  keep  a 
job  if  you're  homeless,"  says  Lovett. 

Silicon  Valley's  housing  shortage  af- 
fects the  middle  class,  too.  The  people 


on  whom  corporate 
ployees  depend  — te 
ers,  police,  firefighte 
are  finding  there's 
room  for  them.  Just 
Adam  Casburian 
Robin  Jungmann,  a 
pie  who  came  f 
Chicago  last  fall 
teach  at  San  Jose's 
coin  High  School.  T 
unionized  jobs 
about  $36,000  a  yeai 
their  combined  inc( 
is  enough  for  a  dec 
apartment.  But 
2,600  monthly  rent  has  them  in  sh< 
"Before  I  moved,  I  calculated  how  m 
I  would  need,"  says  Casburian.  '"' 
the  $3,000  I  had  saved  up  is  all  goi 
They're  not  desperate,  like  Faw 
Stewart.  But  "we  don't  plan  to  s 
here  long,  maybe  through  the  end 
the  school  year,"  says  Casburian. 

There  are  no  easy  answers  to 
problems  that  gnaw  at  Silicon  Val 
Transportation  and  housing  shortage 
could  be  alleviated 
more  infrastruct 
spending,  althoug] 
would  require 
hikes.  Valley  lead 
could  also  push 
build  more  apartm 
units  and  other  hi 
density  housing, 
though  that  would 
ter  the  Califon 
lifestyle  that  attra 
so  many  people 
the  first  place. 

Wage  and  inco: 
inequality  are  ev 
bigger  obstacl 
Groups  such  as  Jo: 
Venture  advocs 
programs  to  he 
lower-income  studei 
finish  high  school  a 
get  into  college.  A 
Working  Partnershi 
usa  pushed  throu, 
the  country's  highest  living-wage  mc- 
sure,  a  San  Jose  law  requiring  city  co 
tractors  to  pay  a  minimum  of  $9.50 
hour.  But  if  the  Valley's  wealth  gap  isi 
addressed  in  more  fundamental  ways, : 
golden  reputation  will  be  tarnished 

By  Aaron  Bernstein  in  Silicon  Vc 
ley,  with  bureau  reports 
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BusinessWeek  ONLINE. 


For  more  on  inequality 

in  Silicon  Valley,  see  the  Mar.  27  issue 

at  www.businessweek.com. 
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Qualify  for  uQQ 

online  trading 

fhere  are  now  two  more  reasons 
:o  open  an  American  Express®  IRA. 

With  a  $25K  minimum  investment  you'll  qualify  to 
Duy  stocks  online  for  freer  And  when  you  roll  over 
ir  transfer  $10K  by  April  17,  2000,  you'll  pay  no 
annual  IRA  fees  for  life!  American  Express  also 
jives  you  24-hour  access  to  a  variety  of  powerful 
inline  investment  tools,  professional  research 
and  investment  options*  Allowing  you  to  actively 
nanage  and  customize  your  IRA  portfolio  as  your 
nvestment  strategy  changes.  So  you  can  invest 
with  confidence  -  online,  in  person  or  by  phone  - 
whichever  you  prefer.  Knowing  American  Express 
s  always  there  to  help  you  do  more  with  your  IRA. 


pay  Zero  IRA  fees. 


inline  trading 


advice  &  planning 


investments 


1-800-297-8004  americanexpress.com /trade 
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Jp  to  3,000  shares  per  trade.  Trades  of  more  than  3,000  shares  are  $0.03/share.  Free  online  stock  buys  and  sells  with  $100,000  or  more  in  account  assets. 
Sells  of  stocks  bought  on  the  same  day  are  $14.95.  Free  online  stock  buys  with  $25,000  or  more  in  account  assets  (sells  are  just  $14.95).  Online  stock 
rades  cost  $14.95  at  lower  asset  levels.  Assets  defined  as  cash,  money  market  funds,  mutual  funds,  stocks,  and  bonds  held  in  your  American  Express 
brokerage  account.  'IRA  fee  waiver  pertains  to  the  individual  client  making  investment.  SER  SIMPLE  and  Educational  IRAs  are  not  included.  The  annual 
ee  waiver  is  the  custodial  fee  and  does  not  include  product  fees.  Market  volatility  and  volume  may  cause  delays  in  system  access  and  trade  execution. 
Trades  will  be  executed  during  market  hours.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company  is 
;eparate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2000  American  Express  Financial  Corporation.  All  rights  reserved. 


Deutsche  Telekom  is  leading 
the  progress  in  digital  wireless 
technology 


We  helped  establish  GSM  -the  most 
successful  cross-border  digital  wireless 
communications  standard  in  the  world. 
By  the  end  of  this  year  more  than  250 
million  users  in  more  than  1 35  countries 
will  communicate  using  the  GSM  standard. 
Customer  growth  in  our  T-D1  network 
alone  increased  about  40%  during  the 
first  nine  months  of  1 999,  bringing  the 
total  to  7.7  million  customers.  And  following 
acquisition  of  the  British  company 
One20ne,  we  now  hold  majority  interests 
in  Europe,  with  more  than  1 2  million 
customers.  Add  to  that  minority  interests 
in  9  other  attractive  markets  and  the  sum 
is  pan-European  wireless  coverage  -  a 
powerful  platform  for  launching  new 
products  and  competing  globally. 

Huge  markets  in  Internet/wireless 
convergence 

With  our  experience  in  GSM  technology, 
we  are  global  leaders  in  launching 
innovative  convergence  applications.  This 
market  offers  enormous  potential  to  the 
company  that  leads  the  way  -  and  we 
intend  to  be  that  company.  We  are  already 
leading  with  our  innovations  in  Internet/ 
wireless  integration,  such  as  E-mail,  online 
banking,  information  research,  and  stock 
quotes.  Even  E-commerce  via  wireless  will 
be  possible  with  the  new  WAP  standard. 
We  are  also  poised  to  introduce  the 
third  generation  digital  UMTS  wireless 
technology,  which  will  enable  further 
breakthroughs  in  wireless  multimedia 
applications. 


Complete  telecommunications 
solutions 

Our  expertise  spans  the  full  range  of 
telecommunications  technologies -from 
telephony  and  data  communications 
to  wireless,  online  service,  Internet, 
E-commerce,  and  IT  services.  This 
breadth  of  expertise  -  as  well  as  our 
depth  -  boosts  the  competitiveness  of  our 
customers.  With  broad  focus  across  all 
technologies,  we  are  able  to  fulfill  our 
customers'  need  for  unique,  high-quality 
solutions  in  innovative  ways. 

To  find  out  more  about  our  work  at  the 
forefront  of  wireless  communications 
technology,  contact  us. 

1-877-FOR-DTNA 
1-877-367-3862 

www.telekom.de/international 

Deutsche  Telekom 
North  America 
280  Park  Avenue 
26th  Floor 
New  York,  NY  10017 


Deutsche 
Telekom 
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Science  &  Technology 


CHIPS 


CHIPS  FOR 

THE  POST-PC  ERA 

In  10  years,  DSPs  may  outsell  microprocessors 


Semiconductors  have 
been  Wall  Street  dar- 
lings since  shaking  off 
the  prolonged  slump 
that  started  in  late  1995. 
Last  year,  the  chip  industry 
broke  all  records.  Sales  hit 
$149  billion,  up  almost  19% 
from  1998,  and  could  jump 
23%  higher  this  year.  But 
even  that's  tame  for  fast- 
growing  digital  signal  proces- 
sors, which  have  been  out- 
growing the  industry  for 
several  years.  Now,  DSP  chips 
are  becoming  heir  apparent 
in  many  applications  to  In- 
tel Corp.'s  microprocessors. 
In  fact,  dsp  markets  are 
growing  so  fast  that  these 
special  silicon  "brains"  could 
outsell  Intel's  chips  in  10 
years.  So  predicts  Thomas  J. 
Engibous,  ceo  of  Texas  In- 
struments Inc.,  the  longtime 
king  of  the  dsp  business. 

That  will  take  some  doing. 
Digital  signal  processing  to- 
day is  only  one-fifth  the  size 
of  the  $21  billion  micro- 
processor business.  But  mi- 
croprocessor demand  contin- 
ues to  cool,  and  growth  this 
year  could  drop  into  single 
digits.  Meanwhile,  every  ma- 
jor dsp  supplier  is  launching 
new  technologies  that  could  help  spur 
sales  growth  into  the  30%  range  for  the 
foreseeable  future.  Although  Intel's  chips 
will  never  go  away,  they  could  suffer 
an  identity  crisis.  "All  microprocessors 
are  becoming  dsp  chips,"  says  William  I. 
Strauss,  president  of  Forward  Concepts 
Co.,  a  market  researcher  in  Tempe, 
Ariz.  "By  2010,  every  microprocessor 
will  have  dsp." 

Chalk  this  transformation  up  to 
what's  dubbed  the  post-PC  era.  Until 
recently,  the  personal  computer  was  the 
undisputed  champ  of  the  electronics  in- 
dustry. But  as  cellular  telephones  caught 
on,  and  especially  since  the  Internet 


DSP  IS  ON  A  ROLL 


Programmable  digital  signal  process- 
ing chips  are  outgrowing  the  overall 
semiconductor  market  substantially 

SALES  FORECAST 


1998       1999      2000 

2001 

DSP  CHIPS* 

$3.5     $4.4    $5.8 

$7.7 

GROWTH 

9%     26%    32% 

33% 

TOTAL  SEMI 
GROWTH 

-8%     19%    23% 

22% 

*Billions 

DATA:  FORWARD  CONCEPTS  INC.,  IC  INSIGHTS  INC. 

took  off,  dsp  has  been  stealing  thq 
coprocessor's  thunder.  "The  PC  era 
all  about  data  processing,  but  now 
entering  the  era  of  signal  process! 
says  WiDiam  J.  McClean,  presides 
market  watcher  ic  Insights  Inc 
Scottsdale,  Ariz.  "That's  why  Tl  is 
ing  to  be  the  next  Intel." 

Digital  signal  processing  chips  I 
engineered  to  handle  enormous  stre 
of  real-world  information,  such  asl 
ages  and  sounds,  and  process  ther 
real  time.  Converting  a  steady  die 
analog  images  or  sounds  into  digital  | 
produces  a  deluge  of 
that  would  choke  ordir 
microprocessors.    It    U 
clever   mathematical   ai 
rithms — the    real    cruxl 
dsp — to  prevent  digital 
phone  conversations  from| 
ing  punctuated  with  freqt 
gaps  of  silence. 

Cell  phones  are  a  ma 
dsp  application — and  a 
stronghold.  "Two-thirds  of] 

SILICON  WAFER 

Digital  signal  processii 
chips  are  made  by  the 
dozens  and  handle 
streams  of  real-world 
information 


digital  cell  phones  use  o 
technology,"  says  Engiboi 
That  includes  phones  frc 
market  leaders  Nokia  and 
Ericsson.  Tl  projects  that  4 
million  digital  cell  phones  Vv 
be  shipped  this  year — a  58 
jump  over  1999,  which  w 
up  69%  from  1998.  New  ve 
tures  and  emerging  produc 
are  also  booming  for  Tl.  I: 
eluding  products  such  as  ne 
hearing  aids,  an  electroca 
diogram  chip  that  calls  he 
if  you  have  a  heart  attack,  and  digita 
video  editing  systems,  this  category  ros 
37%  last  year,  to  $900  million. 
MORE  HEAT.  But  Analog  Devices  In 
wants  more  of  that  business — and  ha 
been  coming  on  like  gangbusters.  ADI 
42%  growth  rate  last  year  topped  TL 
by  25  points  (page  102).  And  Tl  coul 
feel  more  pressure  from  Lucent  Tech 
nologies  Inc.'s  Microelectronics  Grou 
and  Motorola  Inc.  if  their  latest  dsp  d 
signs  live  up  to  expectations.  These  fo' 
chipmakers  control  close  to  95%  of  th 
worldwide  DSP  market,  thanks  to  pro 
prietary  algorithms  and  software. 
Much  of  ADl's  success  stems  from  pr< 


H 
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10 or    tihibboo-rdL    is 

oXooir    h>  go  public 


eBeam 

Hold  That  Thought! 


www.e-beam.com 


Introducing  eBeam,  from  EFI. 

It's  the  amazingly  simple  device  that  turns 

any  whiteboard  into  an  Internet  workspace. 

So  you  can  share  your  ideas, 

as  they  come  to  you,  with 

anybody  in  the  world. 

In    seconds.   In   color. 

Incredible.  Only   from 

EFI — the  world  leader  in 

digital  imaging  solutions. 

Get  your  ideas  to  market  faster. 

Visit   WWW.e-beam.COm,  ...if  you  mention  this  ad 

or  call  1-877-GO-EBEAM.  in  BusinessWeek. 


1-877-GO-  EBEAM 


Electronics 

""Imaging 


3  offer  may  nof  be  combined  with  any  other  promotional  offer.  Good  through  3/31/00. 


St  J  you  finally  spring  for  it.  The  big  kahuna.  The  mother  of  all  gas  grills. 

You  get  it  home.  You  put  it  together.  And. .  .no  flame. 

The  manual  says  jiggle  the  gas  line.  You  jiggle.  Nothing. 

You  call  customer  service.  They  put  you  on  hold. 

So  you  wait.  And  wait.  And  listen  to  polka. 

And  not  just  any  polka.  Synthesized  polka.  Help. 

You  just  have  a  quick  question. 

It's  getting  dark.  The  kids  are  starving. 

Now  they  want  tacos."Can  we  go  get  tacos?!" 

WHAT  THE  HECK,  YOU  THINK.  YOU'LL  BE  OUT  ANYWAY. 

RETURNING 

the 


STUPID  GRILL 


customer  service     e-busim    self-service  Web  sites 

access  to  the  information  they  need.  Get  started  with  IBM's  Web 
Self-Service  Solutions.  Financing  as  low  as  $1,020  a  month: 


call 
1.800.ibm.7080[xCS19] 

or  find  a 

Web-enabled 

solution 

to  fit  your 

needs  now  at 

www.ibm.com/e-business/cs2 


"SuccessLease  is  ollered  and  administered  in  the  U  S  and  Canada  by  third-party  providers  ot  business  financing  approved  by  IBM  Global  Financing;  amount  o(  monthly  lease  payments  based  on  36-month  term,  lull  payout  lease 
to  qualified  business  customers  installing  in  the  U  S  A  documentation  lee  and  first  months  payment  due  at  lease  signing  All  taxes  are  additional  Other  terms  and  financing  structures  are  available.  Offer  may  be  withdrawn  or 
changed  without  notice  Options  must  be  leased  with  system  unit  IBM  and  the  e-business  logo  are  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©  2000  IBM  Corp 


SO  you're  at  work.  You're  online.  You  order  this  hat. 

Big.  Floppy.  Later,  you  show  it  to  your  daughter  in  the  catalog. 

She  cringes.  Yuck,  she  says.  Are  you  serious? 

So  you  phone  the  catalog  people.  I  need  to  cancel  my  order. 

What  order?  My  order.  From  your  Web  site.  No  can  do,  they  say. 

We  can't  even  access  the  site  from  here.  Different  system. 

Hmm.  Same  hat.  Same  company.  Different  system. 

You  hang  up.  The  hat  comes  the  next  day. 

You  try  it  on. Your  husband  walks  into  the  room. 

HE  LAUGHS  SO  HARD  HE  CHOKES  ON  A  PRETZEL. 

AND  THE  HAT  SITS  ON  YOUR  CLOSET  SHELF 

FOR  THE 

next 


13  YEARS 


customer  service  >   e-busines<  systems  integration 

call  centers  and  your  Web  sil  a  single  point  of  contact 

for  your  customers. 


call 
1800.ibm.7080  [xCS19] 

or  find  a 

Web-enabled 

solution 

to  fit  your 

needs  now  at 

www.ibm.com/e-business/cs2 


IBM  and  the  e-business  logo  are  trademarks  ol  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries.  ©  2000  IBM  Corp 
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NEW  TOOLS 

Conrad  and  Fishman's 


riding  the  software,  which 
customers  once  had  to 
write,   to   integrate    dsp 

into  a  product.  "We  sell  ADI  sets  its  blistering 

approximately  half  of  our   pace  by  providing  the 
DSPS  with  the  necessary        n,  ,     •    , 

applications     software,"  software  to  integrate 

says  Jerald  G.  Fishman,    DSPs  into  products 

CEO  of  adi.  "That's  the 

fastest  growing  part  of  our  business — 

and  why  we're  outgrowing  the  market." 

In  old-line  industries,  such  as  kitchen 
appliances  and  electric  motors,  providing 
a  total  package  "really  lowers  the  bar- 
rier to  using  dsp,"  says  Robert  J.  Con- 
rad, general  manager  of  adi's  dsp  Prod- 
ucts Div.  Sweden's  Electrolux,  the 
world's  No.  1  maker  of  electric  motors, 
wasn't  all  that  keen  on  dsp  motor  con- 
trols at  first.  So  adi  bought  an  Elec- 
trolux motor  and  fitted  it  with  a  dsp 
controller  that  can  vary  the  motor's 
speed  to  match  a  given  task — cutting 
energy  consumption  by  30%  to  50%. 
Now,  energy-efficient  motors  are  a  fast- 
growing  business  for  Electrolux. 

To  help  create  new  dsp  chips  for  so- 


IN  DSPs,  TEXAS  INSTRUMENTS 
GETS  HEAT  FROM  ADI 


Tl  posted  a  slight  market  share  gain  last  year, 
but  Analog  Devices  grew  a  lot  faster 


COMPANY 

1998 

MKT  SHARE 

1999 

MKT  SHARE 

SALES 
GROWTH 

TEXAS  INSTRUMENTS 

47.2% 

48.0% 

27.6% 

LUCENT 

28.1 

25.1 

11.9 

MOTOROLA 

12.0 

11.4 

19.0 

ANALOG  DEVICES 

9.1 

10.3 

42.0 

DATA:  FORWARD  CONCEPTS  INC. 


called      Internet     afl 

ances — such  as  video  I 

phones  that  can  bro| 

the  Net  or  sprinkler 

terns  that  can  downl 

the  weather  forecast 

decide  whether  to  wa~ 

the    lawn — adi    recer 

uncorked   a   surprise:] 

teamed  up  with  Intel.  "Intel  has 

experience  in  developing  new  mid 

processors,  and  much  of  that  is  justj 

applicable  to  dsp,"  explains.  Fishmar 

Intel  has  clearly  tagged  dsp  as 
portant  to  its  future.  Last  year,  it 
quired  DSP  Communications  Inc.,  a 
jor  player  in  Japan's  digital  celli 
markets,  and  it  has  invested  in  seve 
DSP-related  companies,  such  as 
et Video  Corp.  in  San  Diego,  which  s^ 
cializes  in  digital-music  and  digital-vie 
software  for  wireless  products,  "dsp 
always  been  a  four-letter  word  at  Intd 
admits  Ronald  J.  Smith,  head  of  Inte 
embedded-chip  unit.  "But  we  sawl 
need,  going  forward,  to  develop  dsp  | 
serve  emerging  markets  at  the  conve 
gence  of  data  processing  ai| 
digital  communications." 

The  ADI-Intel  alliance  is! 
"brilliant  move  for  both  cor 
panies,"  says  McClean  of  IC  Tl 
sights.  But  Strauss  of  ForwaJ 
Concepts  is  more  cautioul 
"The  big  question  is:  Can  Intj 
live  with  the  thinner  mar| 
of  dsp?"  The  entrenched  DS 
suppliers  also  see  a  tough  roa 
for  Intel.  "For  someone  cor 
ing  to  dsp  from  the  PC  spac 
will  be  a  radical  change  in 
ture,"  says  John  T.  Dicksor 
president  of  Lucent  Microelec 
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rizon  is  pure  opportunity. 

When  all  corners  of  your  business  can  share  information  seamlessly,_you've  transformed  smart  into 

powerful.  Great  Plains  can  help.  With  efficient  pathways  for  the  flow  of  information  and  Internet  ' 

ethnologies  that  let  you  share  it  around  the  globe.  From  e-commercc  to  front  office  to  finance  to  OK  t  A I       L*  , 

HR.  explore  all  the  possibilities  on  your  horizon.  Visit  WWW.greatplainS.COm/integrate.  see    further 

E-Business  •  Financials  •  Sales.  Marketing  &  Service  •  Manufacturing  •  Project  Accounting  •  HR/Payroll 
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the  largest 
manufacturing  base 
on  the  planet. 


Go  to  www.MeetChina.com  today. 


tronics,  the  No.  2  dsp  house.  Motor 
Paul  E.  Marino  agrees.  "There's  a 
nomenal  learning  curve,"  says  Ma 
who  heads  Motorola's  dsp  Techno 
Center  in  Austin,  Tex.  For  one  tl 
dsp  math  wasn't  part  of  computer 
ence  or  electrical  engineering  trai 
until  recently — only  advanced  math 
dents  could  understand  the  algoritr 

Lucent  and  Motorola  teamed  up 
years  ago  to  create  a  fundament 
new  dsp  "architecture"  called  StarC 
Both  companies  expect  to  introd 
their  first  StarCore-based  chips 
year.  The  new  designs  will  offer  fas 
speeds  for  Internet  switching  compu 
and  other  snazzy  applications,  or  lo 
energy  consumption  for  wireless  pho 
and  portable  devices. 

Apparently  to  defuse  interest  in 
new  StarCore  chips — and  a  similar  n< 
generation  family  from  ADI,  dubt 
TigerSharc,  also  due  out  this  year- 


TI  claims  a  coming 
superspeed  chip  will 
be  10  times  faster  tha 
anything  for  sale  now 


last  month  unwrapped  its  own  sup* 
fast  and  low-power  designs.  When  t 
speed-demon  version  is  available  lat 
this  year,  it  will  be  10  times  faster  th; 
anything  available  now,  says  Engiboi 
"and  five  times  more  powerful  than  an 
thing  planned  publicly  for  StarCore 
And  unlike  StarCore  and  TigerShar 
Tl's  chips  will  maintain  software  con 
patibility  with  its  existing  products 
COMPLEX.  TI  is  blowing  smoke,  saj 
Mario  A.  Rievas,  Motorola's  vice-pres 
dent  for  dsp  operations.  Yes,  StarCor 
technology  will  require  new  chip-pn 
gramming  tools,  but  these  will  provid 
major  benefits  for  the  so-called  thir 
generation  of  digital  cellular  technok 
gy,  or  3G,  that's  coming  in  Japan  nex 
year  and  in  Europe  the  year  after.  Be 
sides,  the  same  Motorola  developmen 
software  can  be  used  for  both  high-per 
formance  and  low-power  applications 
"We  cover  the  entire  spectrum,"  says 
Rievas,  whereas  TI  customers  will  have 
to  use  two  sets  of  programming  tools. 
This  silicon-brain  business  is  getting 
complicated,  ti  dreams  of  becoming  the 
next  Intel.  Intel  is  teaming  with  adi  to 
go  after  dsp  markets.  And  Intel's  chips 
seem  destined  to  add  dsp  modules.  No 
doubt  about  it,  dsp  is  a  winner. 

By  Otis  Port  in  New  York 
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An  easier  way  to  organize 
all  your  investments. 

The  T.  Rowe  Price  Asset  Manager  Account 


More  than  1,000  no-load  funds 
including  T.  Rowe  Price,  Scudder, 
Vanguard,  and  Janus 

New  money  market  PLUS  services: 
Unlimited  no-minimum  checkwriting 
VISA®  Gold  ATM  &  Check  Card 

One  monthly  investment  statement 

Ability  to  trade  stocks  and  bonds 


With  the  Asset 
Manager  Account, 

you  can  simplify  your  portfolio  management. 
With  a  single  phone  call  to  T.  Rowe  Price,  you 
can  invest  in  stocks,  bonds,  75  T.  Rowe  Price 
funds,  and  more  than  1,000  other  no-load 
funds  from  Scudder,  Vanguard,  Janus, 
and  others. 

See  all  your  holdings  on  one  statement. 

Think  about  all  the  paperwork  you  receive 
from  various  mutual  fund  companies.  Our 
monthly  statement  summarizes  and  consoli- 
dates all  your  household  accounts — individually 
and  jointly  registered  accounts,  taxable 
accounts,  and  IRAs — into  just  one  envelope. 


Spend  more  time 
managing  your  invest- 
ments and  less  time  managing  the  process. 

The  Asset  Manager  Account  streamlines  your 
money  management  and  investment  process 
by  organizing  your  holdings  in  one  place  for 
easy  access. 

So  now  you  can  spend  less  time  keeping  track 
of  your  accounts  and  more  time  researching 
your  options  and  making  sound  investment 
decisions. ..which  is  what  investing  with  confi- 
dence is  all  about. 

$10,000  minimum  investment  ($1,000  for  IRAs). 


T.  ROWE  PRICE 

\SSET  MANAGER 
ACCOUNT 


For  a  free  Asset  Manager 
Account  Information  Kit 
including  a  prospectus, 
call  toll  free  24  hours: 

1-877-200-5503 

www.troweprice.com/ama 


Invest  With  Confidence 

T.RoweRice 


more  Information,  Including  fees  and  expenses,  read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.  \1S\  is  a  registered  trademark  of 
1A  U.S.A.  Inc.  VMA053134 
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ANNOUNCING   THE   NEXT   BIG   STEP   IN    B2B 


^f  ventro 


Chemdex  introduces  Ventro  Corporation,  the  B2B  industry's  leading 
builder  and  operator  of  vertical  marketplace  companies.  Ventro's  mission  is 
to  leverage  our  technology  and  operational  expertise  to  build  the  blue  chip 
B2B  companies  of  the  21st  century. 

Chemdex,  where  we  launched  our  complete  e-commerce  solutions,  is  now 
a  Ventro  life  sciences  company.  Along  with  Promedix,  a  Ventro  specialty 
medical  company.  And  Industria  Solutions,  a  Ventro  fluid  processing 
company.  With  more  to  come. 

By  putting  the  Ventro  name  on  our  corporate  face,  we  are  taking  the  next 
big  step  in  transforming  the  B2B  economy. 


www.ventro.com 


This  year  people  will  buy  millions  of  books  from  Rmazon.com.  Rnd  BER's  e-commerce 
transaction  software  will  make  it  possible.  


Welcome  to  the  e-generation. 


,•••: 


cbea 


s. 


www.beasys.com 


developments  to  Watch 


I  TED  BY  CATHERINE  ARNST 


JIT  FLIES  MAY 
LP  GRAGK 
MAN  INSOMNIA 

SLEEP,    PERCHANCE    TO 

am"  may  pertain  to  fruit 
as  well  as  people.  In  a 
ort  in  the  Mar.  10  issue 
Science,  researchers  say 
.  quiet  fruit  flies  are  actu- 
dozing,  and  their  sleep- 
I  biochemistry  is  similar 
hat  of  humans.  So  much 
in  fact,  that  a  fly's  sleep- 
ability  can  be  altered  by 
eine. 

"he  researchers,  from  the 
irosciences  Institute  in 
Diego,  say  that  because 
long-studied  fruit  fly's  ge- 
ic  composition  is  so  well 
erstood,  it  can  offer  clues 
sleep  disorders  in  people, 
.''he  fruit  fly  shares  with 
mmals  several  molecular 
•kers  believed  to  modulate 
jp  and  waking,  in  particu- 
an  enzyme  that  regulates 
levels  of  key  brain  chem- 
is  called  monamines.  In 
nans,  sleep  lowers  the 
els  of  these  chemicals. 
To  determine  if  the  flies 
re  sleeping  or  just  resting, 
•  researchers  subjected 
■m  to  cycles  of  12  hours 
it/12  hours  dark,  and  found 
it  more  than  90%  of  the 
s  rested  in  the  darkness, 
e  scientists  then  compared 
lecular  markers  in  the 
ting  vs.  alert  flies,  and  dis- 
'ered  that  the  enzyme  in- 
ived  in  breaking  down 
■noamines  varied  between 
S  waking  and  sleeping 
.tes.  □ 


'OH,  SO  YOU  HAVE  A  PIG  S  HEART,  TOO' 

IT  IS  THE  YEAR  2024.  YOU  ARE  75  YEARS  OLD,  AND  YOU 
discover  that  a  man  next  to  you  on  an  airplane  has  a 
pig  heart,  and  his  arteries  are  swarming  with  "smart 
dust"  that  sends  continuous  reports  on  his  condition  to 
his  doctor's  computer.  That's  not  so  strange,  because 
you  have  a  pig  heart,  too.  And  by  2049,  when  you  are 
100,  many  of  your  organs  will  be  replaced.  Plus  you'll 
feel  better  than  you  did  at  50  because  "nanolabs"  in 
your  blood  can  manufacture  and  supply  drugs  whenev- 
er they  are  needed. 

Those  are  among  the  provocative  speculations  in  a 
study  of  the  next  50  years  of  cardiology,  released  by  the 
American  College  of  Cardiology  on  March  15  at  its  an- 
nual meeting  in  Anaheim,  Calif.  The  study  also  predicts 
that  cardiology  treatment  costs  will  soar  as  the  popula- 
tion ages  and  new  preventive  treatments  are  intro- 
duced. The  treatment  of  heart  disease  alone,  not  includ- 
ing stroke  and  other  cardiovascular  diseases,  was 
estimated  at  $102  billion  in  1999— roughly  10%  of  total 
U.S.  health-care  expenditures — and  could  climb  to 
$143.9  billion,  a  41%  increase,  by  2010,  the  study  says. 
Among  the  challenges  of  the  next  50  years  will  be  to 
find  ways  to  cover  these  costs,  says  the  report.  Other- 
wise, pig-heart  transplants  and  "smart  dust"  may  be 
available  only  to  the  rich.  Paul  Raeburn 


A  SIMPLE,  LOW-COST 
WAY  TO  LOCK 
THOSE  GUNS 

THE  MANY  SCHOOL  SHOOTINGS 

of  the  past  few  years  have 
led  to  calls  for  laws  that 
would  require  "smart  gun 
technology^ ' — high- 
tech  safety  locks 
that  would  be 
built  into  all  new 
guns.  But  even  if 
such  laws  were 
passed,  there 
remains  the 
problem  of  the 
230  million 
firearms  al- 
ready in  circu- 
lation in  the 
U.S.  For  those,  an  Arizona 
company  has  developed  a 
simple  new  device,  costing 
$35,  that  can  secure  the  trig- 
ger on  just  about  any  hand- 
gun or  rifle. 

The  Saf-T-Trigger,  made 
by  Saf-T-Hammer  Corp.  of 
Scottsdale,  is  a  tiny,  re- 
tractable piece  of  metal  that 
blocks  the  trigger  from  be- 


ing pulled.  The  device  can  be 
activated  and  deactivated 
only  by  a  security  key.  It 
can  be  used  on  both  loaded 
and  unloaded  guns,  and  does 
not  interfere  with  the  inter- 
nal workings  of  the  firearm, 
according  to  the  company. 
Saf-T-Hammer  President 


SAFE:  An  insert  keeps  the 
trigger  from  being  pulled 

Bob  Scott  says  the  device 
should  be  available  to  con- 
sumers in  June  and  is  de- 
signed so  that  it  can  be  in- 
stalled in  minutes  by  either  a 
gun  owner  or  a  dealer.         D 


AN  ICELANDIC  SAGA 
ABOUT  PRIVACY 
AND  DNA       

WHILE  U.S.  AM)  BRITISH 
scientists  battle  over  whether 
or  not  genes  can  be  patented, 
a  more  brazen  effort  to  com- 
mercialize the  human  genome 
is  going  on  in  Iceland.  On 
Mar.  10,  deCode  Genetics 
Inc.,  a  U.S.  company,  filed  a 
prospectus  with  the  U.  S.  Se- 
curities &  Exchange  Com- 
mission for  an  initial  public 
offering.  Its  primary  asset: 
the  genetic  information  of  al- 
most every  Icelandic  resident. 

Iceland's  national  health 
system  has  long  maintained 
a  sophisticated  national  data 
base  containing  genetic  infor- 
mation and  a  medical  history 
of  all  the  nation's  270,000  res- 
idents. In  January,  deCode 
Genetics  received  a  license 
for  exclusive  12-year  access 
to  the  database  from  the  Ice- 
landic government,  for  a  pay- 
ment of  $200  million.  It's  a 
unique  resource  because  al- 
most all  Icelanders  share  a 
small  group  of  common  an- 
cestors going  back  to  the 
Vikings.  Such  genetic  simi- 
larity means  that  individual 
genetic  anomalies  will  easily 
stand  out,  and  could  possibly 
indicate  the  genes  associated 
with  specific  diseases. 

DeCode,  which  was  found- 
ed by  a  former  Icelander, 
neurologist  Karl  Stefansson, 
plans  to  market  the  database 
to  drug  companies  doing  ge- 
netic research.  However,  there 
is  a  highly  vocal  movement  in 
Iceland  that  opposes  deCode's 
plan  on  the  basis  of  ethical 
and  privacy  concerns.  Already, 
some  17,000  people  have 
asked  to  have  their  personal 
genetic  information  removed 
from  the  database.  "This  com- 
pany presumed  that  everyone 
consented  to  be  on  this  data- 
base unless  they  opted  out," 
says  Michael  Fortun,  an  ethi- 
cist  at  Rensselaer  Polytechnic 
Institute  in  Troy,  N.Y.,  who 
is  advising  the  Icelandic  foes 
of  deCode's  plan. 
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COMMENTARY 


By  Timothy  J.  Mullaney 


HOW  TO  TAKE  THE  HYPE  OUT  OF  IPOs 


Last  year  it  was  eToys  Inc.  This 
year  it's  Palm  Inc.  A  hyped-up 
tech  company  goes  public,  and 
its  stock  roars,  doubling  or  tripling 
in  hours.  Then  comes  the  fall  back  to 
earth.  eToys  soared  from  $20  to  $80 
in  a  day,  but  now  it's  dragging  along 
at  about  $12.  Palm  zoomed  to  $160 
one  day  and  plunged  to  $80  the  next. 
It's  the  IPO  roller  coaster.  But  for 
people  who  buy  shares  at  the  peak, 
the  gut-wrenching  slide  makes  them 
see  a  different  kind  of  green. 

One-day  wonders  such  as 
eToys  and  Palm  are  hardly 
the  exceptions,  so  it's  time  to 
stop  worshiping  the  "hot  IPO." 
Instead  we  should  scorn  it — 
then  fix  it.  Academic  studies — 
and  business  week's  own 
analysis  of  the  subsequent 
performance  of  early  1999 
ipos — show  that  the  hottest 
offerings  are  usually  the 
worst  performers  after  the 
initial  thrill  is  gone.  According 
to  a  study  published  last  year 
in  the  Journal  of  Finance, 
IPOs  from  1988  to  1995  that 
rose  more  than  60%  on  Day 
One  performed  even  worse 
over  the  next  year  than  IPO 
stocks  that  didn't  rise  at  all 
that  day.  While  there  are  no 
formal  studies  with  more  re- 
cent numbers,  two  of  the 
three  worst  Web  ipos  from 
early  1999 — Value  America 
Inc.  and  Musicmaker.com — 
were  first-day  blowouts. 
SECRET.  What's  wrong?  The 
IPO  process  is  broken.  Ameri- 
can securities  markets  work 
brilliantly  because  they  share 
information  so  broadly  and  so 
fast,  except  when  it  comes  to 
IPOs.  With  them,  the  most 
critical  information — how 
much  demand  there  is  for  a 
specific  new  issue  at  different 
possible  prices — is  a  secret 
that  only  investment  banks 
and  favored  clients  are  in  on. 
What's  worse,  underwriters 
set  artificially  low  offering 
prices  even  when  they  know 
investors  would  buy  many 
more  shares  than  are  avail- 


able. They  do  it  to  please  institution- 
al clients,  who  buy  at  the  offering 
price  and  then  sell  into  the  initial 
runup.  "The  underwriters  are"  throw- 
ing money  off  a  tall  building  to  their 
best  customers,"  says  Dartmouth 
College  business  professor  Kent  L. 
Womack,  who  co-authored  the  Jour- 
nal of  Finance  study.  One  of  the 
consequences  is  that  underpriced  of- 
ferings take  off  too  fast,  the  stocks 
reach  peaks  that  are  unsustainable — 


Using  the 

Web  to 

inform 

investors 

would  make 

the  whole 

system  fairer 


and  their  potential  for  long-term  ap 
preciation  is  nipped  in  the  bud.  In 
the  worst  cases,  such  as  eToys,  the 
stock  sinks  even  below  the  offering 
price  through  a  combination  of  IPO 
mishandling  and  diminished  faith  in 
the  company's  prospects. 
WIDE  OPEN.  The  solution  is  to  use 
the  Internet — an  amazing  mechanisn 
for  spreading  information  fast — to 
make  the  IPO  market  open,  fair,  and 
efficient.  What  is  needed  is  a  whole- 
sale transformation  of  the  underwrit 
ing  system  for  IPOS.  Picture  this:  In 
the  days  before  the  IPO,  information 
about  the  advance  orders  placed  by 
other  investors  is  continuously  up- 
dated on  the  Web.  If  an  institution 
tells  an  underwriter  it  wants  100,000 
shares  at  Price  A  but  only  5,000  at 
Price  B,  the  whole  market  can  see 
exactly  where  the  smart  money  will 
stop  buying. 

A  system  like  this  would  let  peo- 
ple know  what  kinds  of  investors  are 
demanding  shares,  although  it  would 
not  give  their  names.  Even  aggre- 
gate information  could  signal  the  di- 
rection of  the  stock.  If  a  large 
number  of  initial  orders  is 
placed  by  investors  known  for 
quickly  selling  stocks  and  tak- 
ing profits,  others  would  know 
to  be  wary  of  the  offering. 
Those  investors  would  proba- 
bly bail  out  fast,  and  the  stock 
could  have  a  classic  up-and- 
down  spike. 

Granted,  this  is  a  radical 
solution.  And  it  won't  end 
market  volatility  or  protect 
people  from  making  invest- 
ment mistakes.  But  using  the 
Web  to  open  up  the  IPO  trad- 
ing process  will  shine  a  light 
on  deals  that  are  being  mis- 
handled and  warn  investors 
off.  At  a  minimum,  it  would 
mean  that  people  who  chase 
IPO  stocks  right  up  through 
the  roof  have  enough  informa- 
tion to  weigh  the  risks. 

Reform  like  this  won't  come 
easily.  There's  no  big  incentive 
for  investment  banks  to 
change  when  the  ipo  market  is 
going  gangbusters.  And  the 
Securities  &  Exchange  Com- 
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THE  CURE  FOR 
INTERNET  VIRUSES 


LltfWEST 


I S  WEST  joins  forces  with  Trend  Micro 

o  offer  Internet  subscribers  an  antivirus  service. 


It's  a  groundbreaking  way  of  staying  virus- 
free.  U  S  West  is  teaming  up  with  Trend  Micro 
to  provide  customers*  with  value-added 
Internet  antivirus  services.  Through  Trend  Micro's 
eDoctor  Global  Network,  U  S  West's  Anti-Virus 
Service  cleans  email  of  virus-infected  attachments  long  before 
it  reaches  the  subscriber's  desktop.  No  installation  or  updates 
by  the  subscriber  necessary.  And  round-the-clock  virus  scanning 
services  offer  real-time  protection.  U  S  West  put  antivirus 


security  in  the  hands  of  Trend  Micro.  Shouldn't  you?   rwww.antivirus.com) 


www.trend.com 


Of 


TREND 

MICRO 


your  Internet  VirusWall 


tnd  I 'i  ll  up  Internet  access 
i  Ttend  Micro  he  Trend  Micro  and  all  product  names  are  registered  trademarks  ol  Trend  Micro,  Inc 
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TORTOISES  AND  HARES 


Dot-com  companies  often  have  eye-popping  IPOs  that  surge  on  the  first  day 

of  trading.  But  companies  with  the  most  spectacular  debuts,  such  as  eToys  Inc.,  often  see  their  stock 

swoon.  Companies  with  slower  starts,  like  Software.com,  traditionally  deliver  better  long-term  results. 

150 
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eTOYS 


BUSINESS  Selling  toys  online  120 
IPO  DATE  May  19,  1999 

:. 90 

IPO  PRICE  $20  \  E 

FIRST  DAY  CLOSE  $76.56  60 

RECENT  PRICE  $12.18  30 

THE  NEWS  Stock  tanked                                   software.! 
despite  366%  gain  in  Christmas  !M""" '" 

K  ,  &  MAY  19, '99 

season  sales  -«,.»«■ 
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mission  would  have  to  revise  rules  the  50s  five  months  later.  Martha 

that  impede  change.  But  pressure  is  Stewart  Living  Omnimedia,  priced  at 

building  for  something  to  be  done.  $18  last  October,  spiked  to  $49.50  but 

Plaintiffs'  lawyers  are  sniffing  around  was  back  to  $35.43  before  Day  1  was 

the  IPO  market  for  securities  fraud  even  over.  It's  now  about  $25.  In 

cases.  "The  IPO  rockets  of  today  are  most  cases,  their  stock  price  didn't 

the  bombs  of  tomorrow,"  says  Samuel  fall  on  poor  business  performance.  It 

H.  Rudman  of  Milberg  Weiss  Bershad  happened,  in  part,  because  the  way 

Hynes  &  Lerach.  "When  that  hap-  the  underwriters  set  prices  helped 

pens,  we  have  a  lot  of  business."  send  the  stocks  too  high  in  the  first 

Underwriters  agree  that  the  IPO  place, 

system  has  problems — but  they  insist  NEW  TOOL,  ipos  spike  up  and  down 

it's  not  their  fault.  They  say  the  big  that  way  because  some  investors  have 

culprits  are  investors  who  rashly  bid  the  best  information  about  the  market 

prices  up  to  unsustainable  levels.  while  others  have  to  guess.  It's  time 

Michael  Evans,  co-head  of  U.  S.  equi-  to  level  the  playing  field.  Even  though 

ty  capital  markets  at  Goldman,  Sachs  the  sec  requires  companies  that  are 

&  Co.,  says  it's  hard  to  predict  how  going  public  to  disclose  all  material 

high  an  IPO  will  shoot  or  how  long  facts  about  their  business  fundamen- 

the  spike  will  last.  And  William  tals,  it  doesn't  make  their  underwrit- 

Brady,  managing  director  at  Credit  ers  divulge  anything  about  the  de- 

Suisse  First  Boston,  acknowledges  mand  for  IPO  stock  or  the  prices  that 

that  some  investment  bankers  unfair-  institutional  investors  are  willing  to 

ly  reward  institutional  investors  at  pay  for  it.  There's  something  funda- 

the  expense  of  small  fry — but  he  in-  mentally  wrong  with  that.  In  the  past, 

sists  csfb  doesn't.  "We've  always  there  was  a  reasonable  explanation 

been  very  aggressive  about  pushing  for  the  sec's  way  of  doing  things: 

up  the  [offering]  price.  That  way,  you  There  existed  no  easy  way  of  getting 

shake  out  the  flippers,"  he  says.  timely  stock  supply-and-demand  infor- 

But  there's  plenty  of  evidence  that  mation  into  the  hands  of  investors, 
underwriters  deserve  some  of  the  Now  there  is:  the  Web. 
blame.  Dozens  of  hot  early-1999  ipos  Some  investment  banks  recognize 
are  trading  well  below  their  first-day  that  the  Web  can  help — and  are  try- 
highs  even  as  specific  companies'  fun-  ing  to  do  something  about  it.  Goldman 
damentals  are  improving.  Some  of  Sachs  says  it  has  been  working  for 
the  worst  performers  are  Web  con-  six  months  on  a  system  to  dissemi- 
tent  companies  and  e-tailers  that  are  nate  more  information  about  orders 
among  the  best  companies  in  their  before  a  deal.  W.  R.  Hambrecht  &  • 
markets.  Women's  site  iVillage.com  Co.,  the  small  investment  bank  that 
hit  $109  its  opening  week  last  March  attracted  attention  for  running  ipos 
and  fell  to  $31.25  by  June.  Auction-  on  a  modified  auction  system,  says  a 
eer  priceline.com  quickly  reached  coming  version  of  its  system  will  let 
$165  after  its  ipo,  then  dropped  to  bidders  see  summaries  of  other  in- 


S0FTWARE.COM 


BUSINESS  E-mail  software  for 
Internet  service  providers 

IPO  DATE  June  23,  1999 

IPO  PRICE  $15 

FIRST  DAY  CLOSE  $18.06 

RECENT  PRICE   $148.50 

THE  NEWS  Losses  narrowing  as 
company  makes  key  acquisitions 
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vestors'  bids  for  the  first  time.  These  I 
changes  offer  the  prospect  of  a  better 
deal  for  small  investors. 

For  a  breakthrough,  though,  the 
banks  say  they  need  more  flexibility 
from  the  sec.  In  particular,  they 
want  to  be  able  to  react  to  all  the  inJ 
formation  they  gather  by  being  able 
to  change  the  price  of  a  deal  faster 
and  more  easily  than  they  can  now. 
sec  rules  require  issuers  to  make  a 
formal  filing  when  they  change  the 
price,  which  delays  a  deal  for  at  least| 
two  days.  Often,  underwriters  feel 
that  they  can't  afford  to  wait.  The 
result:  They  price  the  offering  too 
low.  There's  no  reason  why  updated 
prices  cannot  be  disseminated  to  all 
investors,  instantly,  on  a  Web  site 
and  through  e-mail  to  people  who  al- 
ready have  ordered  shares. 

A  solution  like  this  would  be  good 
for  investors  and  good  for  compa- 
nies going  public.  Martin  P.  Dunn, 
the  sec's  associate  director  for  cor- 
poration finance,  says  the  commis- 
sion is  examining  reform  but  will  go 
slowly  to  avoid  encouraging  even 
more  speculation.  The  feds  should 
think  boldly.  Ever  since  the  1930s, 
securities  laws  have  been  based  on 
the  firm  belief  that  information  is 
power  and  free  markets  can  work 
out  the  rest.  More  of  the  same  will 
help  end  those  sickening  ipo  roller- 
coaster  rides. 

Mullaney  is  department  editor  for 
e-business. 


BusinessWeek  ONLINE 


For  more  on  technology  investing  see  Street 
Wise  at  www.businessweek.com/today.htm 
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he  Web  is  useless  if  your  customers  need  critical  information 
ght  now.  The  old  way  of  E-Business  relied  on  a  passive, 
ne-size-fits-all  Web  site  that  missed  important  opportunities 
)  send  customers  timely,  personalized  information.  The  new 
-Business  is  about  delivering  information  directly  to  customers 
rhen  it's  most  valuable.  With  MicroStrategy's  next  generation 
-Business  software  platform,  you  can  reach  millions  of 
ustomers  with  proactive,  one-to-one  messages  delivered 
y  wireless,  voice  and  email. 

nagine  a  financial  services  company  contacting  its  customers 
ia  mobile  phone  to  inform  them  a  major  oil  tanker  accident 
jst  occurred.  The  accident  will  cause  oil  stocks  to  plummet, 
he  company  advises  customers  to  move  quickly.  They  do 
nd  avoid  a  major  loss.  Other  stockholders  hear  the 
iformation  on  the  evening  news.  Too  little,  too  late. 

n  finance,  retail,  healthcare,  telecom,  entertainment  -  any  area 
if  E-Business  -  MicroStrategy  can  help  you  develop  and 
naintain  active  customer  relationships  on  the  Web  and  off. 
Relationships  that  build  trust,  loyalty  and  profits, 
rhat's  the  Power  of  Intelligent  E-Business. 


f  Mrs.  O'Leary, 

There  is  a 

I  fire  in  your 

J  home.  The  lire 

department 
I  has  been  called. 


E-Business  through 

web  •  wireless  •  voice 


MicraS     ttegy 

The  Power  of  Intelligent  E-Business""*^ 
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PERSONAL  COMPUTERS 


IBM:  ONCE  MORE 
INTO  THE  BREACH... 

Marching  orders  for  the  NetVista  line:  Reclaim  the  desktop! 


Heard  the  riddle  that's  making  the 
rounds  among  computer  profession- 
als? What's  big,  blue,  and  can  only 
fly  south?  Try  IBM's  desktop  computer 
unit.  For  Big  Blue,  though,  it's  no  laugh- 
ing matter.  Sales  of  IBM's  desktop  ma- 
chines have  been  on  a  multiyear  mar- 
ket-share slide,  and  the  entire  PC  division 
has  lost  more  than  $1  billion  in  the  past 
two  years — largely  on  the  weakness  of 
desktop  sales. 

There's  no  riddle  to  what  IBM  is 
planning  to  do  about  its  PC  business: 
It's  going  to  try  again.  On  Mar.  13, 
the  computer  giant  unveiled  plans  to 
spend  $100  million  to  promote  a  new 
line  of  PC's  called  NetVista.  The  com- 
puters include  a  $1,900  all-in-one  ma- 
chine that  bundles  a  sleek  fiat-panel 
monitor  like  those  found  on  laptops. 
Another  model  is  an  Internet  appliance 
that  uses  Linux  software  and  will  be 
offered  on  lease  via  IBM  partners  such 
as   brokerages   and    Internet   service 
providers  for  about  $25  to  $50  per 
month,  including  Web  access.  Fidelity 
Investments  and  sbc  Communications 
Inc.  have  launched  trial  programs  us- 
ing the  device.  "This  probably  is  IBM's 
biggest  departure  in  the  desktop  in  15 
years,"  enthuses  David  M.  Thomas, 
head  of  IBM's  Personal  Systems 
Group. 

OUT  OF  RABBITS?  This  may  be 
the  last  chance  for  IBM  to  do 
something  big  in  the  desktop  PC 
market,  where  competitors  Compaq 
Computer  and  Dell  Computer  have 
beaten  Big  Blue  soundly.  IBM's  fourth 
quarter    desktop     rev- 
enues—the prime  period 
for  PC  sales — dropped  to 
$2.2  billion  in  1999,  from 
$3.8  billion  a  year  earlier. 
And  U.S.  market  share 
for  the  fourth  quarter 
plunged   to   3.6%   from 
8.1%,  according  to  Inter- 
national     Data      Corp. 
Lower  sales  mean  IBM 
may  not  get  the  same 
high-volume    discounts 
suppliers  give  rivals  Dell 
or  Compaq,  which  boast 


16.3%  and  15.9%  fourth-quarter  market 
share  in  the  U.S.,  respectively.  Weak 
desktop  sales,  especially  in  the  corporate 
market,  also  eat  into  fast-growth  busi- 
nesses, such  as  the  software  and  ser- 
vices that  IBM  sells  alongside  its  hard- 
ware. "If  this  doesn't  work,  I'm  not  sure 
what  other  rabbits  they  can  pull  out  of 
the  hat,"  says  Roger  L.  Kay,  research 
manager  at  market-watcher  I  DC. 

IBM  is  taking  a  page  from  its  laptop 
PC  playbook  to  revive  its  desktop 
business.  The  NetVista  ma- 
chines echo  the  dis- 
^^     tinctive  design 
of  IBM's  popular 
ThinkPad  lap- 
top and  were 
designed    by 


the  same  team.  Thomas  says  the  sJ 
coupled  with  IBM's  global  reach  an  J 
utation  for  reliability,  will  give  Ne( 
a  boost.  He's  betting  on  the  gri 
popularity  of  flat-panel  displays, 
IBM  has  always  been  a  leader.  AnJ 
Internet  appliance  marks  IBM's  firsl 
ay  into  a  market  Thomas  expec| 
"explode"  as  higher-bandwidth  Wet 
nections  become  more  widely  avaij 
"We  can  do  with  NetVista  what 
done  with  the  ThinkPad,"  Thomas 
Maybe.  While  analysts  laud  ibi\ 
the  design  of  the  new  machines- 
all  have  a  matte  black  casing  and  sl| 
angular  lines — some  question  whe 
that  will  be  enough  to  lift  the  PC  or 
tion  out  of  the  doldrums.  "I  don't 
how  this  fixes  IBM's  problems,"  says' 
lomon  Smith  Barney  analyst  Johi| 
Jones  Jr.  Simply  put,  Jones  says, 
and  others  build  computers  more 
ciently.  And  the  all-in-one  model, 
its  expensive  flat  screen,  may  cost  I 
much  to  become  a  hit  in  a  market  d| 
inated  by  sub-$500  PCs — even  tho| 
it's  priced  about  the  same  as  a  sir 
model  from  Compaq.  "People  will  wc 
about  the  price  of  the  screen,"  says  I 
alyst  Stephen  M.  Baker  of  PC  Dat^ 
Virginia-based  market  research 

SHUNNING  STORES.  To  be  sure, 
PC  unit  isn't  entirely  hapless, 
operation  includes  IBM's  ThinkI 
laptops,  which  have  earned  strc 
reviews    for    their    design- 
which  currently  have  14%  marl] 
share  among  portables,  third 


STYLISH 

A  flat  screen 
and  sleek 
design  set  the 
NetVista  apart 

from  the  rabble  nmc*  ^e^  an(*  Compaq.  And  ibJ 
PC  servers  have  won  widespre| 
praise  in  recent  years. 

IBM  hasn't  had  the  same  luck  I 
desktops.  Last  October,  the  coi 
pany  announced  that  it  would  qil 
retail  stores  and  concentrate  on 
rect  sales  to  U.S.  businesses  and  co| 
sumers  via  the  Internet  and  a  handf 
.      of  other  channels.  NetVista  compi 
ers — scheduled  to  be  shipped 
late  April — will  be  available  or 
on  the  Web  or  from  distributoil 
serving  business  clientl 


IBM  DESKTOP  PC  SALES 
HAVE  BEEN  ROCKY... 


...WHILE  THE  UNIT  HAS 
RACKED  UP  LOSSES. 


AND  MARKET 
SHARE  HAS  SLIPPED 

WORLDWIDE  MARKET  SHARE 


A  BILLIONS  OF  DOLLARS 


▲  BILLIONS  OF  DOLLARS 

DATA:  SALOMON  SMITH  BARNEY,  IDC 


To  make  sure  custome: 
know  what  IBM  has  to  o: 
fer,    Thomas    is    nearl 
doubling  the  company 
advertising  budget  fro 
the  $55  million  that  wa 
spent  last  year.  "It's  crit 
ical  that  we  get  the  mes 
sage  out,"  Thomas  says 
If  he  fails,  Big  Blue's  P( 
business  may  continue  its 
long  trip  south. 

By  David  Rocks  in 
New  York 
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CAMRY  "1  THREE  YEARS  IN  A  ROW? 


Sure,  Camry  is  one  terrific  car.  But  that's  just  part  of  the  reason 
we're  number  one  again.  The  rest  is  thanks  to  Camry  owners,  who 
are  as  loyal  as  man's  best  friend.  Because,  the  fact  is,  Camry 


® TOYOTA 

appreciation. 
every  day. 


has  more  owners  who  come  back  to  buy  another  one  than  any 
other  car.**  We  couldn't  have  made  number  one  again  without 
them.  So  that's  one  thank-you  note  down,  only  448,161  to  go. 


www.toyota.com     ♦      1-800-go-toyota 

®2000  Toyota  Motor  Sales,  U.S.A..  Inc.  Buckle  Up!  Do  it  for  those  who  love  you. 

'Based  on  The  Polk  Company  calendar  years  1997,  1998  total  passenger  car  registrations.  1999  based  on  manufacturers'  sales  data.  "Customer  loyalty  based  on  the  number  of  owners  who  replaced 

a  vehicle  with  a  new  vehicle  of  the  same  model,  based  on  a  sampling  of  personal-use  new-vehicle  purchases  and  teases  from  10/98  -  9/99. 
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ENTREPRENEURS 


THE  MIRACLE  MAN 
OF  MED  TECH 

Alfred  Mann's  gizmos  improve  lives-and  make  a  bundle 


LITTLE  LIFESAVER: 

Mann's  insulin-pump 
venture,  MiniMed,  is 
a  huge  hit  with  doctors 
and  investors.  Shares 
have  soared  130%  in 
the  past  year 


Alfred  E.  Mann  was  bowled  over 
when  Los  Angeles'  House  Ear  In- 
stitute bestowed  its  highest  award 
on  him  last  year.  Mann's  company, 
Advanced  Bionics  Corp.,  developed  an 
ear  implant  that  restores  hearing  for 
most  deaf  people  whose  impairment  is 
caused  by  nerve  damage.  But  for  Mann, 
the  high  point  of  the  evening  wasn't 
the  effusive  speeches.  It  was  the  four- 
year-old  girl  who  handed  him  the  award. 
"She  was  deaf,  and  now  she  has... an 
implant,"  Mann  tearfully  recalled.  "She 
came  onto  the  stage  wearing  a  white 


dress  and  said,  'Thank  you,  Mr.  M 
for  my  implant.'  It  was  the  most  mq 
thing  you  could  ever  imagine." 

These  days,  tears  of  joy  come 
to  the  74-year-old  entrepreneur.  Ma 
at  the  pinnacle  of  a  successful  50-J 
career  as  an  inventor.  His  riches 
companies  he  has  founded  or  investd 
approach  $1  billion.  One  of  his  ventu 
MiniMed  Inc.,  a  maker  of  tiny  inq 
pumps  for  diabetics,  is  a  huge  hit 
doctors  and  investors.  Its  shares 
soared  130%  in  the  past  year. 
So  what's  Mann  doing  to  celeb 
his  remarkable  run?  Li 
growing  number  of  h 
tech  tycoons,  he's  gi\ 
his  money  away.  In  1 
the  soft-spoken  Mann 
nounced  gifts  of  $100 
lion    each    to    his    a 
mater,  the  University 
California  at  Los  Ange 
and  to  the  University 
Southern  California, 
ready  one  of  the  topi 
philanthropists  in  the  XJ\ 
Mann  vows  to  give  a  t(f 
of  $500  million  to  leadj 
universities  over  the  ni 
several  years. 
IPO    PLAN.    And   he 
have  oodles  more  to  dl 
out  if  his  newest  insul 
pump  takes  off,  as  sped] 
ists  expect.  MiniMed  is 
veloping   an    implantal 
version  that  can  be  surj 
cally    placed    in    the 
domen.  It  was  approv^ 
for  sale  in  Europe  in  Fe 
ruary   and   may  get  t| 
Food  &  Drug  Administr 
tion's  O.  K.  next  year, 
hockey-puck-size  pump 
work  in  tandem  with 
automatic  sensor  that 
test  glucose  levels  so  tl 
pump    can    dispense    tl 
right    amount    of  insulil 
throughout   the   day. 
would  be  as  if  [diabetica 
were  living  a  normal  life,"  says  Floridl 
endocrinologist  Dr.  Michael  J.  MellmanJ 
Mann's  other  big  medical-device  plaj 
Advanced  Bionics,  could  also  be  a  winnei 
He  funded  development  of  a  cochlea! 
ear  implant  after  University  of  Sal 
Francisco  researchers,  in  1988,  showed 
him  a  videotape  of  a  woman,  once  total! 
ly  deaf,  who  was  able  to  hear  after  reg? 
ceiving  the  implant.  "They  told  me  if 
didn't  do  this,  the  project  would  die,'! 
Mann  says.  The  project  is  anything  buff 
dead.  After  pouring  in  $40  million  of  hia 
and  other  investors'  money,  Mann  is  plan-l 
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ir  business  of  today  may  not  reflect  your  business  of  tonriorcj^v.  Thai^&why  Wausau  dedicates  teams  of>7 
ative  thinkers  and  problem  solvers  from  all  disciplines  of  business  insurance  to  help  companies  like  yours'Tv* 
spare  for  what's  ahead.  It's  one  way  to  ensure  your  business  will  be  standing  strong  for  years  to  comfcv 

usau  Insurance  Companies  ■  2000  Westwood  Drive,  Wausau, ^WJ  5^40J  ■  www.wausau.com  ■  A+A.M.  Best  Rating 


^What  can  we  do  to  help  you? 


I 


I 


I 


-SOFTWM 


I 


I 


X^eVe  taken  software  out  of  the  equation  forever. 
Vith  salesforce.com  you  manage,  share,  and  leverage 
j our  sales  information  online  immediately.  There's 
10  software  to  buy,  install,  or  maintain.  No  huge  , 
ip-front  costs.  For  just  $50  per  user  per  month,     \ 
rour  entire  sales  team  can  be  up,  running,  and  closing 
leals.  It's  online  sales  force  automation  that  makes 
ioftware  obsolete.  For  a  limited  time,  sign  up  online 
md  your  first  five  users  are  FREE  for  the  first 
12  months.  Call  us  at  i-800-no-software  or  better 
/et,  visit  us  online  at  www.salesforce.com. 
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an  initial  public  offering  later  this 
or  early  in  2001. 

inn's  work  may  enhance  others' 
|,  but  the  three-time  divorce  is  no 
ic.   Five  years  ago,  he  built  a 
limillion-dollar,  high-tech  house  in 
2rly   Hills   that    he   shares   with 
;de  Jirault,  his  girlfriend  of  five 
s,  and  her  25-year-old  daughter, 
n  delights  in  pointing  out  his  ex- 
ive  Asian  art  collection  and  ameni- 
such  as  a  koi  pond  that  extends 
the  front  yard  through  the  house 
a  lake-like  pool,  complete  with  wa- 
ills  that  he  designed  himself.  On 
ly  days,  the  water  in  the  pond  au- 
atically  rises  to  seal  the  gap  be- 
jn  outside  and  inside, 
espite  his  taste  for  the  good  life, 
n  is  determined  to  use  the  vast 
of  his  wealth  to  speed  innovative 
ical  products  from  conception  to 
ket.  At  the  institutes  he  is  funding, 
luate  students  will  work  with  cor- 
ite  engineers  to  develop  devices 
l  research  that  might  otherwise  lan- 
h  in  academic  journals.  "There  needs 
ie  a  bridge  between  science,  acade- 
and  commerce,"  says  Mann.  "My 
le  estate  is  going  toward  this."  He 
no  interest  in  lavishing  money  on 
six  children.  Says  Mann:  "I  don't  be- 
e  in  creating  rich  kids."  In  fact,  his 
are  sitting  pretty  with  chunks  of 
tiMed  stock  he  gave  them  years  ago. 
Tie  insulin-pump  maker  and  ear-im- 
it  company  are  just  his  most  recent 
hnology-based  businesses.  Earlier 
ttures  include  Spectrolab,  a  defense 
tractor  that  built  missile-guidance 
ir;  Heliotek,  a  maker  of  solar  cells 
Dower  spacecraft;  and  Pacesetter  Inc., 
:ading  heart-pacemaker  manufacturer. 
JUS  FACTOR.  Mann's  secret  for  suc- 
s?  Unlike  many  scientists,  who  stum- 
when  they  try  to  market  their  in- 
ltions,  the  affable  Portland  (Ore.) 
rive  is  both  a  technologist  and  a  driv- 
businessman.  He  got  the  idea  for  an 
plantable  insulin  pump  20  years  ago 
i  stuck  with  it.  Says  venture  capi- 
ist  Aaron  Mendelsohn:  "He  stays  fu- 
sed, he  doesn't  give  up." 
Mann's  entrepreneurial  instincts  were 
parent  early  on.  The  son  of  a  grocer, 
hawked  magazines  at  age  seven  and 
wspapers  at  11.  He  once  even  melted 
wn  old  family  flatwear  into  silver 
eets  to  sell  to  classmates  in  a  jewelry- 
iking  class.  All  the  while,  he  kept  up 
th  his  studies  and  was  high  school 
ledictorian. 

After  earning  a  master's  degree  in 
ysics  from  ucla,  Mann  worked  as  a 
search  scientist  at  Technicolor,  the 
jllywood  film  processor.  There  he  de- 


ALFRED  MANN 

BORN  1925  Portland,  Ore., 

EDUCATION  B.S.,  physics, 
University  of  California  at 
Los  Angeles,  1949;  M.S.,  physics, 
UCLA,  1951 

BIGGEST  PROFESSIONAL 
ACHIEVEMENT  Developing  a  tiny 
insulin  pump  for  diabetics,  thus 
freeing  them  from  tedious  daily 
injections 

MOST  MEMORABLE  CAREER 
MOMENT  When  the  winner  of  the 
1999  Miss  America  contest  spon- 
taneously revealed  to  a  national  TV 
audience  that  she  was  wearing  one 
of  Mann's  insulin  pumps  and  then 
went  on  to  describe  how  the  pump 
had  changed  her  life 

CURRENT  PROJECTS  Developing 
an  implantable  insulin  pump  and 
glucose  sensor  for  diabetics  and 
eye  implants  that  restore  partial 
sight  to  the  blind 

BEST  THING  ABOUT  BEING  AN 
ENTREPRENEUR  Giving  money 
away  for  worthy  causes 

CURRENT  VALUE  OF  HIS  28% 
STAKE  IN  MINIMED $964.1  million 

HOBBIES  Tennis  and  hosting 
chamber  music  concerts  in  his 
home  featuring  his  violinist  brother 
and  piano-playing  sister 

FAMILY  Divorced  three  times,  six 
children 


veloped  an  optical  technology  thai  he 
soon  parlayed  into  his  first,  business  af 
tcr  Technicolor  lost  interest,  in  making 
the  optical  gear.  With  an  $11,000  con 
tract  from  the  military  and  $21,000  in 
savings,  Mann  set  up  Spectrolab  in  1956. 
Heliotek,  the  solar  power  company,  was 
spun  off  from  Spectrolab.  Mann  stayed 
on  at  both  as  president  after  selling 
them  to  Textron  Inc.  in  1960. 

A  chance  conversation  with  a  tennis 
pal  turned  Mann's  attention  to  medical 
technology  in  the  1960s.  His  friend  need- 
ed money  to  fund  work  on  a  recharge- 
able pacemaker  at  Johns  Hopkins  Uni- 
versity and  asked  Mann  to  put  up  some 
cash.  Intrigued  with  the  technology, 
Mann  funded  Pacesetter  in  1969  and 
left  Spectrolab  three  years  later  to  head 
the  pacemaker  venture.  He  spearheaded 
development  of  the  rechargeable  gizmo 
and  later,  a  long-lasting  pacemaker. 
Sales  took  off,  and  Mann  pocketed  a 
cool  $75  million  when  he  sold  Pacesetter 
to  Siemens  in  1985. 

Mann  stuck  around  as  ceo,  though, 
and  in  the  1980s  developed  the  minia- 
ture insulin  pump  as  a  new  application 
for  pacemaker  technology.  The  pager- 
size  device,  connected  to  a  tube  placed 
under  the  skin,  automatically  dispenses 
insulin  that  diabetics  need  to  regulate 
their  blood  sugar.  The  pump  eliminated 
the  need  for  painful  self-injections  and 
strictly  scheduled  meals. 

Mann  spun  the  venture  off  as  Mini- 
Med  in  1985,  and  it  gradually  captured 
75%  of  the  growing  U.  S.  market.  Sales 
jumped  53%  last  year,  to  $212.3  million, 
while  operating  income  rose  55%  to 
$30.1  million.  Mann's  knack  for  market- 
ing helped.  After  Nicole  Johnson,  Miss 
America  1999,  proudly  displayed  her 
MiniMed  pump  before  a  nationwide  TV 
audience  during  the  pageant,  Mann 
hired  her  as  spokeswoman. 

Johnson  and  other  co-workers  marvel 
at  Mann's  energy,  little  diminished  by 
age  or  a  bout  of  esophageal  cancer  13 
years  ago.  "I've  been  on  trips  with  him 
where  I've  left  him  in  a  hotel  room  late 
at  night  and  the  next  morning  he  ap- 
pears with  50  pages  he's  written  up  on 
his  next  project,"  says  Mendelsohn. 

Meanwhile,  Mann  has  investments  in 
four  other  medical-tech  companies,  in- 
cluding a  40%  stake  in  Second  Sight, 
which  is  developing  an  eye  implant  to 
restore  partial  sight  to  the  blind.  As  he 
ponders  how  he  will  donate  his  cash, 
Mann  is  keeping  a  close  watch  on  his 
varied  medical  technology  ventures.  The 
way  things  are  going,  he  may  have  a  lot 
more  than  $500  million  to  give  away 
when  all  is  said  and  done. 

By  Arleue  Weintraub  in  Los  Angeles 
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Call  1-800-OK-CANON,  or 
visit  us  at  www.usa.canon.com 
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Try  getting  this  out 
your  plain  vanilla  bla 


printer  or  copier. 


You  can  stand  in  front  of  your  black-and-white  copier  all  day  long  and  never  get  it 


to  output  in  color.  You  can  stand  in  front  of  your  color  printer  and  never  get  it  to 


deliver  the  laser  crisp  text  of  a  black-and-white  machine.  But,  walk  up         ^Noftheabove^ 
to  Canon's  new  imageCLASS  C2100  printer,  and  you  get  both.  Or,  maybe  you'd  prefer  to  sit.  After  all,  the 


imageCLASS  C2100  works  right  from  your  desktop  with  virtually  any  platform. 


C  2  1  D  0 


Canon 


KNOW  HOW 


IMAGEANYWARES"  is  a  service  mark  of  Canon  U.S.A..  Inc.  IMAGECLASS  and  Canon  Know  How  are  trademarks  of  Canon  Inc.  ©  2000  Canon  U.S.A..  Inc 
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"Now  even  our  smallest  competitor 
has  a  Web  site." 


bCentrai 


Not  for  long. 


Drive  your  business  forward 


Is  it  time  to  get  your  small  business  on  the  Internet?  With  the  help 
of  Microsoft®  bCentraP you  can  have  your  Web  site  up  and  running  in 
minutes.  Creating  your  site  is  as  simple  as  answering  a  series  of 
questions  about  your  business,  and  with  a  few  clicks  your  site  is  live 
and  ready  to  handle  online  sales.  Whether  you're  just  getting  started 
on  the  Web,  looking  for  ways  to  promote  your  business  online,  or 
ways  to  better  manage  your  business— bCentrai  delivers  results.  Build 
your  Web  site  and  have  it  hosted  for  as  little  as  $39.95  per  month. 

To  get  your  business  online  today,  go  to  www.bCentral.com 
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health-care  pro- 
grams can  low- 
er the  bill  for 
employee  and 
company  alike 


F.34  My  Company 

Roll-your-own  software  is  the  way 
to  go,  right?  Not  according  to 
someone  who  spent  $50,000  and 
three  years  finding  out  otherwise 

F.38  Under  30 

Financial  adviser  Liz 
Davidson  sees  her  job 
as  a  way  to  empower 
women.  It's  certainly 
working  for  her 

Cover  photo  illustration: 
Matt  Mahurm 
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Empowerment  to  the 


FEDERAL  EMPOWERMENT 
zones  have  long  been  promot- 
ed as  one  way  to  develop  en- 
trepreneurship  in  the  inner 
city.  Now  comes  a  voice  from 
the  trenches  who  says,  in 
essence,  nonsense. 

In  fact,  argues  Dorothy  Pit- 
man Hughes  in  her  new 
book,  Wake  Up  and  Smell  the  Dollars!  Whose  Inner-City  Is  This 
Anyway!  (Amber,  SI 8.95),  the  nation's  empowerment 
zones — which  have  provided  $900  million  in  low-interest 
loans  and  tax  breaks  to  IS  urban  areas  since  1994 — draw 
corporate  competitors  that  kill  off  existing  local  businesses. 
"Empowerment  zones  were  supposed  to  bring  us  within 
die  power  structure,"  says  Hughes,  who  opened  Harlem  Of- 


Gilding  the  Wal-Mart 

DID  U.S.  SMALL  BUSINESSES 
get  shortchanged  by  the  U.  S. 
Mint?  So  says  Representative 
Ike  Skelton  (D-Mo.),  who 
recently  took  issue  with 
the  Mint's  exclusive  deal 
with  Wal-Mart  Stores.  The 
$165  billion  retail  giant  was 
given  early  distribution  rights  to 
the  new  $  1  Sacagawea  gold  coin,  leaving  many  small  com- 
panies feeling  jilted,  especially  as  the  unexpectedly  popular 
coin  helped  bring  in  extra  foot  traffic  to  Wal-Mart  stores. 
The  Treasury  Dept.'s  decision  "ignores  the  thousands 
of  outstanding  small  businesses  who  create  job  opportuni- 
ties for  all  Americans,"  Skelton  wrote  to  Mint  director 
Philip  N.  Diehl.  Although  Diehl  says  Wal-Mart  should  be 
commended  for  "taking  a  bet  on  this,"  he  promises  to  give 
small  companies  "the  same  opportunities"  to  distribute 
the  coin. 


SO  THEY  SAY 


"It's  a  cathartic, 

let-your-hair-down 

event,  where  it's 

O.K.  to  yell  and 


NET  EFFECT 


$16,135 


—SCOTT  BLOOM,  stand-up  turned 

corporate  game-show  host,  on  why 

his  training  sessions  work  (page  F.10). 


Average  cost  to 
conceive,  design, 
and  program 
a  typical  small- 
business  Web  site 


fice  Supply  15  years 
ago,  and  was  denied 
a  $365,000  loan  by 
the  Upper  Manhattan 
Empowerment  Zone 
Development   Corp. 
that      would      have 
helped  her  add  Pes  to 
her  product  line.  And 
she  laments  the  re- 
cent closings  of  long- 
time Harlem  businesses  such 
as  Bill's  Hardware  &  Paints, 
while     the     $65     million 
Harlem  usa  shopping  mall 
rises   on   W.    125th   Street. 
Empowerment  zones  "train 
people  to  be  consumers.  We 
need  to  train  people  to  be 
owners,"  she  says. 

Zone  CEO  Terry  C.  Lane 
counters  that  the  outfit  has 
"supported  existing  busi- 
nesses" with  more  than 
$100  million  in  local,  low-interest  loans  over  the  past  five 
years.  "We  do  finance  mom-and-pop  businesses,"  says  Lane. 


ONE  IOTA 


The  401  Ik] 
Paper  Chase 

HIDDEN  CHARGES.  Monthly 
maintenance  fees.  We're  not 
talking  suv  leases  here,  but 
40 1  (k)  plans — the  retirement 
packages  that  are  increasingly 
necessary  to  recruit  and  retain 
employees.  To  help  small  em- 
ployers keep  track  of  the  com- 
plexities of  401  (k)  expenses, 
the  Labor  Dept.  recently  re- 
leased a  free,  11 -page  cost- 
analysis  worksheet.  Its  glossary 
of  easy-to-understand  defini- 
tions provides  ammunition 
for  asking  plan  brokers  about 
both  one-time  and  recurring 
charges,  as  well  as  the  many 
hidden  expenses.  Download  it 
at:  www.dol.gov/dol/pwba/ 
public/pubs/forms/40 1  kfefm. 
pdf. 


Buying  into 
Retirement: 
A  Checklist 

BEFORE  YOU  BUY  OR 
UPGRADE  YOUR  COMPANY'S 
401|k)  PLAN,  THE  LABOR 
DEPT.  RECOMMENDS 
ASKING  YOUR  PROVIDER 
ABOUT  SHIFTING  AND 
HIDDEN  COSTS,  SUCH  AS: 

PARTICIPANT 
EDUCATION/MATERIALS 
PAYROLL  PROCESSING 
IRS  COMPLIANCE 
ANNUAL  AUDIT 
QDR0  PROCESSING 
(QUALIFIED  DOMESTIC 
RELATIONS  ORDERS, 
OR  COURT  ORDERS 
INSTRUCTING  THAT 
BENEFITS  BE  PAID  TO  A 
FORMER  SPOUSE  OR 
CHILD) 
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1  INCH  =  FOUR  HOURS  STUCK  IN  TRAFFIC. 


FREE  PICKUP  AND  DELIVERY  SERVICE 

The  way  it  works  is  simple.  You  call  us.  We  drive  over  to  your  place  and  pick  up  your  hard  copies  or 

digital  files.  When  your  documents  are  ready,  we  bring  them  back.  Basically,  the  only  trip  you 
take  is  to  the  phone.  To  find  out  more,  give  us  a  call  at  1-800-2-KINKOS  for  the  location  nearest  you. 


kinkcs 

Express  Yourself. 

Open  24  hours  •  www.kinkos.com 


See  store  for  details.  Some  restrictions  may  apply.  ©2000  Kinko's,  Inc.  All  marks  appearing  are  the  proprietary  marks  of  Kinko's  Ventures,  Inc.  and  are  used  by  permission. 
All  rights  reserved    Kinko's  requires  written  permission  from  the  copyright  holder  to  reproduce  any  copyrighted  work 


Your  Lender  Can  Bank  on  You 


jfiESSBp*- 

i  31-59  DAYS 
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4P-   PERCENT  CHANGE 

CONSUMER  BANKERS  ASSN 


DO  YOU  NEED  a  bigger  credit  line  from  your 
banker?  You  now  have  some  new  data  to 
help  you  present  a  convincing  case.  According 
to  research  from  the  Consumer  Bankers  Assn., 
the  rate  of  small-business  loan  delinquencies 
declined  sharply  from  1998  to  1999  (chart). 
That's  something  of  a  surprise  for  Kathleen 
McClave,  the  researcher  at  Tillinghast  -Towers 
Perrin  who  headed  the  study.  With  banks  in- 
creasing their  small-business  loan  volume  by 
24%  over  the  period,  she  expected  to  find 
more  delinquencies,  not  less.  The  low  rate, 
McClave  says,  "reflects  the  fact  that  the  econ- 
omy is  good  and  small  business  is  growing." 


E-mail  When  You're  Far  from  Home 

IF  YOU'RE  AN  e-mail  junkie  but  hate  to  lug  your  laptop  on  the  road 
just  to  check  and  send  messages,  some  new  Palm  gizmos  could  help. 
PocketScience  Inc.'s  BackFlip  sends  and  re- 
ceives e-mail  through  any  phone.  It's  a  sim- 
ple process:  Connect  the  $99,   5.5-ounce 
BackFlip  to  the  Palm  device,  hold  it  against 
a  telephone's  handset,  and  dial  the  Pocket- 
Mail  toll-free  service,  where  your  e-mail  is 
forwarded.  PocketMail  service  costs  $9.95 
per  month  (408-919-7444,  www.pock- 
etscience.com). 

Using  a  different  approach,  Novatel 
Wireless  Inc.'s  Minstrel  is  a  two-way  wire- 
less modem  that  connects  to  a  Palm  device  and  lets  you 
browse  the  Internet,  send  and  receive  e-mail,  and  re- 
motely synchronize  data  with  a  pc.  The  $369  Minstrel 
weighs  5.4  ounces,  and  the  cost  of  the  service  depends 
on  the  local  wireless  provider.  Novatel  says  most  users 
should  expect  to  pay  between  $50  and  $60  per  month 
(888  888-9231,  www.novatelwireless.com). 


Uncle  Sam  Eases  Up  on  Barter 


A  BANNED  RULING 


«  ft        «< 
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Location:  T 


ONE  OF  TFLE  MOST  popular  ways  that  small  businesses  advertise  on  the  Web 
just  got  easier,  thanks  to  a  change  in  Internal  Revenue  Service  regulations.  The 
irs  recently  ruled  that  businesses  no  longer  need  to  report  barter  transactions 
worth  less  than  $  1  — which  covers  much  of  the  free  and  low-cost  banner-ad 
swaps  popular  among  small  companies.  (The  irs  traditionally  required  re- 
porting of  all  barter  transactions.)  The  ruling  may  seem  like  small  change,  but 
it  likely  signals  a  more  sweeping  reform  of  how  the  IRS  treats  all  barter 
deals.  That's  especially  important  now  that  barter  is  poised  to  take  off  on  na- 
tionwide electronic  exchanges,  helping  increase  volume  eightfold  to 
$8.5  billion  by  2008,  according  to  the  International  Reciprocal  Trade  Assoc. 
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FRONTIE 


News  and  advice  from  our 
small-business  Web  site 

Wearing  Two  Eyeshadesl 

Everyone  wants  to  be  a  ventul 
capitalist  these  days.  Since  D| 
cemoer,  at  least  three  high-profl 
consultancies,    including    Pricl 
waterhouseCoopers,      Electron) 
Data  Systems,  and  Andersen  Cos 
suiting,  have  unveiled  plans  to  gl 
into  the  VC  game.  They  aim  to  ir| 
vest  some  $3  billion  in  promisir 
new  companies,  typically  tradir 
their  consulting  expertise  for  corl 
porate  equity.  All  those  dollars  ma 
make  them  attractive  partners,  bi| 
the  relationships  can  get  odd.  Fo 
one  thing,  the  firms'  desire  to  ex 
tract  consulting  revenues  fror 
their  proteges  puts  them  al 
odds  with  the  cash-poor  startfe 
ups.  There's  also  the  matter  oP 
consultants'  style,  which  is  ofterj 
analytical  to  the  point  of  beinc 
maddening.  "Time  and  again,  we| 
saw  the  consultants  blink  at  the 
last  second,"  says  Chase  Franklin! 
whose  company,  QPass,  is  partly 
owned  by  Andersen.  "They'd  de- 
cide to  do  another  analysis  andl 
add  a  couple  of  hundred  pages  to| 
the  specs." 

OSHA  Ushers  Itself  Out 

It's  official.  After  strong  protests! 
from  small-business  advocates,  the  | 
Occupational  Safety  &  Health  Ad- 
ministration has  formally  reversed1 
its  November  decision  to  hold  em- 
ployers responsible  for  safety  in 
home  offices.  The  new  directive, 
issued  last  month,  says  OSHA  will 
not  inspect  home  offices,  where 
about  21  million  people  work,  nor 
require  employers  to  do  it.  An  ex- 
ception: The  agency  will  come  in  if 
it  gets  a  complaint  of  imminent 
danger,  such  as  in  home-based 
manufacturing  concerns.  In  those 
cases,  OSHA  would  limit  the  in- 
spection to  the  actual  work  site. 
"OSHA  respects  the  privacy  of  the 
home  and  has  never  conducted  in- 
spections of  home  offices,"  the  di- 
rective says. 


For  the  full  stories,  click 
Online  Extras  at 
frontier.businessweek.com 


BUSINESS  WEEK  FRONTIER 


MARCH  27,  2000 


\N  ALTERNATE  WAY  TO  COMMUNICATE 
A/HEN  YOUR  INTERNET  SERVICE  WON'T. 


you  feci  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk 

ith  UUNET,""  an  MCI  WorldCom"1"  Company.  From  high-speed  access  to 

eh  hosting  to  remote  access,  we  offer  a  full  range  of  Internet  services  that  can 

;lp  your  business  do  more.  And  as  the  world's  premier  IP  network,  we're  _  __  »j»*^-^ 

aking  VPNs  and  Internet-based  taxing  not  just  a  promise,  but  a  reality.  Couple  \J\JI\itli 

at  with  network  performance  that  sets  industry  standards  year  after  year  and 

m've  got  a  provider  that  won't  leave  you  stranded/  So  if  your  business  could 

>c  a  partner  like  us,  call  1  800  465  1794  or  visit  us  at  www.info.uu.net. 


HE       WORLD'S      INTERNET      COMMUNICATIONS       COMPANY 


•  703  206  5600  Canada  i  huh  242  OHM  "■>  1999  UUNl  I  rechnologiei 

more  inlimriiilion  www  mi  nut/sin 


urn,  Ini:  All  rights  reserved  The  UUNl  I  logo  is  a  tradematf 
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Good  Help  Is 
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CURRENTS 


A  tight  labor  market  just  keeps  getting  tighter 


JUST  WHEN  YOU  thought  the  super-tight 
labor  market  couldn't  get  any  worse, 
guess  what:  It's  getting  worse.  With  un- 
employment at  just  4.1%,  small  business- 
es are  going  to  greater  lengths  to  attract 
and  retain  skilled  employees — boosting 
salaries  and  benefits,  and  adding  perks. 
And  there  are  signs  that  those  higher  costs 
are  beginning  to  spark  higher  prices. 

Paid  Getman,  ceo  of  Dismal  Science 
Inc.,  a  5 5 -employee  economic  analysis 
outfit  in  West  Chester,  Pa., 


Workers; 


UNDAT,0N 


says  Dismal  Science  has  hiked  starting 
salaries  nearly  10%  a  year  and  hands  out 
raises  twice  a  year  instead  of  annually. 
There's  also  Starbucks  coffee  and  fresh 
bagels  every  morning  and  monthly  out- 
ings for  rock-climbing  and  ice  skating. 

Turnover  is  way  down,  from  20%  in 
1999  to  10%  today.  But  Getman  is  scram- 
bling for  savings  wherever  he  can  fmd 
them.  He  has  also  done  the  unthinkable 
and  raised  prices — only  about  3%  so  far, 
and  only  for  some  clients.  But  if  the  labor 


market  remains  this  tight,  Getman  says 
prices  will  increase  and  growth  will  slow. 
"I  don't  have  any  more  rabbits  to  pull 
out  of  the  hat,"  he  says. 

Small  companies  around  die  U.S.  are  in 
a  similar  bind,  according  to  the  latest  sur- 
vey of  the  600,000  members  of  the  Na- 
tional Federation  of  Independent  Busi- 
ness. In  January,  21%  of  companies 
surveyed  said  diat  finding  qualified  work- 
ers is  their  most  serious  problem — up  10 
percentage  points  from  five  years  ago. 

What's  more,  a  recent  nfib  Foundation 
study  found  that  63%  of  small  outfits  that 
were  hiring  either  had  to  keep  the  posi- 
tion open  for  more  than  a  month  or  set- 
de  for  a  less  qualified  candidate.  When 
the  jobs  were  filled,  only  40%  of  em- 
ployers were  "very  satisfied"  with  their 
new  hires.  Employees,  by  contrast,  are 
feeling  pretty  good.  Fully  9 1  %  of  workers 
are  at  least  somewhat  satisfied  with  their 
current  jobs,  according  to  the  Harris  Poll. 
But  forget  about  loyalty:  Half  say  it's  like- 
ly that  they'll  quit  in  the  next  five  years. 

In  fact,  employee  happiness  (otherwise 
known  as  consumer  confidence)  is  the 
glue  holding  the  whole  thing  together, 
says  William  Dunkelberg,  chief  economist 
of  the  NFB.  As  long  as  consumer  spending 
continues  to  fuel  the  economy,  rising 
compensation  should  be  offset  by  rising 
profits.  "But  once  the  economy  weakens, 
then  those  high  wages  you're  paying  are 
going  to  start  to  pinch,"  Dunkelberg 
warns.  So,  for  employees  who  want  it  all, 
these  may  turn  out  to  be  the  good  old 
days.  -ALISON  STEIN  WELLNER 


n 


For  more  ideas  on  how  to  cope  with 
the  labor  crunch,  click  Online  Extras 
at  frontier.businessweek.com 


Great  Expectations 

Small-business  owners  seem  to  be  donning  rose-col- 
ored specs.  A  survey  by  Heller  Financial  Inc.  finds  that 
53%  of  executives  at  small  and  midsize  firms  expect  the 
economy  to  improve  this  year.  That's  quite  a  contrast  to 
large  corporations,  only  20%  of  which  anticipate  im- 
proved economic  conditions  over  the  next  six  months, 
according  to  the  Conference  Board.  Why  the  disparity? 
One  Heller  analyst  says  big  firms  base  projections  on 
reports  and  forecasts,  whereas  entrepreneurs  simply  re- 
spond to  street-level  demand,  which  remains  feverish. 


40 


30 
20 


10 


& 


PERCENTAGE  OF 

EXECUTIVES  WHO 

BELIEVE  THE 

.    ECONOMYWILL  - 

GET  EVEN  BETTER 


SOUBSSSb^ 


Herd  on  the  Street 

And  now  for  the  next  hot  Intern 
play:  small  business.  Or,  at  lea 

companies  serving  small  bus 
ness.  First  up  was  0nvia.com  Ind 
a  business  services  e-commercl 
company  that  went  public  on  Ma 
1— and,  in  true  dot-com  fashion* 
saw  its  shares  soar  212%  the  firs| 
day  and  its  market  cap  swell  tij 
more  than  $4  billion.  Onvia  wil 
soon  be  followed  by  competitors 
DigitalWork.com   Inc.   and   Sta 
ples.com,  the  online  arm  of  thd 
office-products  giant.  More  deal?i 
are  likely  to  follow,  says  Jupite 
Communications  analyst  Melissa 
Shore.  "By  year's  end,  many  of 
Onvia's  competitors  will  be  pub 
lie,"  she  predicts. 

How's  business?  Each  compa 
ny's  balance  sheet  is  covered  in 
red  ink.  In  fiscal  1999,  Onvia  lost 
$57.4-  million  on  revenues  of  $27.2 
million.  DigitalWork  bled  $15.3 
million  on  revenues  of  $1.9  mil- 
lion, and  Staples.com  lost  $16.4 
million  on  sales  of  $94.3  million. 
Of  course,  in  the  torture^  logic  of 
the  dot-com  world,  that's  a  good 
sign  that  you're  hard  at  work 
building  your  business. 

Peek-A-Boo-Boo 

Speaking  of  Onvia,  the  IPO  docu- 
ments sent  to  investors  make  in- 
teresting reading  for  customers, 
too.  In  Securities  &  Exchange 
Commission  filings,  the  Seattle 
company  admits  that  a  serious  se- 
curity breach  occurred  at  its  Cana- 
dian operations  last  July.  "An  out- 
side party  was  able  to  gain  access 
to  the  private  account  information, 
including  credit-card  numbers,  of 
some  of  our  customers,"  the  filing 
says.  Records  of  about  20,000  cus- 
tomers were  open  for  several  days 
to  anyone  surfing  the  Web. 

Onvia,  an  online  partner  of 
frontier,  says  it  hired  Deloitte  & 
Touche  to  do  a  security  audit  and 
added  state-of-the-art  encryption 
gear.  Sounds  encouraging,  but  the 
filing  nonetheless  warns:  "A  se- 
curity breach  could  occur  again 
in  the  future."  That's  probably  true 
for  any  Web  site. 
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mpaq  Business 


impaq.  Windows  2000  Professional, 
ee  e-services.  Cash  back. 

isiness  just  got  easier  to  master. 

paq  worked  with  Microsoft  for  years  to  help  develop  the  best  business  operating  system  for  you: 
osoft*  Windows*  2000  Professional.  And  you  can  get  it  pre-installed  on  our  Compaq  Prosignia 
ctop  340. 


or  lease  the  Prosignia  Desktop  340  now  and  you'll  get  free,"  one-touch  Internet  access  with  multiple 
lil  accounts,  free''  Windows  2000  online  training,  and  a  free''  business  website  —  all  accessible 
ugh  www.MyWorkspace.compaq.com'  And  all  for  as  little  as  $1119!  Plus,  if  you  lease  your  new 
you  can  choose  between  a  three-month  lease  payment  holiday  each  year  or  a  2%  rebate  on  the 
ng  price:  Either  way,  it's  an  exceptional  business  solution  that's  ready  to  run,  right  out  of  the  box. 

rosoft  Windows  2000  Professional  is  the  most  reliable  Windows  OS  ever.  The  familiar  Windows 
rface  is  easy  to  use  and  maintain.  And  enhanced  Internet  connectivity  makes  it  the  ideal  platform 
roday's  business  computing  —  especially  when  paired  with  the  Prosignia  Desktop  340. 


FREE*  access  to  Compaq.NET  ' 
for  Business,  FREE'  Windows 
2000  training,  and  FREE' 
business  website  through 
www.MyWorkspace.compaq.com' 


PROSIGNIA  DESKTOP  340 


1119 


o£  Monthly  lease 
>QuickFindCode:  59X317-17317 

•  Intel8  Celeron'"  processor.  466MHz 

•  Microsoft5  Windows'  2000  Professional 

•  Microsoft  Office  2000  Small  Business* 
•64MB  100MHz  SDRAM 

•  4.3GB  hard  drive 

•  Prosignia  Internet  Keyboard 

•  Compaq  56K  V.90  data/fax  modem' 

•  Compaq  15"  monitor  (13.8"  viewable) 
■  40X  Max  CD-ROM  drive1 

•  Free'  Windows  2000  online  training 

•  Free'  three  months  of 
Compaq. NET"'  for  Business 

•  Access  to  www.MyWorkspace.compaq.com" 

•  Free*  business  website  through 
www.MyWorkspace.compaq.com7 

•  Three-year  limited  warranty1 


Prosignia  Desktop  340  is  designed  and  priced  specifically  for  growing  businesses  like  yours.  It's 
■ered  by  an  Intel®  Celeron™  processor,  and  pre-loaded  with  the  most  popular  business  software. 
;,  it's  backed  by  thousands  of  Compaq  Authorized  Resellers,  ready  to  help  you  put  it  all  together. 
:  latest  technology,  the  latest  software,  free  Internet  access,  and  expert  advice.  Talk  about  an 

to-end  business  computing  solution. 


MICROSOFT  WINDOWS  2000 
PROFESSIONAL 

■  Reliable 

•  Easy  to  use  and  maintain 

■  Features  for  mobile  users 

•  Internet  ready 


ndows  2000,  the  Compaq  Prosignia  Desktop  340, 
•9  Internet  services,  and  cash  back.  Call  Compaq  to 
e  advantage  of  these  offers  today. 


a 


To  buy  now,  or  for  your  nearest  reseller, 
call  1-888-634-8858 

Or  go  to  www.directplus.compaq.com 
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pii.  •    shown  arc  Compaq  prices.  Retailer  and  reseller  prices  may  vary.  Prices  shown  arc  subjeci  to  change  and  do  not  include  applicable  state  and  local  sales  tax  or  shipping  to  reapu  m  s 
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Make  'Em  Laugh 


INSTANT 


Former  comic  Scott  Bloom  turns  dull  meetings 
into  lively  quiz  shows  that  get  workers  involved 


IN  A  SMALL  HOTEL  BALLROOM  in 
Hershey,  Pa.,  an  excitable  crowd  of 
150  shuffles  impatiently,  waiting  for 
the  action  to  begin.  Finally,  a  voice 
thunders  over  the  loudspeakers — "Are 
you  ready  to  R-U-U-U-M-BLE?" — and 
the  audience  goes  wild,  whooping, 
barking,  and  chanting. 

No,  it's  not  the  World  Wrestling 
Federation.  It's  the  annual  sales  plan- 
ning meeting  for  IMS  Health,  a  market 
research  and  technology  company  spe- 
cializing in  the  pharmaceutical  industry. 
And  this  session  is  being  hosted  by 
Scott  Bloom,  stand-up  comic  turned 
corporate  game-show  guru. 

A  36-year-old  former  vhi  talk-show 
host  who  spent  15  years  slogging  away 
on  the  comedy-club  circuit,  Bloom 
now  gets  his  material  from  his 
clients — information  they  want  em- 
ployees to  learn.  He  then  repackages  it 
into  a  lively  quiz-show  format.  Thanks 
to  the  craze  sparked  by  abc's  Who  Wants 
to  Be  a  Millionaire,  Bloom's  Los  Ange- 
les-based company,  Knowledge  Quest, 
is  busier  than  ever.  "It's  a  cathartic, 
let-your-hair-down  event  where  it's 
O.  K.  to  yell  and  act  out,"  he  says  of 
his  performances. 

Bloom  started  hosting  game  shows 


for  corporate  clients 
in  1988  as  a  side- 
line to  his  stand-up 
career.  Two  years 
later,  he  founded 
Knowledge  Quest, 
which  now  em- 
ploys three  part- 
timers  and  brought 
in  nearly  $200,000 
in  1999.  Bloom  ex- 
pects to  exceed 
$350,000  this  year. 
Based  in  his  Studio 
City  (Calif.)  apart- 
ment, Bloom  has  as 
clients  PepsiCo, 
PaineWebber,  and 
at&t,  which  pay 
about  $7,000  for  a 
one-hour  show. 

Behind  the  mi- 
crophone for  IMS, 
Bloom  brings  three  teams  onto  a 
makeshift  stage  and  begins  firing  off 
questions:  "In  New  Product  Digest  [an  IMS 
publication],  how  many  primary-care 
physicians  are  surveyed?";  "For  what 
prescription  drug  does  actor  Wayne 
Knight,  Newman  on  tv's  Seinfeld,  ap- 
pear in  commercials?"  (Answers:  160 
and  Relenza.) 

Competition  heats  up 
over  four  rounds.  Team- 
building  is  what  makes 
Bloom  so  effective,  says  IMS 
executive  Debbie  Henderson. 
"We  worried  about  how  he 
would  get  the  crowd  into 
the  game.  But  he  pulled  it 
off,"  she  says. 

Does   he   miss   the   club 
scene?  Not  a  bit.  At  corpo- 
rate gigs,  he  says,  "the  audi- 
ence isn't  going   to  shred 
you  for  bad  material."  Be- 
sides, with  word-of-mouth  from  his 
corporate  clients,  Bloom's  own  Wheel  of 
Fortune  is  spinning  toward  big  money. 
— APARNA  MUKHERJEE 
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For  more  profiles  of  entrepre- 
neurs, click  Online  Extras  at 
frontier.businessweek.com 


Mind  Your  Manners 

Mom  was  right:  Manners  count.  Nearll 
60%  of  professionals  say  they'll  takJ 
their  business  elsewhere  if  treated  rudel 
ly,  according  to  employee-training  firr 
Eticon  Inc.  One  consultancy  lost  a  $3(1 
million  contract  after  an  executive  lickec 
his  knife  at  the  table,  reports  etiquette 
consultant  Barbara  Pachter.  Ultimately! 
manners  mean  business. 

CASE  IN  POINT  Carol  Poyner,  offic 
manager  at  Midlands  Surgical  Associ 
ates  in  Columbia,  S.C.,  noticed  thatl 
some  of  her  staff  had  less-than-reas- 
suring  habits— such  as  abruptly  putting 
patients  on  hold.  So  Poyner  sent  her 
10-person  staff  to  a  pair  of  etiquette 
workshops.  Now,  patients  are  offered 
something  to  drink  when  they  arrive.  If 
they  face  a  long  wait,  the  staff  lets  them 
know— and  volunteers  to  reschedule  the 
appointment.  Poyner  says  some  patients 
have  told  her  the  staff  now  is  so  kind 
that  they  "don't  even  mind  waiting." 

RESOURCES 

Tips  on  business  etiquette  abound  on 
Etiquette  International's  Web  site 
(www.etiquetteintl.com.)  The  compa- 
ny also  holds  bimonthly  workshops  in 
New  York  ($750  a  day  per  participant). 
Find  advice  for  every  imaginable  busi- 
ness situation  in  Emily  Post's  The  Eti- 
quette Advantage  in 
Business:  Personal 
Skills  for  Profes- 
sional Success,  by 
Peggy  Post  and  Pe- 
ter Post  (1999, 
Harper  Resource, 
$35).  The  book  has 
tips  on  everything 
from  name-tag  eti- 
quette (it  goes  on 
the  right  side  of 
your  chest,  about 
four  inches  below 
the  shoulder)  to  how  to  handle  a 
compliment  gracefully  (a  simple 
"thank  you"  will  suffice). 
Finally,  there's  Manners  Minutes,  an 
audiotape  compilation  of  etiquette  tips. 
Four  tapes,  24  minutes  a  side,  $39.95. 
(803)  736-1934,  www.eticon.com. 
-ALISON  STEIN  WELLNER 
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CommerceKey.com 


Even  though  your  company  may  have 
a  way  to  go  before  it  ranks  among  the 
Fortune  500",  it  doesn't  mean  you  can't 
be  doing  business  on  a  global  scale  today 

Now,  thanks  to  the  all-inclusive 
services  of  CommerceKey.com",  you  can. 

CommerceKey.com  is  the  end-to-end 
e-partner  that  offers  literally  everything 
you  will  ever  need  to  do  business 
successfully  on-line.  Through  our  fully 
integrated  e-commerce  platform,  you'll 
be  fully  operational  in  a  matter  of  days 
instead  of  months. 

We  can  help  you  build  and  host 
your  site,  offer  you  customized  on-line 
order  processing  and  electronic  payment 
services,  warehousing,  shipping,  and 
even  provide  advertising. 


We  also  realize  that  even  the  smallest 
business  has  big  aspirations,  just  not  a 
big  budget.  Which  is  one  reason  why 
our  pricing  structure  and  fees  are  so 
competitive,  you'll  be  hard  pressed  to 
find  anyone  who  can  come  close. 

As  a  company  motivated  by  setting 
trends  rather  than  following  them,  we 
realize  that  we  can't  be  truly  successful 
unless  you  are. 

If  the  thought  of  doing  business  on 
the  Worldwide  Web  appeals  to  you, 
invest  a  few  minutes  and  log  on  to 
http://www.CommerceKey.com. 

Or  call  1-800-493-6535.  Even  if  you 
never  reach  the  ranks  of  the  Fortune  500, 
there's  a  good  chance  we  can  help  you 
move  up  a  few  100,000. 


€> 

CommerceKey.com 


Net  more  from  the  net. 


Fortune  Mio  is  ■  registered  trademark  oJ   I  ime 


www.commercekey.com 


1000  ■  ■  ■ 


Website  Construction    •    Hosting    •    Credit  Card  Payment  Processing    •    Warehousing    •    Shipping    •   Advertising 
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Elective  Surgery 


How  to  trim  health-care  costs?  A  "split  funding' 
strategy  may  be  just  what  the  doctor  ordered 


IF  YOUR  HEALTH  PLAN  isn't  making 
you  queasy,  you  probably  have  a 
strong  stomach.  For  companies  with 
fewer  than  50  employees,  premiums 
soared  an  average  of  14%  in  1999,  ac- 
cording to  employee  benefits  consult- 
ant William  M.  Mercer,  and  other  an- 


alysts project  a  20%  jump  this  year. 
That  means  businesses  now  paying  an 
average  of  $3,800  per  employee  will 
see  increases  of  $760  a  head. 

Numbers  of  this  magnitude  put 
small  companies  in  a  bind.  With  un- 
employment at  a  30-year  low,  cutting 
back  on  coverage  or  passing  the  high- 
er costs  on  to  employees  isn't  realistic. 
But  neither  is  absorbing  a  big  hit  to 


the  bottom  line.  So  what's  an  entre- 
preneur to  do?  In  the  desperate  scram- 
ble to  cut  costs,  some  are  switching  to 
the  strategy  of  "spin  funding." 

Think  of  it  as  partial  self- insurance. 
You  select  a  plan  similar  to  what  you 
have,  only  opt  for  bigger  deductibles 
and  higher  out-of- 
pocket  maximums. 
Those  adjustments 
will  save  your  com- 
pany 15%  to  35% 
on  premiums. 

Next,  promise 

workers  that  you 
will  pick  up  the  tab 
whenever  it  exceeds 
the  old  deductibles 
or  out-of-pocket 
limits.  Presto:  lower 
costs  for  you,  and 
no  additional  bur- 
den for  your  em- 
Jployees.  And  you 
don't  have  to  wor- 
ry that  any  single 
claim  will  bankrupt 
you.  That's  because 
catastrophic  cover- 
age kicks  in  once  the  caps  are  reached. 
You're  essentially  betting  that  the  sav- 
ings in  premiums  will  exceed  additional, 
out-of-pocket  expenses  for  care.  It  could 
be  a  gamble  worth  taking.  But  because 
the  strategy  is  new,  your  local  broker 
may  not  know  about  it.  If  not,  your 
best  bet  is  to  find  a  benefits  consulting 
firm  that  specializes  in  small  companies. 
It  worked  for   Kness   Mfg.   Co.,   a 


SM-! 
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mousetrap  maker  with  48  employees 
Albia,  Iowa.  Last  January,  die  compan 
was  hit  with  a  23%  hike  in  premium 
"We  diought  we  would  have  to  dro 
coverage  altogedier,"  says  Milly  Easdi 
general  manager  at  Kness.  Instead, 
company  switched  to  split  funding,  rais 
ing  deductibles  and  out-of-pocket  max 
imums.  Employees  were  responsible  fo: 
costs  up  to  die  old  levels;  then  Knes: 
pitched  in.  The  result:  Premium: 
dropped    26%, 

from  $323,000        Feeling  Sick 
to      $238,000.         *ggg&SIU 
Total  nealtn-care 
costs  fell  by  3%. 

Split  funding 
can  clip  future 
increases,  too, 
because  premi- 
ums for  high- 
deductible  plans 

are  rising  much  data:  william  m  me 

more      slowly 

dian  for  odier  plans — about  60%  slow- 
er, says  Bill  Lindsay,  a  Denver  benefits 
consultant. 

On  average,  only  about  25%  of  em- 
ployees hit  their  maximums  in  any 
given  year.  Still,  Larry  A.  Levitt,  a  pol- 
icy analyst  at  the  Henry  J.  Kaiser  Fam- 
ily Foundation,  warns  that  "a  minority 
of  small  firms  with  an  older  or  sicker 
workforce  could  get  hurt"  by  split 
funding.  It  isn't  for  everyone.  But  for 
many  small  outfits,  the  plan  could 
save  employees  a  few  bucks — and  their 
employers  a  splitting  headache. 

-JOSHUA  KENDALL 


r~   For    more    tips    on    coping    with 
health-care  costs,  click  Online  Ex- 
'    ~>  tras  at  frontier.businesweek.com 
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Smart  Answers 

Q:  I  am  planning  to  pitch  my  compa- 
ny to  venture  capitalists.  How  should 
I  prepare? 

— A.R.,  Chicago 

A:  The  standard  pitch  to  professional 
investors  is  a  brief  PowerPoint 
presentation  that  might  include  a  Web 
site  mock-up  or  a  professionally  pro- 
duced prototype.  Most  meetings  last  nc 
more  than  an  hour,  and  for  every  10 
minutes   of   presentation   you   should 


expect  about  20  minutes  of  questions. 
Stick  to  the  basics.  Explain  what  your 
product  is  and  how  you  expect  to  sell  it. 
Be  realistic,  and  cite  research.  How  much 
will  it  cost  to  produce?  When  do  you  ex- 
pect to  be  profitable?  Of  course  you 
should  rehearse  your  presentation,  even 
videotape  it.  Try  to  anticipate  all  ques- 
tions. A  confident  answer  is  better  than  no 
answer  at  all,  says  Elton  B.  Sherwin  Jr., 
managing  director  of  Ridgewood  Capital  in 
Palo  Alto,  Calif.,  and  author  of  The  Silicon 
Valley  Way  (Prima  Publishing,  $15). 


Remember:  Venture  capitalists  read 
perhaps  100  business  plans  a  week, 
sit  through  more  than  100  presenta- 
tions a  year,  and  invest  in  fewer  than 
10  deals.  You  seldom  get  a  second 
chance.  VCs  generally  have  a  good  idea 
which  projects  will  get  the  green  light 
after  that  first  meeting. 

—  KAREN   E.   KLEIN 

Have  a  question  about  running 
your  company?  E-mail  us  at 
frontieriabusinessweek.com 
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Work  for  a  small  business? 
Let  Hertz  work  for  you. 


Small  businesses  can  enjoy  the 

benefits  that  Hertz  provides. 

Like  double  Frequent  Flyer  Miles. 

(V^)hether  you  work  for  a  small  business  or  you 
own  one,  Hertz  understands  your  needs.  And 
to  prove  it,  we're  offering  some  great  incentives. 
Like  double  frequent  flyer  miles  on  most 
major  U.S.  airlines  for  qualifying  rentals  now 
through  10/31/00.  When  you  mention  CDP# 
1188888,  you'll  get  a  special,  low  rate.  Plus, 
mention  your  frequent  flyer  membership 
number  and  we'll  give  you  twice  the  miles  you 
normally  earn  for  putting  your  trust  in  Hertz. 

Plus,  earn  your  way  towards 
Hertz  #1  Club  Gold®  Membership. 

©all  today  to  enroll  in  Hertz  #1  Club®  and 

t 

earn  your  way  towards  membership  in  Hertz 

#1  Club  Gold,  our  fastest  and  easiest  way  to 
rent  a  car.  If  you  rent  at  least  twice  using  your 
#1  Club  number  and  CDP#  1188888  before 
10/31/00,  you  will  receive  a  #1  Club  Gold 
enrollment  package  and  Hertz  will  waive 
the  membership  fee  for  1  year  (a  S50  value). 
For  reservations  call  your  travel  agent  or 
Hertz  at  1-800-654-3131  today.  Or,  visit  us 
on  the  web  at  hertz.com.  Putting  you  on  the 
road  to  success.  Another  reason  nobody  does 
it  exactly  like  Hertz. 
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As  the  virtual 
workforce 
grows,  so  does 
the  challenge 
for  managers. 
Here's  how  to 
keep  it  together 


Control 


by  Chris  Sandlund  WHEN  LISA  WOLFF  wanted  to  lure  senior  geological 
engineer  Tom  Selfridge  to  her  geology  consulting  firm,  the  perk  that 
clinched  the  deal  wasn't  a  car,  a  health  club,  or  stock  options.  What  drew 
Selfridge,  the  father  of  two  small  children,  to  14-employee  Wolf 
Technologies  Inc.  in  Jacksonville,  Fla.,  was  more  compelling:  permission 
to  work  at  home  when  his  wife  travels  on  business.  Wolff,  who 


recalled  her  own  days  with  an  intractable  boss  and 
a  feverish  child  sleeping  under  her  office  desk,  also 
offered  the  basic  tools  to  get  the  job  done:  a  laptop, 
a  cell  phone,  and  a  pager.  "Quite  frankly,"  says 
Selfridge,  "if  I  had  asked  for  a  laptop  at  my  old 
firm,  they  would  have  laughed  at  me." 

No  one's  laughing  now.  Wolff  got  a  valued  em- 
ployee, and  Selfridge  recendy  got  to  work  at  home 
for  an  entire  week  while  his  wife  was  on  the  road. 

Welcome  to  the  world  of  the  remote  worker — 
here  today,  home  tomorrow.  Last  year,  2.2  mil- 
lion, or  28.9%,  of  small  companies  with  fewer 
than  100  employees  offered  telecommuting,  up 
from   1.7  million,  or  25.2%,  in  1998,  according 


to  International  Data  Corp.  (The  research  firm  de- 
fines telecommuting  as  having  at  least  one  W-2 
employee  working  at  home  at  least  three  days  a 
month.) 

Not  only  do  these  employees  crave  flexibility, 
they  often  have  the  leverage  in  this  tight  labor 
market  to  insist  on  it.  And  employers  may  be  hard- 
pressed  to  argue  that  they  can't  accommodate  them. 
Here,  as  elsewhere,  technology  has  reshaped  the 
landscape,  making  it  easier  for  virtual  workers  to 
function  as  if  they  were  in  the  next  cubicle  (page 
20).  E-mail  alone  may  be  enough  for  your  em- 
ployee to  stay  in  touch.  Better  yet,  emerging  Web- 
based  tools  help  virtual  teams  work  more  efficient- 
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Backyard  Bean  Counter 

Cruising  down  a  Phoenix  freeway  on  a  75F  day  in  early  March,  Car- 
olyn Sechler  has  the  top  down  on  her  convertible.  Dressed  in  Ti- 
betan T-shirt  and  Birkenstocks,  the  self-proclaimed  "old  hippie"  is 
zooming  toward  a  meeting  with  a  prospective  client  of  her  virtual 
accounting  firm. 

Sechler,  47,  could  never  go  back  to  a  normal  office.  After  18 
years  working  for  a  sizable  Phoenix  accounting  firm,  she  has  head- 
quartered her  own  company,  Sechler  cpa  pc,  in  a  guest  house  be- 
hind her  home.  She  has  hired  five  full-time  employees  and  13 
"team  members"— certified  public  accountants  who  work  with  her 
as  contractors  on  individual  projects.  Everyone  associated  with 
Sechler  cpa  works  from  home.  Technology  ties  them  all  together. 

"It's  a  terrible  waste  of  time  for  me  to  drive  to  an  office,"  says 
Sechler.  "I  would  just  make  phone  calls  there  to  arrange  meetings 
with  clients  that  I'd  have  to  drive  out  to  see."  She  would  rather 
commute  10  seconds  through  her  backyard  and  make  the  calls  with 
her  dog  at  her  feet  and  Stevie  Wonder  playing  on  the  stereo. 

Yearning  for  a  laid-back  lifestyle  may  have  inspired  Sechler's  vir- 
tual arrangement,  but  the  discovery  of  a  huge  pool  of  people  who 
prefer  to  work  virtually  has  built  her  business.  She  has  expanded  by 
bringing  on  team  members  from  as  far  away  as  Nebraska,  Missouri, 
and  Michigan.  None  of  these  accountants  wanted  to  move,  but 
each  was  attracted  to  Sechler's 
client  base  of  lawyers  and  non- 
profit outfits. 

Sechler  asks  only  that  those 
who  join  her  use  Microsoft  Word 
and  Excel,  as  well  as  Intuits 
QuickBooks  99.  Six  months  ago, 
most  of  the  staff  connected  to 
the  Internet  with  56K  dial-up 
modems.  Today,  all  the  employ- 
ees except  one  have  a  high- 
speed Internet  connection  via 
cable  modem  or  digital  sub- 
scriber line  (dsl). 

The  accountants  can  tap  into 
all  the  company's  common 
files— whether  spreadsheets, 
correspondence,  or  accounting 
ledgers,  which  reside  on  a  com- 
pany server  at  its  Internet  serv- 
ice provider.  The  isp  is  also 
Sechler's  client,  with  whom  she 
barters  accounting  services  for 
extra  disk  space. 

To  help  her  group  function  as 
a  real  team,  she  schedules  a 
meeting  for  the  full-timers  every 
other  week  at  the  University 
Club  in  Phoenix.  This  virtual  lifestyle  suits  most  of  Sechler's  em- 
ployees just  fine,  but  one  young  intern  found  the  unstructured 
work  environment  hard  to  handle.  The  team  made  suggestions  to 
help  him  focus  better,  but  ultimately,  the  intern  agreed  he  would  be 
better  off  working  at  a  traditional  firm  to  develop  solid  work  skills. 

Some  clients  have  been  so  impressed  with  Sechler's  virtual 
operation  that  they've  taken  her  advice  and  gone  virtual  too  when 
their  leases  expired.  She  helps  them  pick  out  the  right  software, 
but  doesn't  charge  for  the  service.  Sechler's  just  glad  to  have 
another  convert. 
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ly  through  such  services  as  real-time  chat  or  site; 
that  let  you  share  files  and  post  schedules. 

Access  to  a  company's  local  area  network  really 
bridges  the  distance  between  home  and  office 
About  29%  of  small  companies  with  fewer  than 
100  employees  already  give  their  employees  re- 
mote access  to  their  lo- 
cal-area networks,  ac-  iaN  Lubbers 
cording     to     another      percentage  of  smau^mpanie^^ 

1999   idc  survey,  and      th^porate network 
the  larger  the  business,       number  ofemployees 
the   more  likely   they       under  5 
are  to  offer  such  access 
(chart). 

The  cost  of  setting 
up  remote  access  varies 
widely,  of  course,  de- 
pending on  what  you 
already  have  in  place.  Companies  running  Win- 
dows nt  and  a  high-speed,  always-on  connection, 
such  as  a  Digital  Subscriber  Line  (dsl),  can  simply 
configure  the  server  for  remote  access.  (Figure  on 
paying  a  consultant  for  a  couple  of  hours'  work.) 
Starting  from  scratch,  you'll  pay  anywhere  from 
$1,500  to  $30,000  for  network  server  alone.  If 
your  employees  come  in  over  the 
Web,  you'll  want  a  high-speed  con- 
nection ($40  and  up  monthly,  plus 
installation)  but  a  dial-up  connection 
will  require  a  pool  of  modems  (fig- 
ure $50  per  modem  and  another  $50 
per  phone  line).  Count  on  hiring  a 
consultant,  too. 

Sure,  handling  these  new  arrange- 
ments challenges  managers.  Y,°u  need 
to  make  sure  your  employees  tend  to 
their  work,  not  just  their  vegetable 
gardens.  It  can  also  be  tough  to  keep 
staff  motivated  and  working  cohesive- 
ly without  much  personal  contact. 

Morale  Booster.  Still,  it's  often  worth 
the  effort.  Ceridian  Corp.,  a  human 
resources  systems  vendor,  says  in  a 
survey  released  last  year  that  52%  of 
companies,  both  big  and  small,  re- 
ported that  telecommuting  programs 
helped  attract  talent;  60%  said  they 
enhanced  worker  loyalty.  After  all, 
allowing  telecommuting  shows  em- 
ployees you  trust  them.  "That  goes  a 
long  way  toward  improving  morale," 
says  Jack  Nilles,  president  of  JALA  In- 
ternational in  Los  Angeles,  a  consultant  on 
telecommuting.  And,  he  says,  it  helps  productivity, 
too.  These  "teleworkers"  typically  take  two  to  three 
fewer  sick  days  per  year  than  office-based  workers. 
Policies  for  managing  remote  workers  tend  to 
be  informal  at  small  companies — often  concocted 
on  the  spot,  says  IDC  Vice-President  Ray  Boggs. 
Frequently,  they  spring  from  the  owners'  personal 
desire  for  flexibility,  as  in  the  case  of  Mike  and 
Maureen  Birdsall,  co-owners  of  Birdsall  Designs 


BUSINESS  WEEK  FRONTIER 


MARCH  27,  2000 


How  to  make  a 
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Simply  go  here. 

We  know  you're  busy,  so  we'll  make 
this  fast.  Sending  out  a  mailing  to  your 
customers  often  takes  too  long  and  costs 
too  much.  That's  why  there's  ELetter, 
a  printing  and  mailing  service  for  your 
customer  communication. 
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Even  the  introductory  offer 
is  simple  to  understand. 

With  ELetter,  you  can  launch  a  mailing  in  just  15 
minutes.  And  to  help  you  get  started,  we're  offering 
$25  off  your  first  mailing  of  $100  or  more.  Use 
this  offer  code  when  placing  your  order  —  877F0E. 
To  learn  more  about  ELetter  and  take  advantage 
of  this  offer,  visit  www.eletter.com. 


And  your  mailing 
simply  goes  out. 

ELetter  relieves  you  of  the  time- 
consuming  tasks  of  printing  and 
mailing  your  letters,  flyers, 
brochures,  postcards,  and  more. 
And  the  best  part  is  that  our 
service  is  online,  so  it's  convenient 
and  easy  to  use. 
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Inc.,  a  14-employee 
Web  design  firm  in 
San  Francisco.  Mike  of- 
ten cuts  out  at  4  p.m. 
to  retrieve  the  couple's 
kids  from  day  care  and 
then  resumes  work  in 
the  evenings.  The  Bird- 
sails  expect  no  less 
from  their  employees. 
They  foot  the  bill  for 
home  Internet  connec- 
tions, encouraging 
them  to  work  at  home 
evenings  and  weekends 
to  meet  deadlines. 

"Still    Learning."    For 

successful  remote  man- 
agement, set  down 
some  guidelines  and 
lay  out  your  expectations  clearly,  says  Gil  Gordon,  a 
consultant  on  virtual  management  issues,  based  in 
Monmouth  Junction,  N.J.  Jay  Wilkinson,  owner 
of  a  50 -employee  AlphaGraphics  Inc.  franchise  in 
Lincoln,  Neb.,  shows  how  convenience  can  cut 
both  ways:  He  requires  that  his  telecommuters  be 
on  call  with  a  company-supplied  cell  phone. 


Managing  the  Challenge 
of  a  Virtual  Workforce 


TAKE  BABY  STEPS:  When  trying  out  virtual  arrangements  with 
new  employees,  take  it  slow.  Let  them  show  they  can  handle  the 
challenge  by  scheduling  occasional  work-at-home  days  first. 

STATE  EXPECTATIONS:  Nip  problems  in  the  bud  by  letting  home- 
based  workers  know  what  you  expect  from  them.  Go  over  the 
terms  of  your  virtual  arrangement— whether,  for  example,  you 
want  them  to  carry  an  office  cell  phone— and  tell  them  if  there  are 
specific  ways  you  want  the  job  done. 

WRITE  IT  DOWN:  Record  directions,  project  changes,  and  updates  in 
writing,  by  sending  an  e-mail  or  fax  or  using  Web-based  services 
that  allow  for  sharing  calendars  and  tracking  projects. 

COMMUNICATE:  Whether  your  telecommuters  take  an  occasional 
day  away  or  work  from  home  full-time,  make  sure  they're  reachable 
during  business  hours.  Phone  calls,  e-mail,  fax,  and  chat  all  work 
well— but  they  have  to  be  able  to  reach  you,  too. 

MANAGE  BY  RESULTS:  Focus  on  what's  accomplished,  not  whether 
your  employee  is  working  from  her  patio  or  at  10  p.m.  Set  interim 
deadlines  on  projects  and  stick  to  them. 

MEET  REGULARLY:  Human  contact  still  matters.  Schedule  period- 
ic and  regular  meetings  where  all  team  members  can  discuss 
current  projects  and  telecommuters  can  catch  up  on  office  gossip. 
Fly  out-of-towners  in  at  least  quarterly,  so  they  can  develop  work- 
ing friendships  with  your  in-office  staff. 


Also  seeking  swi 
communication,  Kei 
Lindbeck,  CEO  of  direi 
marketer  Beginning 
End  Inc.  in  San  Franl 
cisco,  instituted  a  pol] 
icy   that   home-base 
workers  answer  thei 
office    calls    in    twci 
rings    or    less,    afte 
some    telecommuter 
let  their  phones  rin 
excessively.  But  Lind 
beck  hasn't  solved  th 
social  challenges.  Tw< 
office-based  employees 
who      quit      recently 
complained  in  exit  in 
terviews  that  the  office 
was  too  lonely  because 
of    all    the    telecom 
muters  and  business  travelers.  "I'm  still  learning 
how  to  manage  it,"  concedes  Lindbeck. 

The  virtual  workers  are  even  more  likely  to  feel 
isolated.  That's  why  Wilkinson  lets  his  regular  meet- 
ings meander  a  bit.  He  wants  the  remote  employees 
to  catch  up  on  office  and  client  gossip.  "It  helps 
keep  them  connected  to  the  company  culture,"  he 
says.  To  keep  your  workplace  cohesive,  Gordon 
suggests  limiting  employees  to  two  or  three  work- 
at-home  days  per  week.  If  a  full-time,  long-dis- 
tance relationship  is  absolutely  necessary,  try  limit- 
ing it  to  just  a  few  employees  to  reduce  scheduling 
and  training  headaches.  Also,  fly  them  in  every 
three  or  four  months  to  meet  new  staff.     > 

To  decide  if  a  job  can  easily  be  done  at  home, 
evaluate  it  by  three  key  criteria:  how  portable  the 
work  is,  whether  it  has  a  measurable  start  and  end, 
and  whether  it  requires  a  lot  of  in-person  interac- 
tion. (That  rules  out  most  managers.) 

Once  you've  approved  a  remote  work  arrange- 
ment, don't  forget  about  office-bound  employees, 
roc's  Ray  Boggs  says  you  can  minimize  jealousy  by 
making  sure  telecommuters  have  allies  back  in  the 
office.  Also,  explain  the  trade-offs  those  workers 
make  clearly  to  the  other  employees.  Kim  Clayton, 
chief  operating  officer  of  Select  Benefit  Adminis- 
trators, explained  to  other  workers  that  he  had 
scaled  back  the  scope,  pay,  and  hours  of  two  health 
insurance  claims  processors,  young  mothers  who 
wanted   to   work   from 


How  fancy  a  remote 
setup  do  you  need?  That 
depends  on  your  busi- 
ness. For  more  on  tech- 
nology, see  page  20 


home  as  part-timers. 

"We  don't  have  re- 
sentment," AlphaGraph- 
ic's  Wilkinson  says  of  his 
telecommuters,  "because 
they're   well-liked   and 

have  a  lot  of  respect  among  their  co-workers."  Even 
virtual  workers  need  people  skills,  it  seems. 


Learn  about  the  legal  risks  posed  by  the 
virtual  workforce.  Click  Online  Extras  at 
frontier.businessweek.com 
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small  business  association  dues:  $450 


payroll  &  accounting  software:  $760 


"fice  supplies:  $150 
remembering  who  you  work  for: 
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When  you  get  a  MasterCard  BusinessCard"  with  MasterCard  Business  Bonuses,' 
you'll  earn  miles  good  on  any  airline.  No  blackouts.  For  details 
and  participating  banks,  call  1-800-788-1365. 
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there  are  some  things  money  can't  buy. 
for  everything  else  there's  MasterCard.' 
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Tools  of  the  Remote  Trade 

The  first  thing  that  a  new  employee  receives  at  DKM  Inc.  is  a 
notebook  computer— a  symbol  of  the  Los  Angeles  manufac- 
turing consultancy's  commitment  to  virtual  work  arrange- 
ments. "We  cover  the  entire  L.A.  basin,"  says  President  Murat 
Sehidoglu.  "It  doesn't  make  much  sense  to  force  someone  to 
come  to  the  office  if  the  client  is  10  minutes  from  home."  Es- 
pecially considering  the  Los  Angeles  traffic  snarls. 

Sehidoglu  also  pays  for  a  second  phone  line  in  each  of  his 
2k  employees'  home  offices  and,  if  necessary,  springs  for  a 
printer  or  scanner.  "We  tend  to  supplement  what  they  already 
have,"  he  says,  "or  improve  it."  As  a  result,  DKM's  consultants 
can  meet  at  a  manufacturer's  plant  in  the  morning  and 

finish  up  their  day's 
work  at  home  in  the 
afternoon. 

What  Sehidoglu 
provides  for  his  em- 
ployees is  the  basic 
technology  necessary 
for  working  virtually. 
But  there  are  plenty 
of  more  elaborate 
Web-based  services  that  will  help  bring  together  your  far-flung 
employees.  Sehidoglu  improved  communication  among  his 
staff  by  having  everyone  sign  up  for  the  free  Web  scheduling 
service  SchedulePlus  (table).  Among  other  things,  telecom- 
muting employees  use  the  site  to  reserve  time  in  the  office 
conference  room  and  avoid  scheduling  conflicts.  Accountant 
Carolyn  Sechler  in  Phoenix  bounces  around  ideas  with  her  vir- 
tual team  in  real  time  by  using  the  free  ICQ  Internet  chat 
service  (www.icq.com). 

Consultant  Gil  Gordon,  who  advises  companies  on  telecom- 
muting from  his  headquarters  in  Monmouth  Junction,  N.J., 
suggests  taking  collaboration  one  step  further  by  using  the 
Web  conferencing  service  PlaceWare  (www.placeware.com).  For 


The  next  thing 
office  tech  may 
render  obsolete 
is  the  office 


Lets  Get  Virtual 


a  fee  of  $400  annually  per  "seat"  at  the  virtual  conference,  t 
service  lets  you  present  a  PowerPoint  slide  on  a  common  W 
page  that  all  meeting  participants  can  access.  It  also  lets  y 
receive  answers  to  yes/no  questions  in  real  time  to  gauge  t 
thoughts  of  employees. 

Although  Kim  Clayton's  employees  at  Select  Benefit  A 
ministrato'rs  in  West  Des  Moines,  Iowa,  already  had  PCs 
home,  he  paid  for  extra  software  licenses  so  that  his  coi 
puter  consultant  could  load  crucial  applications  on  thos 
home  machines.  Direct  marketer  Keith  Lindbeck,  owner  of  Be| 
ginning  2  End  Inc.  in  San  Francisco,  furnishes  his  contract  de 
signers  with  Macintosh  computers  just  like  the  ones  the 
use  in  the  office,  so  they  can  work  from  home  full-time.  Gjv 
en  the  city's  high  rents,  it's  still  cheaper  to  do  things  that  wa 
rather  than  providing  workers  with  office  space. 

If  your  employees  just  e-mail  the  work  from  their  home 
computers,  make  them  use  the  Windows  or  Macintosh  pass- 
word features  to  protect  any  specified  folders  with  work-re 
lated  files.  Lawyers  say  that  would  limit  your  liability  if  the 
files  were  lost  or  stolen  because  you've  taken  reasonable  ™^ 
precautions  to  safeguard  clients'  data.  Security  concerns 
increase  when  you  let  employees  access  the  company's  I, 
server  by  dial-up,  but  your  worries  are  far  greater  if  they 
come  in  over  the  Internet.  Even  with  firewalls  in  place,  Se- 
hidoglu is  uncomfortable  connecting  the  firm's  IBM  AS/400 
minicomputers  directly  to  the  Net  via  his  always-on,  high 
speed  T-1  line.  His  employees  must  dial  in  using  a  much 
slower  modem. 

Sound  complicated?  There  are  simpler  ways  to  communi- 
cate with  a  far-flung  workforce.  Jay  Wilkinson,  owner  of  an  Al- 
phaGraphics  shop  in  Lincoln,  Neb.,  provides  company  cell 
phones  to  all  his  telecommuters— and  has  reconfigured  his  of- 
fice phone  system  to  forward  their  incoming  calls.  With  tech- 
nologies like  these  in  place,  the  chances  you'll  lose  touch  with 
your  employees  is,  pardon  the  expression,  pretty  remote. 


f 


\\. 


Free  Web-based  intranet  services  can  help  a  far-flung  staff  work  together  effectively.  All  these  services  let  you  share 
calendars  and  address  books.  With  some,  you  can  monitor  employees'  progress  on  their  "task  lists." 


SERVICE 

COST 

FILE 
SHARING? 

TASK 
LISTS? 

MESSAGE 
BOARD? 

LIVE 
CHAT? 

EXTRAS 

HOTOFFICE 
www.hotoffice.com 

Free  or  $9.95  to 
$12.95  per  month  per 
user  with  no  ads 

40MB/company 
for  free; 
20MB/paid  user 

No 

Yes 

Yes 

$2.50/month  for 
20MB  extra  file 
space 

INTRANETS.COM 

www.intranets.com 

Free 

25MB/company 

No 

Yes 

Yes 

Can  share  common 
Web  links 

JUMP 
www.jump.com 

Free 

None 

Yes 

Yes 

No 

Sync  to  Outlook  or 
PalmPilot. 

MAGICALDESK 
www.magicaldesk.com 

Free 

5MB  file  space 
per  user 

Yes 

Yes 

No 

$5/month  for  20MB 
extra  file  space 

SCHEDULE  ONLINE 
www.scheduleonline.com 

Free 

3MB  file  space 
per  user 

Yes 

No 

Yes 

Schedule  such 
resources  as  a 
conference  room 

VJUNGLE 
www.vJungle.com 

Free 

50MB  file  space 
per  company 

Yes 

No 

Yes 

$3/month  for  40MB 
extra  file  space 

& 
ll: 


I 


DATA:  BEACON  RESEARCH  GROUP  INC.;  COMPANY  DATA 
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his  is  the  best  thing  to  happen  to  ACT!  users 
since  ACT!  Ioughtaknow" 
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•  the  three  million  of  you 
)  rely  on  ACT!'  to  keep 
r  professional  lives  in 
it,  the  history  of  con- 
management  began 
day  ACT!  arrived  on 
market. 

>n  that  day,  the  PC 
nged  from  a  thing 
reluctantly  learned 
ve  with  into  some- 
ig  you  couldn't 
without. 

fell,  if  you  think  that 
i  neat,  wait'll  you  see 
it  we've  got  in  store  for 
.  now  that  ACT!  has 
ted  the  SalesLogix'  family. 
he  world's  favorite  contact 
lager  is  now  Internet  Activated, 
'hrough  the  magic  of 
:ract.com,  ACT!  can  be  dynam- 
ly  linked  to  an  astonishing 
ly  of  Web-based  services 
igned  to  get  you  more  sales 
h  less  work, 
md  what,  you  ask,  does 


s''lrsi  ,',:i\  i  orporation  Sales!  ogtx  Is  a  registered  tradi  markqj  Sales!  ogfx  I  orporation  Nopun  hasi  necessary  Phase  so  Interacl.com  J 

a  registered  trademark  undei  excluitvi  license  (a  Salesi  ogla  (  orporation  b)  Its  owner,  Symantei  <  orporation,  in  tni  United  States  andothei tries 


As  co-founder  of  the  company  that  originally  developed  and  marketed  ACT!,  Pat  Sullivan 
created  the  contact  management  category.  Today  he's  creating  a  whole  new  way  oj  selling 
as  President  CEO  oj  SalesLogix  Corp.,  the  world's  fastest-growing  front  office 
and  c-commerce  software  company  -  and  the  new  publisher  of  ACT! 


ACT  NOW! 

YOU  COULD  BE  A  BIG 

WINNER! 

Visit  lnteract.com  to  check  out  the 

new  Internet  Activated  ACT! 

Thousands  oj  dollars  worth  oj  great 

prizes  are  being  awarded  daily, 

so  don't  miss  out! 

Or  call  us  at  888-655-5791. 


'dynamically  linked'  mean? 
It  means  that  stuff  you  do  in 
ACT!  -  like  entering  contact 
information  or  scheduling 
appointments  -  triggers  power- 
ful Internet  commerce  services 
that  you  can  use  without  ever 
eavingACT! 

How'd  you  like  to  view 
everything  on  the  Web  that's 
relevant  to  that 
account  you've  got 
on  your  screen  right  now? 
Company  and  category 
news?  Credit  history?  How 
about  the  stock  price? 
You  got  it.  Want  to  book  a  trip 
to  see  that  account?  Flights? 
Hotels?  How  about  a  rental  car? 

It's  done.  Want  to  buy  leads  that 
fit  your  criteria?  Generate  auto- 
matic e-marketing  campaigns? 

You  can  do  it  all  -  and 
much  more  -  right  from 
your  favorite  place. 

I  know.  You  could       SALES 
get  used  to  this."  LOGIX 
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The  Net  can 
be  a  tough 
neighborhood. 
Michael  Allison 
tracks  down 
the  bad  guys 


Detective 


by  Dennis  K.  Berman  THE  SHARK'S  BLEACHED  TEETH  are  still  sharp  as 
carving  knives,  its  glassy  stare  still  menacing.  Nine  feet  long,  the  stuffed 
golden  hammerhead  bolted  to  Michael  D.  Allison's  office  wall  is  a  testa- 
ment to  his  skills  as  a  deep-sea  fisherman.  It's  not  a  bad  metaphor  for  Al- 
lison himself,  either.  A  41 -year-old  British  expat  and  private  investigator, 
Allison    makes    his    living    prowling    the    murky    chambers    of   the 
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Scan  and  e-mail  a  photo  in  less  than  30 
seconds  with  Visioneer's  JET  compression! 

Prior  to  Visioneer's  OneTouch  scanner,  everyone  told  us  scanners  were 
difficult  to  use.  With  14  cryptic  steps  to  scan  and  e-mail  a  photograph,  who 
could  blame  them?  The  OneTouch  changed  all  that,  making  everyday 
tasks  such  as  e-mailing  a  photo  as  simple  as  touching  a  button. 

Seven  convenient  burtons  allow  you  to  scan,  copy,  fax,  OCR,  e-mail  and  cancel 
with  a  single  touch,  automating  your  tasks  from  start  to  finish.  A  custom  button 
will  send  your  scanned  pages  to  any  other  application  or  device  of  your  choice. 
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Internet,  hunting  down  Net  criminals  and  other 
bottom-feeders.  "It's  an  adrenaline  rush  when  you 
finally  catch  someone,"  he  says  in  his  well-pre- 
served British  lilt.  "I  love  the  thrill  of  the  chase." 

Indeed,  the  chase  never  stops  at  Allison's  com- 
pany, the  10-person  Internet  Crimes  Group  in 
Princeton,  N.J.  Sleuthing  for  major  law  firms  and 
large  companies,  such  as  telecommunications  giant 
Ericsson,  icg's  mission  is  to  uncover  the  dirty  deal- 
ings of  the  Digital  Age.  icg  doesn't  go  after  hackers. 
Rather,  it  targets  what 
Allison  politely  refers  to 
as  "troublemakers":  day 
traders  blasting  false  in- 
formation to  manipulate 
a  stock,  stolen-goods 
rings  selling  booty  from 
underground  Web  sites, 
or  perhaps  an  ex-em- 
ployee e-mailing  a  CEO 
death  threats.  "People  still  feel  emboldened  by  the 
anonymity  of  sitting  at  a  computer  screen,"  says  Al- 
lison. "But  the  bottom  line  is  that  die  Internet  is  not 
anonymous." 

Since  its  founding  in  November,  1997,  icg  says  it 
has  unmasked  the  real-world  identities  of  online 
perpetrators  in  about  two-thirds  of  its  350  cases  to 
date.  Thirty-five  investigations  are  now  active. 
Growing  solely  by  word  of  mouth,  the  company 
projects  revenues  to  climb  300%  by  yearend,  to 
$1.5  million.  Allison  figures  the  demand  for  cyber- 
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Cybersleuthing  mixes 
high-tech  analysis 
and  old-fashioned 
brainpower 


sleuths  will  only  increase  in  the  coming  years,  giv 
en  "all  the  swindles  and  cons  moving  to  the  Inter 
net — billions  worldwide." 

There  are  no  film-noir  backdrops  or  trench  coat: 
inside  icg's  "war  room,"  a  cramped,  stuffy  office  ir 
a  Tudor-style  building  30  yards  from  the  mair 
gates  of  Princeton  University.  Four,  sometimes  fivi 
twentysomething  male  investigators  crowd  in  dur 
ing  the  day,  their  hulking  desks  pushed  side  by 
side,  literally  close  enough  to  see  each  other's  fad 
ing  teenage  acne.  This  is  no  jeans-and-T-shirt  Web 
operation.  Allison  insists  his  young  staff  wear  ties 
and  reminds  them  that  "shaving  is  compulsory." 

icg's  sleuthing  system  is  a  mix  of  high-tech  analy 
sis  and  old-fashioned  brainpower.  Custom 
ware,  for  instance,  can  analyze  a  Web  site  and  p 
all  the  message-board  posts  made  under  a  sing 
screen  name.  Then  the  group  will  dissect  those 
messages  for  clues  to  a  suspect's  age  and  location 
sometimes  luring  former  FBI  "profilers"  who  devel- 
op a  psychological  profile  of  the  person.  This  fire- 
power isn't  a  guarantee  of  success,  concedes  Allison 
Sophisticated  Web  manipulators  are  now  usin 
cloaking  services — with  such  names  as  Anonymiz 
er — to  completely  destroy  their  tracks. 

What's  more,  some  privacy  and  free-speech  ad 
vocates  worry  that  cybersleuthing,  as  practiced  by 
ICG  and  competitors  such  as  New  York-based  Kroll 
Associates  and  dsfx  in  Palls  Church,  Va.,  can  be 
used  to  intimidate  people  engaged  in  lawful  speech 
or  commerce.  "There's  a  real  danger  that  people's 
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Protecting  your  Good  Reputation 

The  Net's  best  trait— the  free  flow  of  information— can  also 
be  your  company's  worst  nightmare,  warns  Internet  Crime 
Group's  founder  Michael  Allison.  Employees  leak 
trade  secrets.  Stock  manipulators  use  message 
boards  to  influence  millions  of  investors. 
Hoaxsters  conceive  fanciful  urban  myths 
that  spread  rapidly  online.  Here's  Alii 
son's  guide  for  keeping  your  com- 
pany's reputation  intact  online: 

POLICY  MATTERS:  Set  up  an  In- 
ternet usage  policy.  Have  all  new 
employees  sign  it  and  old  ones 
renew  annually.  If  an  employee's 
acts  damage  your  company, 
you'll  have  legal  grounds  for  dis- 
ciplinary action  or  dismissal. 

NETIQUETTE  REMINDERS:  Add  a 

message     to     employee's     log-in 
screens,  reminding  them  that  the  Net  is 
to  be  used  for  legitimate  work  and  not, 
say,  for  downloading  pornography  or  circu 
lating  racist  jokes. 

GOSSIP  PATROL:  Know  what's  being  said  about 

your  company  or  products  on  chat  lines,  message  boards,  and 

Web  sites.  Use  metasearch  engines,  such  as  dogpile.com,  to 


get  the  lowdown.  It's  a  lot  cheaper,  albeit  less  thorough, 
than  paying  up  to  $2,500  a  month  for  sophisticated  monitor- 
ing services,  such  as  NetCurrents  and  eWatch. 

BIG  BROTHER:  Use  employee  monitoring  soft- 
ware such  as  Productivity  Plus  to  track 
online  activity— but  only  when  something 
fishy  comes  to  light  first.  "Most  of  our 
clients  do  not  spy  on  their  employees 
routinely,"  says  Allison. 
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HUMBLE  PIE:  Sometimes  it's  best 
to  eat  your  pride  and  ignore  what 
people  are  saying  about  your  busi- 
ness online,  says  Allison— unless 
the  information  is  egregiously  false 
or  threatening.  "There  are  only  a 
small  number  of  messages  that  re- 
sult in  us  getting  hired,"  says  Allison. 

COURTING  TROUBLE:  You  could  wind  up 
washing  your  dirty  laundry  in  public  if  you 
take  legal  action  to  fight  Internet  assaults 
on  your  reputation,  says  Allison.  Civil  suits  can 
be  useless  anyway,  because  scamsters  often 
don't  have  money  to  pay  damages.  "The  best  re- 
mediation might  be  to  catch  the  scoundrels  and  have  them  is- 
sue a  public  apology." 


lb, 


it 
il 


itlU 


BUSINESS  WEEK  FRONTIER 


MARCH  27,  2000 
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OR  NETFINITY  SERVER  AND 

T  FREE  SHIPPING. 

)se  as  many  ThinkPad*  notebooks,  PC  300®GL 
tops,  Netfinity®  servers  and  IntelliStation'"  work- 
)ns  as  you  need.  Just  order  by  phone  and  we'll 
id  ship  the  systems,  along  with  the  accessories 
leed,  at  no  extra  charge.  This  offer  is  available  in 
JS  only  and  cannot  be  combined  with  any  other 
notions.  Hurry!  Offer  ends  March  31,  2000.' 

:  YOURSELF  THE  MOBILE  ADVANTAGE  with  a 
ful  IBM  ThinkPad  notebook.  Choose  an  all-in-one  desktop 
ative  like  the  ThinkPad  i  Series  1541,  complete  with  Microsoft" 
•  2000  Small  Business  Edition  software,  and  great  new 
3s  like  Easy  Launch  buttons  for  one-touch  Internet  access.2 
it  the  high-performance  ThinkPad  600,  which  features  a 
obile  Pentium1"  III  processor  and  innovative  UltraCarbon™ 
g  that  minimizes  weight  without  sacrificing  strength. 

:  ADVICE  AND  INFORMATION.  Call  or  go  to  the  IBM 

Business  Center  Web  site  to  learn  more  about  IBM  for 
business  -  tools,  e-business  solutions,  world-class  service 
upport  priced  right  for  every  small  business. 
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anonymity  will  be  breached  for  im- 
proper purposes,"  says  Santa  Ana 
(Calif.)  attorney  Daniel  A.  Leipold,  a 
critic  of  online  investigators.  Allison 
says  his  firm  has  refused  some  cases, 
such  as  "dirt  digging"  for  political 
campaigns.  "Before  we  do  anything, 
we  ask  ourselves  whether  it's  legal, 
ethical — and  profitable,"  he  says. 

Lawyers  often  enlist  Allison's  help 
when  a  case  takes  them  into  territory 
they  can't  traverse  alone.  Attorney 
Scott  C.  Oostdyk,  a  partner  at  Rich- 
mond (Va.)  law  firm  McGuire, 
Woods,  Battle  &  Boothe,  recently 
brought  in  ICG  to  help  its  client  Eric- 
sson hunt  down  a  suspect  who,  it 
contends,  caused  $100,000  in  dam- 
age by  maliciously  crippling  die  com- 
pany's server  with  200,000  spam 
messages  promoting  a  lewd  1-900 
number.  "We  cannot  possibly  know 
all  the  forensic  computer  techniques 
that  they  have,"  says  Oostdyk. 

First  on  the  case  was  Jeff  Bedser,  a 
3  2-year-old  Tom  Clancy  fanatic  who 
prowls  the  war  room  as  its  unofficial 
general.  After  the  call  came  in  last 
November,  Bedser  and  diree  analysts  launched  their 
investigation.  Using  search  engines,  Bedser  scoured 
the  Internet  for  past  postings  of  the  spam  message. 
He  eventually  found  one  on  a  dormant  Web  site, 
which  happened  to  include  a  fax  number  from  a 
free-faxing  service.  Wielding  civil  subpoenas,  Oost- 
dyk unearthed  registration  information  that  the 
spammer  gave  to  both  the  free-fax  service  and,  lat- 
er, free  Internet  service  providers.  Picking  through 
the  registration  data,  Bedser  recognized  a  pattern  of 
similar  screen  names. 

Bedser  fed  those  screen 
names  back  into  more 
search  engines,  unearthing 
instances  where  the  on- 
line handle  was  attached 
to  a  real  name.  Then 
came  the  clincher:  Bedser 
entered  the  real  identity 
into  public  databases  that 
track  real  estate  and  business  transactions.  There 
he  found  that  the  suspected  spammer  lived  in  the 
same  area  suggested  by  access  records  obtained 
from  the  free  isps.  Bingo.  They  had  their  man.  icg 
says  it  has  sent  its  findings  to  the  local  FBI  office  for 
investigation.  A  civil  suit  is  also  in  the  works. 

Success  notwithstanding,  Allison  has  had  his  tough 
times  getting  there.  While  posted  in  the  U.  S.  as  a 
public  information  officer  for  the  British  govern- 
ment, he  was  first  recruited  by  Kroll,  which  had 
worked  with  him  when  it  solicited  information  about 
Britain.  From  there  he  went  to  Sahlen  &  Associates  in 
New  York,  whose  managers  were  later  found  guilty 
of  accounting  fraud.  He  left  in  late  1988,  just  months 
before  their  schemes  were  revealed.  He  began  hus- 


Allison  has  refused 
to  get  involved  in 
'dirt  digging"  for 
political  campaigns 


tling  on  his  own,  doing  management  background 
checks  at  bargain  prices  for  what  he  describes  as 
"fourth-rate"  Wall  Street  brokerages. 

Three  years  later,  he  had  graduated  to  doing 
background  checks  for  top  Wall  Street  firms  such  as 
Merrill,  Lynch  &  Co.  and  Donaldson,  Lufkin  &  Jen- 
rette.  Over  the  next  six  years,  he  built  his  company, 
International  Business  Research,  into  a  solid,  if  un- 
spectacular, due-diligence  firm  with  10  people  and 
revenues  of  more  than  $1  million.  Then,  in  No- 
vember, 1997,  Allison  got  a  call  from  a  pharma- 
ceutical company.  It  wanted  him  to  investigate  an 
online  message  board  on  which  an  employee  was 
reportedly  leaking  information  about  a  new  product. 
He  caught  the  leaker,  and  saw  the  future.  "It  was 
like  being  hit  by  a  2-by-4,"  he  says.  "We  were 
suddenly  in  the  business  of  becoming  cybersleuths." 
Allison  started  icg  as  a  new  unit  and  recently  spun 
it  off  as  a  separate  company. 

To  recruit  his  investigators,  Allison  tapped  into 
Princeton's  trove  of  computer-sawy  students.  (He 
throws  an  annual  open  house  for  undergrads.)  And 
he's  since  added  a  few  grownups,  including  an 
ex-FBI  agent  and  an  attorney. 

Allison  expects  to  double  the  number  of  employ- 
ees by  next  year,  possibly  adding  services  to  track 
down  hackers.  In  a  fit  of  hyperbole,  he  also  speaks 
of  undefined  plans  to  enter  "b2b  e-commerce."  Alb- 
son  may  be  getting  ahead  of  himself  there.  Then 
again,  .perhaps  he  has  learned  a  lesson  or  two  from 
the  hammerhead  on  the  wall:  Never  stop  moving. 
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Do  you  know  what  to  do  if  your  company's 
reputation  is  attacked  online?  For  tips,  click 
Online  Extras  at  frontier.businessweek.com 
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Introducing  the  Staples  Visa®  Business  Card- 
earn  free  business  rewards 
with  no  annual  fee 


If  you're  a  small  business  owner,  you  can  earn  valuable  rewards  just  by 
doing  what  you're  doing  already:  buying  office  equipment,  entertaining 
clients — whatever  your  business  needs  to  succeed.  With  the  new  Staples 
Visa  Business  Card,  every  purchase  helps  you  earn  free  Staples  products, 
free  travel,  and  more — all  for  NO  ANNUAL  FEE.  And  with  a  credit  limit  of 
up  to  $50,000,  you  can  use  the  card  for  all  the  things  your  business  needs. 
It's  so  much  more  than  you  expect  from  a  credit  card,  and  everything 
you've  come  to  expect  from  Staples. 


Staples  Visa  Business  Card 

Solutions  you  need.  Rewards  you  deserve. 


To  apply,  call  toll-free 
1-87-SmallBiz,  ext.  5000. 

(1-877-625-5249) 
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Think  your  1999  tax 
return  is  painful? 
Wait  till  you  see 
what's  new  for  2000 


Time 
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by  Lesley  Alderman  TO  MOST  PEOPLE,  1999  seemed  a  quiet  year  on  the 
tax  front.  After  all,  there  was  no  blockbuster  legislation  from  Capitol  Hill 
or  regulatory  re-do  from  the  Internal  Revenue  Service.  But  if  you  were 
trying  to  buy  or  sell  a  business,  you'd  see  things  differently.  Just  ask  Rag- 
nar  Boresen,  46,  the  owner  of  a  custom  plumbing  shop  called  The  Sink 
Factory  in  Berkeley,  Calif.  Boresen  had  planned  to  sell  the  business  this 


year  to  one  of  his  employees  for  $900,000.  Then, 
in  December,  Congress  lobbed  a  tax  bomb  his 
way — the  "installment  sales  provision." 

Tucked  into  the  utterly  unrelated  Ticket  to  Work 
&  Work  Incentives  Improvement  Act  of  1999,  its 
purpose  was  to  replace  revenues  lost  through  tax 
cuts.  How?  By  making  most  owners  who  sell  a 


business  pay  their  entire  capital- gains  tax  up  front 
even  if  they're  receiving  payment  on  the  sale  over 
many  years. 

For  Boresen,  it  was  a  deal  breaker.  He  had  agreed 
to  take  a  $125,000  downpayment  and  the  remaining 
$775,000  over  15  years,  assuming  he  would  spread 
out  the  taxes  on  his  gain.  Now,  he  had  to  pay  taxes 
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on  the  whole  tiling  in  one  shot.  "The  downpayment 
wouldn't  even  cover  my  tax  liability,"  he  says, 
adding:  "It's  really  unfair  to  my  employee.  There's 
no  way  he  can  come  up  with  more." 

As  every  entrepreneur  knows,  the  taxman  never 
really  rests.  So  even  in  a  quiet  year,  changes  are 
afoot  that  could  have  a 
far-reaching  impact  on 
your  business.  In  fact, 
while  Congress  was 
passing  the  Treasury 
Dept. -proposed  bill — 
more  on  that  in  a 
minute — the  irs  was 
making  plans  to  step  up 
its  auditing  of  small 
business.  We'll  show  you  how  to  duck  and  cover 
from  this  new  threat  and  also  offer  suggestions  for 
making  next  year  less  painful. 

Selling  may  be  hard  to  do.  First,  how  did  the  new 

tax  on  installment  sales  come  about?  You'd  flunk 
someone  would  have  paid  more  attention,  given 
that  most  sales  involve  installment  payments,  and 
the  practice  dates  from  1918.  Indeed,  many  buyers 
couldn't  finance  a  deal  any  other  way.  But  the  small- 


With  more  auditors, 
the  IRS  will  be 
taking  a  closer  look 
at  small  businesses 


business  community's  Washington  agents  dropped 
the  ball.  "It  seemed  like  a  narrow  provision  that 
would  not  affect  our  membership,"  says  Brian  Rear 
don,  manager  of  federal  public  policy  at  the  Na 
tional  Federation  of  Independent  Business.  Instead,  the 


Wait  Till  Next  Year-Not 

When  should  you  start  preparing  for  next  year's  taxes?  Now. 
"Taxes  are  not  just  for  Apr.  15,"  says  tax  attorney  Frederick  W. 
Daly,  author  of  Tax  Savvy  for  Small  Business:  Year-Round  Tax 
Strategies  to  Save  You  Money  (Nolo.com,  1999).  "The  best 
time  to  do  an  annual  review  of  your  taxes  is  when  you  can 
still  control  your  tax  destiny  and  your  adviser  will  have  more 
time  for  you."  It's  not  something  a  busy  entrepreneur  wants  to 
think  about,  but  since  it's  on  your  mind... 

BECOME  A  RECORDING  ARTIST.  Audits  are  rising,  so  you 
should  keep  tip-top  paperwork.  "Small-business  owners  are 
notoriously  bad  at  keeping  records,"  says  Daly.  Not  only  are 
you  risking  audit  troubles,  but  chances  are  you're  missing 
valuable  deductions  as  well.  Consider  using  a  program  like 
QuickBooks  or  Quicken.  Or,  if  you're  like  Jennifer  Palmer,  the 
owner  of  three-year-old  Marketing  Edge  SF  in  San  Francisco, 
an  Excel  spreadsheet  might  do.  "My  accountant  helped  me  set 
a  very  specific  table.  Now  it's  much  easier  to  keep  track  of  my 
spending  and  less  complicated  than  a  tax  software  program," 
says  Palmer.  Pay  special  attention  to  documenting  travel, 
entertainment,  and  auto  expenses,  warns  tax  pro  Susan  Jack- 
sack.  "The  IRS  looks  at  these  line  items  very  carefully." 

AUDIT-PROOF  YOUR  BUSINESS.  The  IRS  has  guidelines  for  its 
auditors,  called  Market  Segment  Specialization  Programs,  or 
MSSPs.  These  are  an  attempt  to  show  the  financial  idiosyn- 
crasies of  different  industries.  There  are  currently  70  different 
MSSPs— from  architects  to  food  vendors  to  used-car  dealers— 
and  it's  a  good  idea  to  look  at  the  ones  that  apply  to  you. 
[www.irs.ustreas.gov/prod/bus_info/mssp/index.html).  For  in- 
stance, if  you're  an  architect,  you'll  learn  that  the  IRS  expects 
you  will  maintain  detailed  project  files  to  defend  yourself 
against  malpractice  suits.  If  you  don't,  and  auditors  come  to 


call,  they  will  be  suspicious  and  look  for  unreported  income. 
Says  Jacksack:  "Be  aware  of  typical  deductions  in  your  in- 
dustry. The  IRS  picks  returns  to  audit  based  in  part  on  how  far 
you  deviate  from  the  norm." 

REVISIT  RETIREMENT.  Are  you  stashing  away  the  max  in  a 
tax-sheltered  account?  If  you've  only  been  funding  an  IRA,  step 
up  to  an  SEP— a  Simplified  Employee  Pension  Plan.  A  SEP 
lets  you  put  away  13.04%  of  your  net  income,  or  $24,000, 
whichever  is  less.  Outgrown  your  SEP?  Think  about  a  Keogh. 
If  you  open  a  paired  profit-sharing  and  money-purchase  plan, 
you  can  save  as  much  as  20%  of  your  profits,  up  to  $30,000. 
High  rollers  nearing  retirement  age  should  consider  a  Keogh 
defined-benefit  plan.  The  contribution  limits  depend  on  your 
age,  length  of  employment,  and  the  amount  of  your  annual 
business  compensation.  Mike  Bohnen,  66,  a  real  estate  mogul 
in  Napa  Valley,  Calif.,  started  a  self-directed  Keogh  plan  last 
year  and  will  be  able  to  sock  away  $150,000  a  year  until  he 
reaches  71.  Then  he'll  receive  monthly  payouts  of  $10,000. 
These  accounts  are  tricky,  so  talk  to  your  accountant  first. 

SAVE  ON  MEDICAL.  Given  the  escalating  cost  of  health  in- 
surance, the  hassle  of  opening  a  Medical  Savings  Account 
could  be  worth  it— and  this  is  the  last  year  you  can  do  so. 
They  work  like  this:  You  sign  up  for  a  high-deductible  health 
plan  for  individuals— that's  at  least  $1,550.  For  families,  it's 
$3,100.  Then  you  can  put  away  up  to  65%  of  the  deductible 
each  year  (75%  for  family  plans)  in  a  tax-deferred  account.  You  ] 
draw  out  money  for  medical  expenses  as  needed.  Contribu- 
tions are  tax-deductible,  and  the  money  builds  up,  tax-free. 
Once  you  have  an  MSA,  you  are  grandfathered  in  for  as  long 
as  you  maintain  your  policy.  Talk  to  your  insurance  agent  or 
click  on  Online  Extras  at  frontier.businessweek.com. 
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If  you  haven't  filed  yet  for  '99 . . . 

Not  done  filling  out  your  forms  yet?  Make  sure  you've  con- 
sidered these  write-offs,  which  became  effective  last  year. 

LOOK  HOMEWARD.  Even  if  you  work  outside  your  office- 
visiting  clients  or  working  at  another  site— you  can  claim  a 
home-office  deduction.  Previously,  you  had  to  be  office-bound 
to  qualify.  But  your  office  must  be  your  principal  place  of  busi- 
ness, where  you  conduct  most  of  your  administrative  duties. 
And  the  office  must  still  be  used  exclusively  for  business.  Your 
kids  can't  use  the  room  for  sleepovers  or  to  play  Kid  Pix  on 
your  iMac.  One  caveat:  If  you  plan  to  sell  your  home  soon, 
hold  off.  When  you  sell,  you'll  have  to  pay  capital-gains  taxes 
on  the  office  portion  of  your  house  if  you've  had  the  office  for 
more  than  three  of  the  five  years  prior  to  the  sale.  This  tax 
wallop  may  end  up  exceeding  the  nifty  deduction. 

TAKE  A  BREAK  ON  INSURANCE.  Self-employed?  You  can 
deduct  60%  of  the  health-insurance  premiums  for  yourself  and 
your  dependents  on  your  '99  taxes.  That's  up  from  45%  in 
1998.  The  remaining  40%  of  expenses  can  be  written  off  as  an 


itemized  medical  deduction  on  Schedule  A.  By  2003,  th| 
write-off  should  increase  to  100%.  One  trick:  If  you  hire  yoi 
spouse,  you  can  write  off  100%  of  your  premiums.  Talk  to  yoi 
accountant  for  details. 

Y2K  WOES?  If  your  software  had  a  bug  or  your  computer  haj 
a  meltdown  related  to  Y2K  chargeovers,  you  may  be  eligibll 
for  a  90-day  extension  of  any  tax-related  deadline.  You  muslj 
however,  prove  that  you  took  necessary  measures  to  try  tj 
avoid  the  calamities.  If  you  think  you  might  qualify,  gather  u|] 
evidence  that  proves  you  were  on  the  case. 

GET  EQUIPPED.  Don't  forget  that  equipment-expense  Limitd 
have  been  increasing.  Small-business  owners  can  now  writs 
off  up  to  $19,000  of  asset  purchases  for  '99  (up  from  $18,500 
in  '98).  This  break,  known  as  Section  179,  is  a  boon  since  ij 
lets  you  expense  the  full  cost  of  your  purchase  in  one  year) 
rather  than  depreciating  it.  Assets  covered  include  computers] 
furniture,  and  phones.  To  qualify  for  the  write-off,  the  items 
must  be  used  for  business  at  least  half  the  time. 


NFB  now  estimates  that  it  could  affect  some  100,000 
small -business  sales  each  year.  Pamela  F.  Olson,  in- 
coming chair  of  the  American  Bar  Assn.'s  tax  panel, 
says  the  new  law  will  likely  dampen  sales  prices  of 
businesses,  impede  employee  buyouts — as  Boresen 
found — and  impede  passing  a  business  to  heirs. 

The  uproar  that  followed  this  realization  brought 
speedy  action,  if  not  results.  On  Mar.  9,  the  U.S. 
House  of  Representatives  voted  for  a  repeal  bill, 
introduced  by  Representative  Wally  Herger  (R- 
Calif).  But  its  prospects  are  far  from  certain  since  it 
was  made  part  of  a  larger  bill  that  President  Clinton 
has  vowed  to  veto.  In  the  Senate,  Sen.  Conrad 
Burns  (R-Mont.)  has  32  co-sponsors  for  a  similar 
repeal,  but  no  action  is  scheduled.  The  Administra- 
tion, meanwhile,  seems 
to  be  willing  to  tinker 
with  the  law.  At  a  House 
Ways  &  Means  subcom- 
mittee hearing  on  Feb. 
29  (there  were  none  be- 
fore the  tax  passed),  a 
Treasury  official  said 
new  rules  would  be  is- 
sued to  exempt  compa- 
nies with  average  annual  gross  receipts  of  $  1  mil- 
lion or  less.  To  go  beyond  that,  he  noted,  would 
require  a  change  in  the  law. 

The  IRS  will  be  watching  you.  There  will  be  no  re- 
lief, however,  from  another  quiet  development — a 
move  to  increase  audit  rates,  which  have  been 
falling  for  years.  Small  businesses  were  traditional- 
ly an  ms  target  because  they  so  handily  blur  personal 
and  business  expenses.  But  for  various  reasons,  in- 
cluding congressional  criticism  of  abusive  audits 
and  a  lack  of  manpower,  the  rates  declined.  Now  it 
appears  that  the  agency  is  moving  back  into  the 


The  Treasury  Dept. 
may  spare  companies 
with  gross  receipts 
of  $1  million  or  less 


ring.  Susan  M.  Jacksack,  author  of  the  CCH  Business 
Owner's  Toolkit  Tax  Guide  2000  (cch,  1999),  observes 
that  the  irs  is  gearing  up  its  Small  Business  &  Self- 
Employed  Operating  Division.  "Once  this  reorgan- 
ization takes  hold  later  this  year,  the  rules  will  get 
tougher  and  audits  more  frequent."  What's  more, 
the  Clinton  Administration  has  proposed  a  9%  in- 
crease in  the  irs's  budget.  Part  of  that  would  go  to- 
ward hiring  633  new  auditors.  A  quiet  year?  Could 
be  you  haven't  heard  the  last  of  it. 

C~\  Need  more  advice  on  taxes  for  this  year  or 
next?  Click  Online  Extras  at 
I — J  frontier.businessweek.com 


RELIEF  PITCHER?  Herger  is  pressing  for  legislation 
that  would  spare  under-$1  million  businesses 
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make  your  business  an  e-business? 


ly  ZLand.com  gives  you  your  own  John  Boulter.  (Yes.  That's  really  him.)  He's  part  of 

a  i  i 

r  worldwide  network  of  local  e-business  experts  who  are  committed  to  helping  small  to 
ized  companies,  like  yours,  develop  Internet  business  solutions.  If  you  want  to  put  information 
^M  >,  sell  your  products  on-line,  or  automate  your  business  opera*1 

A  -  we've  got  the  affordable  software  and  dedicated  peu 

ie  your  business  an  e-business.  For  a  free  consultation,  call  1-888-229-9339  or  visit  us  at  wv\ 


ZLAND.COM 

e-business  for  everyone ■ 
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Soft  in  the  Head 

I  thought  it  would  be  better,  and 
cheaper,  to  create  our  company's  own 
software  from  scratch.  I  was  so  wrong 

BY  KEVIN  KELLY 


JUST  AFTER  I  JOINED  our  family 
printing  business  four  years  ago,  I 
made  a  decision  that  at  the  time 
looked  like  a  no-brainer:  to  computer- 
ize the  company  by  writing  our  own 
software  tools.  I  wanted  something 
that  would  fit  our  needs  more  snugly 
dian  an  off-the-shelf  package.  Similar- 
ly, I  wanted  to  implement  the  system 
at  our  own  pace  over  a  couple  of 
years,  rather  than  fitting  into  some- 
one else's  hurried  integration 
schedule.  I  also  thought  it 
would  be  a  lot  cheaper. 

Let's  just  say  this  wasn't 
my     brightest     moment. 
With  nearly  $50,000  in- 
vested, we're  not  even 
close  to  finished.  Sure, 
we  have  the  basic  fi- 
nancial   programs    up 
and  running.   But   the 
vast    majority    of   our 
computer    dreams    re- 
main, of  all  things,  on 
paper.  We  can't  get  re- 
ports— on  daily  produc- 
tion, for  instance — because 
we  haven't  had  the  time  to 
create    the   necessary   forms. 
Worse,  just  a  few  of  our  pro- 
grams  are   integrated,   which  has 

Three  years  and 
$50,000  later,  I'm 
going  with  a  package 
designed  for  companies 
like  ours 

caused  huge  paperwork  bottlenecks 
now  that  business  is  booming.  So  last 
month,  I  decided  to  get  out  of  the 
software  business  and  bought  a  pack- 
age designed  for  companies  like  ours 
that  print  and  manufacture  plastic  bags. 
How  did  I  end  up  being  so  wrong? 
Largely,  I  underestimated  the  time  and 


energy  it  takes  to  create  a  system  from 
scratch.  For  example,  to  devise  a  pro- 
duction reporting  system  I  had  to  get 
managers  and  hourly  employees  to 
list  all  the  information  we  would 
want  to  capture.  Then  we  had  to  cre- 
ate an  interface  that  looked  and 
felt  accessible  to  the  hourly  workers 


who  would  use  it.  We  couldn't  even 
get  so  far  as  agreement  on  how  to  de- 
sign the  screen.  Worse  yet,  even  if  we 
made  a  decision  tomorrow,  it  would 
take  our  programmer  months  to  write 
the  code  to  create  production  reports. 

We  simply  couldn't  wait.  Sales  are 
up  25%  this  year.  Our  people,  espe- 
cially in  the  office,  are  swamped,  and 
the  current  setup  doesn't  ease  anyone's 
workload.  Again,  take  production  re- 
porting. Since  people  can't  enter  their 
numbers  on  the  shop  floor,  our  re- 
ceptionist spends  part  of  the  day  log- 
ging them  in.  And  since  her  system 
isn't  integrated  with  our  job-costing 
program,  a  customer-service  person 


wastes  several  hours  a  week  pumpin 
the  numbers  into  that  program.  He 
time  would  be  better  spent  makinj 
sure  our  new  customers  are  happy. 

As  the  workload  has  zoomed,  m\ 
office  mates  have  made  known  (loud 
ly)  their  opinion  of  my  software  ef- 
forts. Worst  of  all,  I  tallied  up  oui 
spending  and  estimated  we  wen 
maybe  halfway  home.  That  woulc; 
mean  that  we  might  spend  close  to 
$100,000  creating  our  own  pro- 
grams— roughly  the  price  three  years 
ago  of  the  system  we're  buying  to- 
day. When  I  found  out  the  current 
price  is  close  to  what  we  would  spend 
to  finish  off  our  own  efforts,  I  went 
with  the  sure  thing. 

At  least  I  think  it's  a  sure  thing 
The   company   that   makes   what 
we're  buying,  Concord  Business 
Systems   Inc.,   spent   two   days 
with  us  recently  and  walked 
our  office  staff  and  several  of 
our     shop-floor     personnel 
through  the  system.  Every- 
one came  away  impressed.  It 
speaks  the  language  of  our 
industry  and  is  based  on  Mi- 
crosoft Windows,  which  we 
use.   And   since   the  people 
who  created  it  are  in  the  soft- 
ware   business,    they've   de- 
signed some  versatility  we  nev- 
er     imagined,      like      letting 
shop-floor  employees  enter  pro- 
duction numbers  on  a  touch-screen 
computer.  This  breaks  down  a  lot  of 
the  resistance  to  my  system,  which 
would  have  required  typing  skills  few 
people  in  our  factory  possess. 

Still,  getting  the  whole  thing  to  run 
won't  be  easy.  We're  going  to  have 
to  enter  lots  of  data  and  adapt  some  of 
Concord's  forms,  like  job-specification 
sheets,  that  differ  from  ours.  Plus,  we'll 
be  held  to  a  serious  schedule  for  im- 
plementation— with  penalties  for 
missed  deadlines.  Fortunately,  though, 
I  think  our  people  are  ready.  I  know 
they're  ready  for  something  besides 
my  first — and  last — foray  into  the  soft- 
ware business. 

Kelly  is  an  officer  of  Emerald  Pack- 
aging Inc.  in  Union  City,  Calif.  Have  a 
tech  mess  you'd  like  to  tell  us  about? 
E-mail  frontierfabusinessweek.com 
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"The  best  part  of  owning  a  small  business? 

Those  long  hours  I  spend  dealing 

with  all  the  complicated  financial  stuff." 


Robert  Tedone , 

Owner, 

Liquid  Colors  lnc 

Atlanta 


2000  Visa  U.S.A.  lnc 


Have  you  considered  our 
Visa1  Business  cards? 

Our  check  and  credit 
cards  help  you  manage  your 
business's  money  more  easily 
and  efficiently.  So  you  can 
devote  most  of  your  time 
to  running  your  business. 
The  credit  card  allows  you 
the  flexibility  to  finance 
your  purchases  and  better 
manage  your  cash  flow. 
The  check  card  gives  you 
greater  acceptance  and  more 
convenience  than  a  check. 

They're  accepted  in 
millions  more  places  than 
American  Express.  And  they 
even  provide  a  concise  report 
of  all  your  business  expenses. 

In  short,  a  Visa  Business 
card  can  really  help  handle 
your  financial  hassles.  And 
you  can  quote  us  on  that. 

To  see  what  the  Visa 
Business  Card  can  do  for 
your  business,  visit  our 
small  business  site  at 
www.visa.com/smallbiz/ 


^Business 

CHECK- r-Aor, 


VISA  BUSINESS 


It's  everywhere  you  want  to  bef 
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•Prices  shown  are  subject  to  change  and  do  not  include  applicable  state  and  local  sales  tax.  Advertised  configurations  may  vary  from 
award-winning  configurations.  'Financing  available  through  Compaq  Financial  Services  (CFS)  to  qualified  U.S.  businesses,  subject  to 
credit  approval,  and  execution  of  CFS  documentation.  Monthly  payments  are  based  on  a  36-month  Fair  Market  Value  lease,  and  do  not 
include  taxes,  fees,  or  shipping  charges.  Other  fees  and  restrictions  may  apply  and  CFS  reserves  the  right  to  change  or  cancel  this 
program  at  any  time  without  notice.  'For  hard  drives,  GB=billion  bytes.  *Shown  with  18"  monitor.  Some  restrictions  and  exclusions  apply. 
Call  (800)  OK  COMPAQ  for  warranty  details.  «2000  Compaq  Computer  Corporation.  All  rights  reserved.  Compaq  and  the  Compaq  logo 
are  registered  trademarks,  and  iPAQ  is  a  trademark,  of  Compaq  Computer  Corporation.  Intel,  the  Intel  Inside  logo,  and  Pentium  are 
registered  trademarks,  and  Celeron  is  a  trademark,  of  Intel  Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft 
Corporation.  Altiris  and  express  are  trademarks  of  Altiris,  Inc.  Other  products  mentioned  herein  may  be  trademarks  or  registered  trademarks 
of  their  respective  companies.  Compaq  is  not  liable  for  editorial,  pictorial,  or  typographical  errors  in  this  advertisement.  3972  03/00 
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Break  a  legacy. 

Compaq  introduces  iPACT  The  first  Internet  device  for  business.  From  s499.  Why  bother 

with  technology  you  may  never  use  again?  This  is  a  simple-to-set-up,  simple-to-maintain,  legacy-free  device 
with  no  extra  ports,  no  extra  cards.  It's  designed  to  tap  into  the  power  of  the  Internet,  and  meet  everybody's 
business  computing  needs.  From  the  Web,  to  e-mail,  to  basic  productivity  applications.  Introduce  your  company  to 
simple  Internet  computing  —  for  just  s499  —  and  the  only  legacy  to  speak  of  will  be  yours. 


^%7%J  iPAQ  Legacy-Free 
$16.61'  monthly  lease 

Intel'  Celeron'"  processor  500MHz 

4.3GB  Hard  Drive' 

64MB  RAM 

Easy  Access  USB  Keyboard 

USB  only 

Microsoft,'  Windows*  2000 


<J  I  \J  iPAQ  (with  legacy  ports) 
$30.58'  monthly  lease 

Intel  Pentium*  III  processor  500MHz 

8.4GB  Hard  Drive' 

128MB  RAM 

Easy  Access  PS/2  Keyboard 

Microsoft  Windows  2000 


Choose  a  monitor3 

15"  TFT5000  (15.1"  VIA)  Flat  Panel:  Add  M169 
17"  V75  (16"  VIA):  Add  !299 

Altiris   eXpress   30-day  free  trial 

Solutions  that  lower  deployment  and 
management  costs. 


On  with  the  show.  Order  today. 
www.compaq.com/iPAQ   1.888.550.7541 
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Liz  Davidson  teaches  women 
to  be  more  financially  secure 

SHE  HAS  PULLED  the  plug  on  her  cable-TV  ac- 
count and  hung  up  her  pricey  cell  phone.  Prac- 
ticing what  she  preaches,  Liz  A.  Davidson,  28,  is 
popping  the  extra  $100  per  month  into  mutual 
funds.  "You'd  be  surprised  at  how  few  people 
really  save  enough,"  she  says. 

Davidson's  San  Francisco-based  financial  ed- 
ucation firm,  Financial  Finesse,  has  cast  its 
business  as  something  of  a  crusade:  to  make 
women  who  "traditionally  haven't  gotten  the 
same  information  as  men"  more  financially  in- 
dependent. The  effusive  Davidson  rattles  off 
some  key  demographic  trends— how  women 
are  marrying  later,  divorcing  nearly  half  the 
time,  and  typically  outliving  their  husbands. 
"More  and  more,  women  don't  have  the  option 
of  depending  on  others  for  their  livelihood," 
she  says. 

That's  where  Davidson  sees  an  opportunity. 
For  $75,  women  get  one  of  Financial  Finesse's 
two-hour  crash  courses  and  a  private  consulta- 
tion with  a  financial  planner.  "We  learned  these 
small  changes  in  our  lives  could  make  a  differ- 
ence in  the  long  run,"  says  marketing  exec  Fer- 
rell  McDonald,  who  increased  her  personal  sav- 
ings rate  from  5%  to  1 5%  after  a  session. 

For  Davidson,  starting  Financial  Finesse  was 
no  small  adjustment.  While  in  B-school  at 
UCLA  from  1995-97,  she  began  managing  mon- 
ey for  friends  and  family.  But  she  soon  tired  of 
trying  to  help  the  rich  get  richer.  Last  June, 
she  used  her  own  money  to  launch  Financial 
Finesse,  which,  with  8  employees,  will  organize 
at  least  500  seminars  in  16  cities  this  year, 
reaching  10,000  women.  She  has  also  begun  li- 
censing Web  content  and  even  hosts  her  own 
local  radio  show.  Meanwhile,  Davidson  says 
she'll  continue  to  sock  away  a  few  extra  bucks 
each  month.  Keeping  your  independence  "takes 
consistency  and  discipline,"  she  says.  With 
enough  of  it,  maybe  she  can  get  cable  again 
someday.  —DENNIS  BERMAN 
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Flashcom  =  Internet  Access 
Up  To  100  Times  Faster! 

Experience  the  fastest  Internet  yet.  With  DSL  from  Flashcom,  once 
you're  setup  you're  always  on,  so  there's  no  wait  to  connect,  no  busy 
signals,  and  no  dropped  calls. 

LARGEST  NATIONAL  COVERAGE  AVAILABLE. 
CHECK  WWW.FLASHC0M.COM 
FOR  AVAILABILITY  IN  YOUR  AREA. 


CALL   IXIOW  1.877.740.1200 


Flashcom 

THE        DSL        SPECIALISTS 


'On  selected  plans  Connection  speeds  depend  upon  regional  network  equipment  installed  in  your  area  Subscribers  must  sign  a  minimum  two-year  service  agreement  not  including  sales  tan  Early  termination  charges  apply.  Additional 
charges  may  also  apply  tor  customers  who  require  non-standard  installation,  including  but  not  limited  to,  non-standard  inside  wiring  All  orders  are  subject  to  Flashcom's  standard  Terms  and  Conditions,  which  may  be  found  at 
www  flashcom  com  Terms  and  Conditions  are  subject  to  change  without  notice 
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SmartAge.com 


Few  people  would  have  the  guts  to  walk  away  from  a  successful  career  as  an  Executive  Chcjjj 
to  start  their  own  business  selling  recipes  over  the  Internet  But  then  again,  few  people  can  make! 
Pineapple  Upside  Down  Cake  this  good. 

SmartAgesm.com  is  the  place  for  small  business  eCommerce  on  the  Web,  so  you'll  be  attracting  ml 
customers  in  no  time.  We've  already  helped  over  a  million  small  businesses  make  money  on  the  Wei 
We  can  help  yours,  too.  No  matter  what  kind  of  small  business  you've  cooked  up.  SmartAge.co  J 


Smart  commerce  for  small  business. 


©2000  SmartAge  Corp.  All  rights  res 


The  top-performing  companies  of  the  Standard  &  Poor's  500 


HE  TOP  50'  PERFORMERS 
DLL  GOING  STRONG 

list  year's  BW  50  outperformed  the  indexes 

UILDING  THE  RANKINGS 

pw  we  crunched  the  numbers 

IFTING  THROUGH  THE  DATA 

lir  tables  can  help  you  find  winning  investments 
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130 

138 
141 
167 
195 


INTRODUCING  THE 
BUSINESS  WEEK  50 
INDEX 

The  BW  50  stock  index  debuts 
with  this  issue.  Now  you  can 
track  the  performance  of  our 
all-star  roster  weekly  in  the 
pages  of  BUSINESS  WEEK  or 
throughout  the  day  by  clicking 
on  businessweek.com.  For 
more  details,  see  Follow  the 
Leaders  on  page  126. 
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For  more,  including  historical  data  and  in-depth  financial  info  on  each 
company  in  the  index,  go  to  www.businessweek.com/investor/ 
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What  sets  Corporate 
America's  superstars 
apart?  Lightmng 


new  opportunities 
and  knowing  how 
to  leverage  their 
strengths 
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1  Microsoft 

2  Time  Warner 
3  Cisco  Systems 
4  Oracle 


If  success  today  requires 
moving  at  Internet  speed,  no  one  knows  how 
lo  kick  it  into  gear  like  Oracle  Corp.  Chairman 
wrence  J.  Ellison.  Over  the  past  five  years,  Ellison  has 
built  Oracle's  portfolio  of  software  products  almost  from  the 
bund  up  to  make  them  work  on  the  Web.  Last  May,  for  in 
mce,  Oracle  was  the  first  major  software  company  to  begin 
|ivering  to  customers  over  the  Net  its  software  for  such  man- 
agement tasks  as  financial  reporting  and  human  re- 
sources. And  now  corporate  customers  can  order 
Oracle  products  off  its  Web  site,  cutting  down 
on  the  need  for  highly  paid  salespeople  to 
handle  such  routine  tasks.  The  goal  is  to 
slash  $1  billion  in  costs  in  two  years. 

As  he  moves  to  lock  up  big  customers, 
Ellison  is  a  blur  of  activity.  Oracle  signed 
on  as  a  partner  with  Ford,  General  Mo- 
tors, and  DaimlerChrysler  in  the  new 
Internet  exchange  the  auto  makers  are 
developing  to  link  with  their  suppliers 
via  the  Web.  And  Ellison's  plans  to  in- 
tegrate the  exchange  software  with 
other  Oracle  products  such  as  database 
management  programs  could  ensure 
he's  tied  into  even  more  megadeals  in 
the  future.  "I  don't  believe  that  com- 
panies want  to  have  ten  different  soft- 
ware suppliers,"  Ellison  insists.  "You 
can't  put  all  those  products  together. 
They  don't  fit."  He  figures  Oracle's  ability 
to  offer  one  seamless  package  will  be  a 
critical  advantage.  "No  one  else  is  trying. 
No  one  else  is  big  enough." 
GORILLAS.  Don't  think  shareholders  haven't 
noticed  Oracle's  combination  of  muscle  and 
speed.  In  the  past  year,  the  company's  stock 
returned  nearly  300%  while  earnings  have  jumped 
33%,  to  $1.4  billion,  on  sales  of  $9.3  billion.  Along 
with  a  rise  in  its  profit  margins  and  return  on  equity, 
that  showing  landed  it  the  No.  4  spot  on  business 
week's  fourth  annual  Performance  Ranking  of  the  500 
companies  in  the  Standard  &  Poor's  500-stock  index. 
Four  years  into  our  ranking  of  Corporate  America's  best  and 
brightest,  it  is  clear  that  what  sets  these  hot  performers  apart  is  a 
knack  for  leveraging  their  strengths  to  seize  new  opportunities.  Not  sur- 
lisingly,  the  list  is  heavy  with  the  likes  of  Microsoft,  Pfizer,  and  Home 
pot — the  gorillas  of  their  respective  industries.  These  players  use  their 


5  EMC 

6  Citrix  Systems 

7  Morgan  Stanley  Dean  Witter 

i 

8  Gap 
9  Warner-Lambert 
10  Lucent  Technologies 
11  Comverse  Technology 
12  Sun  Microsystems 
13  Biogen 
14  Charles  Schwab 
15  Home  Depot 
16  Dell  Computer 
17  Tellabs 
I      18  Network  Appliance 
I      19  Medtronic 
|     20  Amgen 

21  Compuware 

22  Applied  Materials 

23  Tyco  International 

24  Computer  Associates 

25  Best  Buy 

26  Qualcomm 

27  Intel 

28  Tribune 

29  Xilinx 

30  Enron 

31  Lexmark  International 

32  Omnicom  Group 

33  America  Online 

34  Guidant 

35  MBNA 

36  Pfizer 

37  Solectron 

38  Gateway 

39  Wells  Fargo 

40  General  Dynamics 

41  Texas  Instruments 

42  Capital  One  Financial 

43  General  Electric 

44  Kansas  City  Southern  Industries 

45  Wal-Mart  Stores 

46  Paccar 
47  PE  Biosystems  Group 

48  Merck 


49  Adobe  Systems 
50  Reliant  Energy 


DATA:  COMPUSTAT.  PROVIDED  BY  STANDARD  &  POOR'S 
INSTITUTIONAL  MARKET  SERVICES 


Total  Return 


The  best  and  worst  in  shareholder  returns 


TOP  TEH  (ONE-YEAR) 

PERCENT  INCREASE 
QUALCOMM  1461.0% 


BOTTOM  TEN  (one  year) 

PERCENT  DECREASE 
RITE  AID  -83.0% 


TOP  TEN  (THREE-YEAR) 

PERCENT  INCREASE 

YAHOO!  6234.7% 


BOTTOM  TEN  (three  year) 

PERCENT  DECREASE 
SERVICE  CORP.  INTL.         -86.8% 


CONEXANT  SYSTEMS 

1055.9 

NETWORK  APPLIANCE 

798.8 

NATIONAL  SEMICOND. 

615.5 

ANALOG  DEVICES 

527.4 

CABLETRON  SYSTEMS 

503.1 

CITRIX  SYSTEMS 

446.8 

ADOBE  SYSTEMS 

408.0 

LSI  LOGIC 

394.7 

SERVICE  CORP.  INTL. 

-75.5 

CITRIX  SYSTEMS 

4910.9 

McKESSON  HBOC 

-71.3 

NETWORK 
APPLIANCE 

ALLIED  WASTE  INDS. 

-71.2 

3675.0 

UNUMPROVIDENT 

-69.6 

AMERICA  ONLINE 

2417.4 

WASTE  MANAGEMENT 

-69.3 

BEST  BUY 

2262.2 

PEP  BOYS-MANNY, 

-65.4 

QUALCOMM 

1994.0 

MOE  &  JACK 

EMC 

1222.2 

RAYTHEON 

-64.7 

SUN  MICROSYSTEMS 

1134.0 

MATTEL 

-62.9 

CISCO  SYSTEMS 

969.4 

MANOR  CARE 

-62.0 

NEXTELCOMMUNS. 

859.6 

REEBOK  INTERNATIONAL 

-82.9 

IKON  OFFICE  SOLUTIONS 

-82.4 

PEP  BOYS-MANNY, 
MOE  S  JACK 

-80.2 

HEALTHSOUTH 

-75.9 

CROWN  CORK  &  SEAL 

-72.5 

ARMSTRONG  WORLD 
INDUSTRIES 

-69.3 

MANOR  CARE 

-68.7 

RITE  AID 

-65.7 

HUMANA 


-65.3 


DATA  COMPUSTAT.  PROVIDED  BY  STANDARD  &  POOR'S  INSTITUTIONAL  MARKET  SERVICES 
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sheer  size  and  market  clout  to  stay  ahead  of  the  pack. 
Microsoft  Corp.,  which  ranked  No.  1  for  the  third  straight 
year  and  is  one  of  only  1 1  companies  to  make  the  BW  50  all 
four  times,  is  a  perfect  example.  Chairman  William  Gates  III 
and  company  have  pumped  up  net  income  an  astounding  av- 
erage annual  53%  over  those  three  years,  to  $8.7  billion  in 
1999,  thanks  to  the  company's  dominance  in  personal  computer 
software.  One  cloud:  the  antitrust  mess,  which  so  far  has 
proven  to  be  only  a  big  distraction.  Still,  the  courts  could  rule 
that  Microsoft  violated  antitrust  laws  and  break  it  into  pieces, 
scattering  sales  and  profits  into  baby-Bill  offshoots.  For  now, 


Follow  the  Leaders 


The  BW  50  is  proving  to  be  a  reliable  winner.  For  the 
third  straight  year,  our  list  of  the  50  hottest  compa- 
nies in  the  s&P  500  has  outperformed  the  broad  in- 
dexes of  blue-chip  stocks.  From  Mar.  1,  1999,  through  Mar. 
1,  2000,  the  BW  50  class  of  1999  racked  up  a  29.2%  gain. 
Compare  that  with  the  s&P  500's  11.5%  increase  and  the 
Dow  Jones  industrial  average's  8.7%.  Of  course,  no  broad 
market  index  could  touch  the  tech-laden  Nasdaq  composite 
over  the  past  year.  It  skyrocketed  108.4%. 

With  that  record,  we've  decided  to  give  our  readers  a 
useful  new  investing  tool:  the  BW  50  index.  The  index  will 
run  each  week  on  the  Investment  Fig- 
ures of  the  Week  page.  There,  readers 
will  be  able  to  track  the  stock  perfor- 
mance of  the  current  year's  all  stars,  so 
you  can  watch  with  us  to  see  how  they 
fare  through  the  next  12  months.  There's 
even  more  information  on  our  Web  site. 
Go  to  www.businessweek.com/investor 
for  charts  that  show  how  the  index  is 
faring  throughout  the  day.  We'll  also 
have  links  to  s&p's  reports  on  each  com- 
pany, as  well  as  news  stories.  The  BW  50 
lists  from  past  years  will  also  be  online, 


though,  Microsoft  steams  onward,  having  plowed  $2  billii 
into  developing  its  new  Windows  2000  software.  That  prografc' 
will  generate  profits  to  help  fuel  future  forays  into  produc 
for  the  Internet,  personal  digital  assistants,  and  interactive  l 
Those  new  ventures  could  be  huge  in  future  years,  as  PC  sal  i| 
growth  falls  off.  Says  Chairman  Gates:  "In  terms  of  absolu 
profitability  relative  to  other  companies,  our  track  record 
quite  clear  there.  That's  not  going  to  go  away." 

But  as  our  list  shows,  size  isn't  always  the  most  importaitn  i 
edge.  While  Oracle  is  hardly  the  biggest  player  in  its  k<  fc 
markets — IBM  has  slightly  more  market  share  in  databa  ifc 1 
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DATA:  BRIDGE  INFORMATION  SYSTEMS  INC 


as  well  as  a  historical  analysis  of  how  our  index  woulc 
have  performed  under  different  market  conditions. 

That  analysis  can  be  instructive.  For  instance,  it  sh|ig 
that  the  BW  50,  if  calculated  on  a  calendar-year  basis, 
would  have  consistently  outperformed  the  broader  s&l 
in  all  but  two  years  since  1988,  as  the  roaring  bull  ma  rs  an 
focused  on  growth  strategies.  But  that  could  shift  sudtt 
ly.  By  our  calculation,  the  BW  50  would  have  trailed  tl  izzlec 
s&P  500  in  all  but  three  of  the  13  years  from  1973  thn 
1985,  when  overall  stock  gains  were  far  more  erratic. 
WEIGHTY  ISSUES.  Worth  noting  is  that  we're  also  chane 
how  we  calculate  stock  return.  In  past  years,  we  simp  itn 
put  one  share  of  each  company  on  the  list  into  a  bask< 
and  tracked  the  performance  of  that  group.  Starting  \  s 
this  year's  figures — and  in  the  data 
will  appear  weekly  in  the  magazine-^?, 
we're  weighting  the  index  by  mark*  asam 
capitalization,  so  the  performances  c 
the  biggest  players  will  have  a  grea  d  a 
impact  than  those  of  the  upstarts. 

So  what  accounted  for  the  strong 
showing  of  last  year's  stars?  Not  su  ^ 
prisingly,  it  was  driven  by  red-hot  t 
nology  stocks.  Tech  stocks,  after  all, 
have  dominated  the  market,  account!? 
for  nearly  80%  of  the  s&P  500's  gaim  m 
last  year.  Oracle  Corp.,  which  held  t 
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agemenl  software,  wtiilc  bap  is  bigger  in  corporate 

licit  ions  such  as  accounting — the  company  has  lever 
a  key  strength,  its  broad  portfolio,  to  offer  the  in- 
ted  packages  customers  want.  And  then  there  are 

true  upstarts  on  our  list,  such  as  No. (i  Citrix  Sys- 

is  Inc.,  which  generated  '99  sales  of  $403  million 
helping  companies  manage  myriad  software  pack 
s.  Players  such  as  Citrix  have  figured  out  how  to  identify 
hes  and  use  a  laserlike  focus  and  agility  to  serve  them  bet- 

and  faster  than  their  bigger  brethren, 
rhat's  the  strength  of  the  hw  50  methodology.  Our  ranking 
j  tors  in  a  variety  of  performance  measures,  not  relying  sim- 

on  who  has  the  biggest  revenue  base  or  hottest  stock 
ce.  The  result  is  a  list  that  shows  the  growth  champions  in 
h  industry  as  well  as  the  top  50  companies  overall.  These  are 
J  lyers  that  drove  up  both  the  top  and  bottom  lines,  while  gen- 
ting  healthy  margins  and  a  big  payback  for  investors. 
Consider  the  shareholder  returns  for  last  year's  class  of 
rs.  The  companies  on  the  1999  bw  50  went  on  to  trounce 
er  indexes  that  track  blue-chip  stocks,  just  as  our  lists  did 
the  two  previous  years.  The  Class  of  1999  racked  up  a 
2%  return  from  Mar.  1,  1999,  to  Mar.  1,  2000.  The  s&p  500 
ex  was  up  11.5%  during  that  period,  while  the  Dow  Jones 
ustrials  climbed  just  8.7%. 

SMIC  SHIFT."  To  track  the  BW  50  on  an  ongoing  basis, 
re  launching  an  index  of  the  companies  on  the  list  that 
l'll  be  able  to  check  online  throughout  the  day  (page  126) 
well  as  each  week  in  the  magazine.  For  an  explana- 
i  of  how  we  crunch  the  mountain  of  performance 
a  to  come  up  with  our  rankings,  turn  to  page 
.  The  overall  Performance  Rankings,  starting 
page  141,  give  a  quick  sense  of  how  each 
npany  stacked  up  under  eight  key  growth 
asures,  with  a  letter  grade  assigned  for 
h.  For  more  detail  and  to  see  how  compa- 
s  compared  with  their  peers,  flip  to  the  In- 
itry  Rankings  starting  on  page  167.  Those 
les  include  the  numbers  behind  the  letter 
.des  plus  data  such  as  earnings  per  share 
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and  recent  hare  price.  Our  alphabetical  list- 
ing of  the  companies  in  tin  IP  500 
on  page  195,  with  each  company  ranked  by 
market  value,  Bales,  and  profit-.  Finally,  for 
an  investor's  guide  to  reading  the  table  , 
see  page  138. 

The  evolution  of  the  hw  50  roster  over 
the  past  four  years  mirrors  the  unprecedented 
technological  changes  sweeping  through  the  global  economy. 
Says  Jeffrey  M.  Applegate,  U.  S.  chief  investment  strategist 
for  Lehman  Brothers  Holdings  Inc.:  "It  is  the  most  seismic- 
shift  in  the  organization  of  economic  activity  that  any  of  us 


ORACLES  VISION 
11  I  don't  believe 
that  companies 
want  to  have  10 
different  soft- 
ware suppliers  J I 

—  LARRY  ELLISON 


jul  spot  on  the  bw  50  both  this  year  and  last, 
he  performance  champion,  with  its  stock 
tg  nearly  300%,  thanks  to  its  popular  soft 
for  Net  applications.  Close  on  Oracle's 
was  Sun  Microsystems  Inc.,  up  292%.  Sun's 
rs  are  among  the  hottest  tools  for  making 
.raffic  fast  and  reliable.  Biotech  shares  have 
|izzled  recently.  Amgen  Inc.  delivered  stock  re- 
of  118%  over  the  past  year,  as  sales  of  its  ane- 
rug  Epogen  hit  $1.8  billion 
i  BW  50  certainly  benefited  from  its  heavy 
ting  in  technology,  but  other  big  sectors  hurt, 
companies,  for  example,  were  clearly  out  of  fa- 
s  investors  worried  about  proposed  Medicare 
es  and  looming  patent  expirations  on  some  ma- 
il ugs.  Woe,  as  well,  to  companies  that  delivered 
,aiK  asant  surprises.  Appliance  maker  Maytag 
was  the  biggest  loser  of  all.  Its  stock  re- 
el a  negative  52%  over  the  past  12  months,  af- 
ro company  warnings  that  it  wouldn't  meet 
lgs  expectations. 

estors  are  in  an  unforgiving  mood.  But  be- 
of  the  great  diversity  of  the  BW  50,  our  win- 
itreak  will  continue  as  long  as  innovative  com- 
i  keep  stepping  up  to  the  plate  and  delivering 
-mance  home  runs. 

By  Amy  Barrett  in  Philadelphia 


has  seen  in  our  lifetimes."  Since  the  bw  50  measures 
change  and  not  just  size,  it  has  proven  highly  dy- 
namic. Each  year,  some  50%  to  60%  of  the  rankings 
list  turns  over.  Where  those  changes  occur  tells 
the  story  of  the  U.  S.  economy. 

When  the  bw  50  premiered  in  1997,  it  was  dom- 
inated by  financial  and  health-care  companies;  27  of 
the  50  winners  came  from  those  two  industry  categories.  Just 
12  technology  and  telecommunications  companies  made  that 
1997  BW  50.  This  year,  the  tables  have  turned.  A  full  24  of  the 
BW  50  are  technology  and  telecom  players — while  the  number 
of  financial  and  health-care  companies  has  shrunk  to  13.  Our  list 
includes  companies  from  almost  every  front  in  the  Internet  rev- 
olution, from  software  players  such  as  Mi 
crosoft  and  Computer  Associates  Interna- 
tional Inc.,  No.  24,  to  storage  company 
EMC  Corp.  at  No.  5,  to  the  companies  that 
control  the  pipes  of  the  Internet,  such  as 
No.  3  Cisco  Systems  Inc.,  and  access 
provider  America  Online  Inc.  at  No.  33. 
sheer  INGENUITY.  Just  as  interesting,  how 
ever,  are  the  outliers,  the  companies 
that  have  managed  to  claw  their  way 
onto  the  bw  50  while  their  in 
dustries  were  out  of  favor. 
That  includes  Morgan  Stan- 
ley Dean  Witter  &  Co., 
No.  7,  one  of  only  six  finan- 
cial-services companies  that 
made  the  bw  50  this  year, 
compared  with  14  in  1997.  , 
You  can  blame  that  falloff 
in  part  on  Wall  Street's 
fears  of  rising  interest 
rates — and  credit  Morgan's 
ability  to  tap  into  fast-  I 
growing  global  markets.  ' 
Another  example:  pharma- 
ceutical house  Warner-Lam- 
bert Co.,  No.  9,  which  used  a 
strong  marketing  campaign  to 
boost  sales  of  its  blockbuster 
Lipitor  cholesterol-reducing  drug. 


It  was  one  of  only  seven  health-care  compa 
make  the  list,  down  from  13  in  '97. 

Clearly,  industry  forces  alone  don't  | 
explain  the  rise  and  fall  of  companies 
BW  50.  Each  year,  at  least  some  compl 
spring  onto  the  list  through  sheer  ingej 
rather  than  through  some  shift  in  their  f 
ket.  Kansas  City  Southern  Industries  Inc. 
its  debut  at  No.  44  this  year — payoff  for  management's  I 
sion  16  years  ago  to  bust  out  of  the  slow-growing  railroa 
dustry  and  purchase  the  increasingly  popular  Janus  d 
Corp.  After  years  of  struggling,  retailer  Best  Buy  Co.  Is 
the  No.  25  spot  by  improving  inventory  controls  and  er 

BEST  BUY'S  BET  i  i  We're  going  tj 
be  in  the  sweet  spot,  taking 
advantage  of  the  new  digital  cycle 

—  RICHARD  SCHU] 


ing  its  shopping  experience  with  services  sue] 
kiosks  where  customers  can  get  information  on 
chandise.  And  who  would  think  of  the  less-t| 
sexy  defense  industry  as  a  cauldron  of  gro\ 
Nonetheless,  defense  contractor  General  DynaJ 
Corp.,  No.  40,  has  posted  torrid  sales  and  nej 
come  growth  by  making  smart  acquisitions 
then  managing  them  adroitly. 

Of  course,  these  new  stars  had  to  take  si 
other  outfit's  place.  In  several  cases,  companies 
off  after  a  growth  streak  put  stress  on  other 
of  the  operation.  Maytag  Corp.  rose  to  No.  31 
year  on  the  strength  of  its  innovative  new  high- 
gin  washing  machines.  But  it  fell  to  No.  197 
year  as  sales  and  net  income  growth — and  Maj 
stock  price — slipped  when  its  lower-end  applk 
started  underperforming.  The  wobbly  stock  market 
took  a  toll  on  several  phone  companies,  including 
South,  Bell  Atlantic,  and  sbc  Communications.  All  fel 
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The  best  and  worst  in  sales  performance 


TOP  TEH  (ONE-YEAR) 

PERC 

GLOBAL  CROSSING 

ENTINCRE 

297 

SPRINT  PCS  GROUP 

160 

YAHOO! 

MCI  WORLDCOM 

140 
104 

CLEAR  CHANNEL 
COMMUNICATIONS 

98 

PROVIDIAN  FINANCIAL 

91 

NETWORK  APPLIANCE 

89 

TIME  WARNER 

87 

NEXTEL 
COMMUNICATIONS 

80 

APPLIED  MATERIALS 

66 

BOTTOM  TEN  (ONE-YEAR) 

PERCENT  DECREASE 


TOP  TEH  (THREE-YEAR) 

AVERAGE  ANNUAL  INCREASE 


BOTTOM  TEH  (THREE-YEAR) 

AVERAGE  ANNUAL  DECREASE 


TRANSOCEAN 
SEDCO  FOREX 


-41% 


ROWAN 

-35 

ENTERGY 

-24 

BAKER  HUGHES 

-22 

SCHLUMBERGER 

-22 

McDERMOTTINT'L. 

-21 

REYNOLDS  METALS 

-18 

ARCHER  DANIELS 
MIDLAND 

-18 

USX-U.S.  STEEL 

-15 

YAHOO! 

218.3% 

NEXTEL  COMMUNS. 

118.6 

FIRSTAR 

113.9 

CITRIX  SYSTEMS 

107.7 

MCI  WORLDCOM 

106.8 

CLEAR  CHANNEL 
COMMUNICATIONS 

96.4 

NETWORK  APPLIANCE    79.3 

COMVERSE 
TECHNOLOGY 

68.3 

AMERICA  ONLINE 

60.2 

NABISCO  GROUP 
HOLDINGS 

-25.0% 

in  INDUSTRIES 

-20.5 

ASHLAND 

-18.9 

ALLEGHENY 
TECHNOLOGIES 

-18.6 

HARCOURT GENERAL 

-17.4 

ATLANTIC  RICHFIELD 

-14.1 

DUPONT 

-13.4 

COASTAL 

-13.0 

TANDY 

-12.9 

-15 


PROVIDIAN  FINANCIAL   60.2 
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'HOWS  MY  SERVICE, 

'1-800-677-5STA* 
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Step  into  any  Five  Star  certified  dealership  and  you'll  notice  quite  a  few  differences.  •  That's  because 
Five  Star  is  a  process  that  redefines  how  cars  and  trucks  are  sold  and  serviced.  •  Take  customer  service, 
for  instance.  We've  elevated  it  to  a  level  that  a  luxury  hotel  might  envy.  •  Then  there's  our  obsession  with 
customer  feedback.  Your  opinion  actually  helps  determine  whether  or  not  a  dealership  becomes  Five  Star 
certified.  •  If  you're  looking  for  a  new  vehicle  or  need  some  friendly,  reliable  service,  look  for  the  Five 
Star  sign  at  a  certified  Chrysler,  Plymouth,  Jeep  or  Dodge  dealer.    Five  Star.  It's  Better.  We'll  Prove  It. 

For  more  information,  call  us  at  1-800-6//-5-STAR  or  visit  www  fiveslar.com.  Jeep  is  a  registered  trademark  of  DaimlerChrysler 


• 
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***** 

ClimSLtR 
Plymouth 
Jeep 

the  list.  A  big  reason  for  their  sliding  shares  was 
concern  about  how  those  Baby  Bells  will  fare  as  local 
phone  competition  heats  up. 

Other  shifts  in  the  BW  50  occur  because  of  sub- 
stitutions in  the  s&P  500.  Companies  such  as  Bris- 
tol-Myers Squibb  and  Navistar  International  just 
missed  making  this  year's  cut  because  new,  faster- 
growing  companies  were  added  to  the  s&p  500.  In  fact,  nine  of 
the  42  new  names  added  to  the  index  in  the  past  year  earned 
a  spot  on  the  bw  50.  Among  the  more  notable  examples: 
Qualeomm,  No.  26,  which  licenses  cell-phone  technology  and 
sells  chips  to  phone  makers,  had  the  top-performing  stock  of 
any  s&P  500  company,  up  1,461%.  Six  of  the  s&p  500  new- 
comers are  tech  or  telecom  outfits,  including  wireless  systems 
supplier  Comverse  Technology  Inc.,  at  No.  11. 

Change  is  nothing  new  for  the  s&P  500, 
which  is  updated  throughout  the  year.  In 
the  latest  turnover,  s&P  announced  it  wrould 
add  Sabre  Holdings  Corp.,  the  airline  reser- 
vations systems  company,  to  the  index  after 


the  close  of  business  on  March  15.  It  re 
Service  Corp.  International.  No  wonde 
the  big  funeral-home  operator,  buried 
holders  under  returns  of  minus  86.8' 
past  three  years,  the  worst  of  the  500 
panies.  Given  that  our  rankings  rely  h      \ 
on  growth  measures,  it's  not  surprising 
a  few  anomalies.  One-time  events  can  ske 
suits.  And  companies  on  the  rebound  from  a  period  of  poo 
formance  have  an  easier  time  posting  big  gains,  helping 
to  rise  in  our  rankings.  Time  Warner  Inc.  is  the  most  n< 
example.  It  vaulted  into  the  No.  2  spot  from  a  lowly  2S 
year  before,  in  good  part  because  of  an  unsusual  de\ 
ment.  The  company's  revenues  leaped  87%  in  1999,  to  $27 
lion,  largely  because  of  a  change  in  the  structure  of 


WILLING  PARTNER 

We  manage  to 
instill  a  sense  that 
not  all  great 
ideas  reside 
at  Pfizer  J 

—  WILLIAM 
STEERE 


Great  Performances, 
And  How  to  Spot  Them 
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n  a  dot-com  world  of  turbocharged  stocks  and  pint-size  profits,  it's 
hard  to  determine  what  makes  for  top-flight  performance.  Today, 
even  as  the  stocks  of  some  Web  wonders  float  back  to  earth,  plenty 
of  companies  from  all  sectors  of  the  economy  continue  to  post  stellar  re 
suits.  We  set  out  to  find  those  superperformers  three  years  ago  when 
we  introduced  the  Performance  Rankings  and  its  centerpiece,  the 
BUSINESS  week  50  list  of  the  best  companies  on  the  Standard  & 
Poor's  500-stock  index.  We  wanted  to  go  beyond  a  static  ranking 
of  sheer  size  or  market  capitalization  to  find  the  true  stars. 

To  calculate  the  Performance  Rankings,  we  begin  with  sales 
and  earnings  growth.  To  that  we  add  total  shareholder  returns. 
Since  it's  more  difficult  to  maintain  a  scorching  pace  than  it  is  to 
sprint  for  a  few  quarters,  we  tally  those  three  rates  over  both 
one-  and  three-year  periods.  Finally,  we  look  at  two  ways  to  de- 
termine how  well  management  is  using  corporation's  assets:  net 
margins  and  return  on  equity,  both  for  one  year.  We  use  the se  eight 
criteria  to  evaluate  each  company  in  the  s&P  500.  (Standard  &  Poor's 
Inc.  is  owned  by  The  McGraw-Hill  Companies,  which  also  owns  BUSI- 
NESS WEEK.)  The  s&P  500  represents  about  70%  of  the  market  value 
of  U.  S.  stocks. 

Our  rankings  offer  a  close  look  at  how  these  companies 

really  stack  up.  Who  had  the  best — or  worst — three-year 
I    shareholder  returns  among  the  500?  Who  was  the  earn- 
t  ings  champ?  You'll  find  answers  in  the  tables  throughout 
the  package.  But  the  rankings  don't  stop  there.  We  grade 
the  500  companies  on  how  well  they  performed  against 
each  other.  For  each  measure,  the  top  20%  of  companies 
earned  an  A,  the  next  20%  got  B's,  and  so  on.  The  few 
s&P  companies  for  which  data  were  not  available  were 
scored  as  incomplete. 

To  get  the  overall  Performance  Rankings  of  the  500 — 
and  to  select  this  year's  BW  50 — we  averaged  the  re- 
sults of  eight  criteria  for  each  company.  To  account  for 
the  fact  that  it  is  easier  for  small  companies  to  score 
big  percentage  gains  than  it  is  for  big  companies,  we 
weighted  the  results  by  sales  volume.  Then,  to  see 
;  which  companies  are  outperforming  their  peers,  we 
I  broke  the  overall  rankings  down  by  industry.  The  In- 
dustry Rankings  provide  the  numbers  behind  the 
grades  in  the  Performance  Rankings. 
Put  the  whole  package  together,  and  you  have  a  de- 
tailed management  report  card.  The  companies  at  the 
top  deserve  gold  stars.  The  loafers  at  the  bottom?  They'd 
better  start  hitting  the  books. 

By  Dan  Beucke  in  New  York 
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Southern  Energy  Calilornia  LLC 


JSS801.000.000 
Acquisition  of  3.065  MW 
if  generation  capacity 
n  California 


East  Coast  Power  ILC 

\^JI=I3IJJ   ^f™s 

EDI  M's  acquisition  of  three 

tpeuting  plants  totaling  1,037  MW 
JSS8S0.OOO.000 
Senior  Secured  Notes 


USS856.0OO.0O0 
Bridge  Financing 
Hd  Amngei 

3anc  ol  America  Securities 


"...$3  billion  in  hydroelectric  assets 

are  in  play  in  California..." 
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West  Coast  Power  LLC 
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Dynecy 


USS322.500.000 
Flve-Year  Non-Recourse 

Term  Loan 

USS40.000.000 
Working  Capital  Facility 

Lead  Arranger: 

Banc  of  America  Securities 


M 


An  840  MW  Power  Project  Financing 
In  Queensland.  Australia, 
sponsored  by  InterGen 

ASl.465.000.000 
Syndicated  15-Year  Project 
Financing 


Orion  Power  Holdings 


Amau 

1  power  hol 


__     POWER  HOLOINGSJNC- 
I'urchase  of  2.5S0  MWof  hydro  and 
gas/oil-powered  generating  assets 
by  Constellation  Power  Source,  GS 
Capital  Partners  and  related  funds 

USS700.000.000 
Acquisition  Loan 

USS30.0OO.00O 
Working  Capital  Loan 


Oabhol  Power  Company 


USS497.000.000 
Term  Loan  Facility 


The  perspective  to  proactively  address  market  opportunities  comes  from  having  led 
major  project  financings  in  virtually  every  corner  of  the  globe.  In  fact.  Bank  of  America 
is  ranked  the  #  1  arranger  and  a  leading  advisor  in  the  dynamic  global  power  sector.  Our 
understanding  of  local  markets  lets  us  anticipate  client  needs  and  identify  opportunities 
in  the  face  of  deregulation,  consolidation  and  shifting  of  assets.  In  newly  competitive 
markets  throughout  the  world,  we  combine  industry  knowledge,  advisory  skills  and 
debt  and  equity  capital-raising  expertise  to  help  clients  succeed  in  ways  once  thought 
improbable.  Along  with  the  vast  resources  of  one  of  the  world's  leading  banks,  we  back 
our  solutions  with  superior  execution  in  the  global  capital  markets.  It  all  adds  up  to  the 
power  of  perspective.  Let  us  harness  some  of  it  for  you. 

INDUSTRY  FOCUS   GLOBAL  REACH   CAPITAL  STRENGTH 


5anc  of  America  Securities 


Bankof  America. 


rratment  banking  and  securities  products  provided  through  ii.uk  ol  Vmerica  Securities  III',  member  NYSE/NASD/SIPC  a  subsidiarj  ol  Bank  ol  Vmerica  I  orpoi  il 

hue  announcements  appeal  as  a  mattei  <>i  record  only  IM  arranger  ranking  source:  Project  finance  199!  Power  I  cogue  fable  limk  >>i  America  la  the  marketing  name  foi 
inkol  Vmerica  Corporation  and  its  affiliates  worldwide  (  2000  Bank  ol  Vmerica  Corporation 


Warner's  joint  venture  with  MediaOne  Group.  Last 
year,  Time  Warner  began  booking  revenues  from  its 
75%-owned  Time  Warner  Entertainment,  which  in- 
cludes assets  such  as  cable  systems  and  hro,  direct- 
ly on  its  income  statement.  In  addition,  Time  Warn- 
er booked  $2.24  billion  in  pretax  gains  on  the  sale  or 
exchange  of  cable  systems  and  other  investments — a 
big  reason  its  net  income  rocketed  up  1,067%  in  1999. 

Still,  Time  Warner's  high  position  also  reflects  some  real  im- 
provements in  operations.  Its  strong  return  to  shareholders— 
321%  over  three  years — is  partly  due  to  Wall  Street's  love  af- 
fair with  cable  systems.  But  it  also  shows  that  ceo  Gerald  M 
Levin  finally  got  his  arms  around  the  many  fiefdoms  that  re 
suited  from  the  1989  Time  and  Warner  merger,  and  the  pur- 


Net  Margin 


The  best  and  worst  margins 


TOP  TEN  (1999) 

BOTTOM  TEN  !1999> 

PERCENT 

PERCENT 

MEDIAONE  GROUP 

130.4% 

SPRINT  PCS  GROUP 
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-78.0% 
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47.0 

-38.2 

TRIBUNE 

46.0 
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MICROSOFT 

40.0 

-33.7 
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33.2 

-17.4 

PEOPLESOFT 

AMGEN 

32.8 

-12.4 

BANK  OF 
NEW  YORK 

AMERICAN  HOME 

31.2 

PRODUCTS 

-9.1 

PHELPS  DODGE 

ALLIED  WASTE  INDUSTRIE! 

UST 

31.0 

-8.2       i 

CARNIVAL 

29.4 

,  -6.6 

m 

CITRIX 
SYSTEMS 

29.0 
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chase  of  Turner  Broadcasting  System  in  1996 
Then  there's  the  evolving  case  of  Tyco  In- 
ternational Inc.,  which  has  come  under  fire 
for  the  way  it  generates  the  sort  of  perfor 
mance  numbers  that  placed  it  23rd  on  our 
list  this  year.  A  dealmaking  machine,  Tyco 
has   averaged   nearly  300%  net  income 
growth  each  year  over  the  past  three 
years.  But  critics  last  year  questioned 
whether  these  gains  had  been  inflated 
through  creative  and  aggressive  merger 
accounting.  The  company  vehemently 
denies  the  charges,  but  the  Securities  & 
Exchange   Commission  has   launched 
what  Tyco  calls  an  informal  inquiry  into 
the  matter.  Meanwhile,  investors  punished 
Tyco's  stock,  dropping  its  year-to-year  re- 
turns to  a  negligible  1.9%,  although  it  is 
still  up  159%  for  the  past  three  years. 
"COSMIC  DUST."  Those  special  cases  aside, 
typically  the  companies  that  make  the  BW  50 
roster  again  and  again  are  giants  that  know 
how  to  exploit  their  size.  Nowhere  is  that  more 
apparent  than  in  the  information  revolution. 
These  are  companies  that  dominate  their  mar- 
kets with  a  combination  of  internal  innovation, 
dealmaking,  and  high-impact  marketing.  "Most 
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of  the  segments  [in  these  high-tech  indus 
are  terribly  capital  intensive,"  says  Ed 
M.  Kerschner,  chairman  of  the  invest 
policy  committee  at  Paine  Webber  Group 
"In  the  information  age,  size  truly  matt 
Consider  telecommunications  giant  L 
Technologies  Inc.,  a  master  innovator.  Few 
panies  can  match  the  research  capabilities  o: 
cent's  Bell  Laboratories  division.  Already  famous  for  inve: 
the  transistor  and  the  laser,  Bell  Labs  last  summer 
through  with  a  new,  highly  efficient  device  called  SoftS 
that  allows  phone  carriers  to  handle  both  Internet-based 
and  traditional  circuit-switched  calls.  That  switch,  along 
other  innovative  products,  sent  Lucent's  net  income  up  14! 
$3.5  billion  last  year.  That  was  enough  to  move  the  com 
from  No.  69  on  our  1999  list  to  No.  10  this  year.  Here's  the 
part  for  rivals:  Whereas  Bell  Labs  used  to  file  just  one  ps 
per  day  in  199(5,  it  now  files  four.  Says  Lucent  ceo  Ric 
McGinn:  "Bell  Labs  is  accelerating  its  pace  of  innovation.' 
Still,  having  an  innovative  product  is  only  half  of 
game.  Increasingly  critical  is  the  need  to  market  the  heck 
of  those  products.  Companies  such  as  Intel  Corp.,  N 
and  aol  have  poured  millions  of  dollars  into  making  tj 
selves  household  names.  That  trend  has  helped  Omni 
Group  Inc.,  an  advertising  and  marketing  holding  comp 
keep  its  berth  on  the  BW  50.  At  No.  32,  Omnicom  has 
tioned  itself  for  technology  clients  who  feel  they  nee 
move  quickly  to  establish  a  name.  It  bought  up  some  s 
dot-com  firms,  and  last  year  Omnicom  boasted  a  34%  re 
on  equity.  "We're  the  people  who  take  cosmic  dust  and  t 
into  a  brand,"  says  ceo  John  D.  Wren. 

Sun  Microsystems  Inc.,  at  No.  12,  serves  as  a  g 

example  of  Silicon  Valley  success  that's  as  m 

about  savvy  sales  and  marketing  as  technol< 

The  first  major  computer  maker  to  latch  on  to 

Internet,  it  is  the  favorite  of  most  Internet  i 

vice  providers  and  the  dot-com  set.  And 

it's  once  again  in  stride  with  an  emerging  tn 

companies  outsourcing  many  of  their  technoli  I 

jobs  to  companies  that  will  run  th 

over  the  Net.  Sun  is  focusing 

these  Net-based  service  p 

viders.     Already,    it's     Si 

fastest-growing  business,  v. 

more  than  $1  billion  in  sal< 

But  with  the  techno! 

revolution  moving  at  bl 

ing  speed,  even  the  best 

formers  know  they  can't 

ahead  on  their  own.  Thi 

why  the  top-performing  ti 

players  rely  so  heavily 

dealmaking.  Cisco  Systei 


NIMBLE  BIOGEN 

H  We  need  to 
have  a  higher 
flow  rate  of  new 

products  [at]  this 

stage  7  J 

—  JIM  VINCEl 
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FedEx  couriers  are  more  than  just  pickup  and  delivery  people.  They're  familiar  faces  you  can  trust  and  count  on. 
And  whether  your  business  has  a  staff  of  1  or  100,  they'll  absolutely,  positively  do  their  best  to  meet  your 
shipping  needs.  For  dependable,  personal  service,  call  1-800-Go-FedEx.  100  Be  absolutely  sure. 


©  1999  Federal  Express  Corporation.  See  FedEx  Service  Guide  for  terms  of  carriage.  FedEx®  Reg.  U.S.  Patent  and  Trademark  Office. 


Inc.,  No.  3,  is  a  master  acquirer  that  inked  more  than 
50  deals  in  the  past  seven  years  to  build  its  technical 
expertise  in  unfamiliar  markets  such  as  optical  net- 
working. Cisco's  sales  jumped  by  an  annual  average 
of  40%  over  the  past  three  years.  Similarly,  Com- 
puter Associates  has  relied  on  about  100  acquisitions 
to  grow  into  a  software  giant  that's  focused  today  on 
the  fast-growing  client-server  market — key  to  Internet  opera 
tions.  Chairman  and  CEO  Charles  B.  Wang  has  proven  to  be  a 

pro  at  integrating 
those  deals,  weeding 
out  weak  product  lines 
and    integrating    the 





Earnings  Decline 

BOTTOM  TEN  (12-MONTH  LOSS) 

MILLIONS  OF  DOLLARS 

SPRINT  PCS  GROUP         -$2481.0 
NEXTELCOMMUNS.         -$1270.0 


AMERICAN  HOME 
PRODUCTS 

$1227.1 

FORTUNE  BRANDS 

NATIONAL 
SEMICONDUCTOR 

HUMANA 

PHELPS  DODGE 

-$890.6    ! 

-$664.8    | 
-$382.0    j 

-$254.3^^ 

CENDANT 

-$229.oW' 

ALLIED  WASTE  INDUSTRIES 

-$221.3  ] 

WASTE  MANAGEMENT 

-$219.3     7[ 

DATA:  COMPUSTAT,  PROVIDED  BY  STANDARD  &  POOR'S  V 
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rest  into  ca's  package  of 
offerings.    Investors 
were  rewarded  with 
a  53%  return  dur- 
ing the  past  year. 
HARD      SELL.      If 
anything,  dealmak- 
ing  last  year  became 
a  more  prominent  strat- 
egy  for   outflanking   the 
competition.    According    to 
Thomson  Financial  Securities 
Data,  32,700  mergers  and  acquisi- 
tions were  announced  in  1999,  for  a 
total  value  of  $3.4  trillion,  up  from, 
29,600  deals  worth  $2.5  trillion  in  1998."And 
the  companies  of  the  BW  50  were  certainly  in 
the  M&A  game.  Pfizer,  No.  36,  finally  struck 
a  deal  to  merge  with  Warner-Lambert 
after  a  nasty  hostile  bid.  And  AOL  and 
Time  Warner  agreed  to  tie  the  knot,  bnng- 
ing  together  the  biggest  brand  in  the  Internet 
with  a  top  content  provider. 

It  is  not  just  the  behemoths  of  the  tech- 
nology revolution  that  are  cleaning  up, 
though.  What  distinguishes  the  smaller  play- 
ers on  the  bw  50  is  their  ability  to  spot 
an  opportunity — and  drive  toward  it  before 
the  big  guys  notice.  Take  No.  1 1  Com- 
verse  Technology.  It  was  early  in  of- 
fering hardware  and  soft- 


ware that  help  wireless  companies  manage 
vices  such  as  voice  mail.  Today,  it  domij 
that  field  with  30%  market  share.  At  { 
Systems,  ceo  Mark  B.  Templeton  sperm 
past  10  years  trying  to  persuade  big  cJ 
rations  to  use  his  software  to  centralize! 
functions  as  word-pi'ocessing  software 
server.  It  was  a  hard  sell  at  first.  But  now| 
companies  as  Arthur  Andersen  Consulting  are  using 
tools  to  save  time  and  money  when  it  comes  to  upgrading! 
ware  for  hundreds  of  users.  Citrix  had  the  second-best 
year  return  on  the  s&p  500,  up  4,911%.  Only  Yahoo!  Inc 
better,  with  a  startling  6,235%  return.  But  as  sexy  as  some 

STAYING  POWER  U  In  terms  of 
absolute  profitability  relative  t 
other  companies,  our  track 

record  is  quite  clear  it 

—  BILL  GAT 

com  companies  like  Yahoo  are  to  the  s' 
market,  they  don't  make  the  BW  50. 
because  we  require  stable  earnings  groi 
Even  more  impressive,  though,  arel 
companies  that  are  gaining  ground  wf 
the  rest  of  their  industry  wobbles.  Tat 
nancial-services  firms.  Rising  interest  rl 
are  just  one  of  the  challenges  they  fl 
Some  big  firms  are  also  struggling  to  dil 
their  own  mergers.  And  many  player^ 
the  sector,  particularly  in  the  brokerage 
ness,  are  scrambling  to  catch  up  with 
online  competitors.  The  financial  outfits 
made  our  list  tackled  those  challenges  hd 
on.  Charles  Schwab  Corp.  nabbed  the  Nfl 
spot  thanks  to  its  aggressive  move  into| 
line  stock  trading.  Schwab  has  raced  to 
that  business  ahead  of  others,  letting 
tomars  download  computer  programs  to  mar 


Earnings  Growth 


The  best  in  profits  growth 


TOP  TEN  (ONE-YEAR) 

PERCENT  INCREASE 

LOUISIANA-PACIFIC       10740% 
DOWJONES  3158 

ROYAL  DUTCH  PETROLEUM    2353 
HERCULES  1767 

APPLIED  MATERIALS  1157 

TIME  WARNER  1067 

AMERICA  ONLINE  762 

MILLIPORE  552 

GEORGIA-PACIFIC  GROUP       545 
KANSAS  CITY  SOUTHERN  INDS.  497 

DATA  COMPUSTAT.  PROVIDED  BY  STANDARD  &  POORS  INSTITUTIONAL  MARKET  SERVICES 


TOP  TEN  (THREE- YEAR) 

AVERAGE  ANNUAL  INCREASE' 

NCR                             593.9°/| 

TYCO  INTERNATIONAL 

297.1 

McKESSON  HBOC 

235.^ 

BEST  BUY 

195.^ 

TIME  WARNER 

155.2 

QUALCOMM 

13li 

TEXAS  INSTRUMENTS 

115.8 

UNISYS 

115.3 

NAVISTAR  INTERNATIONAL    109.3 

OWENS  CORNING 

108.7J 
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THE  INTERNET  MADE   THE  WORLD  SMALLER,  WE  MAKE  IT  PORTABL 


Today  you  can  hold  the  power  of  the  office,  the  Internet,  e-mail  and  e-commerce 
in  the  palm  of  your  hand.  Indoors  or  out.  Without  wires.  We're  Aether,  the  only 
connection  your  business  needs  to  the  wireless  world. 
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retirement  or  quiz  financial  planners  and  adviser: 
online.  The  result:  During  the  final  quarter  of  1999, 
73%  of  Schwab's  trades  were  done  online,  vs.  61% 
just  a  year  earlier.  And  its  net  income  rose  69%,  to 
$589  million. 

BANG-UP  MARKETING.  Success  in  global  markets 
helped  some  of  the  other  financial-service  compa- 
nies that  made  our  list — just  as  woes  in  overseas  markets 
pushed  several  off  in  previous  years.  Morgan  Stanley  contin- 
ued to  expand  its  European  business  in  the  late  1990s,  despite 
some  rough  going.  Now  that  mergers  and  acquisitions  are 
booming  in  Europe,  though,  Morgan  is  cleaning  up.  Credit-card 
issuer  MBNA  Corp.,  No.  35,  saw  profit  grow  at  an  annualized 
rate  of  29%  over  the  past  three  years,  largely  because  of  its 
fast-growing  program  in  Britain  that  of- 
fers credit  cards  tied  to  sports  teams  and 
professional  organizations.  And  General 
Electric,  No.  43,  has  seen  results  of  its 
General  Electric  Capital  Services  group 
boosted  by  returns  from  equity  invest- 
ments in  Asia  in  the  wake  of  the  financial 
crisis  there. 

For  the  few  big  drugmakers  still  on  our 
list,  the  key  to  overcoming  Wall  Street's 
dire  view  of  the  industry  was  deft  product 
innovation  backed  by  bang-up  marketing. 
While  Warner's  Lipitor  has  a  slight  po- 
tency edge  over  rival  products,  the  com- 
bined marketing  power  of  Warner  and 
Pfizer  Inc.,  which  co-promotes  the  drug, 
turned  Lipitor  into  a  $3.7  billion  phenom- 
enon. Pfizer  has  goosed  its  results  with  a 
series  of  such  partnerships.  Says  ceo  Wil- 
liam C.  Steere,  Jr.:  "We  manage  to  instill  a 
sense  that  not  all  great  ideas  reside  at 
Pfizer.  There's  a  lot  of  intellectual  property 
[outside]  that  we  should  have  access  to." 

Smaller  health-care  players  such  as  No.  13  Biogen  Inc.  can't 
compete  with  the  marketing  muscle  of  a  Pfizer.  So  they  have  to 
develop  one-of-a-kind  products.  Biogen  pumps  some  30%  of  its 
sales  back  into  biotech  research,  double  the  rate  of  competitors. 
That  has  paid  off  handsomely  with  the  multiple  sclerosis  drug 
Avonex,  which  ignited  59% 
profit  growth  at  Biogen  last 
year,  on  a  42%  increase  in 
sales,  to  $794.4  million.  "We 
are  a  smaller  company  that 
needs  to  have  a  higher  flow 
rate  of  new  products  in  this 
stage  of  our  development," 
notes  Biogen  Chairman  and 
ceo  Jim  Vincent. 

Great  innovation  wasn't 
confined  to  tech  companies, 
though.  Best  Buy  Co.  was 
struggling  in  the  mid-'90s  af- 
ter expanding  too  quickly 
and  pricing  too  aggressively. 
To  dig  out,  it  invested  in  sys- 
tems that  saved  money  by 
cutting  inventory  levels.  It 
also  created  a  more  friendly 
shopping  experience.  With 
products  such  as  digital  video 
disk  players  and  satellite  TV 
sending  consumer  electronics 
sales  soaring,  Best  Buy  has 
been  cleaning  up,  lifting  net 
income  an  average  195%  the 
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A  BREAKDOWN  BY  INDUSTRY 
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2000  COMPANIES  BY  SECTOR 


TELECOM 
3 


DATA  BUSINESSWEEK 


t 


Return  on  Equity 


TOP  10(1999) 
AVON  PRODUCTS 

PERCEN 

494.1 

CAMPBELL  SOUP 

285.7 

US  AIRWAYS  GROUP 

285.5 

UST 

233.7 

GENERAL  MILLS 

233.0 

QUAKER  OATS 

166.9 

J0STENS 

118.3 

EQUIFAX 

109.0 

W.R.GRACE 

92.2 

US  WEST 

87.8 

past  three  years.  And  the  hot  streak  shoulc 
tinue,  says  CEO  Richard  M.  Schulze: 
going  to  be  in  the  sweet  spot,  taking 
tage  of  the  new  digital  cycle  and  custo 
preference  to  stay  closer  to  home." 
Likewise,  Home  Depot,  No.  15,  booste 
income  44%  last  year,  to  $2.3  billion,  ar 
creased  margins  from  5.3%  to  6%,  with  a  rele 
drive  to  lower  costs  via  steps  such  as  importing  more  goo 
rectly  instead  of  buying  through  distributors.  But  CEO  A 
M.  Blank  also  continues  experimenting  to  keep  the  to] 
humming,  starting  design  centers  called  Expo,  centere 
home  decorating,  and  testing  a  competitor  to  the  local  hard 
store  that  it  calls  Villager.  Blank's  edge:  being  able  tc 
Home  Depot's  buying  power  to  und 
the  competition  on  price. 

Of  course,  if  Home  Depot's  spi 
brands  become  stars,  they  could 
the  same  problem  faced  by  No .  8  Gap 
Gap  slipped  from  its  No.  3  perch  last 
in  part  because  same-store  sales 
core  Gap  chain  were  flat  or  down  for 
eral  months.  Its  newer  chains — par 
larly  its  Old  Navy  stores — grew  like  § 
busters,  but  part  of  that  strength 
from  cannibalizing  its  own  Gap  stores 
Millard  S.  Drexler  took  control  of  the 
chain  himself  late  last  year,  and  sale; 
perking  up  again.  Despite  it  all,  Gap 
year  still  managed  to  drive  net  incom 
37%,  and  posted  a  59%  return  on  equ 
In  the  end,  that's  really  the  most 
portant  lesson  to  be  drawn  from 
years  of  tracking  the  best  corporate 
formers.  Being  in  the  right  place  at 
right  time  helps.  But  over  time,  g] 
management  counts  more.  How  else  can  you  explain  an  ent 
company  leaping  44  places  this  year  to  the  No.  30  spot?  I1 
neth  L.  Lay,  ceo  of  Enron  Corp.,  saw  a  chance  for  fast  gro| 
in  the  deregulation  of  energy.  He  transformed  his  com] 
from  a  boring  natural  gas  pipeline  outfit  into  an  energy  ei 
preneur.  And  now  Lay  is  jumping  on  the  Internet  boom:  E 

will  have  laid  18,000  mile 
fiber-optic  network  by  the 
of  next  year  and  is  creatin 
market  for  trading  capa< 
on  fiber-optic  lines.  "I've  u 
er  seen  another  business  t 
has  the  potential  that  a 
munications  has,"  Lay  sa 
Spotting  the  potential 
breaking  down  walls  to  j 
to  it — that's  what  sets  t 
true  champions  apart. 

By  Amy  Barrett,  W 
Steve  Hamm,  Steve  Rost 
bush,  Susann  Rutledge, 
Robert  Roeker  in  New  Yo 
Ann  Therese  Palmer 
Chicago,  Louise  Lee  a 
Peter  Burrows  in  San  Mat 
Calif.,  diaries  Haddad  in  i 
lanta,  and  bureau  reports 
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The  best  and  worst  ROE 


BOTTOM  10(1999) 

SPRINT  PCS  GROUP 

NEXTEL  COMMUNICATIONS  - 

NATIONAL  SEMICONDUCTOR 

FORTUNE  BRANDS 

HUMANA 

PE0PLES0FT 

AMERICAN  HOME 
PRODUCTS 

BETHLEHEM  STEEL 

ALLIED  WASTE  INDUSTRIES 

CENDANT 


PERCENT 

-75.2% 
-56.8 
51.6 
-32.6 
-30.1 
-23.2 

-21.8 
-17.0 
-15.6 
-10.4 


DATA.  COMPUSTAT,  PROVIDED  BY  STANDARD  &  POORS  INSTITUTIONAL  MARKET  SERVICES 
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For  interviews  with  several  BW! 
CEOs,  see  the  Mar.  27  issue  onli 
at  www.businessweek.com 
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ductivity  means  results  |j!|iMf|'  \\l\\} 
full-duplex  technology  QilSjjC' sit  H 
r  more  effective  audio-  EMaS^fflEll 


With  a  Polycom*  SoundStation,  great  sound's  only  the  beginning.  Prod 

in  today's  business  world,  and  SoundStation  delivers.  Its  patented 

eliminates  background  interference  and  clipped  off  conversations  fo 

conferencing  with  work  teams,  customers  and  suppliers.  And  starting  as  low  as  $499*  it's  a  perfect  fit  in  any 

office,  conference  room,  or  meeting  area. 

■"■  Buy  now  and  get  a  FREE  set  of  extended  microphones.  Buy  two  SoundStation  EX  or  SoundStation  Premier"  EX 
G  Xt^nd  products  by  June  30,  and  we'll  toss  in  one  set  of  extended  microphones  —  up  to  a  $399  value** 
UOUT  reflCh    For  details,  ca"  1-800.POLYCOM,  ext.  2333,  or  visit  www.polycomrsvp.com  today. 


POLYCOM 


Visit  www.polycomrsvp.com  for  all  the  details! 


©2000  Polycom,  Inc.  All  rights  reserved.  Polycom,  Polycom  logo  design  and  SoundStation  are  registered  trademarks  of  Polycom,  Inc. 
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Sifting  For  Clues 


Close  study  of  how  a  company  performs 
and  how  it  ranks  among  its  peers  can  help 
you  fatten  your  stock  portfolio 

These  are  strange  times  for  investors.  The  Standard  & 
Poor's  500-stock  index  recorded  its  fifth  straight  year  of 
20%-plus  growth  in  1999,  then  went  into  a  swoon  in 
January  and  February,  falling  7%.  Meanwhile,  the  technology 
stocks  that  made  up  a  third  of  the  s&p  500  rose  nearly  22% 
during  the  first  two  months  of  the  year.  The  only  other  indus- 
try category  that's  up  in  that  time?  Utilities.  "The  environment 
has  been  very  risky,"  concludes  John  S.  Cone,  a  manager  of  the 
Vanguard  Growth  &  Income  Fund. 

Investors  trying  to  pick  their  way  through  the  minefield  can 
find  some  help  in  business  week's  fourth  annual  ranking  of  the 
companies  in  the  s&p  500.  Taken  together,  our  Performance 
Rankings  and  our  Industry  Rankings  can  help  you  take  stock 
of  the  companies  in  your  portfolio,  while  also  pointing  you  to 
new  names  that  may  fit  your  investment  style.  This  year,  for 
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ikil 


the  first  time,  you  can  get  even  more  help  dissecting  the  ■" 
bers.  Once  you've  picked  the  stocks  that  interest  you,  cl 
the  business  week  Investor  section  of  businessweek.co: 
links  to  company  profiles,  recent  company  filings,  and  to  se 
for  business  week  stories  and  other  data  to  help  you  get 
lowrdown  on  target  companies.  Plus,  we've  indexed  our 
star  roster  and  will  track  its  stock  performance  in  bush 
week  and  on  our  Web  site. 

To  get  started,  flip  to  the  Performance  Rankings,  which 
gin  on  page  141.  There  you  will  find  our  report  card  of  € 
key  performance  measures.  To  determine  the  grades  for  i 
measure,  companies  were  divided  into  quintiles.  The  top  fiftl 
ceived  A's,  the  next  fifth  B's,  then  C's,  D's,  and  F's.  This 
you  a  quick  snapshot  of  how  each  company  stacks  up,  and 
minder  of  just  how  torrid  growth  was  last  year  for  some 
panies.  Microsoft  Corp.,  ranked  No.  1  on  our  list,  generated  i 
tal  return  of  19% — handsome,  but  not  good  enough  to  e; 
A.  Only  stocks  with  at  least  a  24%  gain  garnered  top  honoi 
that  category. 

A  CUT  ABOVE.  But  before  dialing  up  your  broker  or  loggini 
to  E*Trade,  take  the  time  to  study  the  Industry  Ranki 
starting  on  page  167.  There,  you  can  research  the  compa 
that  caught  your  eye  in  even  richer  detail.  These  tables  pro 
the  numbers  each  company  posted  in  19  important  areas,  f 
earnings  and  sales  growth  to  internal  growth  n 
sures  such  as  return  on  invested  capital 
valuation  tools  such  as  price-earnings  ral 
^+  Here,  companies  are  ranked  within  tl 
^^  industries,  allowing  you  to  compare  i 
with  its  peers,  and  to  judge  whether 
an  outperformer  or  an  also-ran. 
How  you  mine  the  data  depends  on  1 
gems  you're  seeking.  Someone  with  a  low 
tolerance  may  be  comfortable  looking  only 
companies  with  straight  A's  in  earnings  and  s 
growth.  On  the  other  hand,  an  investor  willinj 
take  a  chance  on  a  turnaround  may  accept  a  lo 
grade  on  three-year  growth  if  it  comes  with  a 
grade  for  the  past  year. 

If  it's  growth  you're  after,  the  BW  50  is  a  good  place  to  s 
These  companies  have  already  shown  themselves  to  be 
above.  Ten  of  the  50  companies  on  our  list  get  top  grad< 
sales  and  profit  growth  over  the  past  year  and  the  past  t 
years.  That  means  sales  were  up  close  to  20%  over  the 
year,  and  at  least  21%  on  average  each  of  the  past  I 
years.  Earnings  growth  had  to  meet  or  beat  48%  last  year 
exceed  27%, per  year  over  the  past  three  years.  Cisco  Sys' 
and  emc  pulled  that  off,  as  did  financial-services  all-star  C 
Schwab.  But  this  is  an  equal-opportunity  ranking  Old  Ecoro 
titan  General  Dynamics  Corp.  also  made  the  list, 

There  are  a  lot  of  reasons  why  each  company  earn 
high  grade.  Now,  it's  time  to  dig  into  the  Industry  Ra: 
to  get  those  details.  Look  at  the  trend  in  sales  and  ea: 
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ty  hart/ mezzo-soprano 
ry  ryvkin  /conductor 

y:  the  arts  is  not  the  most  stable 
r.  then,  when  you  have  a  child,  the 
tainty  really  hits  home. 

ttle  by  little  leila's  taught  us  how  to 

ce  this  sometimes  precarious  life  in  the 

a  fvith  the  need  for  long-term  financial 
soi 

jeing.  she  took  the  time  to  find  out 


ve  are  ...what's  important  to  us... 

uldn't  be  doing  this  if  we  thought  we 
compromising  amanda's  future. 


we  took  a  hard  look  at  what  they  really 
needed  — immediate  and  long  term  — and 
put  together  a  plan,  eventually,  we  created 
a  portfolio  designed  not  only  for  growth  but 
also  for  a  steady  income  so  vicky  could  devote 
herself  full-time  to  her  singing. 

then  amanda  came  along,  which  gave  a  whole 
new  meaning  to  "long-term  investing." 


appearing  ate  actual  Merrill  Lynch  customers  and  were  compensated. 
rill  Lynch,  P(erce.  Fenner  &  Smith  Incorporated.  Member  SIPC. 


be  bullish 


Merrill  Lynch 


growth  for  each  company,  and  the  picture  begins  to  fill 
out.  For  instance,  you  can  see  that  General  Dynamics' 
growth  is  slowing,  with  one-year  numbers  for  both 
sales  and  earnings  trailing  the  aerospace  compa 
ny's  three-year  average.  That's  a  red  flag.  Indeed, 
of  the  10  companies  with  straight  A's  in  earnings 
and  sales  growth,  only  four  also  had  increasing 
growth  rates  for  these  measures:  Cisco,  Solectron,  Schwab, 
and  Time  Warner. 

HIGH  YIELDS.  Sales  growth  is  especially  important  now  since 
for  many,  it's  the  only  real  way  to  boost  earnings.  Most  com- 
panies are  finding  it  hard  to  raise  prices  in  today's  market- 
place. And  after  years  of  belt-tightening  and  restructur- 
ing, it's  a  lot  tougher  to  squeeze  out  higher  profits  by 
cutting  costs.  So  managers  who  can  increase  revenue  are  do- 
ing something  right,  says  David  A.  Tillson,  a  U.  S.  Trust  Co. 
managing  director.  If  mar- 
gins are  rising  at  the  same 
time — as  they  are  at  Cisco, 
Solectron,  Schwab,  and 
Time  Warner — so  much  the 
better. 

But  beware  of  a  company 
that  way  outperforms  its 
peers  or  has  a  sudden  burst 
of  good  fortune.  Such  com- 
panies require  further  study. 
For  instance,  Time  Warner's 
sizzling  87%  sales  increase 
last  year — in  an  industry 
that  averaged  approximately 
a  third  of  that — actually  re- 
flects an  unusual  accounting 
change  that  required  the  me- 
dia giant  to  begin  booking 
revenues  from  a  cable  part- 
ner. Cisco  and  Schwab,  how- 
ever, have  enjoyed  more  con- 
sistent growth. 

You'll  have  little  trouble 
finding  fast  growth  on  the 
BW  50,  but  you  may  have 
to  balance  it  against  a  high 
price.  As  of  Feb.  29,  our  cut- 
off date  for  the  prices  in  our 


) 


prices  and  torpedo  Carnival's  future  marks 
earnings  and  margins. 

But  extra  research  can  also  unearth  i 
good  news  for  value  hunters.  Take  Ford  ft 
Co.,  which  earned  a  D  in  three  categorii 
one-year  shareholder  returns,  three-year 
growth,  and  margins — and  an  F  for  one 
earnings  gains.  Ford  tumbled  from  No.  26  last 
to  No.  196  this  year.  Why?  A  big  reason  is  the  spin-off  of  F( 
Associates  First  Capital  unit  in  1998,  which  boosted  net 
come  by  $16  billion  that  year,  ensuring  that  the  '99  net  w 
pale  in  comparison.  Meanwhile,  Ford's  return  on  equity,  a  r 
sure  of  how  successfully  it  invested  its  money,  was  strong  c 
pared  with  its  peers.  Its  26.2%  roe  even  outshone  Microso 
Ford's  high  4.8%  yield — reflecting  its  stock  dividend  div 
by  stock  price — is  also  encouraging.  "Yield  is  an  indicatio: 

value,"  says  Tillson.  "And 


How  to  Pan  for  Gold 

FAST  GROWTH  Ten  of  the  BW  50  companies 
earned  "A"  grades  in  both  sales  and  profit 
growth.  But  to  figure  out  if  they're  trending  up  or 
down,  look  at  whether  one-year  growth  is  outpac- 
ing three-year  growth.  Only  four  of  the  10  passed 
that  test. 

UNLOVED  BARGAINS  To  sift  for  value  plays, 
check  for  the  best  performers  in  out-of-favor  in- 
dustries, since  that's  where  you'll  find  the  lowest 
price-earnings  ratios.  Look  for  companies  that  are 
outperforming  their  peers  with  margins  that  are 
holding  steady  or  growing. 

RED  FLAGS  When  companies  way  outperform 
their  peers,  it  can  be  a  sign  of  superior  manage- 
ment— or  a  warning  to  look  for  special  items  that 
goosed  results.  To  make  sure  the  upswing  is  real, 
look  for  rising  profit  margins.  Then,  compare 
price-earnings  ratios  against  others  in  the  indus- 
try to  see  how  big  a  premium  you'll  be  paying. 
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tables,  Cisco  commanded  a 
price  that  was  a  lofty  147  times  the  company's  trailing  12- 
month  earnings. 

That  means  bargain  hunters  need  to  do  even  more  digging. 
Low  price-earnings  ratios  are  a  good  place  to  start,  but  you 
can't  stop  there.  Some  of  these  laggards  have  been  beaten 
down  for  a  reason.  Just  take  a  look  at  No.  Ill  Carnival  Corp. 
Its  F  for  total  return  to  shareholders  seems  odd  given  that  the 
company  hasn't  scored  below  a  B  in  any  other  category.  Is  it  an 
innocent  victim  of  a  capricious  market?  Not  really.  A  search 
through  businessweek.com  and  other  online  links  shows  that  the 
cruise  line  has  been  swamped  with  bad  news.  Twice  in  the  past 
three  months,  Carnival's  ships  have  suffered  troubles  at  sea. 
Fuel  prices  and  competition  are  up,  and  analysts  are  con- 
cerned that  bookings  for  summer  cruises  may  be  slow,  as  va- 
cationers pull  back  spending  on  luxuries  in  the  face  of  rising  in- 
terest rates.  If  the  company's  image  continues  to  take  a 
drubbing  and  customers  stay  away,  that  could  put  pressure  on 


OKI 


not  such  a  bad  thing  tc 
paid  to  wait."  A  look  at 
yield  column  in  our  indu: 
tables  shows  other  big-ni 
companies  with  strong 
dend  payouts  and  low  st 
prices.  Utilities  as  a  gr 
boast  an  average  divid  || 
yield  of  5.8%;  Bank  of  An 
ica's  is  up  to  4.4%,  and 
tailer  J.C.  Penney  Co.'lql(, 
7.3%. 

By    venturing    dowr 
ways  in  the  rankings,  1 
gain   hunters   can   iden 
companies  that  are  out] 
forming  their  otherwise 
pressed    industries.    Th  ' 
stocks  may  be  ripe  for  a 
bound.  As  a  group,  for 
stance,  food  companies  h 
offered  little  to  savor  1 
year.  But  Sysco* Corp.  see 
to  buck  that  trend.  The  a 
pany,  which  distributes 
and  provides  services  to 
stitutions  such  as  hotels 
hospitals,  meets  a  numbei 
the  criteria  that  invest 
look  for.  Sales  and  earnings  growth  are  both  expanding, 
ternal  performance  measured  by  roe  outstrips  its  indus 
average.  True,  the  company  has  slim  margins  next  to  some 
the  foodmakers  in  the  group,  like  Ralston  Purina  or  W 
Wrigley  Jr.  Co.  But  they  compare  favorably  to  supermar 
companies  such  as  Winn-Dixie  Stores 

With  even  blue-chip  stock  prices  gyrating  wildly  on 
slightest  news  these  days,  queasy  investors  may  place  a  hi, 
er  premium  on  safety  and  stability.  You  may  be  willing 
give  up  A-grade  sales  and  earnings  growth  for  industry  lead' 
that  have  a  strong  franchise,  for  instance.  Of  course,  no  mo 
tain  of  data  can  protect  against  all  the  vagaries  of  the  st< 
market.  Investors  today  are  making  judgments  that  will 
doubt  knock  some  of  this  year's  stars  right  off  next  yei 
BW  50.  But  if  you  read  the  numbers  right,  you  just  might  f 
the  next  crop  of  winners 

By  Nanette  Byrnes  in  New  Y( 


23 


Bargain  hunters  need  to  dig  deep  to  discover  why  their 
stocks  are  off.  Some  are  beaten  down  for  a  reason 
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Business  Week's 

DERFORMANCE  RANKINGS 
OFTHES&P500 

hat  makes  a  top  corporate  performer?  To  determine  how  the  companies  in  the 
S&P  500  index  stack  up  against  one  another,  BUSINESS  WEEK  ranked  all  500  using 
eight  key  criteria  of  financial  success.  We  looked  at  growth  in  sales,  profits,  and 
return  to  shareholders.  To  reward  consistency,  we  measured  performance  over 
1  one  year  and  three  years.  And  to  get  a  better  fix  on  which  companies  squeeze  the  most 
of  operations,  we  analyzed  profit  margins  and  return  on  equity.  Using  those  rankings,  we 
igned  grades  for  each  measure.  The  top  20%  received  an  A,  the  next  20%  got  a  B  and  so 
w  down  to  the  F's  in  the  bottom  quintile.  Finally,  we  combined  the  individual  category  rank- 
and  added  a  weighting  for  sales  volume  to  come  up  with  our  overall  ranking. 
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MICROSOFT 

TIME  WARNER 

CISCO  SYSTEMS 

ORACLE 

EMC 

CITRIX  SYSTEMS 

MORGAN  STANLEY  DEAN  WITTER 

GAP 

WARNER-LAMBERT 

LUCENT  TECHNOLOGIES 

C0MVERSE TECHNOLOGY 

SUN  MICROSYSTEMS 

BI0GEN 

CHARLES  SCHWAB 

HOME  DEPOT 

DELL  COMPUTER 

TELLABS 

NETWORK  APPLIANCE 

MEDTRONIC 

AMGEN 
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Office  Equipment  &  Computers 
Publishing  &  Broadcasting 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Nonbank  Financial 
Discount  &  Fashion  Retailing 
Health  Care 
Telecommunications 
Telecommunications 
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HealthCare 
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Telecommunications 
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21 
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23 

6 

389 

99 

COMPUWARE 
APPLIED  MATERIALS 
TYCO  INTERNATIONAL 

24 
25 

152 

COMPUTER  ASSOCIATES  INTL. 
BEST  BUY 

26 

27 

40 

QUALCOMM 

INTEL 

28 

131 

TRIBUNE 

29 

— 

XILINX 

30 

74 

ENRON 

31  LEXMARK  INTERNATIONAL  GROUP 

32  30  OMNICOM  GROUP 

33  7  AMERICA  ONLINE 

34  274  GUIDANT 

35  27  MBNA 

36  53  PFIZER 

37  32  SOLECTRON 

38  24  GATEWAY 

39  132  WELLS  FARGO 

40  78  GENERAL  DYNAMICS 

41  284  TEXAS  INSTRUMENTS 

42  15  CAPITAL  ONE  FINANCIAL 

43  44  GENERAL  ELECTRIC 

44  —  KANSAS  CITY  SOUTHERN  INDUSTRIES 

45  35  WAL-MART  STORES 

46  112  PACCAR 

47  212  PEBIOSYSTEMS  GROUP 

48  16  MERCK 

49  347  ADOBE  SYSTEMS 

50  296  RELIANT  ENERGY 

51  168  CITIGROUP 

52  —  TERADYNE 

53  29  NAVISTAR  INTERNATIONAL 

54  —  T.  ROWE  PRICE  ASSOCIATES 

55  42  BRISTOL-MYERS  SQUIBB 

56  354  GEORGIA-PACIFIC  GROUP 

57  102  ALLTEL 

58  50  STATE  STREET 

59  59  AMERICAN  INTERNATIONAL  GROUP 

60  HARLEY-DAVIDSON 
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INDUSTRY  GROUP 

Office  Equipment  &  Compu; 

Manufacturing 

Electrical  &  Electronics 

Office  Equipment  &  Compu 

Consumer  Products 

Electrical  &  Electronics 

Electrical  &  Electronics 

Publishing  &  Broadcasting 

Electrical  &  Electronics 

Service  Industries 

Office  Equipment  &  Compu 

Service  Industries 

Office  Equipment  &  Compu 

Health  Care 

Banks 

Health  Care 

Electrical  &  Electronics 

Office  Equipment  &  Computi 

Banks 

Aerospace  &  Defense 

Electrical  &  Electronics 

Nonbank  Financial 
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Nonbank  Financial 

Discount  &  Fashion  Retailing 

Automotive 
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Health  Care 
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Nonbank  Financial 

Electrical  &  Electronics 

Automotive 

Nonbank  Financial 

Health  Care 

Paper  &  Forest  Products 

Telecommunications 

Banks 

Nonbank  Financial 

Leisure  Time  Industries 
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E  FACILITIES  MANAGER 

EVERLY  AVOIDS  THE  $500  SCREU- 


■ed  trademark  "i  Extenstty,  Inc.  All  other  registered  .mJ  unregistered  trademarks  are  the  property  ol  their  respective 


EXTENSITY'S    E-PROCUREMENT   APPLICATION 

ALLOWS  YOU  TO  WORK   WITH 

THE   VENDORS  OF  YOUR   CHOICE  -  OR  NOT. 

at  makes  our  automated  purchase  req  application  the  one  of  choice?  Consider  this:  We  offer  unlimited  access  to  your 
current  vendors  and  the  flexibility  to  add  new  ones.  Our  e-procurement  application  not  only  automates  catalog 
iagement,  it  also  enables  your  employees  to  check  supplier  inventory  and  place  orders  in  real  time.  Better  yet,  it  auto- 
;ally  checks  orders  for  compliance  with  company  policies  and  vendor  contracts.  And  it  can  reduce  administrative  and 
ect  purchasing  costs  by  up  to  70%.  In  short,  it  saves  you  money.  Plus,  it's  part  of  an  integrated  suite  of  solutions  -  all 
ih'J  to  improve  the  way  your  employees  work.  Maybe  that's  why  global  companies  use  us  to  optimize  their  businesses. 
•  ♦  ♦  Just  call  1-800-880-8789  for  more  information.  Or  visit  www.extensity.com/proc2  for  a  free  guide   4  4  4  4 
to  building  your  e-procurement  strategy.  Either  way,  it's  your  choice. 

TlMESHEETS,  TRAVEL  PLANS,   PURCHASE   R.EQS  AND  EXPENSE  REPORTS 


<g>  Extensity 


uiadu     uununroc 


THE  S&F*  Business  Week's  Perfor  nance  Rankii 

500 


PERFORMANCE  GRADES 


TOTAL  TOTAL  SALES  SALES 

RETURN    .    RETURN   I  GROWTH   ,  GROWTH 
(HEAR)      (3  YEARS)  j   (1YEAR)   j  (3 YEARS) 


PROFIT 
GROWTH 
(lYEAR) 


!    PROFIT 

RETURN 

!   GROWTH 

NET 

ON 

:  (3  YEARS) 

MARGIN 

EQUITY 

INDUSTRY  GROUP 


61  47  KOHL'S 

62  244  HOUSEHOLD  INTERNATIONAL 

63  ANALOG  DEVICES 

64  10  SCHERING-PLOUGH 

65  255  CORNING 

66  39  FREDDIE  MAC 

67  76  INTERNATIONAL  BUSINESS  MACHINES 

68  34  PAYCHEX 

69  281  FIRST  DATA 

70  56  STAPLES 

71  129  JOHNSOI 

72  220  SCIENTII 

73  —  BED  BAT 

74  —  TOSCO 

75  97  AMERICJ 

76  inc  PROVIDL 

77  133  KAUFMA 

78  165  MERRILL 

79  104  CHASE  IV 

80  —  WATSON 

81  21  MARSH  I 

82  46  AES 

83  9  SBC  COM 

84  52  FANNIE  f 

85  43  TARGET 

86  37  LOWE'S 

87  172  UNISYS 

88  58  COSTCO  WHOLESALE 

89  —  ADC  TELECOMMUNICATIONS 

90  65  AUTOMATIC  DATA  PROCESSING 

91  291  HARRAH'S  ENTERTAINMENT 

92  176  ALCOA 

93  395  EATON 

94  138  BANK  OF  NEW  YORK 

95  238  CIRCUIT  CITY  GROUP 

96  126  GTE 

97  25  ELI  LILLY 

98  153  H&R  BLOCK 

99  36  INTERPUBLIC  GROUP 
100  179  BEAR  STEARNS 
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OOKING   FOR 
BETTER  WAY 


TO  TRACK 
A   STOCKI 


First  there  were  delayed  quotes, 
n  real  time  quotes.  Now  there's 

TM 

:k  Pulse  —  one  of  the  most 
anced  stock  tracking  tools  ever 
Je  available  to  investors. 
The  real  beauty  of  Stock 

f  se  is  its  simplicity.  It  provides 

j   with  dynamic,  real-time 


streaming  quotes.  But  unlike  other 
tracking  tools,  Stock  Pulse  presents  it 
to  you  in  a  graphical  format. 

Which  means  you  can  see  at  a 
glance  just  how  a  particular  stock,  or  a 


group  of  stocks,  is  trending. 

Some  day,  all  investors  will  have 

tools  as  advanced  as  Stock  Pulse. 

But  right  now,  only  NDB  customers 

have  it.  You  see,  Stock  Pulse  is  just 
another  way  in  which  National 
Discount  Brokers  is  making  online 
trading  easier  for  everyone. 

For  more  information  or  to  open 
an  account  with  us,  visit  our  web  site 
at  ndb.com  or  call  1-800-4-1  -PRICE. 

***** 

-"MONEY  Magazine's  highest  overall  rating"* 

Because  if  you're  thinking  about 
going  with  any  other  online  broker, 
you're  way  off  track. 


MONEY  Maqazine,  June  1999,  "The  Best  Online  Brokers"  NDB  is  member  NASD.  SIPC  System  availability,  trade  execution  and 
sporting  times  may  vary  due  to  market  volatility,  volume,  system  performance  and  other  factors  NDB  is  a  National  Discount  Brokers 
iroup  Co..  Inc. 


II 


ndb.com     1-800-4-1 -PRICE 


»•,-.» 
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NATIONAL  DISCOUNT  BROKERS 

We     take    you     under    our    wing. 
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WHY 
FOLLOW 
WHEN  YOU 
CAN  LEAD? 


LEADING  THE  WHY  TO  LI N U 


At  A  tipa  Linux  Solutions  we  knew  that 
in  order  to  win  the  technology  race  we 
would  require  a  game  plan  that  focused 
on  strategy,  endurance,  and  most 
importantly  speed.  By  providing  the 
fastest  and  most  comprehensive  Linux 
solutions  available  we  are  putting 
distance  between  us  and  the  rest  of  the 
pack  and  putting  you  in  front. 

Atipa  has  been  at  the  forefront  of  Linux 
development  and  deployment  since  1994. 
Atipa  offers  a  full  range  of  professional 
services  and  support  to  assist 
companies  down  the  stretch.  Atipa 
Professional  Service  specialists  are 
available  to  provide  assistance  regarding 
business  analysis,  architecture  and 
design,  as  well  as  installation  and 
implementation. 

At  Atipa  we  take  the  steps  necessary 
to  ensure  that  your  system  goes  the 
distance  while  leaving  all  the  others 
behind. 

Atipa  has  everything  you  need  from 
hardware  to  software,  from  information 
to  on-site  support.  Victory  is  yours! 

Call  today  and  find  out  why 
we're  the  one  the  others  follow. 


atipa.com 
800.360.4346 
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Eou  have  a  million  questions 
bout  e-business. 


Here  are  25,000  companies 
that  can  answer  them. 


Microsoft 


Certified 


Solution  Provider 


You  know  e-business  can  move  your  company  forward  by 
leaps  and  bounds.  But  how  do  you  take  the  first  steps?  Start 
by  talking  to  a  Microsoft1  Certified  Solution  Provider.  MCSPs  are  independent  companies 
certified  by  Microsoft  to  provide  you  with  the  expertise  and  support  needed  to  create  an 
e-business  solution  that's  right  for  your  company.  Make  transactions  over  the  Web.  Move 
processes  online.  Help  people  in  your  organization  work  smarter  together.  Whatever 
e-business  solution  makes  the  most  sense  for  your  business,  MCSPs  are  the  easiest  way 
to  get  started.  To  find  the  right  solution  provider  for  you,  go  to  www.microsoft.com/mcsp 


',  /Mi'*Mi 


Where  do  you  want  to  go  today? 
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Can  a  three-year  old   be  a  role  model? 


Since  a  three-year  old  Certified  Pre-Owned  BMW  can  outperform  many  new  cars, 
it  has  inspired  many  lesser  imitators.  And  its  affordable  price  only  pushes  it  farther 
ahead  of  would-be  competitors. The  Certified  Pre-Owned  BMW  is  only  available  at 
an  authorized  BMW  center  -  or  you  can  search  the  web  at  bmwusa.com.  With  one 
test  drive  you'll  see  just  what  new  cars  aspire  to  be. 


Certified 

Pre-Owned 


Certified 

by  a 
trained 


technician 


Extensive 
Inspection 


Protection 

Plan*: 

Up  to 

100,000  miles 

or  6  years 


Available 

Leasing  and 

Financing 


Affordability 


Roadside 
Assistance 


Only 

at  your 

authorized 


bmwusa.com 


Q 


The  Ultimate 
Driving  Machine' 


bmwusa.com 


t(  on  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4  year/50,000  mile  BMW  New  Vehicle 
te  Varranty.  See  participating  BMW  centers  for  details.  For  more  information,  call  1-800-334-4BMW,  or  visit  bmwusa.com  ©2000  BMW  of  North  America.  Inc. The  BMW 

d  logo  are  registered  trademarks. 
c  'e  a  Certified  Pre-Owned  BMW.  Only  available  at  your  authorized  BMW  centers. 
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WHAT    YOU    GET 
ISING    INSIGHTEXPRESS 
0    PUT    IDEAS    IN    FRONT 
OF    CONSUMERS: 


■'3. 


AND    WHAT    YOU 
DON'T    GET: 


Consumer  support  before  your  superiors  can  say  no 


Frequent-flyer  miles 


Fast  feedback  on  quality  of  idea 


Confidence  in  your  ideas 


The  ability  to  do  it  yourself  with  a  computer  and  a  credit  card 


Good  night's  sleep  because  you're  not  jet-lagged 

v'ant  to  know  if  your  customers  are  satisfied?  Or  see  if  they'll  like  your  new  product  idea?  Put  away  the  flight 

:hedule.  Don't  bother  calling  for  hotel  reservations.  Kill  the  focus  groups.  Just  turn  on  your  computer,  pull  out  your 

redit  card  and  start  learning.  InsightExpress'"  lets  you  share  marketing  concepts  or  new  product  ideas  with  current 

nd  potential  customers  right  from  your  desktop.  Our  research  methods  provide  a  solid  sense  of  the  market,  cost  a 

action  of  traditional  techniques  and  deliver  results  in  hours,  not  months.  And  as  an  added  benefit,  you  won't  gain        INSIGHT 

'eight  from  all  those  M&Ms.  The  future  is  here  -  it's  InsightExpress.  Point  your  browser  to  www.insightexpress.com.       EXPRESS 


NSTANT    CREDIB 


TY    FOR    YOUR    IDEAS 


InsightExpress  is  an  affiliate  of  NFO  Worldwide.  Inc.  (NYSE:  NFO) 
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You  don't  settle  for 


»K 


IWhen  you  travel,  make  sure  you  slay  at  a  hotel  that  offers  CAIS  Internet.  It's  30-50  times  faster  than  dial-up  service.  It's  in  more  hotels  than  any  other  provider.  And  all  you 
too  is  bring  your  ethernet  card,  plug  it  in,  and  get  to  work.  Check  it  out:  ALABAMA  —  Embassy  Suites  Montgomery,  Montgomery  334-269-5055  •  Hampton  Inn.Madison 
(256-464-8999  •  Hilton  Garden  Inn  Orange  Beach  Beachfront,  Orange  Beach  334-974-1600  •  Radisson  Hotels  Huntsville  256-882-9400  •  Radisson  Inn-Huntsville  Airport, 
W/ladison  256-772-8855  ARIZONA  —  Hilton  Phoenix  Airport,  Phoenix  480-894-1600  •  Hilton  Scottsdale  Resort  and  Villas,  Scottsdale  480-948-7750  •  Hilton  Suites  Phoenix 
ppiaza,  Phoenix  602-222-1111  •  Marriott  University  Park,  Tucson  520-792-4100  •  Pointe  Hilton  South  Mountain  Resort,  Phoenix  602-431-6402  CALIFORNIA  —  Anaheim 
Orange  Hilton  Suites,  Orange  714-938-1111  •  Beverly  Hills  Hilton,  Beverly  Hills  310-285-1380  •  Embassy  Suites  Monterey,  Monterey  831-393-1115  •  Four  Seasons  Hote, 
Beverly  Hills  310-273-2222  •  Hilton  Burbank  Airport  &  Convention  Center,  Burbank  818-843-6000  •  Hilton  Garden  Inn  Anaheim-Garden  Grove,  Garden  Grove  714-703-9100 

•  Hilton  Garden  Inn  Arcadia-Pasadena,  Arcadia  626-574-6900  •  Hilton  Garden  Inn  Valencia  Six  Flags,  Valencia  661-254-8800  •  Hilton  Inn  in  Torrance,  Torrance  310-540-0500 

*  Hilton  La  Jolla  Torrey  Pines,  La  Jolla  858-558-1500  •  Hilton  Los  Angeles  Airport,  Los  Angeles  310-410-4000  •  Hilton  Palm  Springs  Resort,  Palm  Springs  760-320-6868  • 
Hilton  Pasadena,  Pasadena  626-577-1000  •  Hilton  San  Francisco  &  Towers,  San  Francisco  415-771-1400  •  Hilton-Long  Beach,  Long  Beach  562-983-3400  •  Hilton-Oakland 
HAirport.  Oakland  510-635-5000  •  Holiday  Inn  Bay  Bridge,  Emeryville  510-658-9300  •  Holiday  Inn  Sacramento  Capitol  Plaza,  Sacramento  916-446-0100  •  Hyatt  San  Jose 
(Airport,  San  Jose  408-993-1234  •  La  Jolla  Marriott,  La  Jolla  858-587-1414  •  Ontario  Airport  Hilton,  Ontario  909-980-0400  •  Pleasanton  Hilton,  Pleasanton  925-463-8000  • 
i6an  Ramon  Marriott,  San  Ramon  925-867-9200  •  The  Doubletree  Hotel  Anaheim,  Orange  714-634-4500  •  W  Hotel,  San  Francisco  41 5-777-5300  •  Wyndham  Garden  Hotels, 

Sunnyvale  408-747-0999   COLORADO  —  Denver  Marriott,  Denver  303-297-1300  •  Hilton  Garden  Inn  -  Denver  International  Airport,  Aurora  303-371-9393  •  Holiday  I 

nn  Denver  International  Airport,  Aurora  303-418-0400  •  Radisson  Hotel  Denver  Stapleton,  Denver  303-321-3500  •  Radisson  North  Denver  Graystone  Castle,  Thornton 

'603-451-1002     CONNECTICUT  —  Hilton  Southbury.  Southbury  203-598-7600     DISTRICT  OF  COLUMBIA  —  Embassy  Square  Summerfield  Suites,  Washington, 

IDC  202-659-9000  •  Hilton  Washington  and  Towers,  Washington,  DC  202-483-3000  •  Marriott  at  Metro  Center,  Washington,  DC  202-737-2200  •  The  Capital  Hilton, 

[Washington,  DC  202-393-1000  •  The  Washington  Court  Hotel  on  Capital  Hill,  Washington,  DC  202-628-2100  •  Washington  Marriott,  Washington,  DC  202-872-1500 

FLORIDA  —  Embassy  Suites  Tampa,  Tampa  813-977-7066  •  Hilton  Garden  Inn  Jacksonville  JTB/  Deerwood  Park,  Jacksonville  904-997-6600  •  Hilton  Garden  Inn  Lake  Mary, 

|_ake  Mary  407-531-9900  •  Hilton  Naples  &  Towers,  Naples  941-430-4900  •  Hilton  Orlando-Altamonte  Springs,  Altamonte  Springs  407-830-1985  •  Hilton  Palm  Beach 

Uirport,  West  Palm  Beach  561-684-9400  •  Hilton  Sandestin  Beach  and  Golf  Resort,  Destin  850-267-9500  •  Loews  Miami  Beach,  Miami  Beach  305-604-1601  •  Marriott  Harbor 

i-3each  Resort,  Ft.  Lauderdale  954-525-4000  •  Radisson  Resort  Coral  Springs,  Coral  Springs  954-753-5598  •  Staybridge  Suites  by  Holiday  Inn,  Miami  305-500-9100  • 

Staybridge  Suites  by  Holiday  Inn.  Naples  941  -643-8002  •  Westin  Innisbrook  Resort,  Palm  Harbor  727-942-2000  •  World  Golf  Village  Resort  Hote,  St.  Augustine  904-940-8000 

GEORGIA  —  Atlanta  Perimeter  by  Bass,  Dunwoody  678-320-0111  •  Hilton  Atlanta  Airport,  Atlanta  404-767-9000  •  Hilton  Atlanta  and  Towers  Downtown,  Atlanta 

404-659-2000  •  Hilton  Atlanta  Northwest,  Atlanta  770-953-9300  •  Hilton  Garden  Inn  Atlanta  North  Johns  Creek,  Duluth  770-476-1966  •  Hilton  Garden  Inn  Atlanta 

Derimeter  Center,  Atlanta  404-459-0500  •  Radisson  Riverfront  Hotel,  Augusta  706-722-8900  •  Staybridge  Suites  by  Holiday  Inn,  Alpharetta  770-569-7200  •  Staybridge 

Suites  by  Holiday  Inn  Atlanta  Perimeter,  Dunwoody  678-320-9057  •  Westin  Peachtree  Plaza,  Atlanta  404-659-1400    HAWAII  —  Hilton  Hawaiian  Village,  Honolulu 

608-949-4321  IDAHO  —  Ameritel  Inn,  Boise  208-323-2500  ILLINOIS  —  Doubletree  Club  Hotel,  Palatine  847-359-6900  •  Hilton  Chicago  and  Towers,  Chicago  312-922-4400 

•  Hilton  Chicago  O'Hare  Airport,  Chicago  773-686-8000  •  Hilton  Garden  Inn  of  Addison,  Addison  630-691-0500  •  Hilton  Lisle-Naperville,  Lisle  630-505-0900  •  Hilton 

■Morthbrook,  Northbrook  847-480-7500  •  Hilton  Oak  Lawn,  Oak  Lawn  708-425-7800  •  Hilton  Springfield,  Springfield  217-789-1530  •  Oakbrook  Terrace  Hilton  Suites, 

Oakbrook  Terrace  630-941-0100  •  Palmer  House  Hilton,  Chicago  312-726-7500  •  Wyndham  Chicago,  Chicago  312-573-0300    INDIANA  —  Ramada  Inn  Plaza  Hotel 

Conference  Center,  Columbus  812-376-3051     IOWA  —  Radisson  Davenport,  Davenport  319-322-2200     KANSAS  —  Hilton  Wichita  Airport  Executive  Conference 

Center.  Wichita  316-945-5272  KENTUCKY  —  Hilton  Garden  Inn  Louisville  East,  Louisville  502-297-8066  •  University  Plaza  Bowling  Green,  Bowling  Green  270-745-0088 

.OUISIANA  —  Hilton  New  Orleans  Airport,  Kenner  504-469-5000  •  New  Orleans  Hilton  Riverside,  New  Orleans  504-561-0500    MARYLAND  —  BWI  Airport  Marriott, 

Baltimore  410-859-8300  •  Comfort  Inn  Airport,  Baltimore  410-789-9100  •  Gaithersburg  Hilton,  Gaithersburg  301-977-8900  •  Greenbelt  Marriott,  Greenbelt  301-441-3700  • 

'  Hilton  Garden  Inn  White  Marsh,  Baltimore  410-427-0600  •  Quality  Suites  -  Rockville,  Rockville  301-216-1864  •  Sleep  Inn  -  Rockville,  Rockville  301-947-3100  •  Staybridge 

Suites  Columbia/Baltimore,  Baltimore  770-604-2430    MASSACHUSETTS  —  Hilton  Logan  Airport,  Boston  617-568-6700    MICHIGAN  —  Hilton  Garden  Inn  Plymouth, 

Plymouth  734-420-0001  •  Hilton  Inn  Southfield,  Southfield  248-357-1100  •  Hilton  Suites  Auburn  Hills,  Auburn  Hills  248-334-2222  •  Holiday  Inn  Express  Hotels  & 

iSuites,  Allen  Park  313-323-3500   MINNESOTA  —  Hilton  Minneapolis  &  Towers,  Minneapolis  612-376-1000  •  Radisson  Plaza  Minneapolis,  Minneapolis  612-339-4900  • 

iStaybridge  -  Eagan,  Eagan  320-235-7207  MISSOURI  —  Chateau  on  the  Lake,  Branson  417-334-1 161  •  Embassy  Suites  Hotel  at  KCI  Airport,  Kansas  City  816-891-7788  • 

-Homewood  Suites  -  KCI  Airport,  Kansas  City  816-880-9880  •  Kansas  City  Airport  Marriott,  Kansas  City  816-464-2200  •  St.  Louis  FrontenoC  Hilton,  St.  Louis  314-993-1 100  • 

i  Wingate  Inn,  Maryland  Heights  314-209-0001  NEBRASKA  —  Embassy  Suites  Hotel,  Omaha  402-346-9000  •  Staybridge  Suites  by  Holiday  Inn,  Lincoln  402-438-7829  NEW 

'JERSEY  —  Brunswick  Hilton,  East  Brunswick  732-828-2000  •  Fort  Lee  Hilton,  Fort  Lee  201-461-9000  •  Hamilton  Park  Conference  Center,  Florham  Park  973-377-2424  • 

Hampton  Inn  &  Suites  Cherry  Hill,  Voorhees  856-346-4500  •  Hilton  at  Short  Hills,  Short  Hills  973-379-0100  •  Hilton  Newark  Airport,  Elizabeth  908-351-3900  •  Hilton  Woodcliff 

.ake,  Woodcliff  Lake  201-391-3600  NEW  YORK  —  Best  Western  MacArthur  Hote,  Holtsville  631-758-2900  •  Hilton  Garden  Inn,  Saratoga  Springs  518-587-1500  •  Hilton 

3arden  Inn  Albany  Airport,  Albany  518-464-6666  •  Hilton  New  York  and  Towers,  New  York  212-261-5755  •  Hilton  Pearl  River,  Pearl  River  914-735-9000  •  Hilton  Rye  Town,  Rye 

3rook  914-939-6300  •  Hilton  Tarrytown,  Tarrytown  914-631-5700  '■  Holiday  Inn  Wall  Street  District,  New  York  212-232-7700  •  Hotel  Lexington,  New  York  212-755-4400  • 

'.Ramada  Inn  East  End,  Riverhead  631-369-2200  •  Waldorf  Astoria,  New  York  212-355-3000  •  Westchester  Marriott,  Tarrytown  914-631-2200  NORTH  CAROLINA  —  Hilton 

Charlotte  and  Towers,  Charlotte  704-377-1 500  •  Hilton  Charlotte  University  Place,  Charlotte  704-547-7444  ext  71 76  •  Hilton  North  Raleigh,  Raleigh  91 9-872-2323  •  Staybridge 

Charlotte-Arrowhead,  Charlotte  704-527-6767  OHIO  —  Dayton  Marriott  Hotel,  Dayton  937-223-1 000  •  Hilton  Garden  Inn  Cleveland  Airport,  Cleveland  21 6-898-1 898  •  Hilton 

Garden  Inn  Twinsburg,  Twinsburg  330-405-4488  •  Radisson  Hotel  at  Gateway,  Cleveland  216-377-9000  OKHALOMA  —  Hilton  Garden  Inn  Oklahoma  City,  Oklahoma  City 

905-942-1400  •  Hilton  Garden  Inn  Tulsa  Airport,  Tulsa  918-838-1444  OREGON  —  Embassy  Suites  at  Portland  Airport,  Portland  503-460-3000  •  Hilton  Garden  Inn  Portland 

Airport,  Portland  503-255-8600  •  Hilton  Hotel  Portland.  Portland  503-226-161 1   PENNSYLVANIA  —  Hilton  Pittsburgh,  Pittsburgh  412-391  -4600  •  Hilton  Valley  Forge,  King  of 

Prussia  610-337-1200  •  Philadelphia  Airport  Hilton,  Philadelphia  215-365-4150  •  The  Sheraton  Rittenhouse  Hotel,  Philadelphia  215-546-9400    SOUTH  CAROLINA  — 

tmbassy  Suites  Greenville  Golf  Resort,  Greenville  864-676-9090  •  Staybridge  Suites  by  Holiday  Inn,  Myrtle  Beach  843-903-4000   SOUTH  DAKOTA  —  Holiday  Inn  City 

Centre,  Sioux  Falls  605-339-2000  TENNESSEE  —  Hilton  East  Memphis,  Memphis  901-767-6666  •  Hilton  Suites  Brentwood,  Brentwood  615-370-011 1  •  Radisson  Summit 

Hill,  Knoxville  423-522-2600  TEXAS  —  Hampton  Inn  &  Suites  at  Rodeo  Center,  Mesquite  972-329-3100  •  Hilton  DFW  Lake  Executive  Conference,  Grapevine  817-481-8444 

Hilton  Garden  Inn,  Addison  972-233-8000  •  Hilton  Garden  Inn  Las  Colinas,  Irving  972-444-8434  •  Hilton  Garden  Inn  North  Fort  Worth,  Fort  Worth  817-222-0222  •  Hilton 

Houston  Plaza  Hotel,  Houston  713-313-4000  •  Holiday  Inn  Beaumont  Plaza,  Beaumont  409-842-5995  •  Hyatt  Regency  Austin  On  Town  Lake,  Austin  512-477-1234  • 

.as  Colinas  Staybridge  Suites,  Dallas  972-465-9400  •  Las  Colinas  WyndhaM,  Irving  972-650-1600  •  Radisson  Houston  Hobby  Airport,  Houston  713-943-7979  •  Staybridge 

)allas/Las  Colinas,  Dallas  770-604-2430  •  Staybridge  Suites  by  Holiday  Inn,  Houston  713-355-8888  •    Staybridge  Suites  by  Holiday  InN,  San  Antonio  210-558-9009 

VIRGINIA  —  Hilton  Norfolk  Airport,  Norfolk  757-466-8000  •  Hilton  Richmond  Airport,  Sandston  804-226-6400  WASHINGTON  —  Bellevue  Courtyard,  Bellevue  425-869-5300 

Homestead  Village,  Bellevue  425-885-6675  •  Hyatt  Regency  Bellevue,  Bellevue  425-462-1234  •  Marriott  SeaTac  Airport,  Seattle  206-241-2000  WISCONSIN  —  Hilton 

Jarden  Inn  Green  Bay,  Green  Bay  920-405-0400  •  Marriott  Madison  West,  Middleton  608-831-2000  INTERNATIONAL  —  Century  Hyatt,  Tokyo,  Japan  81-3-3348-1234  • 

Holiday  Crowne  Plaza,  Monterrey,  Mexico  011-52-8-319-6000,  Toll  Free:  1-800-637-3885  •  Holiday  Inn  Crown  Plaza,  Taipei,  Taiwan  886-27635656  •  Holiday  Inn  Express, 

i  /lonterrey,  Mexico  01 1 -52-8-389-6000  •  Park  Place  Ramada  Plaza,  Nova  Scotia,  Canada  902-468-8888  •  Prince  George  Hotel,  Nova  Scotia,  Canada  902-425-1986 


INTERNET 

Make  Sure  Your  Hotel  Lets  You  Do  Business.™ 


For  the  veru  latest  list,  po  to  www.rais. com/hotel  or  rail  888-2«:2-rAIS 


THE  S&I3  Business  Week's  Performance  Rankim 


PERFORMANCE  GRADES 


TOTAL  TOTAL 

RETURN    ,    RETURN 
(1YEAR)      (3  YEARS) 


301 

353 

MALLINCKRODT 

302 
303 
304 

196 

COCA-COLA 

214 

MEREDITH 

— 

CONOCO 

305 

169 

DANA 

306 

276 

AMEREN 

307 

454 

CHAMPION  INTERNATIONAL 

308 

294 

SUPERVALU 

309 

293 

UST 

310 

319 

UNICOM 

311 
312 

382 

225 

THOMAS  &BETTS 
KMART 

313 

334 

CAMPBELL  SOUP 

314 

125 

AMSOUTH  BANCORPORATION 

315 

469 

LOUISIANA-PACIFIC 

316 

349 

BAUSCH&LOMB 

317 

427 

PEOPLES  ENERGY 

318 

161 

SUMMIT  BANCORP. 

319 

396 

HALLIBURTON 

320 

345 

JOSTENS 

321 

387 

BARRICKGOLD 

322 
323 

413 

NORTHROP  GRUMMAN 

237 

SHARED  MEDICAL  SYSTEMS 

324 
325 

336 

SEARS, ROEBUCK 

— 

CONEXANT  SYSTEMS 

326 

256 

PRAXAIR 

327 
328 

467 
326 

BLACK  &  DECKER 
ALBERTO-CULVER 

329 

432 

UNION  PACIFIC 

330 

— 

EL  PASO  ENERGY 

331 
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334 
335 

222 
384 

189 
300 

144 

AVON  PRODUCTS 

FMC 

SARA  LEE 

SHERWIN-WILLIAMS 

ALLSTATE 

336 

412 

BOISE  CASCADE 

337 

368 

OWENS-ILLINOIS 

338 

109 

BURLINGTON  NORTHERN  SANTA  FE 

339 

337 

CINCINNATI  FINANCIAL 
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PPG  INDUSTRIES 
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INDUSTRY  GROUP 


C  Health  Care 

A  Consumer  Products 

B  Publishing  &  Broadcasting 

C  Fuel 

C  Automotive 

D  Utilities 

D  Paper  &  Forest  Products 

D  Food 

A  Consumer  Products 

D  Utilities 

C  Electrical  &  Electronics 

D  Discounts  Fashion  Retailing 

A  Food 

B  Banks 

C  Paper  &  Forest  Products 

D  Health  Care 

D  Utilities 

C  Banks 

F  Fuel 

A  Manufacturing 

D  Metals  &  Mining      , 

C  Aerospace  &  Defense 

C  Office  Equipments  Computers 

B  Discount  &  Fashion  Retailing 

D  Electrical  &  Electronics 

B  Chemicals 

A  Manufacturing 

C  Discount  &  Fashion  Retailing 

D  Transportation 

F  Utilities 

A  Consumer  Products 

A  Manufacturing 

A  Food 

B  Housing  &  Real  Estate 

C  Nonbank  Financial 

D  Paper  &  Forest  Products 

D  Containers  &  Packaging 

C  Transportation 

F  Nonbank  Financial 

B  Housings  Real  Estate 
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smooth  acceleration  to  sure  stops 


www.honeywell.com 


THE  S&F*  Business  Week's  Performance  Ranking 


341  416     ALCAN  ALUMINUM 

342  314     R.R.  DONNELLEY 

343  268     DOMINION  RESOURCES 

344  107     CIGNA 

345  460     GREAT  LAKES  CHEMICAL 

346  79 

347  226 

348  262 

349  272 

350  265 

351  359 

352  88 

353  400 

354  323 

355  464 

356  443 

357  433 

358  — 

359  295 

360  80 

361  462 

362  257 

363  185 

364  411      ST.  PAUL 

365  62     PROGRESSIVE 

366  362     WENDY'S  INTERNATIONAL 

367  430     MEAD 


346      79 

AON 

347   226 

CENTRAL  &  SOUTH  WEST 

348   262 

FPL  GROUP 

349  272 

PERKINELMER 

350  265 

HASBRO 

351    359 

STANLEY  WORKS 

352  88 

353  400 

UNITED  TECHNOLOGIES 

NATIONAL  SERVICE  INDUSTRIES 

354  323 

HARCOURT GENERAL 

355  464 

TOYS 'R' US 

356  443 

WORTHINGTON  INDUSTRIES 

357  433 

EASTERN  ENTERPRISES 

358      — 

CMS  ENERGY 

359  295 

MARRIOTT  INTERNATIONAL 

360     80 

CLOROX 

361    462 

UNOCAL 

362   257 

W.W.  GRAINGER 

363    185 

B.F.  GOODRICH 

PERFORMANCE  GRADES 

TOTAL  TOTAL  SALES     '     SALES 

RETURN    :    RETURN      GROWTH   :  GROWTH 
I1YEA8I    !  (3  YEARS)  :   (HEAR)   I  (3 YEARS) 


PROFIT         PROFIT 
GROWTH   :   GROWTH         NET 
11  YEAR)   I  (3 YEARS)  :    MARGIN 


RETURN 

ON 
EQUITY 


368  350 

COOPER  TIRE  &  RUBBER 

369   182 

H.J.  HEINZ 

370  266 

CONSOLIDATED  EDISON 

371   373 

NICOR 

372  474 

ANADARKO  PETROLEUM 

373  357 

BEMIS 

374  216 

WALT  DISNEY 

375  306 

CAROLINA  POWER  &  LIGHT 

376   163 

CATERPILLAR 

377  394 

DILLARD'S 

378  364 

379  128 

HILTON  HOTELS 
C.R.  BARD 

380   166 
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INDUSTRY  GROUP 

Metals&  Mining 

Service  Industries 

Utilities 

Nonbank  Financial 

Chemicals 

Nonbank  Financial 

Utilities 

Utilities 

Conglomerates 

Leisure  Time  Industries 

Manufacturing 

Aerospace  &  Defense 

Electrical  &  Electronics 

Conglomerates 

Discount  &  Fashion  Retailing 

Metals  &  Mining 

Utilities 

Utilities 

Leisure  Time  Industries 

Consumer  Products 

Fuel  ' 

Service  Industries 

Aerospace  &  Defense 

Nonbank  Financial 

Nonbank  Financial 

Leisure  Time  Industries 

Paper  &  Forest  Products 

Automotive 

Food 

Utilities 

Utilities 

Fuel 

Containers  &  Packaging 

Leisure  Time  Industries 

Utilities 

Manufacturing 

Discount  &  Fashion  Retailing 

Leisure  Time  Industries 

Health  Care 

Nonbank  Financial 
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SIMP  L  E 


NTT  Communications 


Your  Trusted  Partner  In  Network  Solutions 


Ikrcstar 

in  wf\i(t  tpom  Nn  Cammunicjtiont 


■  TOKYO  ■  OSAKA  ■  BANGKOK  ■  BEIJING  ■  HANOI  ■  HONG  KONG  ■  JAKARTA  •  KUALA  LUMPUR 

SINGAPORE  ■  SYDNEY  •  TAIPEI  ■  AMSTEROAM  ■  BRUSSELS  ■  DUSSELDORF  -  FRANKFURT  ■  GENEVA 

•  NEW  YORK  ■  MOUNTAIN  VIEW  -  LOS  ANGELES  ■  WASHINGTON  0  C 


-  MAMLA  ■  SEOUL  ■  SHANGHAI 

■  LONDON  -  MADR'O  •  MfcAN  -  PARIS 

RIO  OE  JANEIRO  •  SAO  PALA.0 


Building  your  network  in  Asia 
has  never  been  easy. 

Your  business  just  isn't  global  without  a 
presence  in  Asia.  To  got  ahead,  you  need 
a  reliable  partner  who  can  provide  a 
network  that  lets  you  communicate  with 
no  margin  of  error.  That's  wh\  you  need 
til' I <  omnumieations,  lapan's  largest 
telecommunications  compan)  with  over 
(ill  years ol  experience  in  Asia  Our  Arcstai 
global  data  communications  service 
provides  one-stop  network  solutions  that 
can  even  satisf)  your  communication 
needs  between  Asia  and  other  parts  ol  the 
world,  Ami  our  cutting-edge  digital  net 
work  infrastructure  is  strategicalr)  placed 
to  minimize  \<>ur  communications  costs 

Make  your  business  m  Asia  •simple.  \\  ith 

help  Mom  N  I  1  i  lommunications. 

Nl  I  ( iiininuiiu.i la  Group  NTT  Anuria,  Inc  101  Park  Avenue  41st  Flooi   New  York.  NY101   B.U.S.A.  Tel:  1  (212)6 

\  I  I  da  Ht.imI  rthcomunkacoa  I  Ida.   w  Paulina.  854- 1 1"  andar  coni  111  Sao  Paulo  SP.Brasil    M 


www.ntt.com/world 
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PERFORMANCE  GRADES 

TOTAL  TOTAL     :     SALES  SALES     ,  PROFIT 

RETURN  GROWTH 

UYEA8)    :  '3 YEARS)      (HEAR'      13YEARS'  (1  YEAR) 


PROFIT 

RETURN 

GROWTH 

NET 

ON 

1  (3  YEARS) 

MARGIN 

EQUITY 

381  329  AMERICAN  ELECTRIC  POWER 

382  164  COCA-COLA  ENTERPRISES 

383  393  UNION  CARBIDE 

384  340  SIGMA-ALDRICH 

385  341  NIKE 

386  331  TENET  HEALTHCARE 

387  INC  W.R.  GRACE 

388  209  NORDSTROM 

389  143  ENTERGY 

390  243  CHUBB 

391  388  COLUMBIA/HCA  HEALTHCARE 

392  371  NUCOR 

393  147  AMR 

394  458  SNAP-ON 

395  173  NEW  CENTURY  ENERGIES 

396  322  KELLOGG 

397  473  SPRINGS  INDUSTRIES 

398  431  CUMMINS  ENGINE 

399  463  WESTVACO 

400  233  DUN&BRADSTREET 

401  208  FORT  JAMES 

402  348  PALL 

403  333  COOPER  INDUSTRIES 

404  261  LONGS  DRUG  STORES 

405  468  ADVANCED  MICRO  DEVICES 

406  442  TUPPERWARE 

407  158  ALBERTSON'S 

408  191  PG&E 

409  239  AIR  PRODUCTS  &  CHEMICALS 

410  440  FREEPORT-McMORAN  COPPER  &  GOLD 

411  404  INTERNATIONAL  PAPER 

412  263  SCHLUMBERGER 

413  449  POTLATCH 

414  390  SUNOCO 

415  180  VF 

416  485  CABLETRON  SYSTEMS 

417  414  OWENS  CORNING 

418  366  INTERNATIONAL  FLAVORS  &  FRAGRANCES 

419  140  HARTFORD  FINANCIAL  SERVICES  GROUP 

420  192  US  AIRWAYS  GROUP 
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We  find  delight  in  the  beauty 
and  happiness  of  children. 

-Ralph  Waldo  Emerson 


What  do  you  want  for  your  children?  A  better  world?  A  larger  life? 

At  American  General  Financial  Group,  we  put  over  $115  billion  in  assets  to  work 

every  day  to  help  12  million  Americans  build  a  life  large  enough  to  hold  their  children's  dreams. 

For  more  than  70  years,  we've  been  there.  Providing  retirement  services,  investments, 

life  insurance  and  consumer  loans.  At  American  General,  the  future  starts  today. 


Live  the  life  you've  imagined. 


American 

General 


©2000  American  General  Corporation 


amencangeneral.com  or  1(600)  AGC-11 1 1 
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THE  S&!P  Business  Week's  Performance  Rankinsi 


PERFORMANCE  GRADES 
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422  425 

423  311 

424  441 

BAKER  HUGHES 
DUPONT 
REYNOLDS  METALS 

425  408 

ASHLAND 

426  275 

CONSOLIDATED  STORES 

427  428 

ITT  INDUSTRIES 

428  481 

429  199 

TEKTRONIX 
CRANE 

430  254 

CONAGRA 

431  307 

432  287 

CENDANT 
SAFECO 

433  317 

NORTHERN  STATES  POWER 

434  418 

MILACRON 

435  375 

NORFOLK  SOUTHERN 

436  402 

HEALTHSOUTH 

437    175 

RAYTHEON 

438  202 

AUTODESK 

439  367 

J.C.  PENNEY 

440  490 

INCO 

TOTAL 
RETURN 


TOTAL         SALES     ,     SALES 
RETURN      GROWTH      GROWTH 


(1YEAR)    ■  (3  YEARS)      (HEAR)      (3 YEARS) 


PROFIT  I  PROFIT 
GROWTH  !  GROWTH 
11  YEAR)   ■  13  YEARS) 


■   RETURN 
NET  ON 

MARGIN    ,    EQUITY 


F 

D 

D 

D 

D 

D 

B 

D 
F 

F 

F 

F 

Nonbank  Financial 

A 

D 

F 

B 

D 

F 

F 

Fuel 

Chemicals 
Metals  &  Mining 
Fuel 

B 
A 
D 

C 

C 

F 

F 

F 

F 

F 

F 

F 

C 
B 

D 

C 

F 

D" 

F 

F 

B 

B 

D 

D 

F 
D 

D 
B 
F 
C 
D 
F 
F 
D 

C 

F 

Discount  &  Fashion  Retailing 

Manufacturing 

Electrical  &  Electronics 

Manufacturing 

Food 

Service  Industries 

Nonbank  Financial 

Utilities 

Manufacturing 

Transportation 

Health  Care 

Aerospace  &  Defense 

Office  Equipment  &  Computer 

Discount  &  Fashion  Retailing 

Metals&  Mining 

Manufacturing       . 

Consumer  Products 

Leisure  Time  Industries 

Nonbank  Financial 

Manufacturing 

Office  Equipment  &  Computer; 

Health  Care 

Nonbank  Financial 

F 

D 

D 

F 

D 

A 

B 

F 

F 

D 

F 

D 

D 

F 

F 

F 

C 

F 

F 

D 

D 

F 

B 

D 

D 

A 

F 

D 
C 
D 
D 

F 

F 

0 

A 

F 

D 

D 

D 

F 

D 

F 

C 

F 

D 

A 

C 

F 

F 

D 

B 

A 

F 
F 

F 
F 
F 

F 
B 
F 
A 

D 

B 

F 

D 

F 
C 

B 

F 

C 

F 

F 
D 

B 

p 

B 

F 

0 

F 

p 

F 
F 
F 
F 
F 

F 
C 

A 

B 

D 

C 
F 

C 

F 

F 

■ 

D 

C 

F 

p 

D 

A 

F 

B 
B 

c 

F 

A 

F 

p 

F 

p 

C 

C 

F 
F 

P 

F 
F 
F 
F 

F 

p 

C 

A 
D 

C 

c 

D 

D 

Utilities 

F 

F 

F 

F 

A 

Containers  &  Packaging 

F 

A 
D 
A 

F 

D 

D 

C 

F 
F 
F 

D 
F 

F 
F 
F 
D 
D 
F 
D 
F 

Manufacturing 

A 
B 
F 

INC 

F 

f 
F 
F 

F 
F 
C 

Electrical  &  Electronics 

C 

Health  Care 

D 

r- 

F 

Metals  &  Mining 

F 

B 

Leisure  Time  Industries 

F 
B 

F 

F 

F 

p 

D 

Aerospace  &  Defense 

F 

F 
F 
0 

F 

D 

F 
F 
D 

i 

F 

F 

F 

D 
F 
F 

F 

Fuel 

B 
F 

A 
D 
C 

Electrical  &  Electronics 
Food 

B 

Leisure  Time  Industries 

162  BUSINESS  WEEK  /  MARCH  27,  2000 


T 


IVe W  pui  our  -fo^ozr  ok  c<  Wm  io 
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g.  And  with  Commtouch  Custom  Mail™  you'll 
e  offering  the  most  valuable  email  solution  out  there.  One  that's  highly  brandable 
id  easily  customized.  One  that  includes  voice,  fax,  pager,  messaging  and  calendaring, 
18  languages.  All  backed  by  the  highest  service  levels  available  today.  250  of  the 
rgest  sites  on  the  Web  are  already  turning  visits  into  revenue  opportunities  by 
itsourcing  their  email  to  Commtouch.  To  see  what  it  can  do  for  you,  please  contact 
iles@commtouch.com  or  visit  our  Website  at  www.commtouch.coni 


i 


conyfftkouch 


P&*s  your  Sit*  A<\v«  (k*  bucA? 
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1                        Use  this  at  home. 

DIRECT 

REIMBURSEMENT 

1                    Use  this  at  the  office. 

:;fer; 


Two  easy  steps  to  help  control  the  cost  of  dental  benefits. 


Here's  a  refreshing  idea:  with  Direct 
Reimbursement,  you  just  pay  for  actual 
treatment  received,  instead  of  costly  monthly 
insurance  premiums  for  employees  who  don't 
even  use  dental  benefits.  Plus,  you  can  save 
time,  with  no  complicated  claims  procedures. 


Most  importantly,  your  employees  have  the 
freedom  to  see  anv  dentist  thev  wish.  Used 
regularly,  it  just  may  prevent  all  kinds  of 
hassles  at  your  company.  For  information  or  a 
cost  estimate  of  a  plan  designed  to  meet  the 
company  needs  you  specify,  call: 


1-800-232-7698  ext.n6 

Or  visit  our  web  site  at  www.ada.onj/DR 


DIRECT 

Kl  IMIUJRSI  MINT 


Dental 
Benefit!  Plan 

imart  Compamti 


ADA 


American  Dental  Association 


•■SB 


Any  Wall  Street  expert  who 
would  rather  talk  than  listen 
has  forgotten  what  made  him 
an  expert  in  the  first  place. 


Our  people  and  our  experience  are  useless  if  they're  not  solving  the  right 
problems.  At  Goldman  Sachs,  we  take  the  time  to  develop  a  true  understanding  of 
what  you're  looking  for.  Perhaps  this  is  why  our  client  relationships  are  some 
of  the  longest  on  Wall  Street.  But  enough  about  us.  How  can  we  help  you? 


-oklman 


Business  Week's 

Industry  Rankings 

OFTHES&P500 


he  S&P  500  represents  a  huge  universe,  accounting  for  some  70%  of  the  market 
capitalization  of  all  U.S.  stocks.  To  find  out  how  each  of  the  companies  in  the 
index  measures  up  against  its  peers,  we  ranked  them  within  industry  groups, 
using  the  same  factors  that  go  into  the  overall  report  card  grades.  The  numbers 
Id  to  derive  those  grades  are  shown  in  these  tables,  along  with  a  wealth  of  additional 
Incial  information.  Each  company  s  rank  within  its  industrv  is  listed  to  the  left  of  its 
nr.  followed  by  its  overall  rank.  Taken  together,  they  form  a  vivid  picture  of  how  well 
h  company  harnesses  its  resources,  given  the  unique  constraints  of  its  industry. 


.ossary  &  Footnotes 

npanies  on  this  list  are  from  the  Standard 
Joor's  500.  Each  company  is  ranked  by 
ht  criteria:  one-year  total  return;  three-year 
3l  return;  one-year  sales  growth;  three-year 
irage  annual  sales  growth;  one-year  profit 
wth;  three-year  average  annual  profit 
wth;  net  profit  margins;  and  return  on  eq- 
/,  with  additional  weight  given  to  a  compa- 
s  sales.  A  company's  composite  rank  is 
culated  using  the  sum  of  all  of  its  ranks. 

iRKET  VALUE 

are  price  on  Feb.  29,  2000,  multiplied  by 
i  latest  available  common  shares 
.standing. 

IE-YEAR  TOTAL  RETURN 

nual  dividend  per  share,  reinvested,  plus 
o.  29,  2000,  price  per  share,  as  a  per- 
it  of  Feb.  26,  1999,  price  per  share. 

REE-YEAR  TOTAL  RETURN 

nual  dividend  per  share,  reinvested,  plus 
b.  29,  2000,  price  per  share,  as  a  per- 
it  of  Feb.  28,  1997,  price  per  share. 

lUS 

test  available  sales  through  the  most  re- 
nt 12  months  ending  Jan.  31,  2000.  In- 
ides  all  sales  and  other  operating  rev- 
ues. For  banks,  this  includes  all  banking 
erations  revenues. 

IREE-YEAR  SALES  GROWTH 

Iculated  using  the  least  squares  method, 
ta  for  1999  and  1998  are  as  reported  by 
npany  in  1999. 


PROFITS 

Latest  available  profits  through  the  most  re- 
cent 12  months  ending  Feb.  29,  2000.  Net 
income  from  continuing  operations  before 
extraordinary  items. 

THREE-YEAR  PROFITS  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  1999  and  1998  are  as  reported  by 
company  in  1999.  If  results  for  the  earliest 
year  are  negative,  the  average  is  for  two 
years. 

NET  MARGINS 

Net  income  from  continuing  operations  be- 
fore extraordinary  items  as  a  percent  of 
sales. 

RETURN  ON  INVESTED  CAPITAL 

Net  income  available  for  shareholders  as  a 
percent  of  debt  and  equity  funds. 

RETURN  ON  EQUITY 

Net  income  available  for  shareholders  divid- 
ed by  total  equity. 

RECENT  SHARE  PRICE 

Price  for  a  single  share  of  a  company's  most 
widely  traded  issue  of  common  stock  as  of 
the  close  of  trading  Feb.  29,  2000. 

HIGH/LOW  PRICE 

Trading  range  for  the  company's  common 
stock,  Feb.  26,  1999,  to  Feb.  29,  2000. 

P-E  RATIO 

Prjce-earnings  ratio  based  on  latest  12  months' 
earnings  and  Feb.  29,  2000,  stock  price. 

DIVIDEND  YIELD 

Annual  dividend  rate  as  a  percent  of  the 
Feb.  29  stock  price. 


EARNINGS  PER  SHARE 

Primary  earnings  per  share,  excluding  extra- 
ordinary profit  or  loss,  divided  by  number  of 
common  and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES 

Analysts'  consensus  estimates  for  2000 
compiled  as  of  Feb.  17,  2000  by  l/B/E/S  In- 
ternational Inc.,  New  York,  N.Y.  I/B/E/S  is  a 
registered  trademark  of  I/B/E7S  International 
Inc. 

(a)  Data  as  of  September,  1999. 

(b)  Data  as  of  October,  1999. 

(c)  Total  return  from  Aug.  16,  1999. 

(d)  Total  return  from  Dec.  31,  1999. 

(e)  Total  return  from  Nov.  5,  1999. 

(f)  Two-year  growth  rate. 

(x)  Sales  include  excise  taxes, 
(y)  Sales  include  other  income, 
(z)  Sales  include  excise  taxes  and  other  income. 
NA=not  available.  NM=not  meaningful. 
NC=not  calculable.  INC=lncomplete. 
t  Because  business  week  is  owned  by  Mc- 
Graw-Hill, the  S&P  500  Scoreboard  does  not  in- 
clude a  forecast  of  the  company's  earnings. 

Note:  Compustat  provided  by  Standard  & 
Poor's  Institutional  Market  Services,  from 
sources  such  as  statistical  services,  registra- 
tion statements,  and  company  reports  that 
spims  believes  to  be  reliable  but  are  not 
guaranteed  by  spims  or  business  week  as  to 
correctness  or  completeness.  This  material 
is  not  an  offer  to  buy  or  sell  any  security. 

Additional  data:  l/B/E/S  International  Inc., 
New  York,  N.Y.  l/B/E/S  is  a  registered  trade 
mark  of  l/B/E/S  International  Inc. 
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FEB  29              TOTAL 
2000               RETURN 
SMIL                 (1YEAR) 

TOTAL 

RETURN 
(3  YEARS) 

SALES 

12 

MONTHS 
1999 
(Mil 

CHANGE 
FROM 
1998 

% 

3  YEAR 
AVERAGE 
CHANGE 

PROFITABILITY  tjl 

12             CH/vJ 
MONTHS           FRjB 
1999              ."  ■ 
$MIL 

1  Aerospace  &  Defense 

INDUSTRY  AVERAGE 

1  40     GENERAL  DYNAMICS 

2  168     BOEING 

12  U 53. 8 

-29.8 

-18.8 

21568.9 

3 

14.9 

839.5 

i 

8692.1 

-26.4 

37.5 

8959.0 
57993.0 

21 

39.8 

880.0 
2309.0 

4<| 

loej 

33274.3 

5.1 

-24.6 

3 

18.3 

3     322     NORTHROP  GRUMMAN 

3167.9 

-25.7 

-33.4 

8995.0 

1 

1.1 

483.0 

14S 

4     352     UNITED  TECHNOLOGIES 

24172.4 

-16.7 

41.3 

24127. Oy 

6 

0.1 

841.0 

-21 

5  363     B.F.GOODRICH 

6  437      RAYTHEON 

7  456     LOCKHEED  MARTIN 

2638.7 

-27.4 

-35.6 

5537.5 

2 

28.1 

169.6 

-53 

6260.4 

-64.7 

-58.8 

19841.0 

2 

19.5 

457.0 

-46 

6870.6 

-52.4 

-58.1 

25530.0 

-3 

-2.2 

737.0 

-26 

2  Automotive 

INDl  STRY  AVERAGE 

15304.3 

-21.4 

r>2.2 

51800.4 

12 

8.6 

1990.3 

-42 

1        46     PACCAR 

3371.8 

8.6 

51.8 

9021.0 

14 

24.4 

583.6 

40 

2  53     NAVISTAR  INTERNATIONAL 

3  120     GENERAL  MOTORS 

2069.8 

-23.8 

240.3 

8838.0 

10 

16.8 

553.0 

72 

48836.2 

14.4 

83.4 

1 76558. Oy 

14 

1.7 

5576.0 

83 

1 

4  196     FORD  MOTOR 

5  237     DELPHI  AUTOMOTIVE  SYSTEMS 

50865.8 

-27.3 

111.1 

162558.0 

13 

2.4 

7237.0 

-67 

9378.7 

-8.4 

NA 

29192.0 

3 

-2.8 

1083.0 

147 

6     305     DANA 

3516.4 

-42.0 

-25.6 

13159.0y 

6 

17.1 

513.0 

-4 

7  368     COOPER  TIRE  &  RUBBER 

8  467      GOODYEAR  TIRE  &  RUBBER 

820.1 

3575.4 

-44.0 

-42.4 

2196.3 

17 

10.0 

135.5 

7 

-48.7 

-53.4 

12880.6 

2 

-0.6 

241.1 

-66 

3  Banks 

INDUSTRY AVERAGE 

17226.2 

-2(>.9 

18.0 

8733.9 

3 

21.9 

1495.9 

31 

1        35     MBNA 

18340.7 

-4.6 

66.6 

6047.1a 

25 

25.3 

942.9a 

30 

2  39     WELLS  FARGO 

3  58     STATE  STREET 

53788.5 

-8.2 

41.1 

19930. Oy 

5 

38.7 

3747.0 

92 

11630.1 

-4.2 

85.9 

4207. Oy 

12 

20.0 

619.0 

42 

4  76     PROVIDIAN  FINANCIAL 

5  79     CHASE  MANHATTAN 

9192.2 

-36.5 

NA 

4036.8 

91 

60.2 

550.3 

86 

65865.8 

2.1 

70.2 

28119.0 

-3 

4.2 

5446.0 

44 

6  94     BANK  OF  NEW  YORK 

7  106     NORTHERN  TRUST 

24612.1 

-3.3 

81.9 

5574. Oy 

5 

3.5 

1739.0 

46 

12552.8 

27.8 

175.8 

2542.8y 

10 

13.5 

405.0 

14 

8     121     FIFTH  THIRD  BANCORP 

16081.6 

-20.2 

46.0 

3434.5 

8 

25.9 

668.2 

22 

9     125     BB&T 

7477.7 

-36.4 

29.5 

'  3877.1 

13 

26.9 

612.8 

13 

10  129     MELLON  FINANCIAL 

11  148     SUNTRUST  BANKS 

15081.3 

-8.9 

61.0 

5186. Oy 

1 

20.3 

989.0 

14 

16254.5 

-24.0 

3.6 

7414.4 

4 

27.2 

1124.0 

1405.5 

875.3 

16 

12  151      NATIONAL  CITY 

13  161     FIRSTAR 

11685.9 

-42.7 

-16.1 

7239.9 

4 

20.2 

31 

17377.4 

-34.7 

43.9 

6075.5 

0 

113.9 

9 

14     176     FLEETBOSTON  FINANCIAL 

15522.2 

-34.8 

-3.7 

16803.0 

9 

43.9 

2038.0 

-12 

L— 

15     178     REGIONS  FINANCIAL 

4440.6 

-45.1 

-25.9 

3391.8 

10 

33.0 

525.4 

25 

16  179      J.P.MORGAN 

17  185     WACHOVIA 

18323.6 

2.9 

16.9 

11816.0y 

-12 

3.8 

2055.0 

113 

11541.2 

-30.9 

1.2 

6328.3 

6 

18.6 

1011.2 

16 

18  195     BANK  ONE 

19  203      SYNOVUS  FINANCIAL 

20  204     SOUTHTRUST 

21  206     FIRST  UNION 

22  213     BANK  OF  AMERICA 

29678.6 

-49.9 

-28.8 

•  24299.0 

0 

43.5 

3479.0 

12 

4618.0 
3851.4 

-30.0 

10.5 

1494.1 

19 

12.7 

225.3 
443.2 

15 

p 

-41.1 

-7.1 

3284.6 

14 

21.8 

20 

29155.3 

-42.8 

-26.3 

16265. Oy 

1 

15.2 

3223.0 

11 

77154.6 

-27.4 

-17.2 

47977.0 

0 

5.3 

7882.0 

53 
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INVESTMENT  DATA 


AH'.JN 
1998 

RETUI 

INVI 

t 

RETI 

COMMON 

I 

RECENT 

12  M   ' 

RATIO 

DIVil 
HELD 

EST:!.' 

.{.(> 

9.8 

13.3 

34 

63/32 

12 

2.90 

2.89 

3.2" 

8.0 

27.0 

29.1 

43 

75/41 

10 

2.22 

4.36 

3.97 

2.0 

13.2 

20.1 

37 

49/34 

15 

1.52 

2.49 

2.41 

2.2 

8.9 

14.9 

45 

76/45 

7 

3.52 

6.93 

7.17 

5.1 

7.2 

10.7 

51 

76/48 

31 

1.57 

1.65 

3.46 

6.6 

5.5 

13.4 

24 

46/21 

16 

4.60 

1.53 

3.19 

4.3 

2.5 

4.2 

19 

77/18 

14 

4.32 

1.34 

1.69 

3.8 

4.1 

11.6 

17 

46/16 

9 

2.52 

1.92 

1.00 

7.5 

9.7 

25.6 

33 

56/30 

7 

3.35 

4.82 

4.78 

5.3 

10.4 

27.7 

43 

63/40 

6 

2.79 

7.41 

6.27 

4.0 

15.3 

42.0 

33 

56/32 

4 

0.00 

8.42 

5.70 

2.0 

3.7 

27.4 

76 

95/60 

9 

2.63 

8.53 

9.16 

5.3 

6.8 

26.2 

42 

68/41 

7 

4.81 

5.86 

5.88 

1.5 

22.4 

33.8 

17 

22/14 

9 

1.68 

1.95 

2.06 

4.3 

8.8 

17.3 

21 

54/21 

7 

5.80 

3.08 

4.28 

6.8 

6.7 

13.9 

11 

25/10 

6 

3.88 

1.79 

2.06 

5.7 

3.5 

6.7 

23 

67/22 

15 

5.25 

1.52 

2.82 

3.5 

9.8 

18.7 

37 

59/34 

13 

3.79 

2.42 

3.26 

5.0 

9.2 

23.4 

23 

33/20 

19 

1.40 

1.21 

1.46 

0.2 

8.0 

16.8 

33 

50/32 

15 

2.66 

2.23 

2.57 

1.7 

17.3 

23.3 

73 

95/56 

19 

0.88 

3.78 

3.38 

4.1 

22.5 

41.3 

65 

138/58 

17 

0.31 

3.78 

5.13 

3.1 

12.1 

'  22.8 

80 

91/66 

13 

2.06 

6.27 

6.20 

2.5 

18.4 

33.8 

33 

45/32 

15 

1.93 

2.27 

1.90 

5.3 

11.1 

18.4 

57 

62/40 

32 

0.96 

1.74 

1.95 

7.2 

10.9 

16.4 

52 

75/50 

24 

1.84 

2.15 

2.82 

5.8 

6.5 

19.8 

24 

41/22 

13 

3.40 

1.83 

2.21 

7.0 

11.7 

24.6 

30 

40/29 

16 

2.66 

1.90 

2.03 

3.7 

7.9 

14.3 

51 

76/49 

15 

2.91 

3.50 

4.41 

5.3 

9.2 

24.5 

19 

37/18 

9 

5.92 

2.22 

2.38 

3.3 

7.7 

13.9 

18 

35/18 

20 

3.65 

0.87 

1.53 

5.1 

6.7 

12.9 

27 

45/26 

13 

4.40 

2.10 

3.24 

3.7 

15.5 

17.4 

20 

39/20 

9 

5.33 

2.35 

2.52 

7.2 

5.5 

17.7 

111 

148/105 

11 

3.60 

10.39 

10.20 

4.7 

7.1 

18.0 

57 

92/55 

12 

3.78 

4.90 

5.49 

2.8 

6.3 

17.3 

26 

64/23 

9 

6.49 

2.95 

2.83 

5.6 

15.3 

19.0 

16 

24/16 

20 

2.20 

0.80 

0.91 

2.8 

11.0 

15.4 

23 

43/21 

9 

4.36 

2.63 

2.91 

8.0 

7.1 

20.2 

30 

57/28 

9 

6.51 

3.33 

3.57 

0.7 

7.5 

17.7 

46 

76/43 

10 

4.35 

4.48 

5.30 

Road  Warriors 


Thf  boom  m  just-in- 
tjnip  deliveries  has 
created  a  whole  new 
demand  for  trucks,  which 
are  starting  to  be  \  iewed 
as  mejbile  warehouses.  Ri- 
val truckmakers  Paccar. 
No.  46.  and  Navistar  In- 
ternational. No.53.  posted 
net  income  gains  lasl  year 
of  40%  and  72%,  respec- 
tively. Paccar  also  deliv- 
ered a  sturdy  27.7%  re- 
turn on  equity.  Bur 
trouble  may  be  just 
around  the  bend:  After 
record  production  during 
the  first  half  of  (>(). 
truckmakers  shifted  into 
lower  gear.  And  as  oil 
prices  and  finance  charges 
soar,  buyers  are  starting 
to  tap  the  brakes,  too. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167: 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 
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i 

THE  S&F> 

500 

Business 

Week's  Industry  Ranki 

ng 

MARKET  VALUE 

FEB. 29               TOTAL 
2000               RETURN 
:"'.                  [1YEAR) 

TOTAL 
RETURN 

.•i    [ASS 

SALES 

12 

MONTHS 

1999 

SMIL. 

CHANCE 

FROM 

1998 

% 

3  YEAR 

AVERAGE 

CHANGE 

% 

PROFITABILITY 

12             CHAH 
MONTHS           FRO 
1999              199 
SMIL. 

23  227     OLD  KENT  FINANCIAL 

24  240     U.S.  BANCORP 

25  243     HUNTINGTON  BANCSHARES 

26  252     UNION  PLANTERS 

3080.0 

-35.9 

28.8 

1699.1 

4 

21.1 

252.5 
1506.5 

1 
1 

4 

13795.2 

-42.3 

-25.9 

7521.8 

7 

7.2 

4778.0 

-25.7 

5.5 

2403.9 

3 

5.8 

422.1 

3791.1 

-36.4 

-31.1 

2645.1 

0 

22.2 

410.0 

8 

27  253     PNC  BANK 

28  2  77     KEYCORP 

29  296     COMERICA 

30  314     AMSOUTH  BANCORPORATION 

31  318     SUMMIT  BANCORP. 

4  Chemicals 

11335.6 

-23.2 

0.9 

6920.0 

-4 

4.6 

1264.0 

1 

11 

7510.8 

-46.1 

-31.1 

6885.0 

6 

6.7 

1107.0 

5761.9 

-43.0 

-1.5 

3082. 5y 

4 

2.6 

672.6 

11 

5601.7 

-52.9 

2.0 

1659.2 

2 

4.0 

290.4 

IS 

4132.8 

-35.6 

-17.8 

2591.6 

8 

7.1 

442.6 

_g 

INDUSTRY  AVERAGE 

1  1252.7 

-8.2 

-7.<> 

7337.8 

9 

1.8 

339.7 

-IK 

1  234     MONSANTO 

2  274     HERCULES 

3  275     ROHM  &  HAAS 

4  284     DOW  CHEMICAL 

5  326     PRAXAIR 

6  345     GREAT  LAKES  CHEMICAL 

24631.0 

-14.6 

18.1 

9146.0 

26 

11.2 

503.0 

NM 

1754.3 

-37.7 

-61.3 

3248.0 

51 

16.2 

168.0 

1767 

8807.6 

31.2 

39.5 

5339. Oy 

44 

8.4 

249.0 

-45 

23793.7 

13.7 

48.8 

18929.0y 

3 

-2.5 

1331.0 

2 

5364.6 

-2.2 

-28.4 

4639.0 

-4 

1.5 

441.0 

4 

1671.1 

-24.7 

-26.1 

1453.3 

4 

2.8 

140.0 

148 

7  383     UNION  CARBIDE 

8  387     W.R.  GRACE 

7184.1 

23.9 

19.8 

5870.0 

4 

-2.5 

311.0 

-23 

680.6 

-25.1 

-18.7 

1471.9 

1 

-4.6 

130.2 

NM 

9     409     AIR  PRODUCTS  &  CHEMICALS 

5904.6 

-18.2 

-26.7 

5009.9 

1 

6.0 

374.7 

-27 

10  418     INTERNATIONAL  FLAVORS  &  FRAGRANCES 

11  423     DUPONT 

3182.7 

-24.2 

-28.1 

1439.5 

2 

-0.1 

162.0 

-21 

49252.9 

0.6 

0.6 

26918.0y 

9 

-13.4 

219.0 

-87 

12     474     EASTMAN  CHEMICAL 

2805.6 

-21.0 

-28.2 

4590.0y 

2 

-1.6 

48.0 

-81 

5  Conglomerates 

INDUSTRY  AVERAGE 

.".29:5.4 

7.5 

33.4 

19596.6 

12 

3.4 

1515.4 

10 

1        43     GENERAL  ELECTRIC 

433879.3 

33.6 

168.7 

11 1630. Oy 

11 

12.5 

10717.0 

15 

2  128     TRW 

3  131     HONEYWELL  INTERNATIONAL 

5837.0 

4.6 

-1.1 

16969.4 

43 

18.8 

468.8 

-2 

38265.8 

17.8 

38.8 

23735.0 

1 

22.7 

1541.0 

-19 

4     186     TEXTRON 

9132.6 

-20.5 

29.9 

11579. Oy 

20 

8.1 

623.0 
28.4 

41 

5     349     PERKINELMER 

2977.0 

147.7 

216.6 

1363.1 

60 

-6.5 

-64 

6     354     HARCOURT GENERAL 

2450.8 

-10.0 

-9.8 

2157.9 

12 

-17.4 

119.2 

38 

7     402     PALL 

2449.1 

-3.8 

-1.0 

1180.8 

6 

3.1 

80.8 

5 

8  482     IKON  OFFICE  SOLUTIONS 

9  484     ALLEGHENY  TECHNOLOGIES 

1048.3 

-49.6 

-82.4 

5458.2 

-3 

7.7 

-50.5 

NM 

1601.1 

-52.1 

-59.1 

2296.1 

-4 

-18.6 

111.0 

-28 

r 

1- 

6  Consumer  Products 

$=1 

INDUSTRY  AVERAGE 
1        25     BEST  BUY 

19535.7 

-15.7 

103.8 

10913.4 

6 

8.4 

8<><>.4 

9 

rzzi 

11166.0 

17.8 

2262.2 

11637.7 

23 

14.0 

293.5 

71 

2  73     BED  BATH  &  BEYOND 

3  95     CIRCUIT  CITY  GROUP 

4  132     COLGATE-PALMOLIVE 

5  144     TANDY 

3982.2 

-3.6 

118.3 

•     1722.7 

34 

31.3 

117.0 

33 

8228.9 

49.3 

161.1 

10152.6 

14 

12.8 

254.4 

64 

30403.7 

24.4 

110.0 

9118.2 

2 

1.2 

937.3 

10 

7343.4 

37.3 

209.7 

4126.2 

-14 

-12.9 

297.9 

386 

6     182     ANHEUSER-BUSCH 

29778.5 

-15.1 

52.8 

11703.7 

4 

2.4 

1402.2 

14 
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AENT  DATA 

RETURN  ON 
INVESTED 

-APiT  A. 

RETURN  ON 
' DMMON 

IN  ill. 

RECENT 
SHARE 
PRICE 

•: 

12-MONTH 

HIGH/LOW 

\ 

RATIO 

DIVIDEND 

• 

EARNINGS 

ESTIMATED 

J.8 

17.6 

20.4 

26 

47/26 

12 

3.36 

2.11 

2.56 

I 

3.9 

6.0 

19.7 

18 

38/18 

9 

4.70 

2.06 

2.30 

* 

J.O 

6.4 

19.5 

21 
27 

34/20 

11 

3.83 

1.82 

1.94 

■ 

3.5 

10.5 

13.8 

50/27 

10 

7.31 

2.85 

3.03 

'.: 

5.5 

7.7 

21.0 

39 

62/38 

9 

4.65 

4.15 

4.30 

.. 

5.4 

4.8 

17.3 

17 

38/17 

7 

6.61 

2.45 

2.42 

:: 

3.5 

5.4 

18.9 

37 

70/35 

9 

4.35 

4.14 

4.57 

1! 

5.6 

5.1 

19.7 

14 

35/14 

17 

5.59 

0.86 

1.85 

-: 

J.4 

6.6 

15.8 

24 

44/24 

9 

5.51 

2.54 

3.06 

^^^^.-  ^^^ 

^"f 

^ 

li 

>.■_' 

13.8 

10.1 

3«> 

59/35 

•21 

•2.67 

1 .90 

2.67 

■v 

1.8 

4.5 

9.4 

39 

51/33 

50 

0.31 

0.77 

1.25 

51 

3.4 

4.1 

19.6 

17 

41/16 

10 

6.55 

1.62 

2.31 

All  Is  Forgiven 

»-pwalk  about  the  come- 
back kid.  Three 
JL.  years  ago.  consumer 
electronics  retailer  B<-t 
Buy  was  struggling.  But 
management  refocused  on 
higher-margin  products 
such  a^  Palm  handheld 
computing  devices, 
slapped  on  inventory  con- 
trols, and  redesigned  stores 
to  1m-  more  shopper-friend- 
ly. Now.  Best  Buy.  at 
No.  2-~).  is  riding  a  wave 
of  consumer  demand  for 
digital  gizmos,  li-  ael 
income  jumped  195% 
annually  on  average  over 
ilic  |>a>i  three  years.  W  ith 
the  stock  up  more  than 
2,000%  in  that  time,  it's 
no  wonder  investors  are 
willing  to  let  bygones 
be  bygones. 

FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
UPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 

« 

1.2 

3.6 

7.0 

40 

49/30 

32 

1.89 

1.27 

2.43 

: 

7.1 

9.3 

15.8 

109 

142/90 

18 

3.21 

5.93 

6.52 

< 

3.8 

9.1 

18.6 

34 

58/33 

12 

1.84 

2.72 

2.97 

18 

1.0 

7.7 

12.9 

29 

50/28 

12 

1.10 

2.41 

2.74 

.3 

7.1 

7.0 

12.3 

54 

68/41 

24 

1.68 

2.27 

2.33 

M 

J.2 

87.2 

92.2 

10 

21/10 

6 

0.00 

1,76 

1.72 

;7 

13 

7.4 

12.8 

26 

49/26 

15 

2.80 

1.73 

2.16 

21 

1.5 

17.5 

18.9 

30 

49/29 

20 

5.07 

1.53 

1.96 

» 

5.7 

1.4 

2.0 

51 

75/50 

266 

2.77 

0.19 

2.97 

■; 

5.6 

1.5 

2.7 

36 

60/35 

59 

4.90 

0.61 

2.63 

i7" 

7.8 

'  23.9 

48 

68/37 

26 

2.37 

1.86 

2.74 

9.3 

9.6 

26.8 

132 

160/98 

41 

1.24 

3.22 

3.69 

1.0 

5.7 

17.3 

48 

58/40 

13 

2.75 

3.80 

5.35 

|3.1 

23.0 

28.4 

48 

69/41 

25 

1.56 

1.90 

3.24 

k.6 

6.3 

14.0 

61 

98/57 

15 

2.13 

4.05 

4.65 

B.2 

4.5 

5.5 

65 

85/26 

106 

0.87 

0.61 

2.07 

3 

1.5 

5.9 

18.4 

34 

54/33 

21 

2.44 

1.65 

1.97 

5 

5.9 

9.6 

11.0 

20 

25/16 

31 

3.34 

0.64 

1.20 

1 

1.6 

-1.4 

-3.6 

7 

16/5 

-21 

2.29 

-0.33 

0.77 

3 

5.5 

6.6 

9.2 

17 

48/16 

15 

4.72 

1.16 

1.68 

7. a 

i 

■_'<).«> 

26.5 

36 

58/3 1 

21 

•2.47 

1.76 

2.37 

1 

1.8 

24.8 

25.3 

55 

81/41 

40 

0.00 

1.38 

1.99 

5.9 

23.0 

23.0 

28 

39/22 

35 

0.00 

0.81 

1.09 

1.7 

12.3 

13.4 

40 
52 

54/26 

35 

0.17 

1.15 

1.87 

,9.5 

23.6 

53.9 

67/41 

36 

1.21 

1.47 

1.66 

1.3 

25.0 

35.2 

38 

80/27 

27 

0.58 

1.43 

1.75 

1.0 

15.6 

33.8 

64 

84/57 

22 

1.88 

2.94 

3.26 

J 
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Business 

Week's  Industry  Ranki 

MARKET  VALUE 

SALES 

12 

MONTHS 

1999 

$MIL 

CHANGE 
FROM 
1998 

3  YEAR 

AVERAGE 

CHANGE 

% 

PROFITABILITY 

FEB  29 
2000 

:  V 

TOTAL 

RETURN 

TOTAL 

RETURN 
i3YEARS> 

12 

MONTHS 

1999 

$MIL. 

CHANC 
FROM 
1993 

% 

7      187     PROCTERS.  GAMBLE 

115617.1 

-0.6 

52.1 

39188.0 

4 

3.5 

3727.0 

-6 

8      192     WHIRLPOOL 

4042.4 

26.8 

14.7 

10511.0 

2 

8.4 

347.0 

12 

9     194     PHILIP  MORRIS 

10  197     MAYTAG 

1 1  205     LEGGETT  &  PLATT 

48011.4 

-45.6 

-49.1 

78596.0 

6 

14.8 

7675.0 

43 

2175.8 

-52.4 

25.5 

4323.7 

6 

13.6 

328.5 

15 

3300.1 

-18.3 

-2.0" 

3779.0 

12 

15.3 

290.5 

17 

12  212     SEAGRAM 

13  214     ECOLAB 

25551.7 

28.1 

57.6 

14428.0 

63 

29. 5f 

265.0 

-58 

14 

3660.6 

-28.4 

55.0 

2080.0 

10 

12.1 

175.8 

14  215     PEPSICO 

15  247     LIZ  CLAIBORNE 

46902.5 

-13.2 

10.0 

20367.0 

-9 

0.7 

2050.0 

3 

2249.9 

12.6 

-4.4 

2806.5 

11 

7.9 

192.4 

14 

16     270     ADOLPHCOORS 

1617.0 

-25.6 

113.7 

2056.6 

8 

5.5 

92.3 

36 

17  279     GILLETTE 

18  291      BROWN-FORMAN 

37811.2 

-33.7 

-7.9 

9897.0 

-2 

0.4 

1260.0 

17 

3262.8 

-26.4 

13.0 

2124.4y 

2 

12.0 

214.1 

8 

19     302     COCA-COLA 

120094.2 

-23.1 

-18.1 

19805.0 

5 

1.8 

2431.0 

-31 

20  309     UST 

21  331      AVON  PRODUCTS 

3304.3 
6557.5 

-30.8 

-27.2 

1512.3 

6 

3.3 

469.3 
302.4 

3 
12 

-33.6 

-1.9 

5289.1 

1 

3.1 

22     360     CLOROX 

9564.2 

-30.6 

42.0 

3988.0y 

0 

19.8 

235.0 

-37 

23  382     COCA-COLA  ENTERPRISES 

24  385     NIKE 

25  415     VF 

26  442     ARMSTRONG  WORLD  INDUSTRIES 

27  485     RUSSELL 

28  488     REEBOK  INTERNATIONAL 

9938.2 

-24.2 

15.1 

14406.0 

7 

21.7 

59.0 

-58 

7848.9 

-46.3 

-59.3 

8919.9 

0 

3.1 

526.5 

121 

2918.3 

-48.0 

-24.6 

5551.6 

1 

2.8 

366.2 

-6 

761.2 

-59.3 

-69.3 

3443.8 

25 

17.7 

14.3 

NM 

456.6 

-26.9 

-60.4 

1142.2 

-3 

-2.9 

8.4 
11.0 

NM 
-54 

450.1 

-50.4 

-82.9 

2899.9 

-10 

-6.5 

7  Containers  &  Packaging 

1 

INDUSTRY  AVERAGE 

2847.0 

-13.9 

-0.0 

3999.7 

5 

7.2 

181.8 

07 

1  156     BALL 

2  172     SEALED  AIR 

812.3 
4149.9 

-35.3 

10.9 

3584.2 

24 

18.3 

-2.1 

20.8 

2839.6 

13 

19.5 

211.5 

190 

3  235     AVERY  DENNISON 

4  281     TEMPLE-INLAND 

6855.9 

15.0 

58.4 

3768.2 

9 

5.2 

215.4 

-4 

2855.5 

-13.4 

-1.5 

3682.1 

12 

0.9 

191.6 

116 

5     337     OWENS-ILLINOIS 

2107.0 

-42.3 

-42.7 

5522.9 

4 

12.9 

299.1 

145 

6  373     BEMIS 

7  399     WESTVACO 

1552.6 

-10.3 

-22.9 

1918.0 

4 

4.4 

114.8 

13 

2736.9 

25.0 

1.5 

2950.7 

4 

-1.2 

136.2 

9 

8     450     CROWN  CORK  &  SEAL 

8  Discount  &  Fashion  Ret^ 

1706.1 

-47.5 

-72.5 

7731.8 

-7 

-2.4 

181.3 

73 

- 

ULING 

INDUSTRY  AVERAGE 

1  8     GAP 

2  15     HOME  DEPOT 

23102.8 

-18.8 

81.7 

21667.8 

14 

14.2 

777.5 

14 

41109.3 

12.3 

400.9 

11535.4 

29 

31.0 

1127.1 

37 

133062.8 

45.7 

380.8 

38434.0 

27 

25.3 

2320.0 

44 

3       45     WAL-MART  STORES 

217676.6 

14.0 

276.9 

165013.0 

20 

16.4 

5575.0 

26 

4  61     KOHL'S 

5  70     STAPLES 

12356.8 

9.9 

229.6 

4557.1 

24 

26.9 

258.1 

34 

12337.2 

-8.2 

180.9 

•     8383.1b 

24 

30.3 

266.9b 

42 

6  85     TARGET 

7  86     LOWE'S 

8  88     COSTCO  WHOLESALE 

9  107     DOLLAR  GENERAL 

26892.2 

-5.1 

188.1 

33702.0 
15905.6 

10 

10.0 

1185.0 

23 

18281.7 

-19.2 

164.9 

19 

23.6 

672.8 

34 

22050.8 

23.6 

287.3 

2840 1.5y 

14 

12.1 

540.4 

16 

5534.3 

-12.2 

82.6 

3888.0 

21 

22.2 

219.4 

21 
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..5 
1.7 
1.3 
i.5 

4 
i 


;.o 
i  i 
i.3 
2 
.' 
8 
1 

B 
9 
7 


RETURN  ON 

INVESTED 

WITAI 


COMMON 
EQUITV 


"share 

PRICE 
$ 


DIVIDEND 
MID 


6.1 

5.7 
4.7 

15.1 
4.6 
3.4 

10.1 
3.0 
2.5 


12.7 

41.3 
17.7 
12.6 
12.6 
12.2 
10.8 
10.5 
11.4 
23.5 


1.2 

12.6 

21.6 

..2 

12.6 

16.5 

'.8 

12.2 

15.8 

i.l 

10.8 

21.2 

;.8 

10.5 

14.3 

.9 

11.4 

14.6 

9.5 

14.7 
6.2 

26.6 
9.7 

11.. 

15.8 
6.1 
5.6 


17.8 

58.8 
18.8 

2 
U 
1' 
2 
1' 
1< 
23.€ 


51 

78/48 

15 

2.50 

3.43 

5.07 

14 

33/14 

8 

0.00 

1.79 

1.89 

30 

40/29 

14 

3.23 

2.18 

2.44 

27 

35/21 

20 

3.23 

1.36 

2.09 

34 

27 

50 
61 
51 
14 
30 
27 
14 


30 

48 
58 
49 
76 
27 
59 
48 
50 
21 


54/31 

59/27 
68/45 
79/51 
78/48 
33/14 
40/29 
35/21 
38/14 


47/25 
54/31 
70/36 
70/39 
82/62 
36/16 
77/54 
66/41 
55/33 
33/18 


16 

9 

30 
28 

15 
8 
14 
20 
10 


19 

38 
58 
39 
49 
48 
23 
27 
42 
26 


49 

70/39 

39 

0.41 

1.25 

1.44 

76 

82/62 

49 

0.00 

1.55 

1.83 

27 

36/16 

48 

0.00 

0.56 

0.89 

59 

77/54 

23 

0.68 

2.54 

2.87 

48 

66/41 

27 

0.29 

1.75 

2.16 

50 

55/33 

42 

0.00 

1.17 

1.37 

2.51 

2.24 
0.00 
1.78 
2.50 
0.00 
3.23 
3.23 
7.14 


1.14 

0.18 
0.28 
0.41 
0.00 
0.00 
0.68 
0.29 
0.00 
0.61 


2.14 

3.15 
1.68 
2.13 
3.43 
1.79 
2.18 
1.36 
1.36 


1.56 

1.26 
1.00 
1.25 
1.55 
0.56 
2.54 
1.75 
1.17 
0.81 


2000 


).5 

16.9 

28.5 

88 

118/84 

34 

1.46 

2.59 

3.21 

:. 

3.0 

11.6 

18.6 

54 

78/41 

12 

2.50 

4.56 

6.21 

[ 

'.2 

27.9 

50.1 

20 

43/19 

6 

9.51 

3.19 

3.68 

j 

'.0 

28.9 

76.9 

26 

75/26 

7 

2.72 

3.66 

3.68 

. 

r.A 

11.9 

17.6 

17 

28/16 

12 

2.38 

1.45 

1.67 

:: 

'.0 

1.2 

2.0 

59 

65/37 

107 

1.12 

0.55 

0.01 

:i 

3.2 

18.9 

23.6 

28 

44/28 

22 

1.70 

1.31 

1.47 

| 

3.9 

21.5 

29.8 

32 

42/30 

23 

1.68 

1.37 

1.39 

l 

3.7 

19.4 

19.4 

37 

41/31 

12 

1.20 

3.12 

3.39 

31 

S.6 

9.8 

11.0 

44 

63/41 

18 

1.50 

2.46 

2.87 

l| 

).8 

18.1 

34.6 

35 

64/33 

31 

1.67 

1.14 

1.29 

| 

).5 

20.7 

21.7 

48 

76/47 

16 

2.60 

3.01 

3.49 

-31 

3.8 

23.0 

25.7 

49 

71/47 

50 

1.40 

0.98 

1.47 

| 

!.0 

76.7 

233.7 

19 

33/19 

7 

9.11 

2.68 

2.94 

12 

>.2 

113.7 

494.1 

27 

59/23 

23 

2.73 

1.17 

1.85 

-31 

1.4 

9.6 

13.5 

40 

65/36 

41 

1.98 

0.98 

1.75 

-58 

.1 

0.4 

1.9 

23 

38/17 

180 

0.68 

0.13 

0.71 

:n 

'.7 

14.3 

16.4 

28 

67/27 

15 

1.69 

1.86 

2.31 

M 

13.2 

16.3 

25 

55/22 

8 

3.56 

2.99 

3.04 

■■if,1 

■54 

1)3 

0.6 

1.6 

19 

61/19 

53 

10.11 

0.36 

5.48 

1)9 

1.0 

1.5 

14 
8 

25/12 

55 

4.05 

0.25 

1.94 

1)7 

1.1 

2.0 

23/7 

40 

0.00 

0.20 

1.02 

2.82 

3.65 
2.20 
2.87 

5.07 
1.89 
2.44 
2.09 
2.31 


1.88 

1.52 
1.23 
1.44 
1.83 
0.89 
2.87 
2.16 
1.37 
1.01 


Picky,  Picky 


i 


t  was  a  greal  year  for 
a  lot  of  retailers.  Just 
not  great  enough. 
Only  three  store  chains 
made  the  BW50  roster. 
down  from  seven  lasl 
year.  Powerhouse  Gap 
slipped  five  places,  to 
NO.  8.  after  a  string  of 
fashion  missteps  slowed 
growth  a1  flagship  stores. 
\o.  15  I  [ome  Depot  was 
off  the  charts  with  4-4% 
mow  ill.  Ian  thai  wasn't 
enough  to  keep  it  from 
slipping  a  notch  from  last 
year's  showing.  And 
mighty  Wal-Mart,  which 
churned  out  a  26' 
earnings  increase  in   1()(,() 
slipped   10  places  to 
\<>.  4-).  Shareholders, 
like  shoppers,  are  pickier 
ih. in  ever. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE   167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 
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500 

Business 

Week's  Industry  Ranki 

njs 

1 

MARKET  VALUE 

FEB.29              rOTAl 
2000 

(iYEAfi! 

TOTAL 
RETURN 

SALES 

12 
MONT 

1999 
SMIL. 

CHANGE 

FROM 

1998 

% 

3  YEAR 
AVERAGE 
CHANGE 

PROFITABILI1 

12            CWi 
MONTHS           m 
1999             19 
$Mil 

10 

123 

TJX 

4942.1 

-43.9 

55.4 

8795.3 

11 

11.3 

526.8 

/. 

11 

169 

FEDERATED  DEPARTMENT  STORES 

7703.5 

-3.8 

5.6 

18217.0 

15 

5.6 

795.0 

1 

12 

225 

LIMITED 

7303.7 

2.8 

106.3 

9723.3 

4 

3.8 

460.8 

-7 

13 

226 

AUTOZONE 

3316.5 

-31.4 

-3.0 

4221.9 

22 

21.8 

249.5 

14 

259 

OFFICE  DEPOT 

4015.2 

-49.2 

-7.4 

10263.3 

14 

18.3 

257.6 

1' 

15 

272 

MAY  DEPARTMENT  STORES 

8664.5 

-32.5 

-10.5 

14224.0 

6 

5.8 

927.0 

16 

312 

KMART 

4293.2 

-49.6 

-29.5 

35925.0 

7 

4.6 

633.0 

2: 

17 

324 

SEARS, ROEBUCK 

10417.5 

-30.9 

-46.4 

41071.0 

-1 

2.2 

1453.0 

31 

18 

328 

ALBERTO-CULVER 

1191.3 

-9.9 

-22.6 

2037.2 

10 

6.5 

94.5 

ia 

19 

355 

TOYS  'R'  US 

2969.4 

-12.4 

-52.4 

11862.0 

6 

6.1 

279.0 

NIV 

20 

377 

DILLARD'S 

1822.7 

-29.7 

-41.4 

8921.0y 

12 

12.2 

164.0 

21 

21 
22 

388 

NORDSTROM 

2868.7 

-46.6 

19.1 

5233. 3y 

2 

4.4 

202.6 

■  -2 

426 

CONSOLIDATED  STORES 

1246.8 

-55.3 

-60.0 

4700.2 

12 

19.2 

96.1 

-12 

23 

439 

J. C.  PENNEY 

4095.0 

-54.0 

-63.5 

32510.0 

7 

10.2 

336.0 

-43 

24 

478 

PEP  BOYS-MANNY,  MOE  &  JACK 

315.3 

-65.4 

-80.2 

2402.8b         3 

10.9 

21.2b 

NM 

9  Electrical  &  Electronics 

INDUSTRY 

VYERAGE 

:{870<>.l 

•j;{4..-> 

267.3 

6396.0 

14 

8.4 

(.08.0 

101 

1 

23 

TYCO  INTERNATIONAL 

64128.9 

1.9 

159.3 

23921.8 

21 

17.5 

1930.1 

187 

2 

26 

QUALCOMM 

100880.4 

1461.0 

1994.0 

4116.1 

17 

55.6 

329.5 

174 

3 

27 

INTEL 

377533.0 

88.7 

220.0 

29389.0 

12 

11.4 

7314.0 

21 

4 

29 

XILINX 

25567.8 

357.3 

606.9 

898.7 

42 

15.2 

215.3 

79 

5 

37 

SOLECTRON 

19409.7 

46.6 

395.5 

8947.6 

47 

45.7 

331.5 

52 

6 

41 

TEXAS  INSTRUMENTS 

135041.5 

273.4 

774.3 

9468.0 

10 

-2.7 

1406.0 

238 

■ 
■ 

47 

PEBIOSYSTEMS  GROUP 

21645.5 

345.0 

504.6 

1302.5 

21 

0.6 

172.8 

184 

52 

TERADYNE 

14897.6 

262.5 

538.5 

1790.9 

20 

15.4 

191.7 

88 

9 

63 

ANALOG  DEVICES 

27501.0 

527.4 

576.3 

1640.2 

35 

9.2 

259.9 

138 

10 

93 

EATON 

5515.4 

10.4 

11.6 

8402.0 

27 

4.4 

617.0 

77 

11 

142 

MILLIPORE 

2418.8 

94.2 

28.8 

771.2 

10 

6.0 

64.3 

552 

12 

155 

LSI  LOGIC 

18855.8 

394.7 

271.0 

2089.4 

38 

18.9 

158.9 

NM 

13 

173 

MOLEX 

8766.2 

109.3 

145.6 

1906.9 

16 

9.1 

194.6 

11 

14 

175 

KLA-TENCOR 

14309.6 

200.8 

273.9 

1048.3 

13 

2.9 

135.4 

444 

15 

188 

MICRON  TECHNOLOGY 

26180.3 

68.3 

157.0 

4554.8 

59 

8.3 

318.6 

NM 

16 

228 

EMERSON  ELECTRIC 

19640.8 

-18.8 

-1.9 

14386.1 

5 

8.1 

1336.1 

7 

17 

254 

ROCKWELL  INTERNATIONAL 

8583.9 

3.9 

1.9 

7095.0 

5 

-0.5 

605.0 

NM 

18 

264 

MOTOROLA 

103774.4 

143.8 

211.3 

30931.0 

5 

2.9 

817.0 
148.3 

NM 

19 

311 

THOMAS  &  BETTS 

1297.3 

-44.8 

-45.9 

.     2522.0 

13 

7.3 

69 

20 

325 

CONEXANT  SYSTEMS 

19465.1 

1055.9 

NA 

1659.4 

49 

8.6f 

121.9 

NM 

21 

353 

NATIONAL  SERVICE  INDUSTRIES 

839.3 

-33.2 

-40.2 

2320.3 

12 

4.3 

123.0 

14 

22 

403 

COOPER  INDUSTRIES 

2848.3 

-29.4 

-26.5 

3868.9 

6 

-8.3 

331.9 

-1 

23 

405 

ADVANCED  MICRO  DEVICES 

5781.5 

118.9 

8.7 

2857.6 

12 

12.9 

-88.9 

NM 
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RETURN  ON 
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RETURN  ON 
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EQUITY 

. 

5.5 

39.8 

43.8 

16 

37/14 

10 

0.88 

1.66 

1.90 

4.3 

7.4 

13.0 

37 

57/32 

10 

0.00 

3.62 

3.92 

■        99 

-1 

1.9 

17.8 

24.5 

34 

51/29 

17 

1.77 

2.00 

2.14 

»     4    -4    -♦     4 

.  .  ^^H 

L 

SSflOflflfl 

6.7 

10.8 

20.4 

24 

37/22 

14 

0.00 

1.70 

1.98 

-    -   -   -   - 

6"  ■>  »■  •*  i-  r-      M 

Mill 

. 

2.6 

11.6 

13.5 

12 

26/9 

18 

0.00 

0.69 

1.07 

» •* + •*  -* 

«'.:.<..  .1.1 

1     «      <    -4      1 

-    _   i   _   - 

■     fl 

6.3 

11.8 

22.1 

26 

45/25 

10 

3.55 

2.60 

2.87 

1    tl    tl 

-   r-  y  r-  - 

■   -  -  i 

jfl 

u.  m 

■ 

1.5 

5.9 

10.7 

9 

18/8 

7 

0.00 

1.22 

1.33 

■    0505 

335- 

o 

I 

2.5 

7.4 

23.0 

28 

53/25 

7 

3.34 

3.81 

4.23 

.' 

4.4 

11.5 

16.1 

21 

28/21 

14 

1.40 

1.56 

1.68 

V. 

1.2 

5.9 

8.0 

12 

25/10 

11 

0.00 

1.14 

1.44 

?j 

1.7 

2.6 

5.8 

17 

37/17 

11 

0.92 

1.55 

2.73 

: 

4.0 

10.3 

16.6 

21 

45/18 

15 

1.50 

1.46 

1.74 

Chins  Ahov' 

.. 

2.6 

5.6 

8.1 

11 

38/11 

13 

0.00 

0.85 

1.12 

t 

2.0 

2.2 

4.1 

16 

54/15 

14 

7.30 

1.16 

1.98 

■•■ 

0.2 

1.5 

3.2 

6 

22/6 

13 

4.36 

0.48 

0.73 

\J  XX  1  U  U       1   \  XX  \J   J    • 

w  ^  ooming  demand  and 
1— ^  tiiihi  Mi|>|>lit'^  made 
M   J  it  a  banner  year  for 
semiconductor  maker-.    \i 
Intel,  low-end  micro- 
processors took  off.  and 
cost-cutting  look  hold. 
pushing  margins  up  to  an 
industry-besl  24.9%.  Thai 
helped  the  chip  kinir  climb 
13  spots  to  No.  27.  Mean- 
while. Qualcomm  catapult- 
ed onto  the  BW  50  at 
\o.  2(x  propelled  l>\ 
strong  sales  of  chip  sets 
for  cellular  phones  and  a 
promising  patenl  deal. 
Even  iin\    \ilin\  joined,  at 
\o.  2().  as  it  dominated 
dc\  ice-  dial  engineers  ran 
customize  at  the  lasl 
minute.  \»»i  a  bad  special- 
ty, given  the  pace  of 
change  in  tech  land. 

FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE   1 

III 

5.4 

8.7 

14.3 

74 

87/27 

r»4 

0.98 

1.38 

2.26 

87 

3.4 

8.2 

14.7 

38 

54/23 

33 

0.13 

1.14 

2.13 

U 

3.4 

8.2 

8.9 

142 

200/9 

291 

0.00 

0.49 

1.05 

l\ 

3.1 

21.8 

22.4 

113 

117/50 

54 

0.11 

2.11 

2.91 

n 

9.1 

18.0 

18.0 

80 

81/16 

125 

0.00 

0.64 

0.95 

52 

3.6 

8.6 

11.4 

66 

98/41 

53 

0.00 

1.23 

1.69 

•3 

4.8 

13.6 

15.2 

166 

170/43 

99 

0.10 

1.68 

2.34 

34 

5.6 

26.9 

28.4 

105 

116/22 

124 

0.16 

0.85 

0.42 

16.9 

16.7 

16.6 

87 

90/22 

81 

0.00 

1.07 

2.19 

3819.0 

14.8 

14.9 

157 

167/24 

111 

0.00 

1.42 

2.18 

|5.3 

13.6 

23.5 

75 

104/60 

9 

2.35 

8.36 

7.12 

|  1.4 

13.1 

36.4 

53 

55/23 

38 

0.82 

1.42 

1.83 

9.2 

8.6 

8.6 

64 

65/12 

124 

0.00 

0.52 

0.58 

I 

0.6 

11.3 

11.4 

45 

58/26 

45 

0.22 

0.99 

1.09 

J 

2.7 

9.9 

9.9 

78 

79/21 

108 

0.00 

0.72 

1.11 

.: 

0.5 

5.2 

7.3 

97 

100/34 

87 

0.00 

1.12 

4.36 

7 

9.1 

16.9 

21.6 

46 

71/45 

15 

3.14 

3.06 

3.31 

1 

0.5 

16.8 

22.6 

45 

65/41 

15 

2.25 

3.12 

3.45 

J 

3.3 

4.1 

5.0 

170 

175/65 

130 

0.28 

1.31 

3.15 

J 

3.9 

7.3 

13.6 

22 

54/22 

9 

4.99 

2.56 

3.10 

0.6 

7.9 

10.3 

98 

133/9 

164 

0.00 

0.60 

0.87 

5.2 

11.5 

19.4 

21 

41/21 

7 

6.40 

3.01 

2.85 

9.2 

13.8 

19.6 

30 

57/29 

9 

4.63 

3.50 

3.80 

1  4.1 

-2.6 

-4.5 

39 

46/15 

-65 

0.00 

-0.60 

1.85 
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500 


MARKET  VALUE 


PROFITABILITY 


FEB. 29  TOTAL 

2000  RETURN 

$MIL  (1  YEAR) 


TOTAL 
RETURN 
(3  YEARS) 


12 

MONTHS 

1999 

SMIL 


CHANGE 
FROM 
1998 


3  YEAR 

AVERAGE 

CHANGE 

% 


12  CHANGE 

MONTHS  FROM 

1999  1998 

$  MIL-  % 


24 

428 

TEKTRONIX 

2723.8 

202.2 

86.6 

1553.9 

-4 

-7.1 

37.4 

NM 

25 

452 

NATIONAL  SEMICONDUCTOR 

12993.5 

615.5 

186.2 

1972.8 

-8 

-9.4 

-664.8 

NM 

26 

458 

THERMO  ELECTRON 

2472.5 

13.1 

-54.2 

2471.2 

20 

-8.1 

-14.6 
24.0 

NM 
-76 

27 

466 

ANDREW 

1992.6 

63.6 

-32.5 

806.8 

-4 

-0.7 

10  Food 


INDUSTRY 


1 

110 

SAFEWAY 

19698.0 

-33.2 

59.8 

2 

113 

SYSCO 

10813.7 

17.7 

95.9 

3 

163 

QUAKER  OATS 

7167.1 

0.6 

60.2 

171 
184 
220 
263 


8  285 

9  308 

10  313 

11  333 

12  369 

13  396 

14  407 

15  430 

16  459 

17  469 

18  470 

19  473 


INC 
INC 


INC 
INC 


AVERAGE  *>662.1  -29.2 

SAFEWAY  19698.0  -33.2 

SYSCO  10813.7  17.7 

QUAKER  OATS  7167.1  0.6 

RALSTON  PURINA  8214.1  6.6 

GENERAL  MILLS  9963.7  -15.9 

BESTFOODS  11696.5  -8.8 

HERSHEY FOODS  6086.0  -28.0 

WM.  WRIGLEYJR.  7742.8  -26.0 

SUPERVALU  2399.7  -27.8 

CAMPBELL  SOUP  12116.1  -27.8 

SARA  LEE  13215.5  -44.4 

H.J.  HEINZ  11327.3  -39.5 

KELLOGG  10259.4  -30.2 

ALBERTSON'S  10379.2  -56.3 

CONAGRA  8061.1  -43.8 

WINN-DIXIE  STORES  2356.8  -61.9 

ARCHER  DANIELS  MIDLAND  6109.9  -29.1 

GREAT  ATLANTIC  &  PACIFIC  TEA  899.2  -24.8 

NABISCO  GROUP  HOLDINGS  2813.0  -50.2 

KROGER  12458.3  -53.8 

UNILEVER  NV  29127.5  -36.0 


397.0 

19 

455.0 

60 

571.1 

34 

598.1 

17 

717.0 

12 

460.3 

35 

308.2 

1 

471.2 

970.9 
397.0 
455.0 
571.1 
598.1 
717.0 
460.3 
308.2 
225.2 
757.0 
1178.0 
651.4b 
338.3 
353.9b 
319.2 
118.7 
192.3 
-81.4 
255.0 
"| 
NA 


1 

20 

19 

60 

34 

17 

12 

35 

1 

19 

20 

-1 

-20 

-33 

-55 

-50 

-27 

-47 

NM 

NM 

29 

NA 


11 1 

?UE1 

INDUSTRY AVERACE 

25254.8 

24.3 

6.8 

19026.5 

11 

0.8 

926.3 

117 

- 

1 

74 

TOSCO 

ROYAL  DUTCH  PETROLEUM 

3850.2 

30.7 

-1.4 

14362.1 
63219.6 

19 
12 

10.6 
-7.3 

441.7 

316 

2 

147 

113111.6 

23.4 

32.7 

5150.4 

2353 

- 

3 

150 

EXXON  MOBIL 

261863.3 

15.6 

61.4 

165464.0 
24212.0y 
1300. 5y 
12501.0 

11 
12 

13.4 
25.3 

7910.0 

-3 

4 

167 
209 
219 

USX-MARATHON  GROUP 

APACHE 

ATLANTIC  RICHFIELD 

6705.4 
4164.0 

7.7 

-11.8 

654.0 

111 

= 

84.5 

15.6 

49 
21 

5.8 

-14.1 

200.9 

NM 

« 

22914.0 

34.5 

27.3 

1345.0 

NM 

i 

222 

CHEVRON 

49015.2 

-0.1 

26.5 

35448.0 
7610.0 

13900.0y 
8197.2 

35698.0y 

18 

-3.3 

2070.0 

55 

- 

8 

245 

OCCIDENTAL  PETROLEUM 
PHILLIPS  PETROLEUM 
COASTAL 

5904.4 

12.7 

-28.3 

15 

-11.1 

568.0 

75 

9 

255 

257 

9660.3 
8986.9 

1.5 

0.9 

18 

-6.1 

609.0 
498.9 

157 
3 

- 

10 

31.1 

88.5 

11 

-13.0 

11 

269 

TEXACO 

26236.1 
3869.2 

5.1 

5.5 

13 

-9.7 

1177.0 

104 

{ 

12 

294 
299 

304 

KERR-McGEE 
AMERADA  HESS 
CONOCO 

62.7 

-20.7 

2696.1 

23 

15.7 

146.2 

NM 

! 

13 

4585.8 

12.6 

-2.1 

7039.1 
27309.0Z 

7 

-6.8 

437.6 

NM 

14 

12339.2 

-27.2 

NA 

18 

2.2 

744.0 

65 

\ 
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INVESTMENT  DATA 


RETURN  ON 
CAPITAL 

RETURN  ON 
COMMON 

. 

RECENT 
SHARE 
PRICE 

$ 

12M0NIH 
i  LOW 
J 

P  E 
RATIO 

Div;> 

■ 

-1.0 

4.8 

6.0 

58 

58/18 

73 

0.83 

0.80 

2.08 

-18.2 

-47.1 

-51.6 

75 

75/9 

-19 

0.00 

-4.03 

2.61 

5.6 

-0.3 

-0.7 

16 
25 

20/13 

-142 

0.00 

-0.11 

1.04 

11.7 

4.5 

5.0 

26/11 

83 

0.00 

0.30 

0.83 

.5.4 

1<>.4 

2.S.<» 

2«» 

48/27 

21 

2.«4 

1.41 

2.00 

3.3 

9.4 

22.0 

39 

59/29 

21 

0.00 

1.88 

2.22 

2.1 

15.1 

26.4 

33 

41/25 

28 

1.46 

1.19 

1.25 

5.9 

45.7 

166.9 

54 

71/51 

17 

2.11 

3.23 

3.11 

9.2 

22.3 

43.6 

28 

33/26 

15 

1.41 

1.87 

1.66 

8.3 

31.1 

233.0 

33 

44/29 

17 

3.34 

1.90 

2.19 

7.6 

24.5 

85.0 

42 

60/41 

17 

2.53 

2.48 

2.73 

7.7 

23.3 

41.9 

44 

63/38 

13 

2.37 

3.26 

2.37 

15.0 

27.1 

27.1 

68 

98/65 

25 

2.07 

2.66 

2.93 

1.1 

5.7 

12.1 

17 

26/16 

10 

3.14 

1.79 

2.09 

9.7 

47.3 

285.7 

28 

47/25 

16 

3.17 

1.74 

1.92 

6.0 

25.3 

66.1 

15 

28/15 

12 

3.63 

1.27 

1.35 

8.8 

13.5 

32.7 

32 

55/32 

18 

4.60 

1.79 

2.81 

7.4 

13.9 

41.6 

25 

41/21 

30 

3.87 

0.83 

1.64 

2.6 

3.4 

6.4 

25 
16 

61/24 

21 

2.94 

1.16 

2.68 

2.6 

5.2 

10.5 

31/16 

25 

4.97 

0.66 

1.87 

1.2 

9.1 

9.4 

16 

44/14 

20 

6.33 

0.80 

0.74 

2.2 

2.0 

3.1 

10 

16/10 

32 

1.99 

0.32 

0.61 

|    0.3 

-4.5 

-9.7 

23 

38/23 

-11 

1.71 

-2.12 

2.45 

1  -1.4 

3.2 

8.1 

9 

34/8 

12 

5.68 

0.75 

0.97 

1.1 

6.2    • 

26.5 

15 

35/14 

20 

0.00 

0.74 

1.34 

NA 

NA 

NA 

46 

76/41 

NA 

2.37 

NA 

2.98 

2.5 

5.7 

1.5.4 

39 

52/3 1 

24 

2.4.") 

1.61 

2.32 

0.9 

11.7 

23.2 

27 

30/19 

9 

1.05 

2.83 

2.45 

0.4 

13.5 

15.3 

53 

67/42 

22 

2.56 

2.40 

2.61 

5.5 

16.4 

18.0 

75 

87/64 

33 

2.34 

2.25 

3.35 

1.4 

6.5 

14.1 

22 

34/20 

10 

3.88 

2.11 

2.17 

14.8 

4.7 

7.3 

37 

50/20 

21 

0.77 

1.72 

2.32 

-6.4 

9.1 

15.5 

71 

98/53 

17 

4.01 

4.09 

4.97 

4.5 

9.3 

12.0 

75 

105/70 

24 

3.48 

3.14 

4.58 

4.9 

6.2 

17.4 

16 

25/15 

10 

6.23 

1.58 

1.47 

2.0 

6.4 

13.9 

38 

57/36 

16 

3.57 

2.41 

2.96 

6.6 

5.5 

13.2 

42 

45/31 

18 

0.59 

2.30 

2.77 

1.8 

5.9 

9.6 

47 

70/44 

22 

3.79 

2.14 

3.35 

15.7 

3.7 

10.0 

45 

68/29 

26 

4.02 

1.69 

4.07 

-7.0 

8.3 

15.0 

51 

66/44 

10 

1.19 

4.85 

4.31 

1.9 

8.4 

16.9 

20 

31/19 

17 

3.86 

1.17 

1.72 

Turbocharged 


Filling  your  tank 
seems  to  cost  more 
every  day.  but  rising 
oil  prices  have  brought 
joy  to  certain  fuel-compa- 
ny bavestors.  Witness 
Tosco  Corp.:  Attn  several 
years  of  pal  try  perfor- 
mance, it  showered  share- 
holders with  returns  <>f 
3  1  %  last  year  on  a 
quadrupling  of  net 
income.  Wall  Street  hasn't 
caught  up  with  every  fuel 
company,  luii  the  trend 
i-  spreading.  ( nants 
Exxon  \lol»il  and 
(  1  m\  ron.  for  example. 

rode   rising  [trice-  to 

significantly   higher  -|><>t- 
in  our  annual  rankings. 
Now.  the)   just  have 
to  hope  ilii-  gusher 
lasts. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 
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500 


MARKET  VALUE 


PROFITABILITY 


FEB. 29  TOTAL 

.  2000  RETURN 

(1VEAR) 


TOTAL 
RETURN 
(3  YEARS) 


12 

CHANGE 

3  YEAR 

12 

CHANGE 

MONTHS 

FROM 

AVERAGE 

MONTHS 

FROM 

1999 

1998 

CHANGE 

1999 

1998 

SMIL. 

% 

S 

$  MIL 

% 

15 

319 

HALLIBURTON 

16840.9 

35.8 

22.9 

14898.0y 

-14 

24.2 

298.0 

NM 

,6 

361 

UNOCAL 

6484.7 

-2.8 

-26.2 

6057.0y 

19 

4.0 

113.0 

22 

NM 

17 

372 

ANADARKO  PETROLEUM 

3919.4 

12.5 

11.2 

701. ly 

25 

4.5 

42.6 

18 

412 

SCHLUMBERGER 

40610.9 

71.3 

69.5 

8394.9 

-22 

-2.6 

329.3 

-47 

19 

414 

SUNOCO 

2227.5 

-15.9 

0.1 

10068. Oz 

17 

1.0 

97.0 

-65 

20 

422 

BAKER  HUGHES 

8509.0 

46.2 

-23.6 

4546.7 

-22 

15.9 

52.3 

NM 

2, 

425 

ASHLAND 

2210.8 

-27.9 

-20.3 

7140.0 

7 

-18.9 

135.0 

-4 
NM 

22 

457 

UNION  PACIFIC  RESOURCES  GROUP 

2210.1 

1.5 

-61.9 

1727. 5y 

-6 

-1.5 

89.2 

23 

475 

ROWAN 

2071.3 

188.4 

25.2 

460.6 

-35 

-6.1 

-9.7 

NM 

24 

476 

BURLINGTON  RESOURCES 

4905.2 

-13.4 

-34.4 

2065.0 

3 

-1.8 

1.0 

NM 

INC 

INC 

TRANSOCEANSEDCO  FOREX 

8173.3 

17. Id 

NA 

648.2 

-41 

NA 

58.1 

-83 

12  HealthCare 


INDUSTRY 

WERACE 

■>8<)18.:t 

-13.5 

56.8 

980«>.  1 

14 

15.1 

908.5 

12 

9 

WARNER-LAMBERT 

73225.2 

25.7 

215.3 

12928.9 

20 

22.3 

1733.2 

36 

2 

13 

BIOGEN 

16216.8 

124.6 

338.3 

794.4 

42 

44.2 

220.5 

59 

3 

19 

MEDTRONIC 

56769.3 

37.7 

203.3 

4701.4 

16 

26.0 

934.3 

74 

4 

20 

AMGEN 

69655.1 

118.4 

346.2 

3340.1 

23 

14.1 

1096.4 

27 

5 

34 

GUIDANT 

20310.9 

18.7 

302.8 

2352.3 

23 

32.2 

344.5 

NM 

6 

36 

PFIZER 

124364.2 

-26.3 

116.2 

16204.0 

20 

13.7 

3199.0 

64 

■ 

48 

MERCK 

143906.4 

-23.3 

40.4 

32714.0 

22 

17.7 

5890.5 

12 

8 

55 

BRISTOL-MYERS  SQUIBB 

113566.4 

-7.8 

84.0 

20222.0 

11 

10.2 

4167.0 

15 

9 

64 

SCHERING-PLOUGH 

51415.0 

-36.5 

89.6 

9176.0 

14 

17.7 

2110.0 

20 

10 

71 

JOHNSONS.  JOHNSON 

96784.8 

-14.6 

30.2 

27471.0 

14 

8.1 

4167.0 

39 

80 

WATSON  PHARMACEUTICALS 

3832.2 

-17.3 

83.4 

689.2 

16 

43.3 

178.9 

51 

12 

97 

ELI  LILLY 

64818.4 

-36.2 

41.4 

10002.9 

8 

10.6 

2546.7 

21 

13 

109 

CVS 

13719.9 

-33.6 

54.2 

18098.3 

18 

17.5 

635.1 

65 

14 

118 

WALGREEN 

25953.5 

-18.9 

146.2 

18645.6 

18 

15.3 

647.9 

17 

15 

119 

ALLERGAN 

6615.7 

24.1 

209.1 

1406.2 

11 

7.0 

188.2 

NM 

16 

130 

BAXTER  INTERNATIONAL 

15855.7 

-21.2 

25.8 

6380.0 

12 

4.1 

779.0 

183 

17 

162 

UNITED  HEALTHCARE 

8757.5 

3.7 

2.4 

19562. Oy 

13 

26.8 

568.0 

6 

18 

164 

CARDINAL  HEALTH 

11761.8 

-42.0 

2.5 

27166. 7y 

17 

39.9 

526.9 

14 

19 

166 

ABBOTT  LABORATORIES 

50223.9 

-27.5 

23.1 

13177.6 

5 

6.1 

2445.8 

5 

20 

170 

WELLPOINT  HEALTH  NETWORKS 

4440.2 

-14.4 

57.4 

748  5. 4y 

16 

20.8 

297.2 
371.0 

-7 

21 

198 

BOSTON  SCIENTIFIC 

7568.3 

-31.1 

-44.9 

2842.0 

27 

22.3 

NM 

22 

208 

PHARMACIA  &  UPJOHN 

24693.5 

-10.8 

38.3 

7253.0y 

7 

0.6 

803.0 

27 

23 

239 

BIOMET 

3724.3 

-9.7 

119.1 

792.0 

12 

12.9 

122.3 

-9 

24 

244 

McKESSON  HBOC 

5458.8 

-71.3 

-40.2 

35824.2y 

30 

45.7 

211.7 

4       2 

25 

262 

BECTON,  DICKINSON 

7798.7 

-6.4 

29.7 

3508.6 

10 

8.3 

274.9 

11 

26 

280 

ALZA 

3746.8 

-30.2 

31.9 

■  795.9 

23 

26.6 

91.0 

-16 

27 

301 

MALLINCKRODT 

1713.4 

-18.8 

-38.5 

2649. 2y 

5 

14.0 

190.6 

75 

28 

316 

BAUSCH&LOMB 

3044.2 

-11.1 

50.4 

1756.1 

10 

-4.5 

102.7 

85 

29 

379 

C.R.  BARD 

2018.8 

-28.8 

52.5 

1036.5 

-11 

-4.6 

118.1 

-53 

30 

384 

SIGMA-ALDRICH 

2396.1 

-9.3 

-20.5 

1037.9 

7 

-1.4 

148.6 

3 
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INVESTMENT  DATA 

NET 

MARGIN 

1998 

RETURN  ON 
IVI  >TED 

At-'!  1  Al 

'  OMM  IN 

RECENT 
SHARE 

PRICE 
1 

12-MONTH 
5 

Div 

EARN 

-0.1 

5.6 

7.2 

38 

52/28 

57 

1.31 

0.67 

0.98 

1.8 

1.9 

5.3 

27 

47/25 

58 

2.99 

0.46 

1.63 

-7.5 

1.1 

2.1 

31 

43/26 

123 

0.65 

0.25 

0.81 

5.8 

3.0 

4.3 

74 

74/48 

127 

1.02 

0.58 

1.28 

3.3 

4.1 

6.4 

25 

39/22 

23 

4.05 

1.07 

2.44 

-4.8 

0.9 

1.6 

26 

36/15 

162 

1.78 

0.16 

0.47 

2.1 

3.2 

6.8 

31 

45/29 

18 

3.53 

1.71 

3.79 

-48.0 

2.4 

9.9 

9 
25 

19/9 

25 

2.24 

0.36 

0.55 

17.6 

-0.9 

-1.3 

26/9 

-207 

0.00 

-0.12 

0.64 

-16.0 

0.0 

0.0 

28 

48/26 

NC 

1.99 

0.00 

1.24 

31.3 

NA 

NA 

39 

40/29 

74 

0.30 

0.53 

0.96 

«*.4 

1. ->.:> 

2^:2 

4(1 

6()/3'2 

29 

ll.<>2 

1.37 

1.96 

11.9 

29.6 

37.8 

86 

100/61 

44 

1.12 

1.96 

2.45 

•■.  24.9 

22.1 

22.5 

108 

129/45 

77 

0.00 

1.40 

1.82 

13.3 

24.1 

24.2 

48 

50/30 

63 

0.33 

0.77 

1.09 

31.8 

34.1 

36.3 

68 
67 

77/26 

67 

0.00 

1.02 

1.08 

-1.3 

26.6 

47.5 

71/41 

61 

0.00 

1.10 

1.62 

14.4 

34.4 

36.4 

32 

50/30 

39 

1.12 

0.82 

1.04 

19.5 

29.5 

45.8 

62 

87/59 

25 

1.88 

2.45 

2.78 

19.9 

42.6 

49.4 

57 

79/55 

28 

1.71 

2.06 

2.33 

t  21.7 

44.5 

44.5 

35 

61/33 

25 

1.43 

1.42 

1.65 

I  12.5 

24.0 

27.1 

72 

107/70 
49/27 

24 

1.56 

2.94 

3.36 

1  19.9 

14.9 

17.0 

40 

22 

0.00 

1.83 

2.02 

(  22J 

33.1 

52.3 

59 

98/56 

26 

1.75 

2.30 

2.63 

2.5 

14.6 

16.9 

35 

53/30 

23 

0.66 

1.55 

1.80 

3.5 

18.0 

18.0 

26 

33/23 

40 

0.52 

0.65 

0.73 

-7.1 

22.3 

29.7 

50 

64/39 

36 

0.64 

1.39 

1.55 

4.8 

12.6 

23.8 

55 

76/54 

21 

2.14 

2.64 

3.22 

3.1 

13.3 

14.7 

51 

70/39 

16 

0.06 

3.20 

3.78 

2.0 

9.5 

13.6 

42 

78/37 

23 

0.24 

1.85 

2.54 

18.7 

30.5 

36.7 

33 

53/28 

21 

2.30 

1.57 

1.77 

4.9 

17.9 

22.6 

68 

97/48 

15 

0.00 

4.38 

5.05 

-11.8 

15.4 

21.5 

18 

47/18 

20 

0.00 

0.90 

1.11 

9.3 

13.4 

14.2 

48 

66/43 

32 

2.10 

1.49 

2.04 

19.0 

13.3 

14.7 

33 

46/25 

31 

0.42 

1.07 

1.74 

0.7 

4.9 

6.7 

19 

71/18 
43/22 

26 

1.24 

0.74 

1.26 

7.8 

9.9 

15.1 

31 

30 

1.19 

1.04 

1.61 

16.7 

5.6 

13.2 

37 

54/27 

42 

0.00 

0.88 

1.58 

4.3 

10.4 

17.4 

25 

38/24 

9 

2.68 

2.68 

2.63 

3.5 

4.2 

8.3 

53 

85/51 

30 

1.97 

1.75 

3.22 

21.7 

16.1 

20.6 

40 

60/37 

17 

2.03 

2.28 

2.71 

15.0 

11.3 

11.3 

24 

35/22 

16 

1.31 

1.47 

1.83 

V  flf  «■ 


Healthy  Returns 


The  fever  for  pharma- 
ceutical stocks  broke 
Ias1  year:  Investors 
dumped  them,  worried 
about  Medicare  changes 
andpatent  expirations.  But 
Pfizer  and  Warner-Lam- 
bert, two  big  drugmakers 
planning  a  merger,  came 
up  with  a  growth  prescrip- 
tion— blockbuster  com- 
pounds and  savvy  market- 
ing. Warner-Lambert  No. 
().  rode  its  cholesterol-re- 
ducing I  ipitor  to  .'"56% 
higher  net  income  lasl 
year.  Pfizer  jumped  to  No. 
36.  with  64%  higher  net 
income  and  health)  sales 
ol  \  iagra  and  l  ipitor 
(which  ii  co-markets  .  The 
resl  of  the  industr)  max  be 
suffering  die  chills.  !>ui 
diese  iwo  are  ilni\  inn. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 
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THE  Si&P 

500 

Business 

Week's  Industry  Ranking 

MARKET  VALUE 

SALES 

12 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 

3  YEAR 

AVERAGE 

CHANGE 

% 

PROFITABILITY 

12 

MONTHS 

1999 

SMIL 

FEB.29 

2000 

SMIL 

TOTAL 
RETURN 

(1YEAR) 

TOTAL 
RETURN 

(3  YEARS) 

31  386     TENET  HEALTHCARE 

32  391     COLUMBIA/HCA  HEALTHCARE 

5457.1 

-11.1 

-35.5 

11417.0 

11 

11.6 

250.0 

-35 

10878.7 

14.0 

-51.3 

16657.0 

-11 

-3.6 

657.0 

23 

33  404     LONGS  DRUG  STORES 

34  436     HEALTHSOUTH 

35  447     ST.  JUDE  MEDICAL 

730.4 

-47.8 

-22.6 
-75.9. 

3672.4 

12 

9.2 

69.0 

9 

1883.0 

-58.1 

4072.1 

2 

17.7 

76.5 
24.2 

64 
-81 

2190.0 

3.5 

-34.2 

1114.5 

10 

7.7 

36     453     AMERICAN  HOME  PRODUCTS 

56786.4 

-25.6 

43.9 

13550.2 

1 

-1.7 

-1227.1 
-382.0 

NM 
NM 

37     471     HUMANA 

1141.3 

-61.1 

-65.3 

10113.0 

3 

14.9 

38     490     MANOR  CARE 

|nc    inc    rite  aid  ppy 

13  Housing  &  Real  Estate 

910.5 

-62.0 

-68.7 

2135.3 

-3 

1.6 

-55.2 

NM 

1780.1 

-83.0 

-65.7 

NA 

NA 

NA 

nX 

INDUSTRY  AVERAGE 

1        77     KAUFMANS.  BROAD  HOME 

.1404.8 

-25.7 

5.6 

4976.8 

15 

15.1 

.'516.5 

55 

848.0 

-13.9 

40.8 

3836.3 

57 

29.2 

147.5 

55 

2  145     MASCO 

3  152     PULTE 

7922.9 

-30.7 

7.2 

6307.0 

19 

26.4 

569.6 
178.3 

1 
76 

727.2 

-29.6 

0.1 

3730. 3y 

30 

15.8 

4  174     VULCAN  MATERIALS 

5  193     CENTEX 

4002.2 

-9.3 

96.3 

2355.8 

33 

13.6 

239.7 
255.3 

-6 

1164.3 

-46.2 

-1.1 

5775. 9y 

22 

17.3 

23 

6     334     SHERWIN-WILLIAMS 

3182.7 

-19.4 

-28.7 

5003. 8y 

1 

6.0 

303.9 
568.0 

11 

7  340     PPG  INDUSTRIES 

8  417      OWENS  CORNING 

8596.2 

-2.7 

-5.3 

7757.0 

3 

2.4 

-29 

794.8 

-53.9 

-64.8 

5048.0 

1 

10.1 

270.0 

NM 

14  Leisure  Time  Industries 

i 

> 

INDUSTRY  AVERAGE 

12854.0 

-20.9 

24.  6 

6604.4 

7 

5.3 

455.8 

4 

1  60     HARLEY-DAVIDSON 

2  91      HARRAH'S  ENTERTAINMENT 

10308.7 

18.1 

269.4 

2480. 6y 

19 

17.3 

267.2 
219.5 

25 

2459.3 

14.6 

3.4 

3024.4 

51 

24.0 

80 

3  111     CARNIVAL 

4  146     MCDONALD'S 

5  218     EASTMAN  KODAK 

6  241     VIACOM 

7  271     DARDEN  RESTAURANTS 

17776.6 

-34.8 

67.9 

3497.5 

16 

17.1 

1027.2 

23 

42820.3 

-25.2 

48.5 

13259.3 

7 

7.6 

1947.9 
1392.0 

26 

18088.2 

-11.7 

-31.6 

14089.0 

5 

-4.5 

0 

38841.0 

26.2 

216.3 

12858.8 

6 

3.2 

371.7 
161.2 

NM 

1690.0 

-39.8 

85.2 

3558.5 

4 

4.2 

33 

8     295     MIRAGE  RESORTS 

3133.5 

-19.5 

-37.3 

2402.7 

61 

19.6 

141.0 

65 



9     350     HASBRO 

3061.7 

-35.6 

-14.5 

4232.3 

28 

11.2 

189.0 

-8 

10     359     MARRIOTT  INTERNATIONAL 

6756.5 

-22.9 

NA 

8739.0 

10 

-3.5 

424.0 

9 

11  366     WENDY'S  INTERNATIONAL 

12  374     WALT  DISNEY 

13  378     HILTON  HOTELS 

14  443     BRUNSWICK 

1902.2 

-33.5 

-21.6 

2072.2 

6 

2.2 

166.6 
993.0 
216.0 

35 

70745.3 

-4.0 

38.0 

23745.0 

2 

3.8 

-42 

1784.8 

-55.4 

-58.8 

3161.0 

10 

-12.0 

10 

1624.0 

-15.1 

-34.3 

4283.8 

9 

10.4 

37.9 

627.0 

-79 

15     455     TRICON  GLOBAL  RESTAURANTS 

4100.3 

-57.1 

NA 

7822.0 

-8 

-9.0 

41 

16     460     POLAROID 

1114.1 

7.8 

-37.0 

1978.6 

7 

-5.5 

8.7 

96.3 

-82.4 

NM 

17     472     AFRICAN  GREETINGS 

1113.0 

-24.7 

-40.3 

2159.6 

-2 

0.9 

-46 

1 8     483     MATTEL 

4052.1 

-62.9 

-59.8 

5515.0 

-2 

7.7 

NM 
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INVESTMENT  DATA 


RETURN  ON       RETURN  ON 
GIN  INVESTED  COMMON 

CAPITAl  EQUITY 


2.8 
1.9 
1.2 
1.7 
3.4 
1.3 
2.1 
NA 


1.7 

3.9 
).7 

3.5 
1.4 
k4 
S.5 

3j).7 

MI.3 


PRICE 
$ 


12-MONTH 

RATIO 


EARNING 
DIVIDEND 
YIELD  1979  2000 


2.5 

5.6 

8.4 

1.2 

1.9 

-12.9 

-16.2 

-3.3 

NA 


12.6 

6.5 
10.4 
11.0 
11.9 
12.4 
13.2 
11.3 
24.1 


9.6 

8.5 

5.4 

4.8 

1.8 

!8.9 

2.1 

2.6 

3.4 

8.2 

9.9 

.0.9 

3.1 

5.9 

1.8 

11.5 

0.9 

5.7 

-2.7 


6.1 

11.7 

10.3 

2.2 

3.1 

-21.8 

-30.1 

-5.6 

NA 


22.2 

21.8 
18.7 
16.3 
18.1 

18.7 
18.0 

18.3 
NM 


25! 

).2 

18.5 

23.0 

68 

80 

..1 

5.4 

•  14.2 

19 

'.8 

14.8 

18.4 

29 

26 

'.5 

11.8 

19.1 

32 

0 

).4 

28.9 

35.8 

57 

NM 

1.4 

2.1 

3.3 

56 

33 

'.5 

12.6 

16.7 

13 

55 

..7 

3.4 

6.7 

16 

4 

..2 

8.2 

10.1 

16 

' 

.9 

9.9 

15.0 

28 

..3 

10.9 

15.4 

16 

'.4 

3.1 

4.3 

34 

..9 

5.9 

83.4 

7 

.5 

1.8 

2.6 

18 

..2 

31.5 

NM 

27 

:.8 

0.9 

2.3 

25 

i.O 

5.7 

7.8 

17 

11.7 

3.0 
4.2 
8.4 
9.1 
5.8 
3.3 
6.7 
6.7 
0.1 
5.0 
5.4 
4.3 
3.4 
2.6 
NM 
2.3 
7.8 
4.4 


18 

29/15 

22 

0.00 

0.80 

2.00 

19 

32/17 

17 

0.41 

1.11 

1.48 

19 

37/18 

11 

3.02 

1.76 

2.05 

5 

16/5 

27 

0.00 

0.18 

0.70 

26 

41/23 

90 

0.00 

0.29 

1.82 

44 

70/37 

-46 

2.12 

-0.94 

1.96 

7 

20/6 

-3 

0.00 

-2.28 

0.69 

9 

30/8 

-17 

0.00 

-0.51 

1.29 

7 

41/5 

NA 

0.00 

NA 

0.49 

25 


19 
18 
17 
40 


41/23 

29/17 
34/17 
26/16 
51/34 


8 

6 
14 

4 
17 


2.03 

1.57 
2.69 
0.95 
2.10 


27 


43/23 


10 


78/45 
31/16 
54/27 
50/31 
80/56 
63/37 
23/13 
26/11 
37/14 
45/27 
32/16 
39/23 

17/7 
30/17 
74/25 
31/17 
32/17 

30/9 


20 

39 

11 
17 
23 
13 
09 
11 
23 
17 
17 
12 
6/ 
L2 
43 
7 
25 

13 

-46 


19 

31/16 

11 

0.00 

1.71 

1.71 

29 

54/27 

17 

1.46 

1.66 

1.93 

32 

50/31 

23 

0.62 

1.39 

1.57 

57 

80/56 

13 

3.07 

4.33 

5.63 

56 

63/37 

109 

0.00 

0.51 

0.79 

13 

23/13 

11 

0.61 

1.17 

1.40 

16 

26/11 

23 

0.00 

0.70 

0.92 

16 

37/14 

17 

1.52 

0.93 

1.37 

1.40 

0.26 
0.00 
1.46 
0.62 
3.07 
0.00 
0.61 
0.00 
1.52 
0.80 
1.52 
0.63 
1.14 
2.83 
0.00 
2.39 
4.64 
3.74 


3.08 

3.08 
1.28 
4.07 
2.35 


67 

0.63 

0.50 

0.73 

12 

1.14 

0.58 

0.70 

43 

2.83 

0.41 

2.68 

7 

0.00 

3.92 

3.09 

125 

2.39 

0.20 

1.84 

13 

4.64 

1.33 

2.53 

1.32 

1.73 
1.71 
1.66 
1.39 
4.33 
0.51 
1.17 
0.7O 
0.93 
1.60 
1.32 
0.50 
0.58 
0.41 
3.92 
0.20 
1.33 
0.21 


3.58 

3.81 
1.88 
4.20 
2.90 


20 

43/19 

5 

0.81 

4.16 

4.51 

19 

33/17 

11 

2.82 

1.80 

2.02 

49 

71/48 

15 

3.24 

3.23 

4.17 

15 

44/13 

3 

2.07 

4.67 

5.13 

1.83 

2.07 
1.71 
1.93 
1.57 
5.63 
0.79 
1.40 
0.92 
1.37 
1.88 
1.47 
0.73 
0.70 
2.68 
3.09 
1.84 
2.53 
0.70 


High  on  the  Hog 


F 


orgel  tough,  tat- 
tooed  biker  gangs  in 
studded  leather.  The 
guy  roaring  around  on  a 
Harley-Davidson  motorcy- 
cle today  is  likely  to  belly 
up  to  the  bar  in  a  pair  of 
Dockers.  Strong  demand 
from  aging  baby  boomers 
had  the  Milwaukee  com- 
pany riding  high  on  the 
hog:  It  roared  onto  the 
S&P  500  for  the  first 
time,  finishing  at  No.  60 
in  this  year's  BW  50 
rankings.  Net  income 
surged  25%  in  1999,  the 
14th  consecutive  year  of 
record  earnings.  \\  ith  it> 
bad-bo)   image  and  -lock 
returns  of  269%  since 
1997,  Harle}  offered 
shareholders  a  double 
shol  of  adrenaline. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 
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THE  S&P 

500 

Business 

Week's  Industry  Ranki 

ng 

MARKET  VALUE 

FE8. 29               TOTAL 

•      2000               RETURN 

SMIL               (1YEAR) 

TOTAL 
RETURN 
(3  YEARS) 

SALES 

L2 

MONTHS 
1999 
SMIL 

CHANGE 
FROM 
1998 

3  YEAR 

AVERAGE 

CHANGE 

% 

PROFITABILITY 

12 

MONTHS 

1999 

$MIC 

1993 

% 

15  Manufacturing 

iNDisnn 

\\  ERACE 

}{:{". <> 

1.4 

32.0 

5483.6 

4 

4/> 

279.3 

6 

m 

22 

APPLIED  MATERIALS 

70004.1 

228.9 

622.7 

5783.6 

66 

9.2 

997.8 

1157 

2 

65 

CORNING 

46003.6 

254.2 

421.5 

4338.  ly 

23 

5.0 

476.9 

46 

3 

103 

JOHNSON  CONTROLS 

4558.4 

-11.7 

33.8* 

16584.6 

24 

18.3 

438.9 

25 

4 

136 

ILLINOIS  TOOL  WORKS 

12958.2 

-24.1 

25.9 

9333.2 

11 

26.5 

841.1 

4 
45 

5 

138 

MINNESOTA  MINING  &  MFG. 

35161.5 

21.9 

3.2 

15659.0 

4 

2.9 

1763.0 

6 

149 

DANAHER 

5809.6 

-15.3 

89.6 

3197.2 

5 

21.0 

261.6 

36 

7 

199 

DOVER 

7852.6 

14.4 

60.4 

4446.4 

12 

1.3 

405.1 
143.9 

24 
56 

8 

202 

BRIGGS&STRATTON 

769.6 

-30.5 

-18.3 

1639.0 

14 

9.8 

9 

232 

INGERSOLL-RAND 

6267.1 

-18.5 

25.8 

7666.7 

4 

48 

544.9 
317.4 

20 
1 

10 

266 

PARKER  HANNIFIN 

4063.2 

-0.8 

30.0 

5022.6 

4 

9.5 

11 

320 

JOSTENS 

7.0 

25.6 

782.4 

1 

3.4 

43.2 

3 

12 

327 

BLACK  &  DECKER 

2871.9 

-31.8 

7.5 

4520.5 

-1 

-3.3 

300.3 

NM 

13 

332 

FMC 

1477.9 

-5.6 

-29.7 

4110.6 

-6 

1.5 

216.0 
150.0 

17 

14 

351 

STANLEY  WORKS 

2056.8 

-2.5 

-35.5 

2751.8 

1 

1.1 

9 

15 

376 

CATERPILLAR 

12432.2 

-21.2 

-4.4 

19702.0 

-6 

6.5 

946.0 

-37 

16 
17 

394 

SNAP-ON 

1276.5 

-20.4 

-39.5 

1945.6y 

10 

7.2 

127.2 

NM: 

397 

SPRINGS  INDUSTRIES 

630.9 

10.5 

-12.0 

2220.4 
6639.0 

2 

-0.2 

69.0 
160.0 

85 

18 
19 

398 

CUMMINS  ENGINE 

1269.2 

-17.3 

-30.1 

6 

8.4 

NM 

406 

TUPPERWARE 

990.7 

2.6 

-57.0 

1043.8 

-4 

-9.0 

79.0 
232.9 
100.9" 

14 

20 

427 

ITT  INDUSTRIES 

2131.9 

-36.8 

-1.4 

4632.2 

3 

-20.5 

NM  j 

21 

429 

CRANE 

1326.2 

-23.0 

-0.5 

1553.7 

0 

-7.6 

-19 

22 

434 

MILACRON 

513.4 

-20.6 

-31.6 

1624.7 

7 

-1.4 

70.1 

-7 

23 

441 

DEERE 

8357.1 

11.8 

-11.0 

11631.0y 

-13 

1.0 

227.0 
95.4 

-74 

24 

445 

NEWELL  RUBBERMAID 

6556.5 

-44.0 

-33.8 

6413.1 

4 

35.3 

-80 

25 

451 

NACCO INDUSTRIES 

354.3 

-50.1 

-17.7 

2602.8 

3 

5.4 

54.3 

-47 

26 

464 

FORTUNE  BRANDS 

3607.2 
886.4 

-25.5 

-29.4 

5122.9 

7 

6.5 

-890.6 
62.6 

NM 

27 

477 

TIMKEN 

-15.8 

-40.1 

2495.0 

-7 

1.5 

-45 

28 

491 

McDERMOTT  INTERNATIONAL 

557.3 

-52.4 

-56.7 

2640.5 

-21 

-7.0 

-22.9 

nm! 

INC 

INC 

PACTIV 

1399.7 

-41. 7e 

NA 

2921.0 

5 

NA 

-112.0 

NM 

16  Metals  &  Mining 

INDUSTRY 

WERAGE 

4658.1 

11.7 

-23.3 

3981.8 

-2 

-0.8 

157.0 

-2 

1 

92 

ALCOA 

25190.8 

71.4 

101.7 

16322.8 

6 

8.4 

1054.1 

24' 

2 

286 

ENGELHARD 

1715.1 

-21.9 

-34.6 

4404. 9y 

6 

11.8 

197.5 

i 

3 

321 

BARRICKGOLD 

6452.8 

-6.8 

-40.6 

1421.0 

10 

2.8 

331.0 

10 

,] 

4 

341 

ALCAN  ALUMINUM 

7188.4 

38.1 

-2.1 

7324.0 

-6 

-1.1 

460.0 

15 ! 

5 

356 

WORTHINGTON  INDUSTRIES 

1182.4 

9.0 

-29.7 

1853.6 

10 

1.2 

96.6 

20 

6 

392 

NUCOR 

4333.4 

12.7 

6.3 

•     4009.3 

-3 

2.8 

244.6 

-7 

7 

410 

FREEPORT-McMORAN  COPPER  &  GOLD 

2247.9 

45.7 

-58.0 

1887.3 

7 

-1.6 

136.5 

-n| 

8 

424 

REYNOLDS  METALS 

4014.8 

52.3 

8.1 

4796.0y 

-18 

-12.0 

124.0 

-18| 

9 

440 

INCO 

2906.0 

38.6 

-49.4 

2113.0 

20 

-7.2 

22.0 

NM 

10 

454 

NEWMONT  MINING 

3708.3 

29.1 

-52.5 

1398.9 

-4 

6.5 

24.8 

NM  ' 
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INVESTMENT  DATA 

RECENT 

SHARE                 ■'   NTH 
PRICE                   -S.OW 
$ 

DIVIDEND 

NIN6S 

Bin 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
UMON 

EQUITY 

5.0 

13.0 

I4..r> 

43 

63/30 

IK 

2.47 

2.36 

3.31 

2.3 

18.7 

21.0 

183 
188 

190/48 

73 

0.00 

2.49 

4.33 

9.3 

12.5 

21.2 

198/48 

97 

0.38 

1.93 

2.36 

2.6 

11.8 

18.1 

53 
52 

77/49 

11 

2.10 

4.68 

4.87 

9.7 

13.6 

17.5 

82/51 

19 

1.39 

2.76 

3.37 

3.1 

21.7 

28.0 

88 
41 

104/69 
69/38 

20 
23 
20 

5 

2.63 

4.34 

4.66 

5.3 

13.2 

15.9 

0.15 

1.79 

2.12 

3.2 

15.5 

20.3 

39 

48/32 

1.19 

1.92 

2.22 

5.4 
5.2 

27.6 

35.3 

33 

71/33 

3.59 

6.17 

5.11 

9.9 

18.3 

38 

74/35 

12 

1.78 

3.29 

3.93 

|  5.5 

11.8 

16.1 

36 

54/34 

13 

1.88 

2.89 

3.18 

15  4 

107.7 

118.3 

24 

25/17 

19 

3.66 

1.27 

1.77 

Gold  Blues 

■•■■w-  yitli  oil,  currency. 
\/\ /  ami  real-estate 
V   T    prices  on  the  rise. 
it  seems  like  the  '70s  all 
over  again.  So  gold  com- 
panies should  be  having  a 
field  day,  right?  Wrong. 
The  price  of  gold  rallied 
briefly  last  fall,  but  the 
doldrums  are  hack.  At 
Barrick  Gold,  manage- 
ment was  able  to  boost 
nei   income  l>\   an  animal 
average  of  15%  over  the 
pasl  three  years,  bul  sales 
rose  l»\  a  lackluster  '2.8% 
average:  shareholders  -aw 
a  negative  4l%  return 
ner  that  period.  Even  the 
mosl  devoted  gold  bug 
would  have  a  hard  time 
:uiiiing  a  shine  on  this 
sjroup. 
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j  5  6 

18.2 

37.5 

33 
48 

65/33 

10 

1.46 

3.40 

3.90 

42 

9.9 

29.4 

75/39 

7 

0.00 

6.67 

6.61 

5.0 

14.6 

20.4 

23 

35/22 

14 

3.83 

1.67 

2.13 

I72 

6.1 

17.3 

35 

66/35 

13 

3.71 
4.22 

2.63 

3.11 

ID.3 

8.9 

15.4 

22 

38/22 

10 

2.16 

3.07 

11.7 

6.7 

8.9 

35 

45/27 

9 

3.73 

3.80 

4.52 

1.3 

6.2 

11.2 

33 

66/33 

8 

3.60 

4,13 

5.74 

5.4 

19.2 

68.4 

17 
24 

26/15 

13 

5.12 

1.37 

1.83 

1.2 

15.2 

22.0 

42/22 

10 
13 

2.47 

2.53 

2.83 

3.0 

11.8 

17.8 

20 

33/16 

2.01 
3.46 

1.50 

2.00 

5.0 

8.9 

14.2 

14 

25/12 

7 

1.89 

2.13 

5.5 

3.9 

5.5 

36 

48/30 

37 

2.46 
3.61 

0.97 

1.79 

7.8 

2.1 

3.5 

23 

52/21 

68 

0.34 

1.99 

1.0 

4.7 

'  10.0 

43 

94/43 

7 

1.98 

6.66 

9.84 

5.1 

-22.6 

-32.6 

22 

46/22 

-4 

4.21 

-5.35 

2.37 

1.3, 

4.6 

6.0 

14 

26/14 

14 

5.03 

1.01 

1.44 

7.0 

-2.0 

-2.8 

9 

33/7 

-9 

2.13 

-1.05 

1.84 

1.9 

-3.8 

-8.1 

8 

15/8 

15 

0.00 

0.55 

0.90 

i.9 

3.6 

:>.<) 

27 

38/20 

47 

1.77 

0.57 

1  .'»:> 

5.6 

10.1 

16.7 

69 

87/36 

24 

1.46 

2.82 

4.15 

1.5 

15.6 

25.8 

14 

24/13 

9 

2.94 

1.47 

1.61 

3.4 

7.1 

8.0 

16 

26/16 

20 

1.23 

0.83 

0.84 

5.1 

6.7 

8.1 

33 

46/23 

16 

1.82 

2.06 

2.76 

1.8 

9.1 

13.8 

13 

18/11 

12 

4.53 

1.07 

1.27 

5.4 

8.7 

11.2 

50 

62/42 

18 
23 

1.05 

2.80 

4.18 

3.8 

3.5 

14.7 

14 

21/9 

0.00 

0.61 

0.91 

1.6 
5.3 

3.9 

5.8 

64 
18 
22 

82/39 
25/11 
30/16 

33 

2.21 

1.94 

5.16 

-0.1 

-0.1 

-875 
148 

0.00 
0.54 

-0.02 

1.45 

1.8 

1.0 

1.7 

0.15 

0.81 
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THE  S&F* 

500 

Business 

Week's  Industry  Ranki 

ngi 

MARKET  VALUE 

SALES 

12 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 

3  YEAR 

AVERAGE 

CHANGE 

% 

PROFITABILITY 

12             CHANGE 
MONTHS           FROM 
1999             1998 

$  MIL.               % 

FEB. 29 
2000 
.   SMIL 

TOTAL 

RETURN 

TOTAL 
RETURN 
(3  YEARS] 

11 

479 

USX-U.S. STEEL  GROUP 

1933.6 

-10.5 

-22.7 

5314.0 

-15 

-6.9 

51.0 

45.0 

-254.3 

-86 
-10 

NM 
NM 

12 

480 

PLACER  DOME 

2851.8 

-19.3 

-57.8 

1162.0 

1 

-0.4 

13 

481 

PHELPS  DODGE 

3708.7 

0.6 

-27.3 

3114.4 

2 

-8.0 

14 

486 

HOMESTAKE  MINING 

1691.6 

-28.7 

-59.6 

690.9 

-14 

-3.2 

4.9 

15 

487 

BETHLEHEM  STEEL 

746.0 

-35.5 

-31.1    - 

3914.8 

-13 

-5.5 

-183.2 

NM 

17  Nonbank  Financial 

INDISTIU 

AVERAGE 

19241.4 

-15.8 

45.6 

12742.7 

HI 

14.4 

1237.1 

24 

m 

7 

MORGAN  STANLEY  DEAN  WITTER 

77807.9 

57.3 

281.2 

36044.0 

16 

17.3 

4791.0 

41 

2 

14 

CHARLES  SCHWAB 

34321.4 

12.5 

407.3 

4713.2 

39 

26.6 

588.9 

69 

3 

42 

CAPITAL  ONE  FINANCIAL 

7256.3 

-13.3 

181.4 

3965.8 

53 

41.2 

363.1 

32' 
497 

4 
5 

44 

KANSAS  CITY  SOUTHERN  INDUSTRIES 

8703.8 

68.8 

355.2 

1608.2a 

29 

25.1 

262.1a 

51 

CITIGROUP 

174442.5 

33.8 

124.2 

82005.0 

7 

7.8 

9994.0 

72 

6 

7 

54 
59 

T.  ROWE  PRICE  ASSOCIATES 
AMERICAN  INTERNATIONAL  GROUP 

3943.2 

8.3 

54.5 

1036.4y 

17 

20.6 

239.4 

37 

136923.4 

-2.8 

107.1 

37725. 7y 

14 

13.9 

5055.4 

18 

8 
9 

62 

HOUSEHOLD  INTERNATIONAL 

15033.2 

-20.1 

3.5 

9499.1 

9 

21.3 

1486.4 

184  | 

66 

FREDDIE  MAC 

29057.1 

-28.3 

44.9 

24268.0 

34 

26.0 

2218.0 

30 

10 

75 

AMERICAN  EXPRESS 

60062.5 

24.5 

110.3 

19483.0y 

13 

2.4 

2475.0 

16 

11 

78 

MERRILL  LYNCH 

37515.0 

35.4 

122.1 

34879.0 

1 

11.4 

2618.0 

108  ] 

12 
13 

81 

marsh  &  Mclennan 

20659.1 

11.7 

114.4 

9157.0 

27 

29.4 

726.0 
3921.1 

-9   | 

84 

FANNIE  MAE 

54028.2 

-23.0 

39.3 

36968.6 

17 

15.0 

14 

14 

98 

H&R  BLOCK 

4262.4 

-1.2 

59.3 

2041.0 

44 

21.3 

209.4 

5  J 

15 

100 

BEAR  STEARNS 

4528.0 

-2.3 

50.7 

8585.2 

10 

15.4 

876.0 

63   | 

16 

102 

LEHMAN  BROTHERS  HOLDINGS 

8705.1 

37.6 

119.5 

18989.0y 

-5 

10.8 

1132.0* 

628.6 

1490.4 

1131.0 

54 

17 
18 

105 

PAINEWEBBER  GROUP 

5552.9 

3.5 

81.9 

7822. 8y 

8 

10.9 

45   | 

139 

ASSOCIATES  FIRST  CAPITAL 

14473.9 

-50.7 

-16.0 

12131.2 

29 

18.9 

22    , 

19 

141 

AMERICAN  GENERAL 

12892.4 

-27.1 

29.6 

10679.0 

4 

9.8 

48   | 

20 

158 

WASHINGTON  MUTUAL 

12646.4 

-42.9 

-32.6 

13361.9y 

9 

8.1 

1817.1 

22    ' 

21 

159 

AFLAC 

9707.9 

-15.9 

85.2 

8640.0 

22 

6.5 

571.0 

"1 

22 

165 

CONSECO 

4783.2 

-50.0 

-60.9 

8339.1 

7 

36.7 

962.6 

89   1 

23 
24 

177 

MGIC  INVESTMENT 

3950.8 

10.0 

-4.4 

999.4 

3 

10.2 

470.2 

22    ) 

236 

COUNTRYWIDE  CREDIT  INDUSTRIES 
EQUIFAX 

2825.2 
2877.6 

-33.4 

-11.9 

3560.4 

8 

35.2 

412.0 

12  | 

25 

246 

-43.1 

-17.7 

1772.7 

9 

13.7 

215.9 

26 

251 

JEFFERSON-PILOT 

5452.4 

-21.7 

40.7 

2560.3 

-2 

5.9 

494.0 
460.4 

11   i 

27 

265 

LINCOLN  NATIONAL 

5408.6 

-40.1 

3.0 

6803. 7y 

12 

14.0 

-10 

28 

267 

FRANKLIN  RESOURCES 

6761.0 

-13.9 

-5.5 

2260.5y 

-10 

11.3 

495.7 

13; 

29 

283 

AETNA 

6155.3 

-43.8 

-48.9 

26452. 7y 

28 

19.4 

716.9 
480.0 

-15] 

30 

293 

GOLDEN  WEST  FINANCIAL 

4598.7 

-8.4 

28.5 

2891.3y 

-4 

3.5 

7 

31 

300 

SLM  HOLDING 

4934.2 

-26.2 

7.5 

3259.4 

6 

-4.7 

500.8 

0 

32 

335 

ALLSTATE 

15179.4 

-46.6 

-35.4 

26959.0 

4 

3.5 

2720.0 

-17    j 

33 

339 

CINCINNATI  FINANCIAL 

4902.9 

-13.2 

36.8 

2128.2 

4 

5.6 

254.7 

1 

34 

344 

CIGNA 

13725.7 

-4.6 

52.3 

18781. Oy 

6 

-1.5 

699.0 

-41    | 

35 

346 

AON 

5405.5 
5074.7 

-45.1 

-20.4 

7070.0 

9 

21.1 

352.0 
636.3 

-35  1 

36 

364 

ST.  PAUL 

-28.6 

-28.0 

7569.0y 

-2 

6.3 

31    ! 
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RETURNON 
INVESTED 
CAPITAL 

RETURNON 

COMMON 

RECENT 

SHARE 
PRICE 

: 

tow 

P  E 

>END 

EAK. 

I 

>.8 

1.5 

2.1 

22 

34/21 

46 

4.57 

0.48 

2.84 

1 

1.4 

>.2 

1.6 

2.5 

9 

18/9 

80 

1.14 

0.11 

0.36 

1 

-4.6 

-7.8 

47 

73/46 

-11 

4.24 

-4.13 

2.49 

1 

».l 

0.5 

0.6 

11/6 

325 

0.77 

0.02 

0.17 

!.7 

-11.0 

-17.0 

6 

11/5 

-3 

0.00 

-1.72 

0.18 

■A 
A 

:3U -*•       ! 

r-fl 

;.<> 

.1.8 

I7.:t 

is 

<)?/.{<) 

14 

2.10 

3.1.5 

.1.71 

1.9 

12.3 

30.7 

70 

71/41 

17 

1.14 

4.10 

3.84 

foH.    n 

23.4 

28.6 

42 

78/27 

60 

0.13 

0.70 

0.83 

1 

19  J 

i.j 

Street  Smart 

/~>4  keptics  said  the  mar- 
^^riagc-  creating  two 
K^y  financial  powerhouse 
wouldn't  work.  But  profit 
at  Morgan  Stanley  Dean 
W  itter,  No.  7.  shol  up 
■+1%  last  year,  as  the  lirn 
ontinned  To  exploit  the 
booming  IPO  market.  It- 
-lock  returns  arc  up  mor< 
than  280%  from  three 
years  ago.  Meanwhile. 
( litigroup  climbed  to 
So.  ~)1 .  from  No.  168  in 
1()()().  lt>  net  income 
soared  ^2%  last  year. 
thanks  to  a  thriving  con- 
sumer hanking  business 
and  hood  Hading  al   its 
Salomon  Smith  Barney 
unit.  So  far.  these  look 
like  matches  made  in 
heaven. 
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1.6 

6.4 

24.0 

37 

60/32 

21 

0.29 

1.72 

2.25 

1.5 

13.2 

22.6 

79 

82/38 

28 

0.20 

2.79 

4.35 

-  !  .6 

7.8 

21.0 

52 

60/38 

18 

1.24 

2.85 

3.21 

i?  1.7 

30.4 

31.1 

33 
88 

43/26 

18 

1.58 

1.85 

2.12 

8 1 

.0 
..0 

8.0 

15.7 

115/81 

27 

0.23 

3.23 

3.65 

3.5 

23.1 

32 

52/30 

10 

2.13 

3.07 

3.55 

.4 

1.1 

17.9 

42 

65/40 

14 

1.44 

2.96 

3.36 

16 

.4 

15.0 

25.4 

134 

170/107 

25 

0.67 

5.42 

6.13 

.38 

.6 

3.7 

21.3 

103 

103/62 

17 

1.05 

6.17 

6.19 

-9 

.1 

10.6 

17.0 

77 

105/62 

30 

2.33 

2.62 

4.07 

3 

14 

.9 

NA 

21.8 

53 

74/50 

14 

2.11 

3.73 

4.24 

5 

.0 

16.1 

22.1 

44 

60/38 

21 

2.51 

2.12 

3.29 

63 

.9 
.7 

3.8 

17.0 

39 

50/32 

7 

1.53 

5.69 

5.24 

51 

3.0 

16.5 

73 

86/48 

9 

0.61 

8.15 

7.86 

1 

J5 

.0 
.0 
.5 

7.2 

20.2 

38 

50/32 

11 

1.26 

3.56 

4.03 

1 

22 

2.8 

15.2 

20 

49/17 

10 

1.31 

2.04 

2.32 

1 

48 

7.1 

.17.5 

52 

82/51 

12 

3.37 

4.40 

5.19 

22 

.1 

2.5 

20.1 

22 

46/22 

7 

4.88 

3.16 

3.54 

17 

.9 
.6 

11.8 

15.1 

37 

57/35 

18 

0.82 

2.07 

2.35 

89 

5.8 

16.5 

15 

38/14 

5 

4.10 

2.89 

2.81 

22 
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Tiny,  But  Mighty   | 

•-j-«he  folks  at  Citrix 
Systems  hie.  sure 
.A.   know   bow   ro  make 
an  entrance.  The  Florida 
software  maker  has  been 
around  for  more  than  a 
decade*  and  is  onlv  l/50tb 
the  size  of  Microsoft.  But 
it  debuted  in  the  S&P  500 
thi>  year — and  on  the 
BW  50.  at  No.  6.  Business- 
es can't  get  enough  of  its 
programs,  which  run  com- 
puter terminals  that  cost 
less  to  maintain  and  man- 
age than  regular  P<  s.  Sales 
have  doubled  on  average 
each  of  the  past  three 
years,  to  $403  million. 
driving  margins  up  to  29% 
last  year.  No  one's  cheering 
more  than  investors,  whose 
three-year  returns  are 
nearly  5.000%. 

FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 
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11  413      POTLATCH 


15220.5 
1100.2 


97.2 
-44.7 
-59.8 
-22.4 
503.1 

12.4 

9.6 

-38.4 

-2.9 

-4.2 

11.0 

-5.5 

-5.9 

40.5 

-33.3 

-2.4 

0.0 

-35.9 

-10.6 

14.3 


7.5 

1.3 

-26.7 

-25.4 

62.7 

34.8 

5.2 

-59.3 

0.4 

30.8 

3.0 

21.4 

11.2 

18.9 

-39.0 

-5.0 

8.8 

39.6 

-5.9 

-0.5 


1046.5 
1342.3 
19228.0 
1217.  ly 
1422.9 
820.2 
1429.1 
2681.2 

9012.7 

17790.0 

L3006.8 

L2262.0 

4078.0 

5268.0 

2878.6 

6952.7 

3799.5 

6827.4 

24600.0 

1676.8 


4 
16 
-1 
7 
3 
-6 
-3 
-4 

10 

35 

6 
4 
0 
7 
5 
3 
1 
0 
3 
7 


13006.8 

6 

-0.5 

12262.0 

14 

2.6 

4078.0 

10 

6.0 

5268.0 

-7 

-3.4 

2878.6 

25 

4.0 

6952.7 

13 

11.0 

3799.5 

1 

-6.2 

10.6 
12.1 

3.8 
16.7 

1.6 
19.1 
50.1 
-8.2 

2.7 

10.0 

-0.5 

2.6 

6.0 

-3.4 

4.0 

11.0 

-6.2 

-4.2 

8.1 

2.3 


99.7 

148.9 

1424.0 

76.0 

).3 

9.8 

-177.8 

-86.0 


143 
7 
NM 
-90 
NM 
NM 


428.3 

83 

1668.1 

50 

616.0 

110 

260.5 

193 

237.0 
216.8 

216 
10740 

199.8 

NM 

208.1 

49 

349.6 
199.0 

40.9 


-29 

-19 
10 


20  Publishing  &  Broadcasting 


INDUSTRY 

WERAGE 

m 

2 

TIME  WARNER 

2 

28 

TRIBUNE 

3 

115 

CLEAR  CHANNEL  COMMUNICATIONS 

4 

126 

NEW  YORK  TIMES 

5 

154 

GANNETT 

6 

157 

McGRAW-HILL 

7 

201 

COMCAST 

8 

210 

MEDIAONE  GROUP 

9 

217 

DOW  JONES 

10  223  KNIGHT-RIDDER 

11  229  TIMES  MIRROR 

12  268  CBS 

13  303  MEREDITH 

21  Service  Industries 


9259.1 

18.5 

104.8 

22552.6 

11.0 

178.3 

7295.1 

37.5 

96.2 

18172.6 

3.9 

70.0 

24278.9 

109640.0 

9259.1 

>2552.6 

7295.1 

L8172.6 

9976.6 

31946.8 

50820.9 

5580.8 

3857.1 

3045.7 

42042.3 

1435.7 


17.8 
32.5 
18.5 

11.0 
37.5 
3.9 
-5.5 
19.9 
44.0 
35.0 
-5.0 
-7.4 
61.5 
-14.6 


149.4 

321.0 

104.8 

178.3 

96.2 

70.0 

107.7 

379.0 

327.2 

64.3 

23.8 

2.8 

248.2 

19.5 


5478.0 

27333.0 
3221.9 
2678.2 
3130.6 
5260.2 
3992.0 
6209.2 
2695.0 
2001.8 
3228.2 
3029.2 
7373.0 
1061.9 


31 

87 

8 
8 
7 
8 
7 
1 
6 
7 
4 
9 
8 
3 


3221.9 

8 

10.2 

2678.2 

98 

96.4 

3130.6 

7 

5.6 

5260.2 

8 

5.7 

3992.0 

7 

8.7 

6209.2 

21 

14.3 

2695.0 

-6 

-5.5 

2001.8 

-7 

-7.9 

3228.2 

4 

10.5 

3029.2 

9 

-3.7 

7373.0 

8 

21.7 

15.4 

36.2 

L0.2 

36.4 

5.6 

5.7 

8.7 

L4.3 

-5.5 

-7.9 

10.5 

-3.7 

J1.7 

7.9 


815.1    104 

1960.0  1067 

1483.1  258 
59 


310.2 
919.4 
425.8 
780.9 
3514.0 
272.4 
339.9 
259.1 
157.0 
88.9 


8 

-5 

25 

-23 

146 

3158 

11 

93 

NM 

3 


INDUSTRY  AVERAGE 

9297.3 

-5.5 

52.2 

.  7333.7 

9 

15.4 

17.r,.o 

14(1 

1 

30     ENRON 

49198.4 

113.6 

262.9 

40112.0 

28 

45.5 

1024.0 

46 

2 

32     OMNICOM  GROUP 

16713.3 

43.3 

292.3 

5130.5 

20 

26.0 

362.9 

30 

3 

68     PAYCHEX 

12372.4 

78.7 

297.3 

653.8 

20 

-4.1 

162.9 

36 

4 

99     INTERPUBLIC  GROUP 

11293.1 

8.1 

147.0 

4561.5 

15 

22.4 

321.9 

4 

188  BUSINESS  WEFK  /  MARCH  27,  2000 


n    I                                                               INVESTMENT  DATA 

IARGIN 

RETURN  ON 
INVESTED 

CAPITAL 

RETURN  ON 
COMMON 

RECENT 
SHARE 
PRICE 

: 

12-MONTH 
HIGH 
1 

P-E 

DIVIDEND 

EARN 

•(ARE 

9.3 

16.6 

16.6 

30 

36/12 

84 

0.00 

0.36 

0.49 

4.1 

10.2 

17.7 

20 

38/15 

20 

0.00 

1.01 

1.02 

0 

,3.0 

8.0 

27.6 

22 

64/19 

11 

3.68 

1.96 

1.93 

6.2 

12.0 

16.6 

39 

74/36 

14 

2.16 

2.80 

2.73 

w 

9.0 

1.8 

1.8 

49 
45 

50/7 

445 

0.00 

0.11 

0.70 

1.1 

1.6 

1.6 

49/17 

279 

0.54 

0.16 

1.74 

N 

9.5 

-21.3 

-23.2 

21 

28/12 

-31 

0.00 

-0.67 

0.23 

' 

5.7 

-4.6 

-5.8 

10 

19/7 

-19 

0.00 

-0.52 

-0.37 

nj 

2.9 

^.4 

12.3 

35 

53/32 

15 

2.71 

2.32 

.V2*> 

0.8 

9.0 

20.1 

35 

54/33 

9 

1.44 

4.07 

4.93 

9.1 

22.7 

32.5 

52 

70/47 

17 

2.10 

3.09 

3.33 

Trading  Places 

-^■ust  try  to  put  a  label 
on  Enron  Corp.  Orig- 
in  inally  a  struggling 
gas-pipeline  company.  En- 
ron scored  big  when  utili- 
ties deregulated  by  mov- 
ing into  wholesale  and 
retail  markets  for  electric- 
ity and  gas.  It  got  a  big- 
ger boost  by  launching 
online  trading  of  energy 
and  other  commodities. 
Sales  limped  an  average 
annual  46%  over  the  past 
three  years;  net  income 
rose  43%.  Now.  Enron. 
No.  30,  is  trying  to  create 
a  new    market   lor  trading 
liber-optic  bamlw  idili. 
Wall  Street  i^  eating  it 
up.  1  (as1  year,  return- 
doubled,  making  Enron 
look  more  like  a  dot-com 
than  a  utility. 
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-0.5 

-0.7 
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Speed  Demons 


The  Internet  lias  cre- 
ated a  gold  mine  for 
companies  selling 
the  building  blocks  of 
high-speed  telecommuni- 
cations. Comverse   lech- 
nologv.  No.  11.  quadru- 
pled its  -lock  return-  lasl 
year  on  strong  sales  of 
s)  stems  that  support  voice 
mail  on  cell  phone-:  the 
company  wain-  to  -ell 
equipment  to  record  video 
image.-,  too.  Tellabs.  No. 
17.  boosted  margins  near- 
ly a  full  point,  to  24.1%. 
li  holds  a  70%  -hare  of 
the  North  American  mar- 
ket for  equipment  that 
connects  voice  and  data 
traffic  on  the  same  net- 
work.   Talk  about  hogging 
the  line. 
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7.3 
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9 

461 

RYDER  SYSTEM 

1263.9 
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4952.2 
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-43 

10 

465 
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4844.5 
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RELIANT  ENERGY 

6079.9 

-18.8 

5.3 

15302.8y 

33 

56.3 

■■■■■■ 

1665.7         NM 

m 

82 

AES 

16762.6 

125.4 

156.4 

3253.0 

36 

58.6 

245.0 

20 

3 

4 

116 

PPL 

2891.8 

-17.8 

4.4 

4590.0y 

21 

17.1 

504.0 
609.4 

25 

135 

PECO  ENERGY 

6932.2 

7.3 

88.3 

5436.6 

3 

8.8 

14 

5 

153 

COLUMBIA  ENERGY  GROUP 

4794.6 

18.2 

56.9 

3189. 2y 

21 

-3.6 

355.0 

13 

6 

160 

TEXAS  UTILITIES 

9017.8 

-18.6 

-4.5 

17117. 9y 

16 

41.9 

997.7 

7 

183 

SEMPRA  ENERGY 

4326.3 

-7.6 

5.4 

5374. Oy 

8 

24.5 

405.0 

32 

8 

191 

FIRSTENERGY 

4310.9 

-33.1 

-1.0 

6319.6 

8 

42.6 

645.1 

27 

9 

200 

FLORIDA  PROGRESS 

4196.6 

11.8 

60.1 

3845.  ly 

6 

7.0 

316.3 

14 

10 

231 

WILLIAMS 

18176.1 

14.7 

102.1 

8593.1 

12 

29.6 

161.8 

11 

233 

DTE  ENERGY 

4378.5 

-19.6 

18.6 

4728.0y 

12 

9.4 

483.0 
732.0 

9 

12 
13 

242 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

6343.7 

-19.3 

25.2 

6497.0y 

8 

2.1 

248 

CONSTELLATION  ENERGY  GROUP 

4450.6 

23.1 

28.4 

3786. 2y 

13 

5.8 

339.9 

4 

14 

249 

SOUTHERN 

14969.3 

-6.8 

19.6 

11585.0 

2 

2.4 

1297.1 

29 

15 

250 

DUKE  ENERGY 

17702.5 

-11.2 

23.8 

21742. Oy 

23 

19.5 

847.0 
470.0 

-33 
18 

16 

282 

GPU 

3070.2 

-33.7 

-15.9 

4757.1 

12 

6.3 

17 

288 

PINNACLE  WEST  CAPITAL 

2340.9 

-20.6 

-2.2 

2423.4y 

14 

9.7 

269.8 

11 

18 

290 

CINERGY 

3396.9 

-22.0 

-26.5 

5937.9 

0 

23.5 

409.1 

53 

19 

298 

EDISON  INTERNATIONAL 

9114.2 

7.5 

37.8 

9670.  ly 

9 

3.4 

648.9 

-4 

20 

306 

AMEREN 

4116.5 

-14.1 

-4.7 

3523. 6y 

6 

14.2 

397.7 

0 

21 

310 

UNICOM 

8225.0 

11.1 

98.4 

6848.0 

-4 

-0.4 

622.0 
98.8 

10 
47 

22 

317 

PEOPLES  ENERGY 

1028.3 

-10.0 

-0.2 

1296.6 

22 

-1.2 

23 

330 

EL  PASO  ENERGY 

8509.5 

4.0 

48.5 

10581.0y 

11 

53.6 

-217.0 

NM 

24 

343 

DOMINION  RESOURCES 

7000.4 
3575.3 

-0.9 

8.4 

5520.3y 

-9 

2.1 

550.6 

3 

25 

347 

CENTRAL  &  SOUTH  WEST 

-26.7 

-14.0 

5537.0y 

1 

2.6 

473.0 

5 

26 

348 

FPL  GROUP 

6919.3 

-21.6 

-4.8 

6438.0y 

-3 

2.4 

711.0 

55.1 

284.0 

5 

27 

357 

EASTERN  ENTERPRISES 

1563.3 

56.6 

94.9 

978.7 

5 

-1.6 

8 

28 

358 

CMS  ENERGY 

1939.7 

-57.7 

-43.1 

6103.0y 

19 

11.6 

9 

29 

370 

CONSOLIDATED  EDISON 

6009.9 

-37.7 

5.0 

7491. 3y 

6 

2.1 

714.2 

-2 

30 

371 

NICOR 

1429.1 

-16.9 

2.0 

1615. 2y 

10 

-6.9 

124.4 

7 

31 

375 

CAROLINA  POWER  &  LIGHT 

4748.1 

-21.1 

-6.9 

3357.6y 

5 

4.0 

382.3 

-4 

32 

381 

AMERICAN  ELECTRIC  POWER 

5458.9 

-27.8 

-20.0 

6916. Oy 

8 

5.6 

520.0 

-3 

33 

389 

ENTERGY 

4886.0 
3134.9 

-25.2 

-9.7 

8773. 2y 

-24 

8.2 

595.0 
346.6 

-24 

34 

395 

NEW  CENTURY  ENERGIES 

-28.4 

-17.5 

.      3375.4y 

-3 

3.1 

1 

35 

408 

PG&E 

7919.6 

-31.6 

2.1 

20820.0 

6 

29.2 

13.0 

-98 

36 

433 

NORTHERN  STATES  POWER 

2711.0 

-27.4 

-12.6 

2869.0 

2 

2.7 

225.3 

-20 

37 

449 

NIAGARA  MOHAWK  HOLDINGS 

2200.6 

-19.7 

14.6 

4084.2 

2 

0.8 

24.7 

NM 

INC 

INC 

ONEOK 

683.6 

-11.0 

-10.7 

2071.0y 

12 

NA 

106.9 

3 

192  BUSINESS  WEEK  /  MARCH  27,  2000 


INVESTMENT  DATA 

RECENT 

SHARE             12-MONTH 
HIGH/LOW 

i            t 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
1999 

ESTIMATED 

In 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 

EQUITY 

9 

1.8 

4.0 

14 

36/13 

22 

5.90 

0.63 

1.09 

8 

2.4 

6.1 

19 

29/18 

17 

3.24 

1.06 

2.15 

31 

4 

0.4 

0.9 

22 

54/20 

92 

5.41 

0.24 

2.56 

1.6 

.-..4 

11. 1 

31 

4'J/Jo 

i:i 

5.78 

2.46 

2.76 

b 

16.2 

30.3 

21 
84 

32/20 
89/35 

4 

7.30 

5.82 

2.28 

B 

2.5 

16.3 

67 

0.00 

1.25 

2.95 

.7 

8.4 

28.0 

20 

32/19 

6 

4.97 

3.14 

2.63 

.1 

7.2 

28.9 

37 

51/31 

12 

2.68 

3.03 

3.56 

4 

9.0 

17.9 

59 

66/44 

14 

1.53 

4.29 

4.15 

.1 

3.6 

11.8 

33 

46/31 

9 

7.36 

3.53 

3.38 

.1 

6.5 

12.7 

18 

25/16 

11 

5.56 

1.66 

1.87 

High  Energy 

~¥  %/  Thile  most  of  the 
\\ /   utility  industry  is 
▼  ▼      still  fettered  by  a 
regulated-monopoly  mind- 
set, a  couple  of  companies 
are  humming  at  full  pow- 
er. Reliant  Energy  Inc., 
No.  50,  expanded  oversea-. 
picking  up  gas  pipelines 
and  electricity  plants  to 
augment  it>  energy-trad- 
ing network.  Net  income 
rose  an  average  (rt%  in 
each  of  the  pasl  three 
years.  Meanwhile.    \l  S 
Corp.  nabbed  deregulated 
power  plants  worldwide. 
The  strategy  is  risky: 
Profits  Pell  20%  last  year, 
reflecting  Brazil's  devalued 
currency.  But  Wall  Street 
took  die  long  view,  and 
\l  S  -till  generated  high- 
wattage   125%  returns. 

FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  167; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  195 

.6 

5.0 

10.6 

19 

32/19 

7 

8.11 

2.50 

2.60 

(•8 

6.9 

15.3 

43 

48/36 

13 

5.11 

3.21 

3.33 

.8 

1.3 

3.7 

42 

54/28 

116 

1.44 

0.36 

0.66 

.5 

6.1 

12.5 

30 

45/29 

9 

6.82 

3.33 

3.37 

.9 

7.2 

17.1 

29 

43/28 

9 

7.45 

3.29 

3.48 

.8 

5.7 

10.3 

30 

34/25 

14 

5.65 

2.18 

2.60 

.8 

5.2 

12.9 

22 

29/22 

12 

6.04 

1.86 

2.03 



.2 

4.1 

8.6 

49 

61/47 

22 

4.54 

2.25 

4.00 

.3 

4.2 

12.3 

25 

45/23 

7 

8.52 

3.66 

3.22 

.4 

6.4 

12.3 

28 

43/26 

9 

5.07 

3.17 

3.23 

.5 

7.4 

14.8 

21 

35/21 

8 

8.42 

2.53 

2.50 

.8 

3.5 

11.0 

26 

30/22 

15 

4.11 

1.79 

2.24 

.0 

6.7 

11.3 

30 
38 

41/29 

11 

8.47 

2.81 

3.11 

..0 

4.6 

■  11.3 

43/31 

14 

4.23 

2.74 

3.21 

.4 

7.6 

12.6 

29 

40/27 

10 

6.91 

2.78 

2.67 

i.O 

-2.5 

-8.2 

37 

43/30 

-35 

2.22 

-1.06 

2.42 

:.8 

4.2 

10.0 

37 

49/36 

13 

7.03 

2.88 

3.25 

1.2 

5.9 

12.6 

17 

26/17 

8 

10.35 

2.18 

1.99 

1.2 

8.0 

12.5 

39 

61/36 

9 

5.59 

4.07 

4.22 

..4 

4.2 

7.3 

58 

59/34 

25 

2.97 

2.27 

2.94 

i.l 

2.6 

11.6 

17 

47/16 

7 

8.72 

2.35 

2.50 

).3 

6.9 

12.1 

28 

50/26 

9 

7.91 

3.13 

3.26 

'.9 

10.2 

15.9 

30 

40/30 
45/28 

12 

5.14 

2.62 

2.90 

!.5 

5.8 

10.9 

30 

12 

6.92 

2.55 

3.02 

$.4 

4.6 

10.0 

28 

44/28 

10 

8.53 

2.69 

2.42 

i.8 

3.7 

7.0 

20 

34/20 

9 

5.93 

2.25 

2.39 

).8 

6.6 

12.8 

27 
21 

43/26 

9 

8.57 

3.01 

3.26 

11.9 

0.1 

0.2 

34/20 

516 

5.82 

0.04 

2.15 

).0 

4.2 

8.3 

18 

28/17 

12 

8.26 

1.43 

1.95 

lt.0 

-0.1 

-0.3 

12 

16/12 

-196 

0.00 

-0.06 

0.32 

S.7 

3.6 

6.1 

23 

33/22 

11 

5.47 

2.09 

2.63 

2 
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on  your  Local  phone  company. 


local/Long  Distance 


High-speed  Internet 


for  Less 


For  every  business  that's  been  overlooked,  overcharged  and  underserved  by  the.  phone  company,  now 
there's  a  better  choice:  Teligent.  We've  built  our  own  local  phone  network,  so  you  can  leave  your 
current  carrier  and  finally  get  the  savings,  the  services  and  the  attention  you  deserve.  Like  unlimited 
local  calling  for  one  flat  monthly  rate  -  up  to  30%  less  than  you  currently  pay.  An  interactive  online 
billing  system  that  lets  you  sort,  track  and  analyze  your  expenses 

on  the  Web.  And  customer  service  that  treats  you  like  the  biggest  Tfal jflf^l'lt 

company  in  the  world.  Call  us.  We  promise  you'll  want  to  stay  on  the  line.  ■Crll^Jwi  It 

For  more  information,  Visit  WWW.teligent.com.  The  Smar,  Way  To  Communicate 


©2000  Teligent,  Inc.  Teligent,  SmartWave  and  The  Smart  Way  To  Cc 
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HE  S&P     Alphabetical  List  of  Companies 

m         ■!         B         I  he  numhei   lo  the  left  <>/  the  rnm/jatn  s  name  i</en/ifies  its  orerall 

^K^^W  ^^_^W       rank  among  Business  Weeks  Performance  Rankings  oj  the  S&P 
companies.  That  list  begins  <>n  page  I-+I.  The  numbers  immediately  to  the  right  identify  the 
\anys  rank  in  market  value  <m<l  12-month  soles  and  profits,  respectively,  among  the  500. 


OTHER  RANKINGS 


ilPANY  4  SVM80L  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES      PROFITS 


RANK   COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALU- 


ABBOTT  LABORATORIES  A8T(12) 

ADAPTEC  ADPT  (18) 

ADC  TELECOMMUNICATIONS  ADCT  (22) 

ADOBE  SYSTEMS  ADBE  (18) 

ADVANCED  MICRO  DEVICES  AMD  (9) 

AESAES(24) 

AETNA  AETU 

AFLAC  AFLd/ 

AIR  PRODUCT! 

ALBERTO-CUL' 

ALBERTSON'S 

ALCANALUMI 

ALCOA  AA  (16 

ALLEGHENY  Tl 

ALLERGAN  AG 

ALLIED  WASTE  INDUSTRIES  AW  (21) 


AETNA  AET(  17) 

267 

48 

134 

AFLAC  AFL  (17) 

194 

175 

173 

AIR  PRODUCTS  &  CHEMICALS  APD(4) 

274 

272 

238 

ALBERTO-CULVER  ACV  (8) 

465 

414 

423 

ALBERTSON'S  ABS  (10) 

186 

35 

246 

ALCAN  ALUMINUM  AL  (16) 

246 

201 

213 

ALCOA  AA  (16) 

100 

95 

93 

ALLEGHENY  TECHNOLOGIES  ATI  (5) 

450 

393 

410 

ALLERGAN  AGN  (12) 

258 

454 

359 

54 
323 

93 
170 
278 
133 
267 
194 
274 
465 
186 
246 
100 
450 
258 
472 


ALLSTATE  ALL  (17) 

142 

46 

34 

ALLTEL  AT  (22) 

125 

231 

122 

ALZAAZA(12) 

353 

484 

425 

1      AMERADA  HESS  AHC  (11) 

310 

207 

221 

1     AMERENAEE(24) 

330 

331 

234 

:     AMERICA  ONLINE  AOL  (18) 

18 

245 

96 

1      AMERICAN  ELECTR|C  POWER  AEP  (24) 

286 

211 

191 

',      AMERICAN  EXPRESS  AXP  (17) 

45 

75 

38 

<      AMERICAN  GENERAL  AGC  (17) 

159 

141 

86 

AMERICAN  GREETINGS  AM  (14) 

470 

398 

420 

!      AMERICAN  HOME  PRODUCTS  AHP  (12) 

47 

112 

496 

!      AMERICAN  INTERNATIONAL  GROUP  AIG  (17 

16 

22 

17 

I      AMGENAMGNU2) 

41 

341 

91 

AMR  AMR  (23) 

235 

87 

144 

AMSOUTH  BANCORPORATION  ASO  (3) 

280 

435 
490 
437 

284 

|      ANADARKO  PETROLEUM  APC  ( 11) 

344 

452 

(      ANALOG  DEVICES  ADI  (9) 

91 

298 

II      ANDREW  ANDW  (9) 

430 

483 

460 

I      ANHEUSER-BUSCH  BUD(6) 

84 

132 

70 

1'      A0NAOC(17) 
|      APACHE  APA  (11) 

291 
326 

206 

247 

462 

347 

APPLE  COMPUTER  AAPL(  18) 
!      APPLIED  MATERIALS  AMAT(  15) 

121 

218 

154 

40 

243 

100 

I      ARCHER  DANIELS  MIDLAND  ADM  (10) 

268 

»    116 

354 

ARMSTRONG  WORLD  INDUSTRIES  ACK  (6)   488 
ASHLAND  ASH  (11)  418 


118 
488 
410 
476 
365 
346 

48 
175 
272 
414 

35 
201 

95 
393 
454 
340 

46 
231 
484 
207 
331 
245 
211 

75 
141 
398 
112 

22 
341 

87 
435 
490 
437 
483 
132 
206 
462 
218 
243 
116 
335 
204 


39 
361 
380 
321 
482 
314 
134 
173 
238 
423 
246 
213 

93 
410 
359 
490 

34 
122 
425 
221 
234 

96 
191 

38 

86 
420 
496 

17 

91 
144 
284 
452 
298 
460 

70 
247 
347 
154 
100 
354 
464 
394 


139 

ASSOCIATES  FIRST  CAPITAL  AFS  ( 1 7) 

148 

128 

62 

190 

AT&T  T  (22) 

6 

10 
126 

14 
72 

219 

ATLANTIC  RICHFIELD  ARC  (11) 

106 

438 

AUTODESK  ADSK  (18) 

398 

482 

467 
126 
311 
337 

90 

AUTOMATIC  DATA  PROCESSING  AUDI  18) 

92 

242 

226 

AUTOZONE  AZO  (8) 

367 

301 

235 

AVERYDENNIS0NAVY(7) 

254 

324 

331 

AVON  PRODUCTS  AVP  (6) 

259 

261 

275 

B 

422     BAKER  HUGHES  8HI  (11) 

221 

291 

446 
413 

156 

BALLBLH7) 

484 

328 

213 

BANK  OF  AMERICA  BAC  (3) 

35 

13 

5 

94 

BANK  OF  NEW  YORK  BK  (3) 

103 

247 

54 

195 

BANK  ONE  ONE  (3) 

85 

55 

28 

379 

BARD(C.R.)8CR(12) 

429 

474 

405 
259 

321 

BARRICKG0LDABX(16) 

262 

453 

316 

BAUSCH&L0MB8OLU2) 

382 

426 

414 

130 

BAXTER  INTERNATIONAL  BAX  (12) 

138 

227 

125 

125 

BB&TBBK3) 

241 

317 

164 

100 

BEAR  STEARNS  BSC  (17) 

312 

180 

113 
287 

262 

BECTON,  DICKINSON  BOX  (12) 

236 

332 

73 

BED  BATH  &  BEYOND  BBBY(6) 

341 

428 

406 

104 

BELL  ATLANTIC  BEL  (22) 

37 

32 

19 
30 

127 

BELLSOUTH  BLS  (22) 

36 

52 

373 

BEMISBMS(7) 

452 

420 

408 

25 

BESTBUYBBY(6) 

180 

133 

282 
133 
487 
329 
401 

220 

BESTFOODS  BFO(  10) 

172 

176 

487 

BETHLEHEM  STEEL  BS  (16) 

489 

315 

13 

BI0GENBGEN(12) 

136 

485 
486 

239 

BI0METBMETU2) 

354 

327 

BLACK  &  DECKER  BDK  (15) 

389 

293 

276 
342 

313 

98 

BLOCK  (H&R)HRB  (17) 

322 

413 

108 

BMC  SOFTWARE  BMCS  (18) 

179 
80 

439 

168 

BOEING  BA(1) 

11 

42 

336 

BOISE  CASCADE  BCC  (19) 

444 

209 

348 

198 

BOSTON  SCIENTIFIC  BSX  (12) 

239 

366 

240 

202 

BRIGGS  &  STRATTON  BGG  (1 5) 

487 

438 

387 

21 

55 

BRISTOL-MYERS  SQUIBB  BMYU2) 

26 

68 

291 

BR0WN-F0RMANBF.B(6) 

370 

403 

339 

443 

BRUNSWICK  BC  (14) 

448 

299 

454 

338 

BURLINGTON  NORTHERN  SANTA  FE  BNI  (23) 

204 

163 

84 

476 

BURLINGTON  RESOURCES  BR  (11) 

298 

411 

471 
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T^JES&P    Alphabetical  List  of  Companies                  1 

r    *^^fl       B  fl       B        /'/"'  number  to  the  left  of  the  company's  name  identifies  its  orerall  rank  among,  Busiin 
^_^^^  ^^^W  ^^^W        Heck's  Performance  Rankings.  For  art  explanation  of  other  rankings,  seepage  195. 

RANK 

COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 

OTHER  RANKINGS 

OTHER  RANKINGS 

MARKET  VALUE     SALES       PROFITS 

RANK    COMPANY  &  SYMBOL  (INDUSTRY  GROUP)                  MARKET  VALUE 

SALES 

Pfl  - 

c 

416     CABLETRON  SYSTEMS  CS  (18) 

209 

452          463 

426     CONSOLIDATED  STORES  CNS  (8) 

464 

283 
322 
318 
396 

421 

248     CONSTELLATION  ENERGY  GROUP  CEG  (24) 

313 

253 

403     COOPER  INDUSTRIES  CBE  (9) 

394 

257 

313 

CAMPBELL  SOUP  CPB  (10) 

169 

224          128 

368     COOPER  TIRE  &  RUBBER  CTB  (2) 

483 

392 

42 

CAPITAL  ONE  FINANCIAL  COF  (17) 

245 

314         243 

270     C00RS(AD0LPH)RKY(6) 

449 

412 

424 

164 

CARDINAL  HEALTH  CAH  (12) 

171 

45          185 

65     CORNING  GLW  (15) 

62 

297 

203 

111 

CARNIVAL  CCL  (14) 

129 

333             95 
339          236 

88      COSTCO  WHOLESALE  COST  (8) 

108 

40 

184 

375 

CAROLINA  POWER  &  LIGHT  CPL  (24) 

306 

236     COUNTRYWIDE  CREDIT  INDUSTRIES  CCR  ( 1 7) 

395 

329 

228 

376 

CATERPILLAR  CAT  (15) 

164 

73           106 

429     CRANE  CR  (15) 

458 

445 

41S 

268 

CBS  CBS  (20) 

67 

200          379 

450     CROWN  CORK  &  SEAL  CCK  (7) 

443 

191 

36C 

431 

CENDANT  CD  (21) 

160 

257          491 

465     CSX  CSX  (23) 

301 

140 

448 

193 

CENTEX  CTX  (13) 

467 

244          303 

398     CUMMINS  ENGINE  CUM  (15) 

461 

220 

37) 

347 

CENTRAL  &  SOUTH  WEST  CSR  (24) 

361 

250          205 

109     CVS  CVS  (12) 

153 

85 

152 

189 

CENTURYTELCTH22) 

307 

432          317 

D 

305     DANA  DCN  (2) 

363 

119 
350 
330 
135 
51 
38 

292 

CERI0IANCENU8) 

390 

459          382 
262          322 

41             15 
29            45 

307 

CHAMPION  INTERNATIONAL  CHAU9) 

295 
42 
57 

79 

CHASE  MANHATTAN  CMB  (3) 

192 

222 

CHEVRON  CHV(ll) 

149     DANAHERDHRU5) 

277 

295 

390 

CHUBB CB(17) 

217 

221           160 

271      DARDEN  RESTAURANTS  DRI  (14) 

446 

37« 

344 

CIGNA  CI  (17) 

152 

80          138 
402          305 
240          230 

441     DEERE  DE  (15) 

222 

325 

339 

CINCINNATI  FINANCIAL  CINF(17) 

299 
365 

16      DELL  COMPUTER  DELL  (18) 

29 

5i 

290 

CINERGY  CIN  (24) 

237     DELPHI  AUTOMOTIVE  SYSTEMS  DPH  (2) 

199 

92 

95 

CIRCUIT  CITY  GROUP  CC  (6) 

224 
2 

146          306 
102            37 

143     DELTA  AIR  LINES  DAL  (23) 

271 

101 

76 

3 

CISCO  SYSTEMS  CSCO  (18) 

278     DELUXE  DLX  (18) 

439 

436 

345 

51 

CITIGROUP  C(17) 

11 

7              2 

377     DILLARD'S  DDS  (8) 

435 

1£8 

372 

6 

CITRIX  SYSTEMS  CTXS(  18) 

120 

498          407 

374     DISNEY  (WALT)  DIS  (14) 

39 

60 
316 
252 

102 

115 

CLEAR  CHANNEL  COMMUNICATIONS  CCU  ( 

20)   107 
196 

373         428 
312          323 
236          285 

107     DOLLAR  GENERAL  DG  (8) 

284 

331 

360 

CL0R0XCLX(6) 

343     DOMINION  RESOURCES  D  (24) 

249 

181 

358 

CMS  ENERGY  CMS  (24) 

431 

342     DONNELLEY  (R.R.)DNY  (21) 

410 

267 

27C 

257 

COASTAL  CGP  (11) 

208 

186          196 

199     DOVER  D0V(15) 

233 

294 

79 

415 

231 

302 

COCA-COLA  KO  (6) 

24 

72            40 

284     DOW  CHEMICAL  DOW  (4) 

105 

74 

382 

COCA-COLA  ENTERPRISES  CCE  (6) 

193 
82 

105         442 
162          108 

217     DOW  JONES  DJ  (20) 

281 

28E 

132 

COLGATE-PALMOLIVE  CL  (6) 

233     DTE  ENERGY  DTE  (24) 

316 

279 

201 

153 

COLUMBIA  ENERGY  GROUP  CG  (24) 

302 

351           245 

250     DUKE  ENERGY  DUK  (24) 

130 

64 
418 

lie 

391 

COLUMBIA/HCA  HEALTHCARE  COL  ( 1 2) 

181 

93          143 

400     DUN&BRADSTREETDNBU7) 

324 

302 

201 

COMCAST  CMCSK  (20) 

81 

233          124 

423     DUP0NTDD(4) 

55 

47 
478 

332 

296 

C0MERICACMA(3) 

279 

356          140 

E 

357     EASTERN  ENTERPRISES  EFU  (24) 

451 

258 

COMPAQ  COMPUTER  CPCH18) 

66 
77 

19          175 
232          127 

24 

COMPUTER  ASSOCIATES  INTL.  CA  (18) 

112 

COMPUTER  SCIENCES  CSC  (18) 

155 

177          241 
400         222 

444 

21 

C0MPUWARECPWR(18) 

230 

474     EASTMAN  CHEMICAL  EMN  (4) 
218     EASTMAN  KODAK  EK  (14) 

397 
128 

287 
110 
181 
406 

449 

11 

COMVERSE  TECHNOLOGY  CMVT  (22) 

147 

481          367 
53          265 

434          402 
44          129 

71 

430 

CONAGRA  CAG  (10) 

228 
115 
167 

93      EATON  ETN  (9) 
214     EC0LABECL(6) 
298     EDISON  INTERNATIONAL  EIX  (24) 

285 
357 
206 

162 

325 

CONEXANT  SYSTEMS  CNXT  (9) 

365 

304 
165 
370 

CONOCO  COC.  Bill) 

152 

147 

CONSECO  CNC  (17) 

303 

184          105 

330     EL  PASO  ENERGY  EPG  (24) 

220 

142 
82 

48i 

CONSOLIDATED  EDISON  ED  (24) 

272 

197          136 

273     ELECTRONIC  DATA  SYSTEMS  EDS  (18) 

83 

227 

136   dUSIINtSS  WttK  /  MAKUH   11 ,   ZUUU 
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OMPANY  4  SYMBOL  (INDUSTRY  GROUP) 


I     COMPAN 

J   ■.«„. 

A     EMERSON  ELECTRIC  EMR  (9) 
4     ENGELHARD  EC  (16) 

ENRON  ENE(21) 

ENTERGY  ETR  (24) 

EQUIFAX  EFX  (17) 

EXXON  MOBIL  XOM  (11) 


Week's  Performance  Rankings.  For  an  explanation  ofothei  rankings,  tee  pa 

OTHER  RANKINGS 


MARKET  VALUE 

SALES 

PROFITS 

23 

219 

99 

114 

106 

73 

441 

296 

350 

56 

17 

97 

300 

172 

169 

388 

425 

336 

5 

2 

4 

FANNIE  MAE  FNM  (17) 

FEDERATED  DEPARTMENT  STORES  FD  (8) 

FEDEX  FDX  (23) 

FIFTH  THIRD  BANCORP  FITB  (3) 

FIRST  DATA  FDC  (18) 

FIRST  UNION  FTU  (3) 

FIRSTAR  FSR  (3) 


49 
238 
184 
137 
118 

86 
131 


FIRSTENERGY  FE  (24) 

320 

229 

149 

FLEETBOSTON  FINANCIAL  F8F  (3) 

139 

92 

48 

FLORIDA  PROGRESS  FPC  (24) 

325 

319 

269 

FLUOR  FLR  (21) 

423 

129 

412 

FMCFMCU5) 

453 

305 

334 

FORD  MOTOR  F  (2) 

52 

4 

9 

FORT  JAMES  FJ  (19) 

329 

215 

248 

FORTUNE  BRANDS  FO  (15) 

359 

269 

495 

FPL  GROUP  FPL  (24) 

252 

225 

137 

FRANKLIN  RESOURCES  BEN  (17) 

255 

394 

197 

FREDDIE  MAC  FRE  (17) 

88 

56 

43 

FREEPORT-McMORAN  COPPER  &  GOLD  FCX  (16)  416 


.    i.J 
1!      GANNETT  GCI  (20) 

GAP  GPS  (8) 
I     GATEWAY  GTW  (18) 
JlJ     GENERAL  DYNAMICS  GD(1) 
|      GENERAL  ELECTRIC  GE  (5) 
li      GENERAL  MILLS  GIS  (10) 
I       GENERAL  MOTORS  GM  (2) 
14       GENUINE  PARTS  GPC  (21) 
(41      GEORGIA-PACIFIC  GROUP  GP  (19) 
r      GILLETTE  G  (6) 
»      GLOBAL  CROSSING  GBLX  (22) 
21     GOLDEN  WEST  FINANCIAL  GDW  (17) 
GOODRICH  (B.F.)GR(l) 
GOODYEAR  TIRE  &  RUBBER  GT  (2) 
GPU  GPU  (24) 


24 

84 

88 

336 

253 

96 

237 

229 

92 

319 

129 

305 

4 

215 

269 

225 

394 

56 

422 


24 
121 
155 
141 

80 

31 
114 
149 

48 
269 
412 
334 
9 
248 
495 
137 
197 

43 
390 


127 

263 

111 

68 

134 

87 

110 

174 

223 

215 

166 

112 

3 

5 

1 

192 

223 

168 

58 

1 

12 

338 

187 

237 

273 

86 

135 

72 

150 

79 

75 

433 

473 

309 

362 

202 

403 

,    249 

368 

360 

124 

316 

379 

277 

207 

RANK  COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 

387  GRACE(W.R.)GRA(4) 

362  GRAINGER  (WW.)  GWW(21) 

470  GREAT  ATLANTIC  &  PACIFIC  TEA  GAP  i 

345  GREAT  LAKES  CHEMICAL  GLK  (4) 

96  GTE  GTE  (22) 

34  GUI0ANTGDK12) 


MAI  Kl  1  MLUI 

SALES 

493 

448 

395 

340 

292 

362 

M      479 

145 

479 

447 

449 

389 

46 

50 

22 

112 

390 

251 

H 


319 

HALLIBURTON  HAL(ll) 

132 

103 
399 

278 

354 

HARCOURT  GENERAL  H  (5) 

407 

403 

60 

HARLEY-DAVIDS0NHDK14) 

189 

383 

291 

91 

HARRAH'S  ENTERTAINMENT  HET(14) 

406 

358 

330 

419 

HARTFORD  FINANCIAL  SERVICES  GRP.  H IG  ( 1 7) 

250 

113 

115 

350 

HASBRO  HAS  (14) 

380 

300 

358 

436 

HEALTHS0UTHHRCU2) 

434 

308 

431 

369 

HEINZ  (H.J.)  HNZ  (10) 

177 

157 

146 

274 

HERCULES  HPC  (4) 

440 

347 

369 

263 

HERSHEY  FOODS  HSY  (10) 

269 

313 

212 

140 

HEWLETT-PACKARD  HWP(18) 

15 

15 

33 

378 

HILTON  HOTELS  HLT(14) 

437 

353 

335 

15 

HOME  DEPOT  HD  (8) 

19 

21 

41 

486 

HOMESTAKE  MINING  HM  (16) 

445 

491 

470 

131 

HONEYWELL  INTERNATIONAL  HON  (5) 

71 

61 

60 

62 

HOUSEHOLD  INTERNATIONAL  HI  (17) 

144 

153 

63 

471 

HUMANA  HUM  (12) 

468 

147 

493 

243 

HUNTINGTON  BANCSHARES  HBAN  (3) 

304 

386 

226 

I 


482 

IKON  OFFICE  SOLUTIONS  IKN  (5) 

473 

255 

477 

136 

ILLINOIS  TOOL  WORKS  ITW  (1 5) 

158 

155 

117 

216 

IMS  HEALTH  RX  (21) 

266 

456 

309 

440 

INC0N(16) 

386 

404 

461 

232 

INGERS0LL-RANDIR(15) 

264 

192 

183 

27 

INTELINTC(9) 

4 

37 

8 

67 

INTERNATIONAL  BUSINESS  MACHINES  1 BM  ( 18)    10 

6 

6 

418 

INTL.  FLAVORS  &  FRAGRANCES  IFF  (4) 

373 

450 

374 

411 

INTERNATIONAL  PAPER  IP  (19) 

141 

54 

349 

99 

INTERPUBLIC  GROUP  IPG  (21) 

178 

288 

263 

427 

ITT  INDUSTRIES  UN  (15) 

424 

285 

324 

JK 


251     JEFFERSON-PILOT  JP(17) 
71      JOHNSON  &  JOHNSON  JNJ  (12) 
103     JOHNSON  CONTROLS  JCI  (15) 


289 

379 

198 

32 

42 

20 

311 

94 

220 
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The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  Busine 
Week's  Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  195. 


RANK    COM 


PANY  4  SYMBOL  (INDUSTRY  GROUP) 


320  J0STENSJOS(15) 

44  KANSAS  CITY  SOUTHERN  INDS.  KSUU 

77  KAUFMAN  &  BROAD  HOME  KBH  (13) 

396  KELLOGG  K  (10) 

294  KERR-McGEEKMG(ll) 

277  KEYCORP  KEY  (3) 

134  KIMBERLY-CLARK  KMB  (19) 

175  KLA-TENCOR  KLAC  (9) 

312  KMART  KM  (8) 

223  KNIGHT-RIDDERKRK20) 

61  KOHL'S  KSS  (8) 

INC  KROGER  KR  ( 10) 


OT 

HER  RANKINGS 

MARKET  VALUE 

SALES 

PROFITS 

485 

487 

451 

)       214 
481 

442 
320 

294 
385 

190 

208 

254 

345 
240 

370 
212 

386 
89 

90 

122 

470 

57 

150 

393 

321 

26 

153 

346 

348 

252 

166 

289 

300 

163 

14 

150 

205 

LEGGETT  &  PLATT  LEG  (6) 

369 

323 

283 

102 

LEHMAN  BROTHERS  HOLDINGS  LEH  (17) 

213 

78 
334 

85 

31 

LEXMARK  INTERNATIONAL  GROUP  LXK  (18) 

140 

267 

97 

LILLY  (ELI)  LLY  (12) 

43 

149 

36 

225 

LIMITED  LTD  (8) 

243 

151 

210 

265 

LINCOLN  NATIONAL  LNC  (17) 

290 

216 

211 

247 

LIZ  CLAIBORNE  LIZ  (6) 

415 

368 

353 

456 

LOCKHEED  MARTIN  LMT(l) 

253 

49 

130 

444 

LOEWS  LTR  (17) 

305 

65 

190 

404 

LONGS  DRUG  STORES  LOG  (12) 

490 

327 

436 

315 

LOUISIANA-PACIFIC  LPX  (19) 

463 

363 

333 

86 

LOWE'S  LOW  (8) 

124 

98 

139 

155 

LSI  LOGIC  LSI  (9) 

119 

405 

378 

10 

LUCENT  TECHNOLOGIES  LU  (22) 

9 

20 

29 

M 


301 

MALLINCKR0DTMKGU2) 

442 

374 

357 

490 

MANOR  CARE  HCR  (12) 

478 

401 

478 

359 

MARRIOTT  INTERNATIONAL  MAR  (14) 

256 

173 

225 

81 

marsh  &  Mclennan  mmc(17) 

111 

160 

132 

145 

MASCO  MAS  (13) 

231 

230 

174 

483 

MATTEL  MAT  (14) 

334 

254 

480 

272 

MAY  DEPARTMENT  STORES  MAY  (8) 

216 

108 

110 

197 

MAYTAG  MYG  (6) 

422 

298 

262 

380 

MBIAMBK17) 

350 

479 

264 

35 

MBNAKRB(3) 

122 

239 

107 

491 

McDERMOTT  INTERNATIONAL  MDR  (15) 

495 

376 

475 

146 

MCDONALD'S  MCD  (14) 

65 

115 

50 

157 

McGRAW-HILLMHP(20) 

191 

311 

224 

124 

MCI  WORLDCOM  WCOM  (22) 

21 

23 

23 

244 

McKESS0NHB0CMCK(12) 

287 

27 

340 

RANK    COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 

367     MEADMEAU9) 

210     MEDIAONE  GROUP  UMG  (20) 


OTHER  RANKINGS 

MARKET  VALUE 

SALES 

PROFIT 

19 

MEDTRONIC  MDT(  12) 

48 
143 

282          1C 

129 

MELLON  FINANCIAL  MEL  (3) 

266          1( 

48 

MERtKMRK(12) 

14 

33            1 

303 

MEREDITH  MOP  (20) 

454 

469         42 

78 

MERRILL  LYNCH  MER  (17) 

73 

30          : 

177 

MGIC  INVESTMENT  MTG  (17) 

342 

477          2( 

188 

MICRON  TECHNOLOGY  MU  (9) 

96 

290          26 

1 

MICROSOFT  MSFTU8) 

1 

63 

434 

MILACR0NMZU5) 

496 

440         4C 

142 

MILLIP0REMIL(9) 

409 

489         4: 

138 

MINNESOTA  MINING  &  MFG.  MMM  (15) 

76 

99            I 

295 

MIRAGE  RESORTS  MIR  (14) 

376 

388          36 

173 

M0LEXMOLX(9) 

211 

421          3E 

234 

MONSANTO  MTC  (4) 

102 

161          1! 

179 

MORGAN  (J.P.)JPM  (3) 

123 

131             i 

H| 

MORGAN  STANLEY  DEAN  WITTER  MWD  (17) 

34 

25            1 

264 

MOTOROLA  MOT  (9) 

30 

36          11 

N 


473 

NABISCO  GROUP  HOLDINGS  NGH  (10) 

396 

185 

304 

451 

NACCO  INDUSTRIES  NC  (15) 

499 

377 

445 

151 

NATIONAL  CITY  NCC  (3) 

173 

203 

69 

452 

NATIONAL  SEMICONDUCTOR  NSM  (9) 

157 

417 

494 

353 

NATIONAL  SERVICE  INDUSTRIES  NSI  (9) 

482 

391 

40C 

53 

NAVISTAR  INTERNATIONAL  NAV(2) 

427 

170 

180 

221 

NCR  NCR  (18) 

358 

234 

255 

18 

NETWORK  APPLIANCE  NTAP  (18) 

89 

496 

441 

395 

NEW  CENTURY  ENERGIES  NCE  (24) 

375 

338 

250 

126 

NEW  YORK  TIMES  NYT  (20) 

244 

354 

272 

445 

NEWELL  RUBBERMAID  NWLU5) 

260 

226 

422 

454 

NEWMONT  MINING  NEM  (16) 

455 

451 

261 

NEXTEL  COMMUNICATIONS  NXTL  (22) 

63 

342 

491 

449 

NIAGARA  MOHAWK  HOLDINGS  NMK  (24) 

420 

306 

458 

371 

NIC0RGAS(24) 

455 

441 

398 

385 

NIKENKE(6) 

169 

187 

388 

NORDSTROM  JWN  (8) 

391 

264 

346 

435 

NORFOLK  SOUTHERN  NSC  (23) 

293 

265 

320 

230 

NORTEL  NETWORKS  NT  (22) 

12 

62 

484 

433 

NORTHERN  STATES  POWER  NSP(24) 

402 

364 

327 

106 

NORTHERN  TRUST  NTRS  (3) 

162 

380 

233 

322 

NORTHROP  GRUMMAN  NOC(l) 

374 

165 

200 

114 

NOVELL  NOVL  (18) 

183 

460 

344 

392 

NUC0RNUE(16) 

318 

310 

315 
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Recommended  equipment:  Ford  Expedition. 
|     New  standard  fold/flip/stow  3rd-row  seat 
J     offers  flexibility.  (Extra  gear?  Extra  crew?) 

Optional  Triton™  5.4L  V8  delivers  260  hp. 

New  optional  2nd-row  captain's  chairs  - 
;     comfort  for  a  long  trip  and  post-kayak  stretch. 
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OTHER  RANKINGS 


IMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES       PROFITS 


o 


245  OCCIDENTAL  PETROLEUM  OXY  (11) 

259  OFFICE  DEPOT  ODP  (8) 

227  OLD  KENT  FINANCIAL  OK  (3) 

32  OMNICOM  GROUP  OMC  (21) 

INC  0NE0KOKE(24) 

4  ORACLE  ORCL  (18) 

417  OWENS  CORNING  OWC  (13) 

337  OWENS-ILLINOIS  01  (7) 


275 

193 

176 

336 

144 

301 

377 

430 

307 

134 

268 

244 

492 

409 

411 

8 

156 

66 

486 

270 

289 

425 

251 

277 

PQ 


46  PACCAR  PCAR  (2) 
INC  PACTIVPTV(15) 

105  PAINEWEBBER  GROUP  PWJ  (17) 

402  PALLPLL(5) 

289  PARAMETRIC  TECHNOLOGY  PMTC  (18) 

266  PARKER  HANNIFIN  PH  (15) 

68  PAYCHEXPAYX(21) 

47  PEBIOSYSTEMSGROUPPEBO) 
135  PECO  ENERGY  PE  (24) 

439  PENNEY  (J.C.)JCP  (8) 


OTHER  RANKINGS 


RANK    COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE    SALES 


317 

PEOPLES  ENERGY  PGL  (24) 

475 
282 

463 

417 

446 

PE0PLES0FTPSFT(18) 

451 

485 

478 

PEP  BOYS-MANNY,  MOE  &  JACK  PBY  (8) 

500 

61 

387 
67 

462 

47 

215 

PEPSICO  PEP  (6) 

349 

PERKINELMERPKK5) 

383 

458 

456 
32 

36 

PFIZER  PFE  (12) 

22 
232 

97 

408 

PG&E  PCG  (24) 

66 

465 
120 

208 

PHARMACIA  &  UPJOHN  PNU  (12) 

101 
355 
60 
195 
414 
156 

202 

481 

PHELPS  DODGE  PD  (16) 

355 

492 

194 

PHILIP  MORRIS  MO  (6) 

8 

7 

255 

PHILLIPS  PETROLEUM  P  (11) 

111 

166 

288 

PINNACLE  WEST  CAPITAL  PNW  (24) 

385 

290 

137 

PITNEY  BOWES  PBI  (18) 

295 

142 

450 
78 

480 

PLACER  DOME  PDG  (16) 

393 

466 

253 

PNC  BANK  PNC  (3) 

176 

210 

460 

POLAROID  PRD  (14) 

469 

416 

468 
453 
178 
193 
219 

413 

P0TLATCHPCH(19) 

471 

431 
190 
286 

340 

PPG  INDUSTRIES  PPG  (13) 

218 
387 

116 

PPL  PPL  (24) 

326 

PRAXAIR  PX  (4) 

292 

284 

54 

PRICE  (T.  ROWE)  ASSOCIATES  TROW  ( 1 7) 

343 

475 

319 

187 

PROCTER  &  GAMBLE  PG  (6) 

25 
317 

18 

26 

365 

PROGRESSIVE  PGR  (17) 

235 

281 
182 

76 

PROVIDIAN  FINANCIAL  PVN  (3) 

203 

309 

242 

PUBLIC  SERVICE  ENTERPRISE  GRP.  PEG  (24) 

263 

222 

131 

152 

PULTEPHMU3) 

491 
248 

325 
280 

36 

163 

aUAKEROATSOAT(lO) 

215 

26 

QUALCOMMQCOMO) 

31 
364 

304 

261 

287 

QUINTILES  TRANSNATIONAL  QTRN  (21) 

443 
275 

433 

R 

171      RALSTON  PURINA  RAL  (10) 

226 

172 

437 

RAYTHEON  RTN.B(l) 

265 

71 
361 

21< 

488 

REEBOK  INTERNATIONAL  RBK  (6) 

498 

46C 

178 

REGIONS  FINANCIAL  RGBK  (3) 

314 

337 

18E 

50 

RELIANT  ENERGY  REI  (24) 

270 

100 

55 

424 

REYNOLDS  METALS  RLM  (16) 

337 

276 

39S 

INC 

RITE  AID  RAD  (12) 

438 
219 

499 
205 

49< 

254 

ROCKWELL  INTERNATIONAL  ROK  (9) 

16- 

275 

R0HM&HAASROH(4) 

210 

259 

312 

475 

ROWAN  RDC  (11) 

426 

497 

47! 

147 

ROYAL  DUTCH  PETROLEUM  RD(ll) 

27 

9 

If 

485 

RUSSELL  RML(6) 

497 

467 
274 

46! 

461 

RYDER  SYSTEM  R  (23) 

462 

43' 

s 

432     SAFECO  SAFC  (17) 

400 

2*13 
39 

301 

110 

SAFEWAY  SWY  (10) 

113 

10' 

333 

SARA  LEE  SLE  (10) 

154 

69 

82 

83 

SBC  COMMUNICATIONS  SBC  (22) 

20 

12 

1( 

64 

SCHERING-PLOUGH  SGP  (12) 

51 

159 

4^ 

412 

SCHLUMBERGERSLB(ll) 

69 

182 

261 

14 

SCHWAB  (CHARLES)  SCH  (17) 

78 

281 

17C 

72 

SCIENTIFIC-ATLANTA  SFA  (22) 

229 

457 

39; 

260 

SEAGATE  TECHNOLOGY  SEG  (18) 

188 

217 

9' 

212 

SEAGRAM  VO  (6) 

99 

104 

292 

172 

SEALED  AIR  SEE  (7) 

327 

367 

341 

324 

SEARS,  ROEBUCKS (8) 

185 

16 

6£ 

183 

SEMPRA  ENERGY  SRE  (24) 

319 

258 

232 

468 

SERVICE  CORP.  INTERNATIONAL  SRV  (21) 

476 

343 

476 

323 

SHARED  MEDICAL  SYSTEMS  SMS  (18) 

474 

464 

432 

334 

SHERWIN-WILLIAMS  SHW(13) 

372 

273 

274 

384 

SIGMA-ALDRICHSIAU12) 

412 

473 

38: 

489 

SILICON  GRAPHICS  SGI  (18) 

436 

372 

481 

300 

SLM  HOLDING  SLM  (17) 

297 

345 

19£ 

394 

SNAP-ON  SNAU5) 

460 

419 

396 

37 

SOLECTRON  SLR  (9) 

116 

167 

256 

249 

SOUTHERN  SO  (24) 

145 

136 

75 

204 

SOUTHTRUST  SOTR  (3) 

347 

344 

216 
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Will  your  company  be  an  e-business  success  story? 

■  The  Internet  economy  has  changed  everything:  business  models,  relationships  with 
customers,  partners,  and  suppliers — indeed,  every  relationship  inside  and  outside  a 
company's  four  walls.  Information  rules.  Knowledge  and  relationships  drive  success.  Your 
decision  makers  need  instant  access  to  integrated  information  so  they  make  better 
decisions  in  Internet  time.  Business  Intelligence  from  Cognos  delivers  high-impact  informa- 
tion across  your  extended  enterprise.  Everyone  makes  better,  coordinated  decisions  at 
e-speed.  Now  that's  a  success  story.  SeeCognos  at  www.cognos.com/seespeed 


SeeBetterSeeBusinessSeeResults 


nfvu 


Cognos,  the  Cognos  logo,  and  SeeBusiness  are  trademarks  of  Cognos  Incorporated 
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The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  Busiru 
Week's  Performance  Rankings.  For  an  explanation  of  other  rankings,  seepage  195. 


RANK  COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 

117  SOUTHWEST  AIRLINES  LUV  (23) 

397  SPRINGS  INDUSTRIES  SMI  (15) 

101  SPRINT  FON  GROUP  FON  (22) 

INC  SPRINT  PCS  GROUP  PCS  (22) 

447  ST.  JUDE  MEDICAL  STJ  (12) 

364  ST.  PAULSPCU7) 

351  STANLEY  WORKS  S 

70  STAPLES  SPLS  (8) 

58  STATE  STREET  STT 

318  SUMMIT  BANCORP. 

12  SUN  MICROSYSTEH 

414  SUNOCO  SUN  (11) 

148  SUNTRUST  BANKS  STI  (3) 

308  SUPERVALU  SVU  (10) 

203  SYNOVUS  FINANCIAL  SNV(3) 

113  SYSCO  SYY  (10) 


351 

STANLEY  WORKS  SWK  (15) 

428 

70 

STAPLES  SPLS  (8) 

168 

58 

STATE  STREET  STT  (3) 

174 

318 

SUMMIT  BANCORP.  SUB  (3) 

328 

12 

SUN  MICROSYSTEMS  SUNW  (18) 

13 
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421 
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381 

168 
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292 
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302 
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328 

378 

217 

13 

120 

77 

417 

148 

418 

135 

199 

88 

411 

77 

328 

308 

447 

326 

182 

83 
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144 

TANDY  TAN  (6) 

242 

303 

279 

85 

TARGET  TGT  (8) 

94 

31 

81 
455 
179 
356 
310 
355 

83 

428 

TEKTRONIX  TEK  (9) 

401 

444 
392 

17 

TELLABS  TLAB  (22) 

117 

281 

TEMPLE-INLAND  TIN  (7) 

392 

326 

386 

TENET  HEALTHCARE  THC  (12) 

288 

138 
424 

52 

TERAOYNETERO) 

146 

269 

TEXACO  TX  (11) 

95 

28 

41 

TEXAS  INSTRUMENTS  TXN  (9) 

17 

154 

68 
101 
158 
474 
384 

160 

TEXAS  UTILITIES  TXU  (24) 

207 

89 

186 

TEXTRON  TXT  (5) 

205 

137 

458 

THERMO  ELECTRON  TMO  (9) 

405 

384 

311 

THOMAS  &BETTSTNB  (9) 

459 

381 

122 

3C0MCOMSU8) 

79 

246 

199 

49 

2 

TIME  WARNER  TWX  (20) 

28 

43 

229 

TIMES  MIRROR  TMC  (20) 

381 

357 
382 

299 
439 

477 

TIMKENTKR(15) 

480 

123 

TJX  TJX  (8) 

296 

171 

186 

421 

T0RCHMARKTMK(17) 

404 

397 

296 
218 

74 

TOSCO  TOS  (11) 

348 

107 

355 

TOYS  'R'  US  TOY  (8) 

384 

130 

286 

443 

64 

157 

INC 

TRANSOCEAN  SEDCO  FOREX  RIG  (1 1) 

227 

494 

28 

TRIBUNE  TRB  (20) 

202 

349 

455 

TRICON  GLOBAL  RESTAURANTS  YUM  (14) 

331 

189 

128 

TRW  TRW  (5) 

276 

91 

209 

406 

TUPPERWARETUPU5) 

477 

472 

430 
51 

23 

TYCO  INTERNATIONAL  TYC  (9) 

44 

59 
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240 

U.S.  BANCORP  USB  (3) 

151 

196 

6 

310 

UNICOM  UCM  (24) 

225 

214 

499 

15 

INC 

UNILEVER  NV  UN  (10) 

87 

49 

383 

UNION  CARBIDE  UK  (4) 

247 

241 

27 

329 

UNION  PACIFIC  UNP(23) 

197 

139 

12 

457 

UNION  PACIFIC  RESOURCES  GRP.  U  PR  ( 1 1 ) 

419 

427 

42 

252 

UNION  PLANTERS  UPC  (3) 

351 

375 

22 

87 

UNISYS  UISU8) 

201 

195 

18 

162 

UNITED  HEALTHCARE  UNH  (12) 

212 

74 

17 

352 

UNITED  TECHNOLOGIES  UTX(l) 

104 

58 

11 

361 

UNOCAL  UCL(ll) 

261 

238 
158 

40 

448 

UNUMPROVIDENT  UNM  (17) 

371 

48 

420 

US  AIRWAYS  GROUP  U  (23) 

457 

178 

35 

133 

USWESTUSW(22) 

74 

117 

9 

309 

USTUST(6) 

368 

446 

20 

167 

USX-MARATHON  GROUP  MRO  (1 1) 

257 

57 

14 

479 

USX-U.S.  STEEL  GROUP  X  (16) 

432 

260 

44 

VWXYZ 


415 

VFVFC(6) 

385 

248 

24 

241 

VIACOM  VIA.B  (14) 

70 

125 

23 

174 

VULCAN  MATERIALS  VMC  (13) 

339 

389 

31 

185 

WACHOVIA  WB  (3) 

175 

228 

9 

118 

WALGREEN  WAG  (12) 

97 

81 

14 

45 

WAL-MART  STORES  WMT  (8) 

7 

3 

1 

9 

WARNER-LAMBERT  WLA  (12) 

38 

123 

5 

158 

WASHINGTON  MUTUAL  WM  (17) 

161 

114 

5 

463 

WASTE  MANAGEMENT  WMI  (21) 

198 

121 

48 

80 

WATSON  PHARMACEUTICALS  WPI  (12) 

349 

492 

36 

170 

WELLPOINT  HEALTH  NETWORKS  WLP  (12) 

315 

198 

281 

39 

WELLS  FARGO  WFC  (3) 

50 

70 

2 

366 

WENDY'S  INTERNATIONAL  WEN  (14) 

433 

408 

37 

399 

WESTVAC0W(7) 

399 

359 

39 

207 

WEYERHAEUSER  WY  (19) 

187 

127 

16. 

192 

WHIRLPOOL  WHR  (6) 

335 

143 

24" 

224 

WILLAMETTE  INDUSTRIES  WLL  (19) 

352 

307 

29" 

231 

WILLIAMS  WMB  (24) 

126 

179 

37! 

459 

WINN-DIXIE  STORES  WIN  (10) 

413 

109 

40' 

356 

WORTHINGTON  INDUSTRIES  WTHG  (16) 

466 

423 

41! 

285 

WRIGLEY(WM.)JR.WWYdO) 

237 

407 

27: 

297 

XEROX  XRX  (18) 

149 

76 

6" 

29 

XILINXXLNX(9) 

98 

480 

33f 

180 

YAHOO  YHOO  (18) 

33 

495 

44( 

276 

YOUNG  &RUBICAMYNR  (21) 

362 

429 

37( 
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JDITING 


VHERE  HAVE 

LL  THE  ACCOUNTANTS  GONE? 

the  Street,  to  the  Valley-anywhere  to  flee  all  those  regs 


i   li)!)<),   armed    with   a 

legree    from    Virginia 

rech.  Matt  Curtin  land- 

a  job  as  an  auditor  for 

ihur  Andersen.  It's  the 

t  of  coveted  post  at  a 

j  Five  firm  that,  in  ear- 
days,  accounting  grads 

old  have  killed  for.  But 

es  have  changed.  Three 

?ks    ago,    Curtin,    26, 

iped  ship  for  a  technol- 

'  company,  Xybernaut 

•p.,  in  Fairfax,  Va. 

\t   Xybernaut,    Curtin 

3  stock  options  and  has 
freedom  to  invest  his 

ktt  change  in  any  stock 

likes.  Neither  was  true 
Andersen,    where    he 

ild  have  had  to  wait  15- 

years  to  make  partner 

get   a   share   of  the 

l's     profits.     All     that   ' 

»hed  in  Curtin's  decision.  Simply 

.  he  wants  to  have  "the  chance 

nake  a  killing  on  the  equity  market." 

<RA  SCHOOLING.  He's  hardly  alone. 
Big  Five  are  bleeding  talent  as  nev- 
tefore  to  large  corporations  and  star- 
>  alike.  And  it's  not  just  junior  ac- 
itants.  Ten  years  ago,  it  was  almost 
eard  of  for  a  partner  in  the  Big  Five 
ump  ship.  Today,  it's  barely  even 
B.  "Now,  they're  in  a  dog  fight,"  S3JB 
■Tie  Mello,  a  headhunter  at  Robert 
f  International  Inc.  Even  more  omi- 
3,  the  flow  of  young  people  entering 
t'uld  has  slowed  to  a  trickle.  Coun- 
ride,  those  taking  the  exam  for  cer- 
1  public  accountant  for  the  first  time 
40';  from  L992  to  1998. 
iimpd  it  ion  from  Wall  Street  and  Sil- 
Valley,  where  the  rewards  can  be 
h  richer,  plays  a  big  part.  Big  Five 
mntants   have  just    the  expertise 
e  companies  need:  They  know  fi- 
lial accounting,  they're  technologi- 
■  savvy,  ami  they  have  broad  expe- 
Be  in  a  wide  variety  of  businesses. 
ut  also  to  blame,  many  are  begin- 
to  argue,  are  regulations  that  gov- 
auditors'  ability  to  invest  in  stocks. 
the   industry   consolidated   over 


the  last  decade, 
these  longstanding  rules  have  become 
more  onerous.  Meanwhile,  new  rules 
are  emerging  that  require  an  extra 
year  of  college  for  aspiring  accountants. 
Intended  to  improve  audit  quality,  they 
may  be  instead  driving  accountants  out 
of  the  field.  "The  rules  we  have  to  date 
do  not  help  us  attract  and  retain  peo- 
ple," says  Stephen  G.  Butler,  chairman 
of  kpmg.  "They're  very  complex,  diffi- 
cult to  keep  abreast  of,  and  most  are 
extremely  outdated."  To  fight  back,  au- 
diting firms  have  been 
forced  to  come  up  with 
creative  programs  to 
attract  and  keep  talent. 
For  the  Big  Five, 
the  problem  starts  on 
campus,  where  the  sup- 
ply of  accounting  grad- 
uates has  dwindled  pre- 
cipitously over  the  last 
decade.  One  big  reason 
is  the  requirement  now 
in. place  in  many  states 
that  students  complete 
150  hours  of  education 
before  they  can  sit  for 


m 


BRAIN  DRAIN 

FEWER  HOPEFULS 

ARE  TAKING  THE 

CPA  EXAM 


'92    '93    '94    '95    '96    '97    '98 
▲  THOUSANDS     DATA  NATIONAL  ASSOCIATION  OF 
STATE  BOARDS  OF  ACCOUNTANCY 


the  i  m  exam.  The  rule  .  w hi 
tially  increa  e  accounting  '"  ■>  I 
major,  were    iippo  ed  to  prepai 

for  the  if  it  ricaciee  of  globalizal  ion 
and  increasingly  creative  financ 

Instead,  they  have  depleted 
ranks  of  people  going  into  auditing.  At 
Georgetown  University,  for  example, 
the  number  of  accounting  majors 
dropped  in  half  from  V.M  to  ]'.>'.)'.).  That 
trend  is  likely  to  continue.  Eighteen 
more  states  will  up  their  education  re- 
quirements between  now 
and  2009. 

To  stem  the  brain  drain, 
Big  Five  firms  are  increas- 
ing salaries  by  as  much  as 
10%  per  year  in  hot  mar- 
kets and  offering  perks 
like  20-day  vacation  blocks. 
They're  also  taking  a  new 
approach  to  selling  the  job. 
Arthur  Andersen  hits  cam- 
pus early,  inviting  promis- 
ing sophomores  and  ju- 
niors to  conferences  held 
at  its  training  center  in  St. 
Charles,  111.  There,  Ander- 
sen puts  to  work  reams  of 
analyses  it  has  done  on 
what  new  graduates  want. 
The  result,  says  Matt 
Gonring,  managing  partner 
in  charge  of  marketing:  a 
sales  pitch  that  focuses  on 
work/life  balance,  mobility, 
and  the  chance  to  work  overseas. 
Certain  firms  are  even  compensat- 
ing for  the  150-hour  requirement  with 
their  owm  programs.  Last  year,  Ernst 
&  Young  launched  Your  Master  Plan, 
which  offers  a  masters  in  accountancy 
from  Notre  Dame  or  the  University  of 
Virginia  on  the  company's  dime.  For 
people  who  didn't  major  in  accounting 
as  undergrads,  a  special  immersion 
class  is  available.  "In  this  kind  of  a 
market,"  says  Lisa  K.  Pals,  Ei-v's  na- 
tional director  of  recruiting,  "you've 
got  to  get  creative." 

SEC  PROBE.  Rattled  by 
the  increasing  attrition 
now  reaching  all  the 
way  up  to  the  partner 
levels,  the  Big  Five  are 
rethinking  their  corpo- 
rate culture.  Famed  for 
a  grueling  pace  that  of- 
ten means  visiting  four 
cities  in  a  week,  many 
of  the  big  firms  now  of- 
fer flexible  work  ar- 
rangements. Three 
years  ago.  E3&Y  created 
a  "department  of  reten- 
tion"   whose    chief  re- 
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e-Networks:  Communications  Strategies 
for  the  e-Business  Economy 


MAY  9.  2000  *  SHERATON  NEW  YORK  ■  NEW  YORK  CITY 


John  W.  Sidgmore 
Vice  Chairman, 
MCI  Worldcom,- 

Chairman,  UUNet 


James  Yost 
Vice  President  &  CIO 

Ford  Motor  Company 


Kevin  O'Connor 

CEO  62  Co-founder 

DoubleClick 


What  decisions  will  you  need  to  make  to  survive 
in  the  next  generation  of  e-business7  How  do  you 
integrate  voice,  data  and  Internet  communications 
into  the  most  effective  global  network7  What  are 
the  most  successful  strategies  and  business  models 
today7  And  even  more  important,  what  will  those 
strategies  be  tomorrow? 

Find  out  at  The  2nd  Annual  Business  Week 
Technology  Leadership  Summit  in  New  York.  On 
May  9,  you'll  learn  why  the  right  technological 
advantage  is  the  best  strategic  advantage. 

You'll  also  hear  real-world  solutions  and  insights 
from  pacesetters  in  the  e-business  economy  including: 

■  Peter  A.  Jacobson,  Chief  Technology  Officer 
and  Senior  Vice  President,  United  States 
Postal  Service 

■  Scott  Charney,  Principal,  Pricewaterhouse- 
Coopers  LLC,  Former  Chief,  Computer 
Crime  Section,  Department  of  Justice 

■  Jay  Rolls,  Vice  President,  Engineering, 
Excite@Home  , 

■  Thomas  A.  Lesica,  Senior  Vice  President, 
CIO,  J.Crew  Group,  Inc. 

■  Mark  H.  Goldstein,  President  and  CEO, 
BlueLight.com 

among  others 

To  guarantee  that  this  conference  is  a  valuable 
experience  for  each  executive,  reservations  are  ex- 
tremely limited.  To  reserve  your  place  at  this  strate- 
gic, hands-on  conference  for  top-level  executives: 
Go  to:   www. conferences. 
businessweek.com/ 
2000/enetworks/ 
e-mail:    enetworks@businessweek.com 
phone:    1-800-682-6007 
fax  on  demand:    1-800-682-6007,  document  #150 
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ports  to  the  firm's  chairman.  E&Y  esti- 
mates its  retention  efforts  have  saved  $9 
million  in  training  and  other  expenses. 

However,  it  and  its  rivals  are  hav- 
ing a  much  harder  time  addressing  the 
biggest  retention  problem  they  face  to- 
day: regulatory  restrictions  on  stock 
ownership.  Nothing  made  that  clearer 
than  the  recent  Securities  &  Exchange 
Commission  investigation  into  regulato- 
ry compliance  at  PricewaterhouseCoop- 
ers.  Industry  leaders  believe  that  some 
of  the  8,064  violations  that  the  sec  un- 
covered are  minor  ones — and  that  the 
crackdown  will  scare  away  even  more 
newcomers  to  the  profession. 
IN-LAWS,  TOO.  To  be  sure,  there  was  a 
serious  compliance  failure  at  pwc  that 
included  blatant  conflicts  of  interest. 
Among  its  transgressions  were  viola- 
tions of  the  most  basic  rule  of  indepen- 
dence— that  a  partner  or  other  employ- 
ee should  not  hold  stock  in  a  company 
he  or  she  audits. 

But  some  of  the  sec's  complaints 
bring  to  light  ways  in  which  these 
rules,  written  decades  ago,  just  don't 
fit  today's  economy.  For  example,  stock- 
holding restrictions  apply  not  just  to  a 
direct  audit  client  but  to  any  client  of 
the  firm  anywhere  in  the  world  and  to 


the  stock  of  any  company  with  a  joint 
venture  or  investment  in  that  client. 
That  means  a  partner  in  Los  Angeles 
may.  not  hold  stock  in  a  client  of  the 
Boston  office.  Robert  K.  Elliott,  chair- 
man of  the  American  Institute  of  Cer- 
tified Public  Accountants,  estimates  that 
for  employees  of  the  Big  Five,  that  rule 
eliminates   approximately  40%  of  all 


Rigid  policies  intended 

to  improve  audits  are 

driving  accountants 

from  the  field 


stocks.  And  the  restrictions  apply  to 
spouses,  children,  and  even  in-laws  if 
they  live  nearby. 

Of  course,  that  doesn't  mean  that 
Big  Five  partners,  who  easily  make 
$200,000  to  $500,000  per  year,  are  head- 
ing for  the  welfare  line.  But  in  a  job 
market  where  their  skills  are  heavily  in 
demand,  such  restrictions  only  enhance 
the  attractiveness  of  a  corporate  job, 
these  firms  say.  "If  you  improve  auditor 


independence  by  one  unit  and  j 
competency  by  10  units,  is  that  a 
trade-off  for  investors?"  asks  the 
pa's  Elliott.  "I  think  it's  a  very 
trade-off." 

SECOND  LOOK.  The  debate  over 
rules  has  prompted  the  sec  to  ree 
ine  the  regulations'  effectiveness, 
need  to  recognize  that  the  busi 
world  has  changed,"  says  sec  Chie 
countant  Lynn  E.  Turner.  Turnei 
pects  to  have  new  rules  ready  fo 
sec  vote  in  the  near  future.  Pay  e> 
Alan  Johnson  suggests  that  the  sec 
sider  the  rules  common  in  Corpc 
America:  holding  shares  a  perio 
three  years  and  giving  at  least 
months'  notice  before  selling. 

The  firms  are  moving  on  this, 
Arthur  Andersen  is  working  on  a 
to  be  introduced  within  months  to  s 
the  firm's  income  with  nonpartners. 
E&Y,  kpmg,  and  PricewaterhouseCoc 
are  all  breaking  off  their  consulting 
nesses.  If  these  deals  go  throug] 
expected,  they'll  bring  a  huge  wir 
to  existing  partners,  stock  option 
the  consultants,  and,  just  mayt 
chance  for  the  Big  Five  to  stem  d 
tions  to  the  Xybernauts  of  the  wo: 
By  Nanette  Byrnes  in  New 


Head  for  the  hotels  with  the  best  co 


Working  overseas  means 
Exotic  customs 

Exciting  opportunities 

Challenging  marke 
But  nothing's  better 
than  a  taste  of  home. 
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These  six  fine  hotels  feature  the  AT&T  Direct8  Service  Speed  Dial  Button  for  clear  direct  connections  back  home 
or  back  to  the  office.  Just  another  way  to  keep  your  net. working. 


Mandarin  Oriental  Manila 

Makati  City,  Philippines 
63  2  892  4255 

The  Peninsula  Manila 

Makati  City,  Philippines 
63  2  817  8181 


Hotel  Sofitel  Plaza 

Ho  Chi  Minh  City,  Vietnam 
848  824  1222 
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Ho  Chi  Minh  City,  Vietnam 
848  842  2181 
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Hungzhou/Zhejiang,  China 
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Avoid  the  rush. 
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Scudder  Large  Company  Growth  Fund* 

35.05% 

30.21% 

20.54% 

one 

year 

five 
year 

since  inception 
5/15/91 

Scudder  Technology  Fund* 

167.06% 

N/A 

98.86% 

one 
year 

five 
year 

since  inception 
3/2/98 

Scudder  S&P  500  Index  Fund* 

20.37% 

N/A 

24.60% 

one 
year 

five 
year 

since  inception 
8/29/97 

*  Average  Annualized  Total  Returns  as  of  12/31/99 


www.scudder.com 

AOL      keyword:      Scudder 


Give  yourself  every  advantage.  Start  with  a  Scudder  No-Fee  IRA. 

It's  never  too  early  to  begin  planning  an  enjoyable  retirement  —  and  the  Scudder  No-Fee 
IRA  can  give  you  a  head  start.  That's  because  we  don't  eat  up  your  money  in  fees  and  all  our 
funds  are' no-load.  We  also  offer  a  tax-deferred  variable  annuity  that  can  complement  your  IRA. 
Better  still,  we  back  you  with  information  and  planning  tools,  including  our  online  Retirement 
Builder™  calculator,  to  help  you  plot  your  course.  To  find  out  how  to  transfer  your  IRA,  contact 
us  now.  Because  retirement  can  sneak  up  in  a  hurry. 


1  -800  -SCUDDER 


BE    READY 
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brmance  is  historical  and  Includes  reinvestment  of  dividends  and  capital  gains.  Investment  returns  and  principal  value  fluctuate  so 
y  have  a  gain  or  a  loss  when  you  sell  your  shares.  Past  performance  is  no  guarantee  of  future  results.  Scudder  has  agreed  to  maintain  total 
nunlized  expenses  for  Scudder  Technology  Fund  and  Scudder  S&P  500  Index  Fund  at  1 .75%  and  .40%  of  daily  net  assets  through  9/30/00 


1 2  months.  Scudder  variable  annuity  products  are  issued  by  Glenbrook  Life  and 


incur  greater  risks  and  more  dramatic  fluctuations  in  value  due  to  the  Fund's  concentration  in  a  single  sector  as  is  noted  in  the 
Fund's  prospectus.  Contact  Scudder  Investor  Services,  Inc.,  Distributor,  for  a  Prospectus  that  contains  more  complete  informa- 
tion, including  risks,  management  fees  and  other  expenses.  Please  read  it  carefully  before  you  invest  or  send  money. 
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Introducing  i2i.  Now  there's  a  revolutionary  new  concept  in 
online  trading  for  global  businesses.  It's  called  i2i,  an  Internet- 
spanning  network  of  world-class  companies  that  connects  buyers 
and  sellers  into  an  industrial-strength  e-marketplace.  There's  never 
been  anything  quite  like  it.  i2i  gives  you  a  choice  of  three  forms 
of  transactions— classifieds,  auctions,  and  exchanges— on  a 
completely  secure  and  confidential  trading  platform  that  you  can 
customize  to  fit  your  particular  needs.  In  addition,  you  can  click 
your  way  through  the  transaction  with  support  services  ranging  from 
inspection  to  shipping.  And  because  of  our  partnership  with  SAP, 
you  can  seamlessly  integrate  your  company's  operations  with  our 
trading  platform.  i2i.  The  click  you've  been  waiting  to  hear. 


industrytoindustr 
Trade  With  Industrial  Strengt 


To  become  a  member  today,  please  visit  us  at  www.i2i.com  or  call  1-888-840-4490. 
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■he  Dow  Jones  industrial  average's 
I   bad  behavior  may  give  you  cause 
to   doubt   the   durability   of  the 
great  bull  market.  Don't  worry, 
Harry  S.  Dent  Jr.,  the  author,  lec- 
r,  and  money  manager.  The  bull 
set  is  as  vast  and  powerful  as  the 
boomer  generation,  and  the  two 
inextricable.  The  80  million  or  so 
lers — those  born  between  1946  and 
— are  hitting  their  peak  earning, 
fling,  and  investing  years,  and  that's 
,'s  driving  the  economy's  incredible 
trmance  and  the  stock  market's 
tacular  returns.  His  target  for  the 
is  40,000 — which  he  believes  it  will 
omewhere  around  2008. 
!ter  that,  watch  out.  As  an  econom- 
ise, the  boomers  will  have  peaked, 
Ithere  just  aren't  enough  Genera- 
IXers  to  sustain  the  economic  and 
market  boom.  Even  the  revolu- 
ry  changes  wrought  by  the  rapid 
th  of  the  Internet  don't  change 
In  Dent's  view,  the  economy  goes 
a  deflationary  funk  for  another  10 
h  years,  until  the  boomers'  chil- 
— the  s;{  million  "echo  baby  boom" 
I  rat  ion — reach  their  economic  prime. 
I  warning:  Make  your  money  now, 


and  secure  it  before  the  inevitable  bust 
that  can  take  the  Dow  down  to  10,000 
again  (chart,  page  212). 

Demographics  as  destiny?  It's  a  sim- 
ple idea,  really,  and  with  it,  Dent,  a  46- 
year-old  boomer  him- 
self, has  built  quite 
an  empire.  His  latest 
book,  The  Roaring 
2000s  Investor,  is 
fifth  on  the  business 


HARRY  S.DENT  JR. 

AGE  46 

FAMILY  married,  three  children, 


Dent  materials  and  the  right  to  give 
investment  Seminars  based  on  his  work 
in  particular  territories. 

The  Dent  brand  branches  out  into  in- 
vestment management  as  well.  The  AIM 
Management  Group 
launched  the  AIM 
Dent  Demographic 
Trends  Fund  last 
June,  and  sales  have 
been  brisk.  On  Feb. 


week     Best-Seller  .a.^.S..2.3.'...2.2,..an.ci..1l _  29,  assets  reached  $1 

List.    His    previous  RESIDENCE  Oakland,  Calif.  billion.  Dent's  firm, 

work,   The  Roaring  _r%11^.._ ..^ TMDA  "77 ".""  H.S.  Dent  Advisors 

2000s,  is  ninth  on  the  EDUCATION  MBA,  Harvard;  InC-)  serves  as  sub. 

BW  paperback  list.  BA,  University  of  South  Carolina  adviser  t0  the  mutual 

On  the  lecture  cir-  NEAR-TERM  GOAL  to  live  on  a  m™1-  g»^g  AIM  P°rt- 

cuit,   Dent   is   a   fa-  sma||  Caribbean  island  after  his  folio  managers  direc- 
youngest  completes  high  school 


vorite  of  brokerage 
firms  and  mutual- 
fund  companies, 
which  use  him  to  fire 
up  their  sales  forces 
and  investor  groups. 
He  recently  upped  his  lecture  fee  to 
$50,000.  "I'm  trying  to  cut  down  on  the 
speaking  engagements,"  says  Dent.  "I 
was  doing  over  200  a  year,  and  that's 
too  much."  He  recently  launched  the 
Dent  Advisory  Network,  which  licenses 


LONG-TERM  GOAL  to  make  his 
foundation  a  venture-capital 
firm  for  nonprofits 


tion  on  significant  de- 
mographic trends  and 
what  kinds  of  stocks 
should  benefit  from 
them.    He    leaves 
stock  selection  to  the 
managers.  So  far,  the  fund  is  up  67.19! 
since  its  launch,  vs.  3.1%  for  the  Stan- 
dard &  Poor's  500-stock  index. 

Van  Kampen  Funds  is  in  the  act,  too, 
selling  more  than  $1  billion  of  the  Roar- 
ing 2000s  unit  investment  trusts — un- 
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THE  SATURN  LS2 


PF  R  FORM  A  NCE  SEDAN 
182-horsepower,  3.0-liter  V-g. 

Four-wheel  disc  brakes 

Power  sunroof 

Anti-lock  brakes  with 
Traction  Control 

Four-speed  automatic 

Leather  Appointments 

Six-way  power  driver's  seat 

Heated  front  seats 

AM/FM/CD/Cassette  with 
amplifier,  sub-woofer 


Power  windows,  locks  and    . 
heated  exterior  mirrors 

Remote  keyless  entry 

Cruise  control 

Alloy  wheels 

Sport-tuned  suspension 

Rear  spoiler 

Dent-resistant  polymer 
doors  and  fenders 

M.S.R.P.  $23,860 
www.saturn.com 
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About  ten  years  ago. 
an  American  car  company  named  Saturn 

did  what  no  one  expected  they  could. 

They  succeeded.  And,  like  anyone  who's 

experienced  a  bit  of  success,  they  got  a  taste 

for  some  of  the  liner  things. 
Maybe  that's  why  they  designed  their  new 
car  line  to  be  faster,  roomier,  more  luxt 

and,  yes,  more  cxpensl 
But  not  too  expensive.  Because,  like         J 
that  company^  name  is  Satinn  » 
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Dent  has  built  an  empire  founded  on  his 
theories,  and  criticism  from  academics 
doesn't  faze  him.  "Economists  have 
been  dead  wrong  for  decades,"  he  says 


m 


managed  portfolios  of  stocks  based  on 
Dent's  work.  So  far,  Van  Kampen  has 
launched  a  uit  in  each  of  the  last  four 
quarters  and  is  marketing  a  fifth  one 
right  now.  Among  the  stocks  in  portfolio 
No.  5:  technology  stars  Cisco  Systems 
and  JDS  Uniphase;  financial  services  com- 
panies Chase  Manhattan  and  E*Trade 
Group;  health-care  companies  such  as 
Genentech  and  Medtronic;  and  multina- 
tionals like  Anheuser-Busch  and  Procter 
&  Gamble.  The  p&g  holding,  down  42% 
since  the  portfolio  was  launched  on  Feb. 
8,  is  one  reason  why  that  trust  is  down 
2.3%.  That  still  beats  the  s&P  500.  The 
oldest  trust,  launched  on  Mar.  4,  1999,  is 
up  10.6%,  vs.  9%  for  the  s&P  500  during 
the  same  period. 

FAINT  ECHO.  As  with  the  mutual  fund, 
portfolio  managers  choose  the  stocks, 
but  Dent  makes  his  opinions  known, 
too.  "One  trust  had  Disney,  but  I  asked 
them  to  take  it  out,"  he  says.  "Dis- 
ney's main  business  is  slowing  demo- 
graphically.  We're  past  the  peak  of  the 
echo  baby  boom,  and  those  kids  aren't 
as  interested  in  Disney  anymore.  It's 
the  same  reason  toy  companies  and  ce- 
real makers  are  having  a  tough  time 
right  now." 

The  empire  is  unusual.  Speaking  fees, 
book  royalties,  seminar  materials,  and 
other  publication  revenues  go  to  the 
H.  S.  Dent  Foundation.  "I  want  to  build 
a  foundation  that  can  be  a  venture-cap- 
ital unit  for  nonprofits,"  says  Dent.  Ac- 
cording to  the  foundation's  Internal 
Revenue  Service  filings  for  1998,  the 
latest  available,  Dent  took  a  $30,000 
salary  as  president.  For  the  year,  the 
foundation  had  $1.7  million  in  revenues, 
the  bulk  of  it  from  speaking  fees,  and 
$1.5  million  in  assets. 

By  training,  Dent  is  more  of  a  man- 
agement consultant  than  investment 
guru.  After  graduating  from  Harvard 
Business  School  in  1979  (he  was  a  Bak- 
er Scholar,  meaning  that  he  was  in  the 
top  5%  of  the  class),  he  went  to  work 
for  Bain  &  Co.  "As  a  consultant,  you 
analyze  trends  to  figure  out  where  a 
business  is  going,  and  you  have  to  un- 
derstand demographics  to  do  that," 
says  Dent. 

After  a  few  years  at  Bain,  he  set  off 
on  his  own,  doing  consulting  and  strate- 
gic planning  for  small  companies — and 
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dug  deeper  into  demo- 
graphic research.  In 
those  years,  he  made 
the  connection  between 
the  stock  market  and 
population  trends: 
"Plot  the  two,  and  it  looks 
like  the  same  chart,  with  a  45-year  lag." 
That  was  his  epiphany.  In  the  late 
1980s,  the  first  members  of  the  huge 
baby  boomer  generation  were  just  be- 
ginning to  hit  their  40s,  which  he  fig- 
ured would  have  major  implications  for 
both  the  economy  as  a  whole  and  the 
stock  market.  In  fact,  when  he  wrote 
The  Great  Boom  Ahead  in  the  early 
1990s,  "I  wrote  it  for  corporate  execu- 
tives, but  they  didn't  pay  attention," 
says  Dent.  "Financial  advisers  [brokers 
and  financial  planners]  responded  to  the 
book  and  its  message." 

Indeed,  few  were  predicting  Dow 
10,000  in  the  early  1990s,  when  the  U.S. 


THE  MARKET  AND 
THE  POPULATION  WAVE 
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was  still  shaking  off  a  recession  and  the 
stalwarts  of  U.  S.  industry  were  down- 
sizing and  slashing  into  management 
ranks.  The  U.  S.  budget  deficit  peaked 
at  $290  billion  in  1992,  and  Dent's  talk  of 
budget  surplus  at  the  time — a  by-prod- 
uct of  the  robust  economic  environment 
the  boomers  would  produce — seemed 
far-fetched. 

By  the  latter  part  of  the  1990s,  as 
the  economy  and  the  bull  market  built  a 
head  of  steam,  Dent's  following  grew. 
"Harry's  explanation  of  the  stock  market 
is  a  simple  one  that  resonates  with  in- 
vestors," says  Dan  Waldron,  a  vice-pres- 


ident for  Van  Kan 
hit  group.  "That's 
we  started  the  uits 
on  his  work." 

Sure  it's  simple,  ; 
seems  reasonable  en 
But  is  it  too  simple 
plain  something  as  co 
as  the  stock  marke 
the  economy?  What 
the      vast      technol 
changes    that   have 
place  during  the  last 
years?  And  what  about 
alization?    "There    ar 
many  other  things  goi 
that  you  can't  explain  the  stock  m 
by  demographics  alone,"  says  Fv 
J.  Shiller,  a  Yale  University  econc 
Adds  economist  James  Poterba  of 
achusetts    Institute    of    Techn 
"There  are  changing  patterns  oi 
sumption,  earnings,  and  labor  m 
activity,  all  of  which  will  have  an  ii 
on  the  economy  and  the  stock  ma 
But  such  criticism  doesn't  faze 
"Economists  have  been  dead  wror 
decades,"  he  says. 
GO  SMALL.  While  Dent  is  a  stock 
ket  bull  for  most  of  the  decade,  he 
have  favorite  sectors — technology, 
care,  financial  services.  "All  benefit 
the      aging      of 
boomers,"  he  says 
if  you  were  inve 
now,    I'd    go    a 
heavier  on  finaneis 
vices  because  th 
cheap,     and     a 
lighter  on  techn 
because   they  ar 
He  expects  sma 
stocks    to    outpei 
large-cap  ones  fo 
next  couple  of  y 
but     large     caps 
dominate  througl 
rest  of  the  bull  mz 
Says  Dent:  "Larg 
growth  stocks  an 
best  able  to  tak 
vantage  of  demographic  trends." 

Looking  abroad,  he  recommend 
vesting  in  Asia,  where  nearly  ever 
tion  but  Japan  has  market-friendl; 
mographics.  Asia,  in  fact,  will  con 
to  be  on  demographic  upswing  eve 
ter  the  U.  S.  economy  heads  south 
in  the  decade. 

For  now,  says  Dent,  the  sell-off: 
just  buying  opportunities  to  carr 
vestors  through  the  next  eight  y 
He's  betting  that  80  million  boo 
can't  be  wrong. 

By  Jeffrey  M.  Laden 
in  New 
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1  KEPT  ON  THE  BUY  RATING, 

BUT  I  TOLD  MY  FAVORITE  INVESTORS  TO  SEL 

To  keep  companies  happy,  analysts  are  publishing  inflated  stock  ratings 


It's  no  secret  that  stocks  of  financial- 
services  companies — excluding  the 
big  brokers — are  in  a  funk.  Many 
have  dropped  nearly  50%  in  the  past 
six  months.  But  most  analysts  continue 
to  rate  them  a  buy.  How  are  they 
keeping  their  jobs?  Simple:  "I  kept 
on  the  buy  rating"  to  appease  the 
company,  said  one  credit-card  an- 
alyst who  spoke  on  condition  of 
anonymity,  "but  I  told  my  fa- 
vorite  investors   to   sell"   to 
maintain  credibility. 

Smaller  investors  relying  on 
brokerage  houses  to  point  out 
values  in  the  financial-services 
sector,  beware:  The  experts 
you're  taking  advice  from  may 
have  a  two-tiered  rating  system: 
one  for  you  and  one  for  the  big 
boys. 

Those  analysts  who  agreed  to 
speak  on  the  record  deny  partici- 
pation in  the  practice  but  confirm 
that  it  is  widespread.  Those  who 
spoke  on  condition  their  names  be 
withheld  said  they  do  it  all  the  time. 
"Often  there  will  be  something  you 
want  to  downgrade,  and  your 
firm  will  say  it's  not  a  good 
time,"  says  a  financial  stock  an- 
alyst for  one  East  Coast  in- 
vestment bank.  A  "handful"  of 
his  favorite  investors,  though,  will 
learn  how  he  really  feels.  He  keeps 
the  group  small  to  prevent  his  nega- 
tive opinion  from  getting  back  to  the 
company  he's  rating. 
DECEIVING?  Maintaining  a  positive  rating 
isn't  uncommon  when  an  industry  falls 
out  of  favor,  say  veteran  analysts.  "This 
is  what  you  see  well  into  a  bear  market 
for  a  sector,"  says  Thomas  K.  Brown,  di- 
rector of  Second  Curve  Capital,  a  mon- 
ey-management firm.  Brown  left  Don- 
aldson, Lufkin  &  Jenrette  Inc.  in  1998, 
when  he  says  the  investment  bank  fired 
him  for  making  negative  calls  on  banks. 
DLJ  says  that  it  does  not  comment  on 
former  employees. 

When  it  comes  to  analysts,  investors 
would  be  wise  to  remember  that  "you 
can't  always  believe  what  they're  writ- 
ing, but  sometimes  you  can  believe 


BANK  STOCKS  SUFFER 


1.000  - 


what  they're  saying," 
says  Steven  Eisman,  a 
CIBC  Oppenheimer  bank 
analyst. 

The  practice  isn't 
necessarily  deceitful, 
analysts  maintain.  In 
some  cases,  analysts 
broadcast  a  one-size- 
fits-all  rating  but  tailor 
the  advice  to  specific 
clients,  notes  Raphael 
Soifer,  a  longtime  Brown  Brothers  Har- 
riman  &  Co.  analyst  who  left  the  firm 
this  month  to  start  a  consulting  busi- 
ness. Soifer,  for  example,  had  all  bro- 
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kerage  stocks  rated  as  a  neutr 
reflect  his  firm's  overall  bearish  vi 
the  market,  but  he  maintained  a 
rate  list  of  "neutral  bullish"  stocl 
investors  that  liked  the  industry 
brokerage  stocks  have  zoomed 
year  (page  216). 

INTEGRITY  DOUBTS.  The  discrepant 

tween  stock  performance  and  ana 

ratings  is  especially  wide  in  the  ba 

sector,  according  to  a  recent  r 

from  Credit  Suisse  First  Boston 

firm's  bank  analyst,  Michael  L 

drew  criticism  from  some  investor 

May  v/hen  he  put  sell  ratings  on 

banks.  He  notes  that  analyst  ratin 

bank  stocks  are  near  their  all 

highs,  according  to   a   Credit 

analysis. 

The  contradictions  are  surfacing 
time  when  the  integrity  of  equity 
lysts  has  drawn  the  attention  of  ii 
try  regulators.  "In  many  respec 
culture  of  gamesmanship  has  taken 
in  the  financial  community,  maki 
difficult  to  tell  salesmanship  from 
est  advice,"  said  Securities  &  Excr 
Commission  Chairman  Ai 
Levitt  Jr.  in  a  Mar.  6  speed 
Analysts  are  one  of  the 
regulated  groups  in  the  invest 
business.  But  publishing  one  op 
on  a  stock  and  telling  some  inve 
another  is  "definitely"  in  violatk 
the  industry's  code  of  ethics, 
Jonathan  J.  Stokes,  associate  ge; 
council  at  the  Ass 
tion  for  Invest! 
Management  & 
search,  the  analys 
dustry  trade  gi 
aimr  recently  es 
lished  a  task  force  t 
vestigate  analyst 
pendence,  Stokes 
The  panel,  he  note 
made  up  of  12  "ir 
try  leaders,"  inch 
several  analysts. 
If  the  group  w 
straightforward  recommendations, 
hope  they  carefully  chose  the  ana 
for  that  panel. 

By  Heather  Timmons  in  New 
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EQUITIES 


THE  BROKER 
IS  WILD 


Even  a  shaky  market  can't  scare  investors  away  from  the  big  Wall  Street  firms'  stock 


The  stock  market  may  be  having  a 
bad  case  of  the  jitters,  but  you'd 
never  know  it  from  the  way  bro- 
kerage stocks  are  performing. 
While  the  Standard  &  Poor's  500-stock 
index  has  dropped  5%  this  year,  four 
of  Wall  Street's  biggest  names — Merrill 
Lynch,  Goldman  Sachs, 
Morgan  Stanley  Dean  Wit- 
ter, and  Charles  Schwab — 
have  scored  double-digit 
gains. 

The  biggest  gains  have 
come  in  recent  weeks.  In- 
vestors spent  the  early 
part  of  the  year  fretting 
that  the  industry  could  not 
possibly  top  its  1999  per- 
formance. All  kinds  of 
records  were  shattered  on 
Wall  Street  last  year, 
pushing  industry  profits 
up  51%.  But  with  trading 
volumes  continuing  to  soar 
this  year,  and  the  initial 
public  offering  and  merg- 
ers and  acquisitions  mar- 
kets booming,  brokers  are 
suddenly  back  in  favor. 
"The  environment  for  Wall 
Street  firms  is  as  good  as 
it  could  be,"  says  David  S. 
Berry,  brokerage  analyst 
at  Keefe,  Bruyette  & 
Woods  Inc. 

BRISK  WIND.  Takeover  talk 
is  adding  fuel  to  the  bro- 
kerage stock  buzz.  Follow- 
ing the  Mar.  9  merger  of  Germany's 
Deutsche  Bank  and  Dresdner  Bank, 
speculation  emerged  that  the  new  bank- 
ing giant  may  try  to  buy  a  major  U.  S. 
investment  bank.  A  Dresdner  director 
told  business  week  "it's  obvious  that 
they'll  do  that."  Deutsche  Bank  is  eye- 
ing Wall  Street's  three  top  brokers — 
Merrill,  Goldman,  and  Morgan  Stanley — 
as  well  as  PaineWebber,  the  Dresdner 
source  says.  Merrill  is  the  top  choice, 
though  Deutsche  worries  that  Merrill's 
London  unit  may  not  be  a  good  fit  with 
Deutsche's  London  unit.  Deutsche  views 


PaineWebber  as  a  better  fit  but  is  wor- 
ried it  may  not  supply  the  critical  mass 
it  seeks  in  the  U.S.,  the  source  says. 

Even  without  a  takeover  premium, 
brokerage  stocks  have  a  brisk  wind 
spurring  them  ahead.  Every  major  seg- 
ment of  their  business  is  booming.  The 


of  last  year  its  stock  was  mired 
zigzag  funk.  The  firm's  bombshe 
nouncement  last  April  that  it  wouh 
tie  its  online  rivals  and  slash  cor 
sions  to  $29.95  a  trade  led  invest* 
fear  that  Merrill's  profits  were  hi 
down  a  slippery  slope.  But  in  Jar 


value  of  IPO  deals  through  Mar.  14  is 
more  than  triple  last  year's  record  dollar 
volume  in  the  same  period,  with  99  IPOs 
raising  $14.9  billion,  according  to  Secu- 
rities Data  Corp.  M&A  dollar  volume 
is  running  64%  ahead  of  last  year's 
record  pace,  with  deals  worth  $926  bil- 
lion announced  worldwide.  And  trading 
volume  on  the  three  major  exchanges  is 
up  60%  from  last  year's  pace,  according 
to  National  Association  of  Securities 
Dealers  officials. 

Merrill  Lynch  &  Co.  has  been  the 
biggest  beneficiary  of  these  trends.  Most 


MERRILL  HEADQUARTERS:  Is  the  fi 

a  target  for  Germany's  new  colos 

Merrill  reported  a  71%  increase  in 
profits  and  a  $36  billion  hike  in 
under  management  in  its  fourth  qu 
ahead  of  its  gains  in  the  prior 
quarters  combined.  "The  early  re 
suggest  Merrill  is  doing  what  Sc 
did  for  years — cutting  customer 
and  gaining  customer  assets,"  says 
Moszkowski  of  Salomon  Smith  Ba 
Schwab,  meanwhile,  is  showir 
signs  of  slowing  down.  The  con 
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Some  meetings  help  you  build  an  estate. 


tt 


This  one  helps  your  family  keep  it. 

Building  a  second  home  is  one  thing.  Making  sure  it  stays  in  your  family  is  another  matter 
altogether.  That's  why  meeting  with  one  of  our  life  insurance  agents  can  be  a  real  asset  for  you. 
For  generations,  we've  been  recognized  as  leaders  in  estate  planning.  When  you  work  with  us, 
you  can  be  sure  that  what  you  intend  to  leave  your  family  members  will  actually  go  to  them. 


Have  you  heard  from  The 


Quiet. 


c  1 999  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl    www.northwesternmutual  com/planning 
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gained  150,700  new  accounts  in  Febru- 
ary and  added  $13.9  billion  in  assets — its 
second-highest  level  on  record.  Total  as- 
sets are  50%  higher  than  last  year,  at 
$766  billion.  And  Chase  H&Q  analyst 
Greg  Smith  says  Schwab's  first-quarter 
trading  volume  is  on  a  pace  to  advance 
48%  over  fourth-quarter  1999.  "The  op- 
portunity for  a  blowout  first  quarter  re- 
mains intact,"  Smith  says. 

Schwab's  stock  has  climbed  to  a  stag- 
gering valuation  of  69  times  estimated 
2000  earnings.  Even  so,  Smith  says  he 
expects  analysts  will  eventually  raise 
Schwab's  2000  earnings  estimates,  boost- 
ing Schwab  still  higher.  Merrill,  Gold- 
man, and  Morgan  Stanley  trade  at  a 
more  reasonable  18  times  estimated 
2000  earnings. 

PRECARIOUS.  Many  smaller  brokerages, 
especially  e-brokers,  are  not  getting 
the  same  lift  as  the  Wall  Street  giants, 
says  James  K.  Schmidt,  manager  of 
the  two  John  Hancock  financial-services 
funds.  The  reason:  The  top  brokers  are 
capturing  the  bulk  of  the  IPO  and  M&A 
business.  And  e-brokers  such  as 
E*Trade  Group  Inc.  and  Ameritrade 
Holding  Corp.  are  seeing  big  increases 
in  trading  volume,  but  their  shares  are 
lagging  because  of  persistent  concerns 
that  high  marketing  costs  are  eating 
into  profits. 

Analysts  only  recently  caught  on  to 
the  brightening  outlook  for  big  brokers. 
Forecasts  earlier  this  year  called  for 
fiat  to  slightly  declining  profits  for  the 
Street's  top  brokers  this  year,  but  esti- 
mates have  been  steadily  rising.  In  the 
past  three  weeks,  numerous  analysts 
have  raised  year  2000  earnings  esti- 
mates for  most  of  Wall  Street's  top 
firms.  "I  wouldn't  be  surprised  to  see  a 
continual  progression  of  raised  fore- 
casts," says  Moszkowski. 

But  Hancock's  Schmidt  warns  that 
the  runup  in  brokerage  stocks  has  put 
them  on  a  precarious  perch.  "Brokerage 
stocks  are  quite  market-sensitive  and 
come  with  considerable  risks,"  he  says. 
With  Federal  Reserve  Chairman  Alan 
Greenspan  raising  interest  rates  in  an 
effort  to  lower  stock  prices,  any  success 
he  has  in  cutting  trading  volumes,  ipos, 
or  M&A  activity  could  quickly  take 
down  brokerage  stocks,  he  says. 

Barring  any  major  market  slide,  how- 
ever, the  big  brokers  should  continue 
to  produce  solid  returns  for  investors. 

By  Geoffrey  Smith  in  Boston,  with 
David  Favrlamb  in  Frankfurt 


I '.i isi nessWeek  ONLINE. 


For  more  markets  coverage,  see  our  Street  Wise 
column  at  www.businessweek.com/today.htm 


CENTRAL  BANKS 


WHY  THE  EURO 
KEEPS  SHRIVELING 

Weak  leadership  and  policy  conflicts  at  the  ECB 


DUISENBERG:  He  doesn't  mince  words,  but  his  message  often  changes 


Amid  the  hoopla  surrounding  the 
euro's  launch  on  Jan.  1,  1999,  Eu- 
rope's new  money  was  hailed  as 
the  Continent's  answer  to  the  dol- 
lar. In  the  future,  it  was  said,  the  euro 
would  beef  up  Europe's  dwindling  eco- 
nomic and  political  clout  and  become  a 
reserve  currency  of  choice  for  the  world. 
Better  yet,  the  new  European  Central 
Bank  in  Frankfurt  would  usher  in  an 
era  of  hard  money  and  economic  pros- 
perity as  it  set  interest  rates  across  the 
11 -nation  euro  zone  and  seized  the  reins 
once  held  by  Germany's  Bundesbank. 

Instead,  the  euro  has  shriveled  17.4% 
in  value  since  its  introduction  as  in- 
vestors fled  to  the  greenback  in  search 
of  better  returns  in  U.S.  stocks  and 
bonds.  The  ecb's  one-size-fits-all  mone- 
tary policy  is  now  creating  a  huge  Con- 
tinental divide  that  could  crimp  Eu- 
rope's chances  for  economic  convergence 
and  noninflationary  growth.  Booming 
countries  on  Europe's  periphery  from 
Spain  to  Ireland  to  Finland  need  higher 
interest  rates  to  tame  a  rising  threat 
of  inflation  in  their  fast-growing 
economies,     while     the      recovering 


economies  of  core  countries  such  as 
many  and  Italy  need  all  the  help 
can  get  from  low  interest  rates. 

The  euro's  deepest  humiliation 
on  Feb.  28.  Battered  by  a  big  sell  i 
in  Tokyo,  which  some  market  pa 
pants  say  was  more  than  $2  billior 
euro  plunged  3.7%  against  the  doll 
a  record  low  of  93.9(2.  What  Eur 
power  brokers  had  forgotten  is  that 
rencies  keep  their  value  only  when 
al  investors  are  keen  to  hold  then 
cause  they  are  backed  by  st 
economies  and  central  banks  tha 
spire  confidence.  By  that  harsh  tesi 
15-month  old  euro  is  judged  by  ma: 
be  a  flop  and  the  European  Ce 
Bank  a  big  disappointment. 
MAJOR  FLAW.  For  sure,  the  euro  \ 
baptism  of  fire.  European  econo 
were  in  the  doldrums  at  the  time 
vast  amounts  of  capital  were  poi 
out — about  $150  billion  last  year, 
even  if  that  flow  reverses,  the  sy 
will  still  have  a  major  flaw:  Unlike 
U.S.  Federal  Reserve  System,  the 
is  trying  to  operate  a  uniform  ir 
tary  policy  in  an  area  that  isn't  ui 
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A    TOSHIBA    SERIES    ON    POWERING    THE    MOBILE    ECONOMY 

he  mobile  century 

work  is  what  we  do,  not  where  we  do  it 


JOE  FORMICHELLI  ON  CHOOSING  TO  BE  A  FREE  AGENT 
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We  are  in  a  time  of 

transition  where  old  ways  and 

new  ways  of  looking  at  the 

work  world  are  colliding. 
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Joseph  C  Formichelli 
Executive  Vice-PresidenI 
Toshiba  America 
(i|l  Information  Systems,  Ine 
Miputet  Systems  Group 

ij 
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Is  technology  making  your  life  easier  or  more  stressful?  Is  it  providing  you  with  additional 
time  for  friends  and  family  or  is  it  making  it  harder  to  hide  from  intrusive  clients  and  bosses? 
These  types  of  questions  are  important  ones  to  ask  as  we  enter 
a  new  age  where  business  is  driven  by  technology  and  tech- 
nology is  changing  the  way  that  we  do  business. 

Cell  phones,  pagers,  fax  machines,  e-mails. 

We  were  all  told  these  new  devices  would  help 

us  do  our  jobs  better  and  make  us  happier.  The 

idea  was  that  we'd  all  be  more  productive,  finish  work  faster 

and  be  more  efficient. 

Unfortunately,  the  reality  for  many  of  us  has  been  an  increased  workload.  Pagers  and 

cell  phones  reach  us  just  as  easily  at  a  ball  game  or  beach  vacation  as  it  does  at  the  office. 

And  now  many  of  us  are  expected  to  be  accessible  24  hours  a  day,  seven  days  a  week. 

Still,  thousands  of  people  are  finding  that  new  technologies  can  indeed  be  personally 

liberating.  With  the  help  of  the  Internet,  portable  computers,  wireless  phones  and  other 

mobile-enabling  technologies,  a  growing  number  of  workers  are  rejecting  the  notion  of 

9  to  5  workdays  defined  by  cubicles  and  rendezvous  at  the  water  cooler. 

"We  are  in  a  time  of  transition  where  old  ways  and  new  ways  of  looking  at  the  work 
world  are  colliding,"  says  Joe  Formichelli,  Executive  Vice-  President  of  Toshiba's  Com- 
puter Systems  Group.  "Many  companies  our  trying  to  fit  the  old  'square  peg'  way  of  doing 
business  into  the  new  round  hole'  changes  made  possible  through  mobile  technology. 
And  this  is  leading  to  work  overload." 

These  unique  times  are  resulting  in  a  movement  where  not  only  are  corporate 
workers  becoming  mobile  workers,  but  an  entirely  new  workforce  is  emerging.  A 
workforce  called  the  "free  agent." 

According  to  Free  Agent  Nation,  a  noncommercial  research  and  information  clear- 
inghouse devoted  exclusively  to  free  agents,  free  agents  are  defined  as  those  that  work 
untethered  to  a  big  company  or  large  organization.  This  includes  the  self-employed,  inde- 
pendent contractors,  freelancers,  temp  workers,  home  business  operators,  e-lancers. 
solo  practitioners  and  operators  of  microbusinesses. 

choose  freedom^ 


TOSHIBA 


You  have  arrived.  Buildings  reflect  the        It's  your 


little  secret  and  you  carry  it  right  them 


of  your  gait.  You  have  reached        your  hands.  Its  called  freedom  computing 


power  of  your 


III     the  ultimate  peak  in  business  portability.       it  can 


be  found  in  products  like  the  ultraliM 
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Mobile  Pentium'*  III  processor,  with  up  to  empowerment.  Pick  one  up  and  see  where  it  takes  you. 
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The  ranks  of  the  free  agent  are  growing  at  an 
incredible  rate.  Conservative  studies  have  estimated 
that  free  agents  account  for  one-fifth  of  the  U.S. 
workforce  or  approximately  30  million  people. 
They  include  marketers,  construction  workers,  engi- 
neers, service  providers  and  workers  from  just 
about  any  other  industry  that  needs  talented  people 
to  deliver  results. 

"While  free  agents  are  diverse  in  many  ways, 
one  thing  many  do  have  in  common  is  their 
embrace  of  new  mobile  technologies  and  their 
determination  to  balance  work  with  the  rest  of  their 
life,"  says  Formichelli.  'This  does  not  necessarily 
mean  maintaining  a  clear  separation  between 
one's  personal  and  professional  life.  In  fact,  for  many 
it  means  an  integration  of  the  two." 

Ray  Steen,  43,  worked  12  years  for  a  variety  of 
advertising  and  public  relations  agencies  before  declaring 
himself  a  free  agent.  In  1 996  he  cleared  out  his  desk  at  a  major 
Silicon  Valley  PR  firm  and  set  up  shop  in  a  converted  guestroom 
above  his  garage. 

"When  I  worked  for  a  large  company,  I  was  resentful  if  I  had  to  spend  week- 
ends in  the  office,"  said  Steen,  "and  when  I  became  a  free  agent  I  felt  guilty  if  I  wasn't  at 
my  desk  working  eight  hours  a  day,  Monday  through  Friday.  I've  now  learned  that  I  am  most 
productive  -  and  happy  -  when  I  merge  my  life  and  work.  I  no  longer  mind  spending  a  few 
hours  writing  a  report  on  Saturday  or  feel  guilty  if  I  catch  a  ball  game  on  Tuesday.  In  fact, 
since  I've  merged  these  two  aspects  of  my  life  together,  I've  gotten  some  of  my  best  ideas 
for  work  while  buying  groceries,  having  the  car  washed  or  going  to  a  matinee." 
MORE  THAN  A  MOVE 

Ray  and  millions  like  him  are  finding  that  embracing  the  new  mobile  work  style  requires 
more  than  a  move  from  a  corporate  headquarters  to  a  home  office.  It  takes  a  complete 
reexamination  of  what  work  means  and  how  it  is  defined. 

'The  industrial  revolution  didn't  happen  overnight.  Nor  will  the  new  mobile  workforce 
revolution,"  says  Formichelli.  "We've  just  begun  to  understand  how  new  technologies 
can  free  us  to  be  more  productive,  more  creative  and  better  balanced.  While  some 
will  find  this  change  uncomfortable  at  first,  one  thing  is  clear.  We  will  look  back  at 
this  time  in  our  history  as  one  where  people  chose  freedom  to  achieve  more  and  enjoy 
life  more  than  ever  before." 
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:ally  and  lacks  a  common  fiscal  pol- 
"hat  means  there  are  no  automatic 
itment  mechanisms,  such  as  bud- 
I  transfers  or  easy  migration,  to 
i  economic  hardship  or  defuse  po- 
problems  in  any  hard-hit  region. 
I  ECB  is  hardly  to  blame  for  a  sys- 
tet  up  by  its  political  masters.  But 
ay  the  bank  works  compounds  the 
lem.  The  ecb  gives  the  impression 
rak  leadership  under  its  president, 
Duisenberg,  thanks  to  his  eonsen- 
nanagement  style.  The  bank's  oth- 
c  full-time  executive  committee 
>ers  often  disagree  in  public.  And 
1  heads  of  euro  zone  national  cen- 
oanks,  who  with  the  committee 
I  up  the  bank's  17-member  rate- 
g  governing  council,  sometimes  be- 
as  if  they  still  ran  an  independent 
tary  policy. 

jw,  the  bank  needs  to  win  the  re- 
I  of  the  markets.  It  won't  be  easy, 
!  se  the  bank  has  saddled  itself  with 
neasures  to  decide  what  key  in- 
t  rates  should  be.  The  so-called 
pillar  approach  mandates  the  bank 
insider  both  money-supply  growth 
.  broad-based  analysis  of  inflation- 
■sks  when  setting  rates.  That's  ask- 
or  trouble  because  the  two  mea- 

could  easily  send  contradictory 
s.  Indeed  they  do.  Since  the  euro's 
I  broad  money-supply  growth  has 
consistently  above  the  bank's  4.5% 
indicating  that  higher  rates  are 
d.  But,  until  very  recently,  inflation 
een  well  under  the  2%  upper  limit 
Be  BOB  set  for  Europe — suggesting 
steady  or  lower  rates  were  re- 
i,  especially  against  a  background 
emic  growth  and  high  unemploy- 

"Things  are  made  even  murkier 
ise  the  ECB  is  a  new  institution 
ut  a  track  record,"  adds  Uwe  An- 


DATA:  EUROPEAN  CENTRAL  BANK 

genendt,  chief  economist  at  Frankfurt's 
BHF-Bank. 

Despite  its  travails,  though,  the  ecb 
has  scored  some  notable  successes.  The 
euro  zone's  11  national  money  markets 
have  been  stitched  together  into  a  seam- 
less whole.  The  ecb's  Europewide  pay- 
ments system  works  with  nary  a  hitch. 
And  the  euro  is  a  clear  No.  2  behind 
the  dollar  and  ahead  of  the  yen  as  a 
reserve  currency.  International  compa- 
nies issued  more  bonds  denominated  in 
euros  than  in  dollars  last  year.  "The 
bank  has  been  a  fantastic  success,"  in- 
sists Jean-Claude  Trichet,  Banque  de 
France  Governor  and  Duisenberg's  des- 
ignated successor. 

"PANIC  REACTION."  All  the  same,  grow- 
ing concern  in  financial  markets  about 
the  ecb's  performance  is  eroding  its 
credibility.  The  euro's  big  swings  are 
sapping  public  confidence  and  deterring 
investors.  Instead  of  controlling  the  mar- 
kets, the  ECB  sometimes  seems  to  be 
controlled  by  them.  Some  analysts,  for 
instance,  figure  the  ecb  was  railroaded 
into  jacking  up  its  rates  on  Feb.  3  to  t 
3.25%  from  3%  by  the  euro's  chronic  g 
weakness.  "The  increase  looked  like  a 
panic  reaction  to  the  euro's  prob 
lems,"  says  John  Beggs,  chief  econ- 
omist of  AIB  Group,  the  large  Irish 
bank. 

If  talking  the  talk  were  enough, 
the  ECB  and  the  euro  would  rule 
the  world.  U.S.  Treasury  offi- 
cials rate  President  Duisenberg 
as  by  far  the  most  impressive 
central  banker  in  the  Group 
of   Seven    aside    from    Fed 
Chairman  Alan  Greenspan 
An  imposing  Dutchman  with 
craggy  features  and  a  shock 
of  white  hair,  Duisenberg 
doesn't      mince      words 
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Trouble  is,  he  sometimes  changes  what 
he  says  from  one  week  to  the  next. 
Early  last  year,  for  example,  he  seemed 
to  suggest  that  the  ecb's  attitude  to 
the  euro  was  one  of  benign  neglect.  By 
summer,  he  wTas  saying  that  wasn't  the 
case.  "These  conflicting  statements  are 
very  unsettling,"  says  Stefan  Schneider, 
chief  euro  economist  at  Deutsche  Bank 
in  Frankfurt. 

To  make  matters  w^orse,  the  bank 
doesn't  yet  have  an  effective  communi- 
cations strategy.  If  the  ECB  wants  to 
win  respect  in  the  markets,  though, 
Duisenberg  will  have  to  develop  one. 
And  the  national  central  bank  gover- 
nors will  have  to  sing  in  unison  from 
"the  same  hymn  sheet,"  to  use  the 
cliche  in  vogue  at  the  ecb's  35-floor 
headquarters.  Until  markets  grasp  clear- 
ly what's  going  on,  the  ecb  wTon't  com- 
mand the  same  respect  as  the  Fed,  it 
will  lack  credibility — and 
the  euro  will  likely  stay 
on  its  roller  coaster. 

By  David  Fairlamb 
in  Frankfurt 
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COMMENTARY 

By  Peter  Coy 


HOWS  THE  MARKET  DOING?  ASK  THE  WILSHIRE 


Is  this  crazy  stock  market  up  or 
down  so  far  this  year?  The  Dow 
Jones  industrial  average  is  off 
12%,  but  the  tech-heavy  Nasdaq 
composite  index,  despite  a  mid- 
March  sell-off,  is  up  about  13%.  So 
what  is  it — bear  or  bull? 

Investors  want  a  good  measure  of 
the  overall  market  so  they  can  tell 
how  their  own  portfolios  are  doing 
vs.  the  average.  And  the  Federal 
Reserve  cares  because  it  worries 
that  a  rise  in  stock 
wealth  is  stimulating  too 
much  spending.  Confu- 
sion over  the  market's 
condition  helps  no  one. 

Fortunately,  there  is  a 
precise  answer.  Since 
Jan.  1,  the  market  is 
close  to  fiat — down  1.5%, 
to  be  exact.  How  do  we 
know  this  when  the  most 
widely  watched  indexes 
have  moved  in  opposite 
directions?  By  looking  at 
the  one  index  that  tracks   " 
the  performance  of  the  entire  U.  S. 
stock  market:  the  Wilshire  5000  Total 
Market  Index. 

The  Wilshire  5000  is  elegantly  sim- 
ple. It  was  devised  in  1974  by  Den- 
nis A.  Tito,  who  is  chairman  and  ceo 
of  Wilshire  Associates  Inc.,  a  Santa 
Monica  (Calif.)  firm  that  tracks  fund 
performance.  The  index  measures 
the  total  market  value  of  all  publicly 
traded  stocks  in  the  U.  S.  Currently, 
that's  more  than  7,000  companies, 
from  giants  like  Microsoft  Corp.  and 
General  Electric  Co.  to  mites  that 
are  one  step  up  from  trading  on  the 
pink  sheets  and  bulletin  boards. 


DONT  MIND  THE  DOW: 

It's  a  narrow  measure 


The  Wilshire  5000  is  trading 
around  13,600  lately.  Since  each  point 
currently  equals  about  $1.16  billion  in 
market  cap,  that  means  public  com- 
panies in  the  U.S.  are  collectively 
worth  about  $15.8  trillion. 

You  can  see  why  the  Wilshire  is 
Federal  Reserve  Chairman  Alan 
Greenspan's  favorite  measure  of  the 
market.  It  emanates  the  clearest  sig- 
nal of  the  market's  collective  judg- 
ment of  what  companies  are  worth — 
and  Greenspan,  despite 
his  warnings  against  ir- 
rational exuberance, 
takes  the  market's  fore- 
casting abilities  serious- 
ly. Plus,  the  Wilshire 
5000  reflects  every  last 
dollar  of  stock  wealth. 
Investment  houses 
and  the  media  have 
been  slower  than 
Greenspan  to  pick  up  on 
the  Wilshire  5000.  If  it's 
mentioned  at  all,  it's 
"  usually  after  the  historic 
but  unreliable  Dow  Jones  average, 
the  tech-laden  Nasdaq  composite,  the 
large-cap  Standard  &  Poor's  500- 
stock  index,  and  the  small-cap  Rus- 
sell 2000 — each  of  which  captures 
only  a  piece  of  the  overall  market. 
The  Dow  is  particularly  narrow.  It 
covers  only  30  blue-chip  stocks.  And 
it's  a  simple  price  average,  so  compa- 
nies with  higher  share  prices  have 
inordinate  influence. 

Investors  could  do  worse  than  to 
use  the  Wilshire  5000  as  a  bench- 
mark for  their  performance.  It  has  a 
little  of  everything.  Wilshire  Associ- 
ates says  that  as  of  Dec.  31,  the  in- 


dex was  composed  of  29%  tech 
stocks,  25%  consumer  nondurable? 
14%  finance,  10%  materials  and  se 
vices,  9%  utilities,  5%  capital  gooc 
5%  energy,  2%  consumer  durables 
and  1%  transportation.  General  M 
tors  Corp.?  It's  in  there,  jds 
Uniphase  Corp.?  It's  in  there.  The 
Wilshire  trails  the  s&P  500  when 
large  caps  are  strong  and  leads  it 
when,  as  now,  small  caps  rally.  , 
SPREADING  RISK.  Of  course,  if  you 
strictly  a  tech  investor,  you're  beti 
off  measuring  yourself  against  a  t 
index.  If  you  really  like  large  caps 
the  s&P  500  is  an  ideal  benchmark 
And  so  on.  But  then  you  have  to  i 
yourself  why  you're  making  sector 
bets  in  the  first  place.  Modern  por 
folio  theory  says  you  earn  the  higl 
est  risk-adjusted  returns  by  sprea< 
ing  your  eggs  among  many  basket 
Example:  Is  tech  starting  to  splatt 
on  the  sidewalk? 

The  best  way  to  buy  the  whole 
market  is  through  an  index  fund 
pegged  to  the  Wilshire.  Vanguard 
Group  offers  the  biggest,  with  $22 
billion  in  assets.  T.  Rowe  Price,  Fi 
delity,  Schwab,  and  Wilshire  itself 
have  ones,  too.  To  be  sure,  in  guar 
anteeing  that  you  will  never  do 
worse  than  average,  you're  also 
guaranteeing  that  you  will  never  d 
better.  For  many  people — even  Ion 
time  market  losers — that  trade-off 
unacceptable.  But  even  if  the 
Wilshire  isn't  your  guiding  light,  it 
the  right  index  to  consult  the  next 
time  somebody  asks  you:  "How's  tl 
market  doing?" 
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Gabelli  Global  Growth 


"Join  our 

team  as  we 

search 

the  world 
looking  for 
undervalued 
companies." 


Mario  J.  Gabelli 


Marc  J.  Gabelli,  Portfolio  Manager  / 

Gabelli  Global  Growth  Fund 

focuses  on  the  globalization  and  interactivity  of  the 
world's  marketplace.  The  Fund  invests  in  compa- 
nies at  the  forefront  of  accelerated  growth. 


Average  Annual  Returns  as  of  12/31/99 


1  Year 

+116.06% 

3  Year 

+58.04% 

5  Year 

+39.25% 

Life  of  Fund** 

+32.94% 


We  strive  to  find  reasonably  valued  businesses  exhibiting  creativity  to  adapt  to  the  chang- 
ing environment.  Additionally,  we  look  for  solid  franchises,  ideally  with  unique  copyrights 
that  can  add  to  overall  value  creation.  Lastly,  we  like  growth  and  therefore  look  to  busi- 
nesses involved  in  the  ever-evolving  communications  revolution.  Looking  forward,  we  con- 
tinue to  believe  that  the  dominant  companies  of  tomorrow  will  be  conducting  a  major  por- 
tion of  their  business  via  the  Internet  within  the  next  five  years. 

*W  ^  'W'  *K  rC  Gabelli  Global  Growth  received  Morningstar's  Highest 
Rating™  -'5  stars  overall  and  for  the  three  and  five  year  periods  as  of  12/31/99  among  3469 
and  2180  domestic  equity  funds. 

#1  Global  Flind  Gabelli  Global  Growth  Fund  was  ranked  #1  by  Lipper  Inc.  for 
the  3  and  5-year  periods  ended  12/31/99  out  of  170  and  101  Global  Funds,  respectively.* 


For  a  prospectus  and  more  information,  visit  our  website  at: 

www.gabelli.com 

or  call: 

1-800-GABELLI 

1-800-422-3554     •     914-921-5100      •     Fax:914-921-5118     •     info@gabelli.com 
Distributed  by  Gabelli  &  Company,  Inc.,  One  Corporate  Center,  Rye,  NY  10580 

Past  performance  is  no  guarantee  of  future  results.  In  light  of  recent  market  volatility,  current  returns  may  be  lower  than  the  returns  shown  above.  Returns  reflect 
changes  in  share  price  and  reinvestment  of  dividends  and  are  net  of  expenses.  Investment  returns  and  the  principal  value  of  an  investment  will  fluctuate,  so  that  when 
shares  are  redeemed  they  may  be  worth  more  or  less  than  ||ieir  original  cost  Morningstar  ratings  reflect  historical  risk  adjusted  performance  as  of  12/31/99  and  are  sub- 
ject to  change  every  month.  Morningstar  proprietary  ratings  are  calculated  from  the  Fund's  three,  five  and  ten-year  average  annual  returns  in  excess  of  90-day  T-bill  returns 
with  appropnate  lee  adjustments  and  a  nsk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  10%  of  the  funds  in  a  broad  asset  class  receive  five 
stars.  The  Fund  invests  in  foreign  securities  which  involves  risks  not  ordinanly  associated  with  investment  in  domestic  issues,  including  currency  fluctuations,  economic 
and  political  nsks  'The  Fund  was  ranked  7  out  of  256  Global  Funds  tracked  by  Lipper  Inc.  for  the  one-year  period  ended  12/31/99.  Lipper  rankings  are  based  upon  12- 
month,  three  and  five-year  total  returns  at  NAV.  "  Inception  2/7/94  The  prospectus  contains  more  complete  information  including  fees  and  expenses.  The  prospec- 
tus should  be  read  carefully  before  investing  or  sending  money.  3/00 
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TAXES 


THE  GREAT 
INTERNET  TAX  DEBATE 


Should  the  states  get  a  slice 
of  every  e-commerce  dollar 
or  should  cyber-sales  be 
free  of  any  tax  burden? 

The  battle  over  whether  to  tax  the 
Internet  could  be  dubbed  the 
BostonTeaParty.com.  Americans 
like  to  think  that  feisty  colonists 
tossed  British  tea  into  Boston  Harbor 
in  1773  in  righteous  protest  over  the 
unfairness  of  taxation  without  repre- 
sentation. But  the  rebels  were  also  up- 
set because  a  special  interest— Britain's 


cash-strapped  East  India  Co. — enjoyed 
lucrative  tax  subsidies  that  its  rivals 
didn't. 

Now,  consumers  and  businesses  are 
embroiled  in  a  high-tech  version  of  a 
similar  controversy.  This  time,  the  special 
interest  is  that  darling  of  the  New  Econ- 
omy, the  Internet.  Main  Street  retailers 
have  to  collect  sales  tax  from  their  cus- 
tomers. But  many  online  merchants 
don't.  And  they  are  trying  to  keep  it 
that  way.  They  insist  that  taxing  e-sales 
would  destroy  the  greatest  job-creating 
engine  America  has  ever  known,  stifle 
innovation,  and  all  but  return  the  Re- 
public to  the  days  of  quill  pens  and  wax 


seals.  "E-commerce  presents  nothinl 
than  a  second  Industrial  Revolul 
says  Representative  John  R.  Kasic 
Ohio),  who  would  ban  all  state  anc 
taxes  on  Internet  sales.  "The  bij 
threat  to  this  growth  is  govern! 
treating  the  Internet  like  a  cash  cc[ 
Governors  and  traditional  mercl 
retort  that  untaxed  e-sellers  are  j| 
21st  century  version  of  that  old  Bi 
trading  company,  using  lucrative  [ 
ernment  handouts  to  win  a  compej 
advantage  over  rivals.  A  ban  on 
taxes  for  Internet  purchases  will  dl 
tate  schools,  they  say.  And  bricks] 
mortar  shopping  will  wither  as  w€ 
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IEC0MMUNICATIONS/ELECTRONICS 


HEALTHCARE/SPECIALTY  PRODU 


FIRE/SECURITY 


now  coi 


II,  U.S.  Surgical  and  over  a  dozen  other  leading  brands  make  up  the  healthcare  group  of  Tyco  International. 
From  specialized  surgical  instruments  to  syringes  to  sutures  to  bandages,  we  supply  world-renowned  medical 
centers  and  remote  clinics  alike  with  the  products  to  heal  patients  and  advance  the  quality  of  healthcare.  Across 
four  diverse  business  segments,  dozens  of  industries  and  throughout  the  global  marketplace,  Tyco  is  creating  a 
better  tomorrow.  Today.  For  more  information,  visit  us  at  www.tyco.com. 


Tyco  is  a  trademark  of  Tyco  International  Services  AG. 
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don't  see  why  they  should  get  a  special 
break,"  says  Ron  Romero,  who  owns 
Schaeffer's  TV  &  Appliance  Center  in 
Lincoln,  Neb.  "It  puts  us  at  a  very  big 
disadvantage." 

How  this  debate  gets  resolved  will 
profoundly  affect  the  way  Americans 
shop  and  how  retailers  do  business.  It 
could  permanently  alter  relations  be- 
tween Washington  and  the  states.  It's 
even  possible  that  as  more  and  more 
merchants  find  ways  to  avoid  collecting 
sales  taxes,  the  levy  could  disappear 
within  a  decade.  That  would  force  a 
radical  reworking  of  the  way  Ameri- 
cans are  taxed.  "I  believe  the  sales  tax 
can  survive,"  says  Utah  Governor 
Michael  O.  Leavitt,  "but  not  under  ex- 
isting conditions." 

Today,  the  45  states  that  have  sales 
taxes  (Alaska,  Delaware,  Montana,  New 
Hampshire,  and  Oregon  don't)  rely  on 
retailers  to  collect  the  levies.  But  they 
can  force  e-tailers  to  do  so  only  if  those 

NET  AND  MAIL-ORDER 
SALES  REMAIN  MODEST... 


TOTAL  RETAIL  SALES 


companies  have  a  physical  presence, 
such  as  a  store  or  warehouse,  in  their 
jurisdiction.  When  Internet  sellers  don't 
collect,  customers  are  supposed  to  pay  a 
parallel  levy,  called  a  use  tax.  Most 
don't.  In  fact,  Kentucky  Governor  Paul 
Patton  (page  234)  jokes  that  this  year, 
his  state  will  collect  more.  Why?  "Be- 
cause I'm  going  to  pay  mine,"  he  says. 
"FLAT  IMPOSSIBLE."  If  the  sales  tax  does 
fade  away,  how  will  states  and  cities 
replace  the  nearly  $200  billion  it  gener- 
ates? On  average,  the  sales  tax  accounts 
for  one-third  of  state  tax  revenues  and 
one-quarter  of  the  total  state  and  local 
take.  But  in  some  states,  it  is  far  more. 
In  George  W.  Bush's  no-income-tax 
Texas,  for  instance,  sales  taxes  repre- 
sent more  than  half  of  all  revenues.  "It's 
a  pretty  untenable  situation,"  says  Don- 
ald J.  Boyd,  director  of  the  Center  for 
the  Study  of  the  States,  "and  there  are 
no  pleasant  alternatives." 

How  about  spending  cuts?  With  34% 

...BUT  ONLINE  SALES 
ARE  GROWING  RAPIDLY... 


KA-CHING!  KA-CM 

Twice  a  year,  Ne\] 
City  dispensed , 
sales  taxes  on  cl^ 
ing  and  shoes,  ar 
cash  registers  dij 
landrush  busine^ 

of  state  spending 
to  education  and 
third  to  health  a 
fare,  it's  hard 
where  such  dee 
would  come  fro 
ducing  expenditu 
the  margin  is  pr 
doable,"  says  Mai 
Governor  Parris  N| 
dening,  "but  by 
that's  fiat  impo; 
The  issue  has  sh 
normal  partisan 
aries.  Conservati 
publicans  such  as 
argue  that  Washington  should  p 
the  most  powerful  tool  gov 
have — the  right  to  tax.  And  libe: 
mocrats  such  as  Glendening  find 
selves  defending  the  sales  tax,  thi 
is  often  criticized  as  being  unfair 
poor.  The  debate  is  taking  a  pa: 
toll  on  the  GOP — where  Republic; 
ernors  such  as  Leavitt  of  Utah 
Engler  of  Michigan  are  going  to< 
with  their  political  brethren,  like 
S.  Gilmore  III  of  Virginia.  An 
splitting  business,  with  some  e 
angling  for  the  subsidy  and  othe 
ferring  to  see  all  merchants  collecj 
W.  Sidgmore,  vice-chairman 
Worldcom,  scoffs  at  the  notion  th 
ing  online  sales  will  crush  the  W 
we  are  going  to  have  sales  tax 
should  not  favor  one  form  of  distr 
over  another,"  he  says. 

But  the  impact  of  a  taxless  Ir 
remains  unclear.  While  one  stu< 
found  that  taxes  would  cut  onlin 
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And  More! 


Add  excitement  to  your  incentive  program  with  the  BLOCKBUSTER  GIFTCARD* 
^  Redeemable  at  more  than  4,800  BLOCKBUSTER* stores.^  $5  to  $100  denominations. 
^  Customized  card  designs.^  48-hour  turnaround.^  Volume  discounts  available. 
For  more  information  on  rallying  clients  and  customers  alike,  call  T888-541  -4897. 
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Membership  rules  apply  for  rental  of  items.  GiftCards  may  not  be  used  to  purchase  other  GiftCards.  Orders  available  in  increments  of  25  units  BLOCKBUSTER  name,  design  and 
related  marks  are  trademarks  of  Blockbuster  Inc.  ©  2000  Blockbuster  Inc  All  rights  reserved 
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Education/Instruction 


Become  Tomorrow's  eStrategist 

Re-create  yourself  by  earning  your  graduate  degree  online.  Get  your  MS  in 
Information  Technology,  MS  in  Information  Management,  or  MBA.  Log  on 
and  you're  there.  Network  with  respected  technology  leaders  and  fellow 
professionals  from  around  the  globe. 

Join  us  at  www.isim.edu,  the  award-winning,  accredited  online  university. 
Applications  are  now  being  accepted  for  the  Spring,  Summer,  and  Fall  terms. 
Apply  online  or  call  our  admissions  mentor,  Robin,  at:  303.333.4224  ext.  1 77 
or  Toll-free  at  1 .800.441 .4746  ext.  1 77.  W 

jisim  university 
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Ok,  so 
we  can't 
imprint 
everything 


But  we  can  put  your      **  ' :^ 
message  on  100,000  products. 
Log  on  to  PromoMart.com/bw 
to  buy  imprintable  business  gifts, 
promotional  products,  freebies ... 
well,  you  get  the  picture. 

PROMOMART 

www.promomart.com/bw 

We  put  your  logo  on  everything. 
A  almost 
Enter  to  win  $1000  in  gifts! 
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Seasoned  Consulting  organization  seeks 
"RAINMAKER"  -  retired  or  well  connected 
businessman  skilled  in  acquiring  consulting 
engagements  -  Economics.  Real  Estate. 
Banking.  IP,  Finance.  Healthcare  and  Litigation 
Support  -  on  a  generous  commission  basis. 
Phone  (713)  472-7912;  Fax  (713)  964-0444 
or  e-mail  drken@lehecoserv.com 


Master  of 

Science  in 

Financial 

Services 


(610)526-'377 


Earn  a  master  s  degree 
Irom  an  accredited  business 
school  with  more  than  70 
years  ot  experience  in 
distance  education. 

K^-rmeriam 

gtadschool@amercoll.edu 


www.GraduateBusiness.com 

the  premier  website  of  graduate 
management  programs 

Published  in  cooperation  with  AACSB 

The  International  Association  for 

Management  Education 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 
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Health/Fitness 


Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  or 
ability.  Ideal  for  swimming,  water 
aerobics,  rehabilitation  and  fun.  The 
8'x  15'  Endless  Pool"  is  simple  to 
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For  Free  Video  Call 
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www,  flexjet.  com 


The  Learjet  31A®  accelerates  and  climbs 
faster  than  any  other  plane  in  its  class. 
It's  the  convenience  of  a  small  jet,  with 
the  power  of  a  larger  one.  The  Learjet 
31A  is  another  way  for  you  to  fly  by  your 
competition.  For  information  about  the 
many  affordable  benefits  of  Flexjet"  frac- 
tional ownership,  call  1-800 -FLEXJET. 
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AEROSPACE 


FLEXJi 
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Government 


by  25%  to  30%,  most  economists 
think  the  effect  would  be  far  less 
devastating.  So  Sidgmore,  a  mem- 
ber of  the  Internet  tax  commission 
that  is  scheduled  to  make  recom- 
mendations to  Congress  by  Apr.  21, 
advocates  keeping  the  status  quo  for 
a  few  more  years.  That  would  give 
sellers  and  governments  more  time 
to  resolve  their  disputes  and  econo- 
mists a  better  shot  at  figuring  out 
the  impact. 

Faced  with  such  uncertainty,  busi- 
nesses are  reacting  in  very  differ- 
ent ways.  Specialty  bricks-and-clicks 
retailers,  which  enjoy  relatively  high 
margins,  are  willing  to  collect  the 
tax   for   all   online   sales.    "The   high 
ground  for  companies  like  us  is  to  collect 
the  tax,"  says  Shelley  Nandkeolyar,  vice- 
president  for  e-commerce  at  kitchen- 
goods  retailer  Williams-Sonoma  Inc. 

But  where  margins  are  narrower, 
there  is  pressure  to  avoid  charging  the 
tax.  After  all,  a  6%  tax  can  be  the  dif- 
ference between  making  or  losing  a  sale. 
Many  bricks-and-clicks  retailers,  such 


WHERE  STATES  GET 
THEIR  SPENDING  MONEY 

THE  GENERAL  SALES  TAX  REPRESENTS  ONE-QUARTER 
OF  ALL  STATE  AND  LOCAL  TAX  REVENUES 

OTHER  __ ^ _ __ 

GENERAL  SALES 


PROPERTY 


CORPORATE  INCOME 


INDIVIDUAL  INCOME 


DATA:  CENSUS  BUREAU,  CENTER  FOR  THE  STUDY  OF  THE  STATES 

as  Williams-Sonoma  "are  showing  re- 
straint now  [by  continuing  to  collect 
tax],"  says  Michael  Mazerov,  an  e-tax 
expert  at  the  Center  on  Budget  &  Pol- 
icy Priorities,  a  Washington  think  tank. 
"But  at  some  point,  the  dam  will  burst." 
In  fact,  more  and  more  retailers  are 
ducking  the  responsibility.  Take  the  hy- 
percompetitive  business  of  consumer 
PCs.  Dell  Computer  Corp.  has  refused  to 


collect  sales  taxes.  In  contras 
petitor  Gateway  Inc.  had 
adding  the  levy  to  all  of  its 
But  in  October,  it  split  its  Ii 
and  catalog  operations  fr< 
storefront  business.  Now,  it  ( 
for  online  and  catalog  sales  or 
handful  of  states,  such  as  M 
and  South  Dakota,  where  its 
sales  operations  are  located. 

Bookseller  Barnes  &  Nob 

taken  a  similar  tack.  Althou 

chain  is  located  in  every  st 

has  created  barnesandnoble.ee 

as  a  separate  entity.  As  a  res 

lawyers  argue,  the  Web  selle 

collect  taxes  only  in  those  few 

where  its  warehouses  are  locatec 

Mart  Stores  Inc.  has  recently  do 

same.  Says  Peter  Lowy,  presid 

shopping-center   developer   We 

America  Inc.:  "You  can  drive  a 

through  the  current  system." 

So  far,  though,  the  battle  has 
more  about  potential  dollars  ths 
ones.  Despite  the  hype,  e-taili 
counts  for  less  than  1%  of  all 


TAXING  INTERNET  SALES  LEVELS  THE  PLAYING  FIELD 


Kentucky  Governor  Paul  E.  Pat- 
ton  is  a  two-term  conservative 
Democrat  and  former  coal  com- 
pany executive.  He  believes  that  not 
taxing  Internet  sales  could  devastate 
state  revenues.  Patton  discussed  the 
quandary  states  find 
themselves  in  with  Wash- 
ington Senior  Correspon- 
dent Howard  Gleckman. 

Q.  What  is  this  debate 
really  about? 
A.  It  is  about  being 
able  to  collect  taxes  that 
are  already  owed  on 
products  sold  on  the  In- 
ternet. There  is  nobody 
talking  about  imposing 
a  new  tax.  We  are  try- 
ing to  develop  a  reason- 
able method  that  will  allow  all  of  our 
retailers  to  compete  on  a  level  play- 
ing field  and  not  provide  an  unjusti- 
fied subsidy  to  remote  retailers. 

Q.  How  important  is  the  sales  tax 
to  Kentucky? 

A.  It  is  about  one-third  of  state  tax 
revenue.  It  is  not  growing  quite  as 
rapidly  as  it  had  been  growing.  By 
2002,  we  could  be  losing  as  much  as 


$140  million  in  taxes  owed  that  are 
impossible  to  collect. 

Q.  Can  the  use  tax*  make  up  for 

lost  revenue? 

A.  We  collect  about  $700,000  in  use 

taxes.  We  are  going  to 

collect  a  little  bit  more 

because  I  am  going  to 

start  to  pay  mine.  The 


4  *  We  are  trying  to . . .  not 

provide  an  unjustified 

subsidy  to  remote  retailers" 

PAUL PATTON 

Governor  of  Kentucky 


vast  majority  of  Ken- 
tuckians  don't  even 
know  they  owe  it. 

Q.  Do  states  have  an  obligation  to 
simplify  their  sales-tax  laws? 
A.  The  states  are  going  to  have  to 
realize  that  they  have  to  solve  this 
burden  on  the  remote  sellers.  We 
can't  expect  [remote  sellers]  to 
determine  what  taxes  might  be 
owed  in  each  and  every  jurisdiction 
in  the  U.  S. 


Q.  Can  the  sales  tax  survive  if  7 
mote  sellers  can  avoid  collecting 
A.  The  ultimate  result  is  that  it 
stroys  the  sales  tax.  If  We  get  to 
the  point  where  one-third  of 
transactions  are  tax-free,  then  it 
becomes  impossible  to  impose  it. 
You've  got  that  other  two-thirds 
saying:  "You  can't  keep  us  per 
petually  at  a  competitive  disadvs 
tage."  You've  got  to 
repeal  the  tax — whi 
would  be  a  serious  j 
tential  breakdown  o 
the  ability  of  state  a 
local  governments  t 
finance  themselves 
Two-thirds  of  our  re 
enue  goes  to  educa 
tion.  It  would  be  a  disaster  for 
education. 


*The  use  tax  discussed  by  Patton 
and  Massachusetts  Governor  Pau 
Cellucci  (page  236)  is  supposed  to 
work  like  this:  When  out-of-state 
online  retailers  do  not  collect  a  sa 
tax,  consumers  are  responsible  fo 
paying  it  themselves.  The  obscur* 
levy  should  be  included  with  one': 
individual  income-tax  payment  bt 
in  reality  is  rarely  paid. 
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In   1935,  FDR  introduced  Social  Security 

so  millions   of  Americans   could  retire  with   less  worry. 

Today,   we're  picking  up  where  he  left  off. 


Introducing   the   Retirement   Income  Manager*"  exclusively  from   T.    Rowe   Price. 

Not  to  be  mistaken  for  simply  a  planning  tool,  it's  a  unique  advisory  service  that  helps  you 

determine  how  much  of  your  retirement  savings  you  can  comfortably  spend  each  month  for 

the  rest  of  your  life.   Through  advanced  computer  technology  that  factors  in  hundreds 

of  different  market  scenarios,  it  gives  you  a  customized  investment  plan  appropriate  for  your 

goals  and  priorities .  And  our  own  retirement  counselors  help  every  step  of  the  way. 
The  Retirement  Income  Manager  from   T.   Rowe  Price.   It  will  help  you  retire  with   Ie\s  worry. 

We  think  FDR  would've  approved 


'Ilk 


T.RoweRice 

//  you're  retired,  or  about  to,  call  l-oUU-7 jH-jOio,  or  visit  us  at  www.troweprice.com. 

•tiririuiH  Income  Manager  is  .1  service  oi  T,  Rowe  Price  Assoi  iates,  Inc.,  a  registered  investment  adviser.  The  Retirement  Income  Manager  and  any 
nvestmenrs  available  through  T.  Rowe  Price  are  neither  endorsed,  insured,  nor  guaranteed  by  the  U.S.  government  and  are  subject  to  market  risk. 
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Government 


What  would  the  states  and  cities  do  without 
the  $200  billion  they  get  from  sales  taxes? 


sales.  And,  according  to  Forrester  Re- 
search Inc.,  a  Cambridge  (Mass.)  mar- 
ket-research firm,  states  lost  just  $525 
million,  or  barely  0.3%  of  all  sales-tax 
revenues  last  year,  as  the  result  of  un- 
taxed Net  purchases.  Still,  states  are 
not  taking  the  challenge  lightly.  Cali- 
fornia and  Connecticut  are  quietly  warn- 
ing businesses  that  they  expect  them 
to  collect,  even  for  e-sales.  The  next 
step  could  be  a  crackdown  on  scofflaws. 
Other  states,  such  as  Michigan,  are  re- 
minding consumers  that  they  are  re- 
sponsible for  paying  a  use  tax,  if  a  sales 
tax  was  not  collected  at  the  time  of 
purchase.  Michigan's  1999  income  tax 
return  includes  a  new  line  for  use-tax 
payments  and  a  full-page  notice  re- 
minding taxpayers  what  the  tax  is  and 
how  to  pay  it. 

That's    probably    a    losing    battle, 


though,  because  the  use  tax  will  never 
replace  the  crumbling  sales  tax.  Some 
governors,  led  by  Utah's  Leavitt,  think 
the  sales  levy  can  be  saved.  They  want 
to  see  states  dramatically  simplify  their 
current  rules — and  they  hope  that  tech- 
nology will  ease  business'  task  of  figur- 
ing the  taxes  for  all  sales.  But  other 
tax  experts  are  exploring  alternatives  if 
the  sales  tax  continues  to  erode.  Says 
Richard  Prem,  a  partner  at  accountant 
Deloitte  &  Touche:  "If  we  can't  agree  on 
a  system  that  buys  some  certainty  and 
creates  a  more  level  playing  field,  people 
are  going  to  have  to  start  asking:  What 
system  should  we  be  looking  at?' " 

One  possibility  raised  by  economist 
Kevin  Hassett,  who  was  a  top  adviser 
to  Senator  John  McCain  (R-Ariz.),  is  to 
solve  the  sales-tax  mess  through  broad- 
based  federal  income-tax  reform.  How? 


The  flat  tax  and  related  federal 
are  really  just  consumption  tax< 
take  all  income,  subtract  savir 
investment,  and  tax  the  rest.  T 
which  has  also  generated  int 
such  organizations  as  the  U.  S. 
of  Commerce,  is  that  a  federal 
would  replace  the  sales  tax; 
would  piggyback  their  own  vers 
flat  tax  on  a  reformed  federal  s 
Such  reform  would  take  year 
ever.  While  the  wonks  deliber 
ternet  sales  will  continue  to  grow 
lawyers  will  find  new  loopholes 
current  law,  and  state  sales-t 
enues  will  gradually  begin  to  fad 
State  and  local  officials  are  not  1 
crisis  just  yet.  But  then,  in  1773, 
were  the  British. 

By  Howard  Glecki 
WasJ 


TAXING  INTERNET  SALES  HURTS  CONSUMERS 


M 


Iassachusetts  Governor  Paul 
Cellucci  is  a  tax-cutting  Re- 
publican and  supporter  of  fel- 
low gop  Governor  George  W.  Bush  of 
Texas.  But  unlike 
Bush,  he  opposes  In- 
ternet sales  taxes. 

Q.  What  is  this  debate 
really  about? 
A.  We're  trying  to  ap- 
ply 1930s  laws  to  a 
new  era.  These  use 
taxes  are  a  little  bit 
like  soda  fountains  at 
drug  stores.  I  used  to 
love  them.  They're 
very  nostalgic. 

Q.  Are  sales  taxes  ob- 
solete in  this  new  era? 
A.  It  is  an  issue  that 
states  have  to  confront.  This  exacer- 
bates a  trend  that  was  already  in 
place:  the  growth  of  the  service 
economy  and  the  fact  that  services 
generally  are  not  subject  to  sales 
tax.  A  lot  of  people  are  still  going  to 
want  to  see  the  product  they  are 
buying  and  walk  home  with  it. 
Brick-and-mortar  companies  will  al- 
ways have  that  advantage,  and 


there  will  be  the  ability  to  collect 
the  sales  tax.  But  people  will  also 
have  the  option  of  buying  over  the 
Internet.  They'll  have  to  pay  ship- 
ping and  handling 
charges.  That's  a 
choice. 


A.  A  lot  of  brick-and-mortar  sto 
are  going  to  go  online.  They  are 
ing  to  expand  their  markets  and 
give  consumers  more  choice.  We 
ought  to  be  thinking  about  our  ci 
zens  and  their  convenience  first 


"  We  ought  not  to  put  a 
drag  on  a  powerful  tool 
of  economic  growth  " 

PAUL  CELLUCCI 

Governor  of  Massachusetts 


Q.  Other  governors 
worry  that  this  will 
shrink  the  tax  base. 
A.  That  might  hap- 
pen. But  in  Massachu- 
setts, sales  tax  rev- 
enues were  up  8%  in  the  last  six 
months  of  1999,  despite  the  signifi- 
cant increase  in  e-commerce.  We 
ought  not  to  put  a  drag  on  a  power- 
ful tool  of  economic  growth. , 

Q.  Will  Main  Street  retailers  accept 
a  system  where  they  must  collect 
sales  taxes  and  their  online  com- 
petitors don't? 


Q.  Are  you  comforh 
with  the  federal  gove 
ment  saying  what  yo 
can  tax  and  what  yo 
can't? 

A.  The  boundaries  b 
tween  states  and  na 
tions  really  don't  me; 
much  anymore.  That' 

another  hard  thing  for  governors 

accept. 


Q.  Those  are  market  choices.  Isr< 
that  different  from  a  government 
subsidy? 
A.  That's  a  very  slippery  slope.  I 
you  really  want  to  have  a  level  pi 
ing  field,  we  all  ought  to  tax  the 
same  thing  and  have  the  same  rat 
They  make  the  argument  about 
states'  rights,  but  if  you  really  w; 
to  have  a  level  playing  field,  you  i 
going  to  destroy  states'  rights.  A 
I  don't  think  that's  where  you 
should  go. 
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Digex  &  Kraft  Foods 

They  make  mealtime  easy. 
We  manage  Web  servers. 


ve<*l  Uelp  iv\  ve^vl  Hwe 


Together  we  do  ©-business. 

At  www.kraftfoods.com  you'll  find  the  largest  packaged  food  company  in  North 
America.  Kraft  products  have  been  a  part  of  family  traditions  for  more  than  200  years 
—  that's  their  business.  At  Digex,  we  don't  know  much  about  whipping  up  a  great 
meal.  But  we  do  know  what  it  takes  to  run  a  successful  e-business. 

Digex  manages  the  details  necessary  to  make  your  online  business  a  success.  We 
supply  the  hardware,  software  and  pre-engineered  platforms  that  include  best-of-breed 
technology  to  get  your  site  up  and  running  —  fast  and  reliably.  Our  world-class  data 
centers  and  networks  are  optimized  for  performance  and  availability,  so  your  site  is 
online  24x7x365.  We  provide  the  administration,  monitoring  and  security  services 
necessary  to  make  sure  your  site  stays  up  and  running  smoothly  and  securely. 

At  Digex,  we  focus  on  the  technology  and  operations,  so  you  can  focus 
on  the  business  opportunity. 


Digex      keeps  e-business  in  business 


www.digex.com/e-business4 
1.888.312.4843 


©2000  Digex,  Inc   AM  trademarks,  tradenames  and  service  marks  mentioned  and/or  used  belong  to  their  respective  owners  All  rights  reserved 


DESTINATION 

CUBA,  DINING 

IN  NEW 

ORLEANS 


CUBA 


How  to  Make 

Havana  Dreams  Happen 


UVIO, 


Among  the  Americans  land- 
ing at  Jose  Marti  Interna- 
tional Airport  in  Havana 
every  day,  the  tension  is 
as  thick  as  a  cloud  of  cigar 
smoke.  Fingering  their 
U.S.  passports  as  they 
stand  in  the  Cuban  immigration 
line,  they  talk  of  how  to  avoid 
getting  caught  by  U.S.  Customs  on  their  re- 
turn. "If  you  put  $5  in  your  passport,  they  won't 
stamp  it,"  says  a  nervous  tourist  from  San  Fran- 
cisco who's  debating  how  to  avoid  incontrovert- 
ible proof  of  his  trip.  "Well,  I  heard  that  if  you 
try  to  bribe  them,  they  will  stamp  it,"  replies 
someone  in  the  next  line.  An  experienced  New 
Yorker  chimes  in:  "I  got  stamped  last  time  and  it 
doesn't  even  say  'Cuba'  on  it,  so  who  cares?" 


With  a  little 

homework,  your 

vacation  can  be 

perfectly  legal 


BY  SHERI  PRASSO 


With  tens,  if  not  hundr& 
thousands  of  Americans  V€  ^  ' 
ing  to  Cuba  each  year,  it's  a 
mon  scene.  The  success  of 
such  as  The  Buena  Vista 
Club  and  the  popularity  of 
in  the  U.  S.  have  increasec  I 
cachet  of  going  to  Havana 
the  use  of  somewhat  cloak  | 
dagger  means  to  do  it.  "There's  probably 
tain  thrill  to  the  illegality,"  observes  Josepl 
bison,  a  35-year-old  Canadian  who  recently 
scuba  diving  in  Cuba  with  Americans. 

What  those  uneasy  American  visitors 
know,  however,  is  that  many  could  be  il 
legally — without  an  official  piece  of  paper  s;  _ 
so.  Technically,  travel  to  Cuba  isn't  illegal;  it's  j 
that  U.S.  Treasury  regulations  bar  Amer    '| 
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pent! 

Up  :i. 
^foils'  |j 

y  offic 

ited  sir 
Peel 

ever 


H 


fcom  spending  money,  in  any  kind 

Of  currency,  in  I  lie  country. 
Violators  risk  a  $260,000  fine  and 
up  to  K)  years  in  prison.  Bui 
these  same  rules  (posted  at 
www.treas.gov/ofac) 

say  thai  "full-time  pro- 
fessionals whose  trav- 
el is  directly  related  to 
professional  research" 
can  go  without  special 
permission.  If  they're 
questioned  by  U.S. 
Customs  agents,  they 
can  simply  say  they  were  legally 
entitled  to  go. 

Previously,  Americans  wrho  fell 
into  the  professional  category  had 
to  apply  for  a  license.  But  Trea- 
sury ended  that  requirement  last 
May,  after  the  office  tasked  with 
giving  licenses  was  deluged  with 
requests.  Who  can  go  now  without 
special  permission?  Apart  from  the 
obvious  categories  of  journalist 
and  academic,  all  kinds  of  people 
qualify:  doctors  who  want  to  tour 
medical  clinics,  architects  who 
want  to  view  historic  sites,  and, 
perhaps,  musicians  who  want  to 
observe  Afro-Caribbean  rhythms 
in  action.  Washington  requires 
only  that  the  trip  "comprises  a 
full  work  schedule"  and  that  the 
result  "has  a  substantial  likelihood 
of  public  dissemination." 


LA  VIDA  LOCA:  There  (ire  plenty  of  opportunities  for  rev 
Havana's  restaurants,  bars,  and  clubs 


loes  posting  one's  observations  of  Cuba 

mline  news  group  or  chat  room  meet  that 

3ment?  How  about  playing  a  new  tune 

up  in   Havana  to  a  packed  house?  The 

ions'  limits  have  yet  to  be  tested,  and 

ry  officials  did  not  respond  to  questions 

DSINESS  WEEK  about  them.  So  far,  though, 

can  cite  a  case  of  an  American  ever  being 

Bted  simply  for  being  a  tourist  in  Cuba. 

J  religion.  Par  qualified  travelers,  Marazul 

in  Weehawken,  N.J.  (800  223-6334),  flies  a 

trip  charter  from  New  York  to  Havana 

19  every   Friday.  If  you're  worried  about 

1  qualified  on  your  own,  you  can  take  a 
our  from  an  organization  whose  mission  is 

a  note  awareness  about  Cuba.  Several  offer 

■    IC  trips  on  a  monthly  or  biweekly  basis. 

1  most   trips  also  are  restricted  to  "full-time 


professionals,"  the  Center  for  Cuban  Studie    In 

New  York  (www.cubaupdate.org  or  'Zl'Z  2\z  0669) 

'rips  for  nonprofessionals  as  well  a  LO-day 

excursion  celebrating  "Passover  in  Cuba,"  or  any 
religious  holiday.  "Anyone  can  qualify  for  a  reli- 
gious trip,"  which  has  its  own  separate 
category  of  permission,  says  Execu- 
tive Director  Sandra  Levinson. 

The  hundreds  of  other  Americans 
arriving  daily  in  Havana  go  via  a  for- 
eign country,  such  as  Mexico  or  Cana- 
da. They  simply 
make  an  interna- 
tional call  to  the 
reservation  office  of  a  foreign 
carrier  that  flies  to  Havana 
and  give  a  credit-card  num- 
ber. The  ticket— and  a  $15 
"tourist  card,"  the  equivalent 
of  a  visa — will  be  waiting  for 
them  in  Cancun,  Nassau, 
Toronto,  or  any  other  foreign 
city  with  Havana  flights.  Some 
travel  agencies,  such  as  Scubacan  International 
(www.scubacan.com),  claim  that  Americans,  by 
paying  the  full  costs  of  the  trip — including  hotel 
and  meals — to  its  Toronto  headquarters,  can  skirt 
the  illegality  of  spending  money  in  Cuba. 
INVITING  DANCES.  So  is  the  reward  worth  the 
risk?  Havana  certainly  is  a  vibrant  capital  of 
music,  sex,  and  sun.  The  travel  writer  Pico  Iyer 
writes  that  "the  whole  island  has  the  ramshackle 
glamor  of  an  abandoned  stage  set"  and  that 
every  night  is  a  "round-the-clock  turmoil  of  car- 
nival." Salsa  bands  play  into  the  wee  hours  at 
hot  spots  Cafe  Cantante  and  the  Casa  de  la 
Miisica.  And  for  those  who  don't 
want  to  pay  the  $10-$20  cover 
charges,  impromptu  concerts 
spring  up  in  the  bars  and  openr 
cafes  of  Old  Havana.  Just  about 
every  dance  invitation  comes 
with  a  proposition — for  both  men 
and  women. 

Relaxing  it  isn't.  A  stay  in  the 
Hotel  Inglaterra,  one  of  Havana's 
oldest  and  most  elegant,  comes 
replete  with  salsa  rhythms  from 
bands  on  the  street  below  and 
on  the  rooftop  above.  It's  hard  to 
"  resist  joining  the  revelry. 
Apart  from  the  music,  Cuba's  most  inviting 
feature  is  its  beaches.  The  Santa  Maria  del  Mar, 
a  30-minute,  $10  taxi  ride  east  of  Havana,  is 
just  about  every  knowledgeable  traveler's  day- 
time destination.  Here,  the  water  is  Chagall- 
blue,  the  fresh  fish  is  decent,  and  the  beer  is 
plentiful.  Those  with  more  time  often  take  a 
road  trip.  Rex  Rent-A-Car  (Oil  537  339-160)  has 
Audis  for  $60-$80  per  day.  Five  hours  southeast 
of  Havana  is  the  city  of  Trinidad,  whose  colonial 
architecture  UNESCO  has  declared  a  World 
Heritage  Site. 

But  of  course,  all  those  professionals  doing 
research  had  better  forget  the  fun.  Cuba  has 
( is.s  health  clinics,  1,13(5  nursery  schools,  47  in- 
stitutions of  higher  education,  and  four  UNESCO- 
approved  biosphere  reserves.  Researching  all 
that  could  take  many  trips  to  Cuba  indeed.      □ 


HOTEL  NACIONAL 

pri'pti ii'il  to  s/><  n 
least  $200  a  night. 


Tips  On 
Havana 
Hotels 

►  You  can  book  a 
hotel  at  Havana's 
international  air- 
port, where  hotel 
booths  vie  in  offer- 
ing discounts. 

►  Some  travelers 
make  a  booking 
from  abroad, 
which  they  switch 
if  they  find  a  bet- 
ter choice  at  the 
airport.  Immigra- 
tion sometimes  re- 
quires proof  of  a 
reservation  before 
you're  let  in. 

►  Hotels  don't  ac- 
cept credit  cards. 
A  short  list  of  fa- 
vorites: 

•  Hotel  Nacional 
(over  $200) 

•  Hotel  Sevilla 
($80-$125) 

•  Hotel  Ambos 
Mundos  ($100- 
$110) 

•  Hotel  Inglaterra 
($90) 

•  Hotel  St.  John's 
($60) 
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BusinessWeek  Lifestyle 


NEW    ORLEANS 


'Food  is  What 
We're  All  About' 


More  and  more 

women  dominate 

the  Big  Easy 's  food 

landscape 


BY  ED  LEVINE 


New  Orleans  is  one  of  the 
greatest  food  cities  in  the 
world,  but  what's  really 
noteworthy  is  the  number 
of  women  chefs  and 
restaurateurs  who  have 
come  to  dominate  the  Big  Easy's 
foodscape  in  recent  years.  In- 
deed, Zagat's  latest  New  Or- 
leans restaurant  guidebook 
awarded  Bayona,  owned  and  operated  by  chef  Su- 
san Spicer,  the  highest  food  rating  of  all  the  eater- 
ies it  surveyed.  Three  other  women-run  restau- 
rants, including  the  venerable  Commander's 
Palace,  owned  by  the  legendary  Ella 
Brennan,  also  received  superior  marks. 
That  was  enough  to  convince  me  that 
things  needed  further  investigation.  So 
I  spent  two  days  and  two  nights  in  New 
Orleans  eating  12  meals,  all  in  restau- 
rants with  women  in  charge  of  the 
kitchen,  the  front  of  the  house,  or  both. 


I  also  got  an  answer  from  Dooky  Chase,  t 
most  prominent  African-American  res 
owner,  to  my  question  about  why  so  many 
in  New  Orleans  have  become  influential  cl 
restaurateurs.  "Food  is  what  we're  all 
said  Chase,  at  77  a  nearly  60-year  Vetera 
New  Orleans  dining  scene.  "Women  are  i 
hospitality.  Who  could  possibly  do  food  a 
pitality  better  than  a  woman?" 

My  culinary  tour  included  Chase's  res 

but  my  fir 
was  Bayon 
geous  resta 
the  Frencl 
ter  that  f 
oversize 
arrangeme; 
a  spectacu 
i  n  g  c  o  u  r 
Chef  Spice 
dishes,  such  as  oyster  gratin  with  stone- 
grits,  fried  green  tomatoes,  and  tasso  (spic; 
ham)  cream,  were  a  perfect  melding  of 
French  technique  and  local  ingredients. 

Almost  as  fine  was  the  crispy  smoked  qi 
ad  with  bourbon  molasses  vinaigrette.  Oth< 
es,  such  as  cream  of  garlic  soup  and  and  apj 
boudin-stuffed  rabbit  leg,  were  undisting 
The  service  was  friendly,  if  haphazard.  Bu 
heaven  I  saved  room  for  dessert.  Spicer's 
berry  pie  had  the  flakiest  crust  imaginat 
came  with  ultrasmooth  lemon  ice  cream 

My  next  stop  was  Dooky  Chase's.  Wha 
ed  as  a  small  sandwich  shop  in  1941  in 
neighborhood  has  become  an  upscale,  white 
cloth  restaurant  in  a  series  of  "shotgun"  ho 
narrow,  white  row  houses — whose  mauve 
walls  are  adorned  with  Chase's  extraordin? 
lection  of  African-Americ 
The  eaterie,  a  10-minute  c 
from  the  French  Quarter 
place  to  be  seen  both  f 
city's  influential  black  pow 
kers  (such  as  Mayor  Marc 
rial)  and  for  prominent 
coming  through  the  Cr< 
City.  Chase  has  played  1 
Sarah  Vaughan,  Thurgooi 
shall,  Danny  Glover,  and 
Winfrey,  among  others. 

Chase  wasn't  always  h( 
bing  with  celebrities.  Wh 
started  in  the  kitchen,  mak 
hazed  her,  ordering  her  t 
enormous  stockpots.  "Sure  I  had  that  done  t 
she  says.  "But  when  you  become  the  exe 
chef,  you'll  find  some  man  to  pick  it  up  for 
To  artists,  pols,  and  common  folk  alike, 
serves  up  heaping  plates  of  classic  Creol 
food.  Don't  miss  her  smoky  gumbo,  mirac 
ly  crispy  fried  chicken,  crab  soup,  or  more 
orate  dishes — including  shrimp  Clemer 
made  with  potatoes,  peas,  and  mushroo 
garlic  butter  so  powerful  it  could  ward  o 
spirits  forever. 

Around  the  corner  from  Dooky  Chase 


GRANDE  DAME: 

Chase  (Left) 
serves  heaping 
plates  of  Creole 
soul  food 
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B-to-B  commerce  is  finally  heading  in  the  right  direction. 


Credit 


com 


There  is  one  company  playing  a  significant  role  in  changing  the  direc- 
tion of  e-business  and  revolutionizing  the  way  commerce  is  transacted. 
That  company  is  eCredit.com.  eCredit.com  makes  e-business  possible 
on  a  scale  never  before  imagined.  We  have  removed  the  boundaries 
between  business  commerce  transactions  by  uniting  businesses  with 
global  information  sources  and  financing  partners.  Now,  e-business 
credit  and  financing  transactions  can  be  consummated  through  the 
eCredit.com  Global  Financing  Network™ — the  first  Internet-based 
network  of  its  kind. 

In  the  Internet  Economy,  eCredit.com  keeps  global  business  moving. 

Move  your  business  in  the  right  direction.  Visit 
www.ecredit.com  or  call  toll-free,  1-877-247-1 146  for  your 
guide  to  the  eCredit.com  Global  Financing  Network. 

1 ■  ■■  inervcd. 
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Soul 
Sisters 

Women  are  key: 

GABRIELLE 

3201  Esplanade  Ave. 
504  948-6233 

MANDICH 

3200  St.  Claude  Ave. 
504  947-9553 

UGLESICHS 

1238  Baronne  St. 
504  523-8571 

BAYONA 

430  Dauphine  St. 
504  525-4455 

DOOKY  CHASE 

2301  Orleans  Ave. 
504  821-0600 

WILLIE  MAE'S 
SCOTCH  HOUSE 

2401  St.  Ann  St. 
504  822-9503 

COMMANDER'S 
PALACE 

1403  Washington  Ave. 
504  899-8221 

UPPERLINE 

1413  Upperiine  St. 

504  891-9822 


much  less  fancy  soul-food  es-  TALK  OF  THE  TOWN:  Spicer's  Bay- 
tablishment,  Willie  Mae's  ona  gets  top  ratings  from  Zagat's 
Scotch  House.  It's  a  tiny  (sev- 


en  tables),  lunch-only  cafe,  its  plain  walls  adorned 
with  a  Hawaiian  travel  poster,  a  picture  of  Dr. 
Martin  Luther  King  Jr.,  and  some  green,  gold, 
and  black  Mardi  Gras  ornaments.  Presiding  over 
it  all  is  80-year-old  Willie  Mae  Seaton. 
"NURTURING."  When  my  dining  companion,  local 
mystery  writer  Julie  Smith,  and  I  walked  in  and 
sat  down,  Seaton's  son  came  by  and  said:  "We 
don't  have  much  left."  Did  that  spell  trouble?  New 
Orleans  Times-Picayune  columnist  Lolis  Eric 
Elie  (author  of  Smokestack  Lightning,  one  of  the 
greatest  books  about  barbecue  ever  written)  had 
told  me  that  Willie  Mae's  served  the  best  fried 
chicken  he  had  ever  had  in  a  restaurant. 

I  wasn't  let  down.  Twenty  minutes  later,  he 
brought  us  one  plate  of  powerful,  full-flavored  red 
beans  and  rice  and  another  of  the  most  beautiful 
fried  chicken  I  had  ever  seen.  Its  crunchy,  bur- 
nished brown  skin  adhered  to  moist,  tender  meat, 
and  as  good  as  the  fried  chicken  at  Dooky  Chase's 
had  been,  this  was  even  better.  Even 
though  this  was  my  fifth  meal  of  the 
day,  Smith  and  I  found  ourselves  fight- 
ing over  the  last  piece.  Seaton  has  no 
fancy  theories  about  why  she's  in  the 
restaurant  business:  "I  had  a  bad  mar- 
riage. I  had  to  do  something." 

Commander's  Palace  is  about  as  far 
removed  from  Willie  Mae's  Scotch 
House  as  any  place  could  be.  Located  in  the  fash- 
ionable, staid  neighborhood  known  as  the  Garden. 
District,  Commander's  Palace  is  where  both 
Emeril  Lagasse  (of  Food  Network  fame)  and 
Paul  Prudhomme  came  to  prominence.  The  cur- 
rent chef,  Jamie  Shannon,  is  also  a  major  culinary 
talent.  His  New  Orleans  barbecue  stew  features 
gulf  shrimp,  homemade  seafood  sausage,  and  lo- 


Why  have  women  c 
risen?  "It's  the  Bil 
Easy  syndrome," 
one.  "You  don't  hal 
elbow  other  people 
to  get  somewhere' 


cal  redfish  in  barbecue 
flavored  with  beer  and 
mary.  A  classic  redfls| 
shrimp  court  bouilk 
perfectly  rendered  in 
ole  tomato  sauce.  Dessd 
the  restaurant's  famoud 
pudding  souffle,  whic 
earthy-tasting,  yet  d^ 
and  light. 

Presiding  over  all  thil 
elegant,  74-year-old  Ella 
nan.  Since  Brennan  ai 
family  took  over  Comma 


Palace  in  1973,  it  has  become  the  city'i 
talked-about  restaurant.  In  1996,  the  James 
Foundation  named  it  restaurant  of  the  year. 
Brennan  and  her  brothers  took  over  the  bu 
she  admits  that  she  had  a  bias  against 
working  in  the  kitchen.  "I  felt  it  was  too 
physically,"  she  says.  Her  views  have  e 
since,  thanks  in  large  part  to  the  many 
cooks  who  have  passed  through  Comma 
Palace  in  recent  years.  And  she  remains 
abashed  champion  of  women  running  the 
restaurants:  "We  have  a  nurturing  natur 
pulls  the  whole  thing  together.  We  come 
business  naturally."  In  fact,  Brennan's  daugh 
has  her  own  cafe,  Foodies 

Ella  Brennan  is  a  role  model  for  Jo  An 
venger,  the  former  bar  owner  and  costu: 
signer  who  16  years  ago  opened  the  Upp 
Restaurant  in  the  artsy  Uptown  district 
restaurants  such  as  Commander's  Palace  an 
ona  stray  well  beyond  New  O 
cooking,  Clevenger  and  curren 
Ken  Smith  are  content  with  firs 
renditions  of  many  Creole-Caj 
vorites,  such  as  oyster  stew,  fa' 
roast  duck,  and  shrimp  remo 
served  atop  fried  green  tomatoe 
Clevenger  makes  her  employe* 
customers  feel  like  family.  The  e 
I  spent  there,  she  greeted  nearly  every  di: 
the  place.  She  has  her  own  theory  of  why 
chefs  and  restaurateurs  have  risen  to  pro; 
recently  in  New  Orleans:  "It's  the  Big  Eas 
drome — life  is  easier  here,"  she  told  me. 
don't  have  to  elbow  other  people  out  of  the 
get  somewhere."  Unless,  of  course,  there'; 
one  serving  of  gumbo  left 
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TTING  INTO 
, THE  WACKY 
RLD  OF  WEB 

ILUATIONS 


TheArt 
of  the  Dealer 

Stepping  into  the  market?  You'd  best  get  professional  help 


BY  JOAN  OLECK 

If  there's  anything  art  collector  Paul  Graham 
hates  in  a  dealer,  it's  attitude.  "I've  been  giv- 
en the  cold  shoulder,  ignored,  and  maltreated 
as  if  I  were  some  sort  of  interloper,"  he  com- 
plains. One  problem  is  that  he  dresses  in 
Birkenstocks  and  chinos.  But  in  1998,  this 
onetime  painting  student  sold  his  Viaweb  e- 
commerce  software  to  Yahoo!  for  $49  million. 
Says  Graham:  "There  are  an  awful  lot  of  million- 
aires walking  around  looking  like  art  students 
now." 

There  is  indeed  a  lot  of  new 
wealth  shopping  for  art,  includ- 
ing such  Internet  tycoons- 
tumed-collectors  as  Netscape  co-founder  Jim  Clark 
and  Microsoft  co-tbunder  Paul  Allen.  Since  his 
own  big  score,  Graham  has  plunked  a  quarter  of  a 
million  dollars  into  art.  Trouble  is,  not  all  new 
collectors  do  as  Graham  did:  get  advice.  ".Just  be- 
cause you  have  come  into  a  lot  of  money,"  says 
New  York  dealer  Mary-Anne  Martin,  "doesn't 
mean  you  ha\e  the  knowledge  you  need  to  buy 


Collecting  Art 


art  intelligently." 

If  you're  a  novice,  buying  without  help  from  a 
trusted  dealer  or  art  consultant  is  risky.  A  dealer 
can  steer  you  away  from  costly  mistakes.  Is  the 
work  innovative  and  of  sufficient  quality  that  it 
will  survive  trendiness  and  increase  as  an  invest- 
ment? A  good  dealer  will  know.  "You're  trying  to 
pick  who  that  next  generation  of  household  names 
is  going  to  be,"  says  Mary  Boone,  a  New  York 
dealer  who  has  promoted  to  celebrityhood  such 
contemporary  artists  as  Jean-Michel  Basquiat, 
Eric  Fischl,  and  Julian  Schnabel. 
Dealers  can  help  a  new  col- 
lector in  many  ways.  They  alert 
clients  to  new  works,  using 
databases  that  track  client  tastes.  They  supply  a 
work's  provenance,  or  history  of  its  ownership 
and  past  sales,  which  helps  determine  its  value 
They  prescreen  and  attend  auctions — and  bid  for 
you,  to  protect  your  anonymity.  They  let  buyers 
"try  out"  art  at  home.  They  give  you  first  re- 
fusal on  works  you  might  like  and  let  you  pay  in 
installments.  They  even  make  referrals  for  light- 
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Cruising  the  Poshest  Shows 


DATE 

EVENT 

LOCATION 

INFO 

MAR.  9-14 

Art  Palm  Beach 

West  Palm  Beach 

561  220-2620 

MAR.  18-26 

TEFAF  Maastricht  Show 

Netherlands 

44 171 439-2822 

MAR.  24-29 

International  Asian  Art  Fair 

New  York 

212  877-0202 

MAY  3-31 

Sotheby's  Spring  Auctions 

New  York 

212  606-7176 

MAY  9-17 

Christie's  Spring 
(Evening)  Auctions 

New  York 

212  636-2000 

MAY  12-15 

Art  Chicago  2000 

Chicago 

312  864-7400 

JUN.  14-20 

Grosvenor  House  London 
Art  &  Antiques  Fair 

London 

44 171 499-6363 

JUN. 21-26 

Art  Basel 

Switzerland 

212  627-1455 

SEPT.  21-25 

San  Francisco  Int'l  Art  Expo 

San  Francisco 

312  587-3300 

DATA:  WWW.ARTNET.COM 

What  Dealers  Do 

^  Help  you  assess  a  work's  artistry, 
condition,  and  resale  value 


>■  Provide  the  history  of  a 
work's  ownership  and  past 
sales 

:  Alert  you  to  new  works  that 
fit  your  taste 

-  Give  you  first  refusal  on 
works  you  might  like 

^  Find  a  buyer  for 
works  you  want  to  sell 

Introduce  you  to 
artists  you  like 

•  Loan  you  works  to 
"try  out"  at  home 

Allow  you  to  pay 
for  paintings  in 
installments 


ing  and  framing.  And  they'll  find  you  a  buyer 
when  you  decide  to  sell.  Says  Graham:  "Dealers 
do  a  lot  more  than  hand  you  the  painting  and 
keep  the  check." 

Finding  a  dealer  you're  comfortable  with  and 
can  trust,  however,  isn't  easy:  The  art  world  is 
awash  in  tales  of  unsophisticated  collectors  be- 
ing taken  for  a  ride.  The  value  of  art  works,  par- 
ticularly those  by  new  artists,  can  be  highly  sub- 
jective. New  collectors  should  do  as  much  research 
as  they  can  on  their  own  and  view 
dealers  as  only  one  tool. 

One  way  to  start  is  to  attend  art 
fairs  (box),  such  as  last  month's  Art 
Dealers  Association  of  America  (adaa) 
show  in  New  York  or  the  huge 
upcoming  European  Fine  Arts 
Federation  show  in  Maastricht, 
Netherlands.  You  can  see  a  lot 
of  work   at   one   time,   learn 
^which  galleries  specialize  in 
which  types  of  art,  and  be- 
gin to  get  a  sense  of 
prices.  You  can  also 


I 


►  Bid  for  you 
at  auctions 


browse  art  maga- 
zines or  Web  sites 

.  (recommended: 
wwwartnet.  com). 
And  you  can  ob- 
.   tain       referrals 

*  from  the  adaa 

*  (212  940-8590); 
-  the  International 

'   Fine  Print  Deal-- 
\  ers    Assn.     (212 

GOOD  SHOW: 

Early  on,  Graham 
found  an  art  dealer 
he  trusted 


759-4469);  the  Private  Art  Dealers  Ass| 
572-0772),  for  dealers  without  galleries; 
APAA,  or  Association  of  Professional 
sors  (888  682-APAA). 

The  next  step  is  a  face-to-face.  Don't 
timidated:  Most  dealers  love  to  schmoozd 
art.  "I  don't  think  there  are  stupid  quel 
says  Gilbert  S.  Edelson,  adaa  administratis 
president.  "There  are  only  stupid  commenj 
as  'My  6-year-old  could  do  that.'" 

Good  dealers  will  also  help  a  collector  cl 
better,  rather  than  a  lesser,  painting  fromf 
ticular  artist.  Cheryl  Fishko,  co-owner  wi| 
band,  Robert,  of  the  Forum  Gallery  in  Ne\ 
last  fall  discouraged  a  buyer  from  acqul 
minor-league  work  by  Norwegian  reali^ 
Nerdrum  and  advised  him  to  wait  for  Nerd 
finish  some  more  mature  paintings. 
FAKE  FEAR.  That's  the  kind  of  guidance  th^ 
ham,  the  Web  tycoon,  looks  for.  When  he 
tered  the  Fishkos  at  the  San  Francisco  Ii| 
tional  Art  Exposition  last  fall,  he  was  str 
their  warmth  and  willingness  to  help.  (Hi 
tually  wrote  them  a  $65,000  check  for  a 
Maury  canvas  he  had  long  admired.)  One 
he  likes  the  Fishkos,  Graham  says,  "is  thJ 
they  don't  have  to  'sell'  you  just  their  ai 
They'll  actually  refer  you,  he  says,  to  othej 
ers  for  works  you  want.  Graham  has  also  [ 
Denver  dealer  Tom  Carson's  knowledge  of  | 
artist  Scott  Fraser  and  has  learned  fine 
about  Renaissance  artist  Albrecht  Dureil 
New  York  print  dealers  C.  &  J.  Goodfriend 

Buying  at  auction  is  another  part  of  thl 
Martin,  who  specializes  in  Diego  Rivera,  Fl 
do  Botero,  and  other  Latin  Amerjcan  artis| 
mits  auction  fever  is  fun,  but  she's  wary, 
houses  sometimes  issue  a  report  on  a  workl 
dition,  and  they'll  refund  your  money  if  a| 
turns  out  to  be  a  fake.  But  fakes  aren't 
discovered.  And  Martin,  who  worked  at  an 
house  for  13  years,  says  she  has  seen  paintil 
which  the  entire  middle  of  the  canvas  wi 
stored.  The  lesson?  Take  an  expert  with  yc 

When  you  find  a  work  you  like,  don't  he 
to  ask  the  dealer  for  information  about  itl 
some  skepticism  about  prices  is  warranted.1 
shouldn't  buy  from  dealers  unless  they  can[ 
fy  the  price  they're  asking,"  says  Peter  M.| 
banks,  whose  Montgomery  Gallery  in  San 
cisco  deals  in  French  Impressionists  and| 
century  American  art  and  who  relates  his 
to  market  trends  and  comparable  works. 

Also,  be  aware  of  the  costs:  The  mor^ 
know,  the  better  you  can  negotiate.  For  pr 
market  works  (received  directly  from  the 
dealers  pocket  as  much  as  50%  of  an  art\ 
price.  For  secondary  market  works  (those 
by  collectors,  institutions,  and  estates),  the 
may  take  from  10%  to  35%. 

As  every  reputable  dealer  will  remind  yo^ 
is  only  secondarily  an  investment.  The  main 
is  to  acquire  works  that  you'll  enjoy  living 
But  the  finer  the  work,  the  more  it  will  incj 
in  value  over  time.  So,  when  buying,  don't 
like  a  day  trader;  get  some  help. 


Success  Story 


m 


Inventory 


s  a  new  competitiv 


e  threat  to  yo 

headquarters 


in  someone's  basement.  While  you've  be 
building  your  inventory,  they've  been  building 
their  technology.  Now  they're  selling  to  your 
customers... over  the  Internet.  It's  up  to  you  to 
turn  the  tables.  How  are  you  going  to  do  it? 


I  COMPANY.  BRINGS  TOGETHER  THE  TALENT,  TECHNOLOGY 
ERIENCE  OF  THE  ENTIRE  CMGI  NETWORK  TO  PROVIDE  CLIENTS  WITH  AN 
DENTED  BREADTH  OF  INTERNET  BUSINESS  SOLUTIONS. 


•  Building  Net  Bu 


lutions 


WWW.CMGISOLUTIONS.COM 
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ALL  THE  STOCK 
THATS  FIT  TO  SELL? 

Are  you  a  "quality"  individual?  Educated, 
yet  still  curious  about  the  world?  Do  you 
travel?  Golf?  Are  you  a  connoisseur  of  cul- 
ture? Of  fine  wine?  Most  of  all,  are  you  affluent? 
Then  Times  Company  Digital  wants  you. 

tcd,  as  it  hopes  to  be  known  on  the  New 
York  Stock  Exchange,  is  the  group  of  Web  sites 
aimed  by  the  New  York  Times  Co.  at  the  40 
million  Americans  it  estimates  are  in  this  "qual- 
ity audience."  These  are  people  with  "an  affinity 
for  other  like-minded  individuals,  based  not  on 
geography  but  on  shared  values  and  interests." 

I'm  not  making  this  up.  It's  all  in  documents 
filed  this  year  by  Times  Co.  And  in  that  context, 
it's  easy  to  feel  a)  anxious  over  getting  in  with  the 
"quality"  crowd,  and  b)  eager  to  invest  in  Times 
Company  Digital.  Besides  nytimes.com,  the  tcd 
sites  include  mToday.com  and  boston.com,  focusing 
on  their  cities,  GolfDigest.com,  WineToday.com, 
and  Abuzz,  a  new  "knowledge  network"  site  link- 
ing people  with  questions  to  others  with  answers. 
If  approved  in  April  by  shareholders,  New  York 
Times  Co.  plans  to  sell  stock  reflecting  tcd.  I  say 
"reflecting"  because  these 
shares  wouldn't  be  actual  equi- 
ty in  tcd,  but  what  Wall  Street 
calls  tracking  stock,  a  gimmick 
some  companies  use  to  spot- 
light discrete  units.  Walt  Dis- 
ney does  just  this  for  its  Web 
sites  with  GO.com.  Ditto  Ziff- 
Davis  via  ZDNet  Group. 

To  me,  though,  what  the 
tcd  deal  spotlights  is  the 
sheer  lunacy  of  current  Inter- 
net valuations.  By  this  I  don't 
mean  to  rant  against  every 
New  Economy  stock  vs.  the 
virtues  of  a  toothpaste  seller 
like  Procter  &  Gamble.  But  if 
you  look  closely  at  tcd's  oper- 


BY  ROBERT  BARKER 

The  upcoming 
Times  Company 
Digital 

IPO  spotlights 
the  sheer  lunacy 
of  current 
Internet 


The  Wacky  Web  World 


ations,  compare  them  with  rivals',  anJ 
some  common  sense,  it's  plain  that  We! 
valuations  can  be  wildly  inconsistent,  evf 
each  other. 

So  far,  tcd's  financial  disclosure  ends 
suits  through  Sept.  30.  Since  New  Yorll 
Chairman  Arthur  Sulzberger  Jr.  isn't  talkinf 
of  the  deal,  I  had  to  hazard  some  estimatj 
as  tcd's  full  1999  revenue.  I  put  it  at  $25 
The  company  also  is  weeks  away  from 
TCD  stock,  so  I  guessed  a  public  sale  migH 
TCD  at  $1.3  billion,  or  about  $14  a  share! 
double  the  value  indicated  in  January  wlf 
granted  employees  some  stock  options.  Ml 
of  tcd's  market  value  probably  will  prove! 
But  once  you  get  a  load  of  the  wacky  world 
entering,  you'll  see  why  it  hardly  matters! 

Here's  what  I  mean:  Look  in  the  table! 
I've  put  TCD  among  four  rivals.  See  a  pan 
didn't  think  so.  GO.com,  with  such  si 
ABC.com,  ESPN.com,  and  Disney.com,  is| 
the  most  monthly  visitors  and  is  No.  2 
enues.  Yet  its  market  value  is  second- 
You  might  say  that's  because  its  rever 
visitor  is  subpar.  But  what  about  NBC  Inl 
Its  market  value  is  nearly  triple  GO.com'l 
though  its  revenue  per  visitor  is  barelj 
than  half  go. corn's.  Doubtless  some 
somewhere  might  rationalize  this.  But 
you  can  just  chalk  it  up  to  the  Street's  ac 

—         dMH|    of  Jack   Welch.    CEO 
I  parent  General  Electr 
I  its   recent   annoyanc^ 

QUALITY  CROWD:  Fro? 

Times  Square  to  the 


COMPANY 
(SYMBOL) 


REVENUE*       UNIQUE 
(MILLIONS)      VISITORS**' 
(MILLIONS) 


REVENUE 
PER  UNIQUE 
VISITOR 


MARKET 

VALUE 

(MILLIONS) 


MARKET  VALUE  PER 
UNIQUE  VISITOR 
REVENUE  DOLLARS 


G0.COM  (GO)                      $93 

22.7 

$4.10 

$1,026 

$250 

MARKETWATCH.COM  (MKTW)  25 

4.9 

5.06 

610 

120 

NBC  INTERNET  (NBCI)            36 

16.7 

2.13 

2,758 

1,295 

TIMES  COMPANY  DIGITAL         25** 

3.2 

7.81 

1,300** 

167** 

ZDNET  (ZDZ)                      104 

10.7 

9.74 

2,154 

221 

*Most  recent  12  months;  G0.com  includes  Internet  revenues  only      **BW  estimate      ***ln  January,  U.S.  only 

DATA:  COMPANY  REPORTS,  MEDIA  METRIX  INC  ,  MORNINGSTAR,  BUSINESS  WEEK 


Disney  CEO  Michael 
Next,  look  at  tcd. 
group,  its  sites  see  the 
visitors.  Yet  its  focus 
"quality"  crowd  makes 
in  revenue  per  visitor, 
just  ZDNet.  If  investors 
tcd  a  market  multiple  < 
enue  per  visitor  akin 
Net's,  it  easily  could  t  ' 
ued  at  more  than  $1.7 
That  would  be  nearl 
fourth   the    value   inv 
give  all  of  New  York 
which  last  year  netted  a  healthy  $310 
on  revenue  of  $3.1  billion.  Profitless  tcd  pr 
chipped  in  less  than  1%  of  that  revenue. 
Now,  does  this  make  sense?  Yes,  if 
Sulzberger,  Welch,  Eisner,  or  anyone  elsfcu'r 


sells  Net  stock  in  a  time  like  this,  when  t 


tionale  for  valuing  it  is  as  thin  as  lunar  ai  |,6v .,, 
ing  these,  I'd  say,  is  a  quality  move.  Buyin  ^ 


BusinessWeek  ONLINE, 


For  barker.online,  go  to  www.businessweek.com/in 
or  AOL  keyword:  BW  Daily 


i 


» 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 


246  BUSINESS  WEEK  /  MARCH  27,  2000 


\  UNFAIR  ADVANTAGE.  ISN'T  THAT  WHAT  E-COMMERCE  IS  ALL  ABOUT? 


>u're  in  this  to  win,  you  need  more  than  a  conventional  e-commerce  solution.  You  need  a  system  that  will  put 
way  out  in  front.  And  keep  you  there.  A  NeuVis  B2B  e-commerce  system  uses  architected  design,  rich  industry 
leworks  and  automated  construction.  It  can  be  deployed  faster.  It  can  be  upgraded  faster.  It  can  adapt  to  changing 
ditions  faster.  Hey,  it's  you  agair-c;  rhem.  And  in  this  game  winner  takes  all.  Call  1-877-NeuVis-l  or  visit  www.neuvis.com. 


WEDVIS 

Unlevel  the  playing  field.' 


IVn.  Inc  AH  right*  fctcncd 


When  talking  about  retirement 

the  word  "speedy"  usually  doesn't  come  to  mind. 


INTRODUCING  THE  3-MINUTE  E*TRADE  IRA.  Signing  up  for  a  retirement 
plan  shouldn't  take  forever.  That  would  defeat  the  purpose.  Our  3-minute 
IRA  has  no  setup  fees,  annual  maintenance  fees  or  minimum  initial 
deposits.  Visit  ira.etrade.com  or  call  1-800'ETRADE-l.  Act  now-  before 
your  lead  foot  is  fitted  for  an  orthopedic  shoe. 

It's  time  for 

E*  TRADE 


aol  keyword:  etradeira  ©  2000  E*TRADE  Securities,  Inc.  All  rights  reserved.  Member  NASD/SIPC.  E*TRADE  is  a  registered  trademark  of  E*TRADE  Secu 
System  response  times  may  vary  doe  to  a  variety  of  factors,  including  trading  volumes,  market  conditions  and  system  performance. 
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Champion  International  (cha),  mentioned  in 
this  column  on  Nov.  11,  1999  as  a  likely 
target  of  Finland's  rp.M-Kymmene,  Europe's 
second-largest  paper  company,  did  indeed  get  a 
buyout  offer:  On  Feb.  17,  UPM  agreed  to  buy 
Champion  for  stock  equivalent  in  value  to  66  a 
share.  Papermaker  Champion  was  trading  at  55 
then.  But  don't  think  this  is  a  done  deal.  Whis- 
pers are  that  International  Paper  may  jump  in 
and  make  a  better  offer. 

One  thing  going  for  IP — if  it  does  try  to  wrest 
Champion  away  from  UPM — is  the  slide  in  paper- 
company  stock  prices  in  Europe,  including  upm. 
Analysts  figure  that  the 
stock's  big  drop  has  re- 
duced the  value  of  the  pro- 
posed $9  billion  buyout,  in 
which  Champion  share- 
holders are  to  get  1.99  UPM 
shares  for  each  Champion 
share,  to  52  a  share.  Cham- 
pion's stock  has  since  slid 
to  51. 

"The  longer  Champion's 
price  languishes  at  this  low 
level,  the  more  likely  someone  else  will  come  in 
and  make  a  competing  bid,"  says  Lise  Shonfield, 
a  paper  analyst  at  investment  firm  ABN  Amro. 
Shonfield,  who  rates  Champion  a  buy,  thinks  In- 
ternational Paper  would  be  a  "prime  candidate" 
to  do  just  that.  IP  has  been  in  an  acquisitive 
mode:  It  bought  Union  Camp  last  year,  vastly 
expanding  its  forest  products  operations.  Shon- 
field says  investors  would,  logically,  welcome  a 
65-to-70  counterbid. 

One  money  manager  says  that  IP  has  been 
consulting  with  an  investment  bank  on  various 
scenarios  on  a  possible  IP-Champion  deal. 

UPM  could,  of  course,  sweeten  its  own  bid  to 
make  sure  that  Champion  shareholders  get  the  66- 
a -share  it  had  offered.  But  it  has  to  act  fast,  for  IP 
could  make  trouble  for  the  deal  by  simply  offering 
to  pay  a  premium  over  UPM's  bid.  IP  and  Cham- 
pion declined  comment,  upm  couldn't  be  reached. 
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ike  many  other  Old  Economy 
stocks,  Snap-on  (sna)  is  sagging, 
I  down  from  33  in  September  to  21 
in  early  March.  But  lately,  Snap-on, 
the  No.  1  maker  of  hand  tools  and  di- 
agnostic gear  for  auto  mechanics,  has 
inched  up  to  24.  Some  investors  think 
Snap-on  may  be  on  the  mend. 

One  reason:  Snap-on  has  developed 
an  c-commerce  business  that  some  be- 
lieve will  provide  additional  growth 
this  year.  "Snap-on's  e-i'ommerce  strat- 


egy  is  about    the   beffl    in   the  auto    .'.mid,"  says 

Michael  Ward  of  Salomon  Smith  Ban 

Through  the  Internet,  the  company  can  deal 
directly  with  retail  customer-,  instead  of  through 
franchisee!  dealers  and  distributor  Ovei  the 
next  few  years,  revenue  from  retail  customers 
could  reach  $1  billion,"  says  Ward.  Snap-on  re 
cently  formed  an  alliance  with  Genuine  Parts 
and  the  NAPA  AutoCan  Centers  as  part  of  its 
move  online.  Ward  figures  Snap-on  will  earn  $3  a 
share  this  year  and  $3.40  in  2001. 

Snap-on,  one  of  the  companies  that  make  up 
the  Standard  &  Poor's  500-stock  index,  is  trading 
at  8  times  this  year's  estimated  earnings — well 
below  its  norm.  "Historically,  Snap-on  traded  at 
14  times  forward  earnings,"  says  Ward. 

CORNERSTONE:  ABOUT 
TO  TURN  A  CORNER? 

Has  mierocap  sizzler  Cornerstone  Internet 
Solutions  (cnrs),  whose  shares  have  fiz- 
zled since  December  from  12  to  6,  lost  its 
spark?  Not  a  bit,  say  some  pros  who  have  added 
it  to  their  stakes  since  the  stock's  recent  fall. 
Most  of  these  investors  scooped  Cornerstone 
shares  when  they  w7ere  trading  much  lower.  Cor- 
nerstone, which  helps  clients  develop  Internet 
strategies,  was  highlighted  in  this  column  in 
mid-August  when  it  was  trading  at  just  2. 

Two  things  will  ignite  the  stock  once  more, 
says  one  big  stakeholder:  Cornerstone  will  soon 
have  a  national  rollout  of  its  FOODgalaxy.com 
service,  which  lets  restaurants  and  other  food- 
service  establishments  post  lists  online  of  their 
supply  requirements.  Food  suppliers  that  sub- 
scribe to  FOODgalaxy.com  respond  to  the  list  by 
submitting  their  bids  based  on  price  and  product 
quality.  This  competitive  auction-like  process 
tends  to  drive  down  the  cost  of  goods  to  buyers 
by  as  much  as  20%,  the  company  says,  and  it 
saves  both  buyers  and  sup- 
pliers a  lot  of  time.  Al- 
ready some  550  food  estab- 
lishments and  suppliers 
are  using  FOODgalaxy.com's 
system.  Down  the  road. 
Cornerstone  is  expected  to 
take  FOODgalaxy.com  pub- 
lic, says  one  investor. 

One  other  thing:  Corner- 
stone is  forming  a  strate- 
gic alliance  with  a  giant  fi- 
nancial-services company  to  provide  credit 
facilities  to  subscribers  of  FOODgalaxy.com.  The 
tie-up  will  enable  Cornerstone  to  broaden  its  ser- 
vices to  its  clients,  while  the  financial-service 
company  will  get  new  business  and  gain  new 
customers.  Cornerstone  declined  comment. 
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Watch  for  Martial's  Inside  Wall  Street  Online  column  every 
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Figures  of  the  Week 


STOCKS 


%  change 


U.S.  MARKETS 


Mar.  IS       Week 


Year-to 
date 


Last  12 
months 


GLOBAL  MARKETS 


Mar.  15 


%cha| 

Year   i 

Week      date  | 


S&P  500 

Mar  Sept.  Mar.  Mar.  9-15 


1420 vjj- 

iiil 

1300* 
1240™ 


1392.14 

1380 


52-week  change      1  -weeK  change 
+  7.3%  +1.9% 


COMMENTARY 

The  Dow  Jones  industrials  see- 
sawed all  week  and  rallied  320 
points  on  Mar.  15,  to  get  back 
above  10,000.  The  Nasdaq,  after 
piercing  the  5000  bamer  on  Mar. 
9  and  10,  took  a  fall,  losing 
6.4%  for  the  week.  Take  a  look 
at  our  Business  Week  50  and 
the  Business  Week  Info  Tech 
100,  which  make  their  debuts  on 
this  page.  Look  for  them  here 
every  week  and  every  day  at  our 
Web  site,  www.businessweek.com. 

Data:  Bloomberg  Financial  Markets 


Dow  Jones  Industrials  10,131.4  2.8 

Nasdaq  Composite  •        4582.6  -6.4 

S&P  MidCap  400  458.1  -3.2 

S&P  SmallCap  600  209.7  -4.8 

S&P  SuperComposite  1500         295.4  1.3 

SECTORS 

Business  Week  50*  1244.0  2.1 

Business  Week  Info  Tech  100**  1023.2  -2.9 

S&P/BARRA  Growth  857.7  1.2 

S&P/BARRA  Value  565.3  2.6 

S&P  Capital  Goods  990.5  4.1 

S&P  Energy  811.8  -0.9 

S&P  Financials  118.8  7.9 

S&P  REIT  71.8  l.l 

S&P  Transportation  530.8  4.3 

S&P  Utilities  233.3  2.1 

GSTI  Internet  691.1  -8.4 

PSE  Technology  1125.9  -6.7 

*Mar.  19,  1999  =  1000  "Feb.  7.  2000=1000 
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NA 

NA 
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14.1 
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-2.1 
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7.4 

-2.7 

9.3 

-10.7 

-18.3 

-2.5 

-10.3 

-11.1 

-27.6 

2.7 

-4.2 

-3.0 

46.8 

15.8 

131.6 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1493.8 
6447.0 
6188.9 
7414.5 
19,078.6 
16,747.2 
9293.6 
7987.9 


-2.8 
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-3.7 


-9.: 
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3.! 
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0.4 

-1J 

10.! 

12.  d 


HI 
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Mar.  14         Wk.  ago 


S&P  500  Dividend  Yield  1.25% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  28.6 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22.4 

First  Call  Earnings  Revision*  0.42% 
•First  Call  Corp. 
TECHNICAL  INDICATORS 


1.24%  | 
28.4 
22.4 
0.21%  | 


Mar.  14      Wk.  ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1365.2  1363.1 

24.0%  24.0% 

0.41  0.41  ' 

0.76  0.73 
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BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 


Instrumentation 

Airlines 

Invest.  Banking/Brkrge. 

Leisure  Time 

Personal  Loans 


34.8 
17.7 
13.5 
10.5 
9.7 


Instrumentation 
Defense  Electronics 
Semiconductors 
Communications  Equip. 
Oil  &  Gas  Drilling 


351.4 
132.9 
132.8 
118.0 
75.4 


Household  Products 
Hotels  &  Motels 
Engineering  &  Constr. 
Specialty  Chemicals 
Metals 


-28.2  Pollution  Control 

-25.1  Life  Insurance 

-22.8  Toys 

-21.5  Food  Chains 

-17.9  Tobacco 
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MUTUAL  FUNDS 


■i  S&P  500*   ■ 
4-week  total  return 


Data:  Morningstar,  Inc. 


I  All  Equity  Week  ending  Mar  14 

52-week  total  return 


;      ; 


4     %       8       16      24      32      40      48 


•Vanguard  500  Index  fund 


EQUITY  FUND  CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 
%  Four-week  total  return        % 


Technology 
Small-cap  Growth 
Mid-cap  Growth 
Europe 
Communications 

Leaders 

52-week  total  return 


13.0  Precious  Metals  -9.9 
11.4  Japan  -5.9 

10.1  Financial  -5.6 
6.7  Diversified  Pacific/Asia  -5.4 
6.0  Large-cap  Value  -3.8 

Laggards 

%  52-week  total  return  % 


Technology 
Small-cap  Growth 
Mid-cap  Growth 
Diversified  Pacific/Asia 
Japan 


175.8  Financial 

114.9  Precious  Metals 
104.4  Large-cap  Value 

76.1  Real  Estate 

75.4  Mid-cap  Value 


-19.2 
-7.6 
-5.5 
-3.2 
-0.2 


■  INTEREST  RATES 

Week      Year 
KEY  RATES       Mar.  15     ago        ago 


MONEY  MARKET  FUNDS 

5.47% 

5.43% 

4.50% 

90-DAY  TREASURY  BILLS 

5.84 

5.83 

4.50 

1-YEAR  TREASURY  BILLS 

6.17 

6.17 

4.72 

10-YEAR  TREASURY  NOTES 

6.29 

6.38 

5.12 

30-YEAR  TREASURY  BONDS 

6.07 

6.17 

5.50 

30-YEAR  FIXED  MORTGAGE 

8.35 

8.29 

6.99 

BLOOMBERG  MUNI  YIELD  EQUIW 

Taxable  equivalent  yields  on  AAA-rated,  tax-   ^J)] 
municipal  bonds,  assuming  a  31%  federal '    ... 
10-yr.  bond   30 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


5.14% 
7.45 


INSURED  REVENUE  BONDS    5.32 
TAXABLE  EQuivALENT  7~7l" 

tBanxQuote,  Inc.  . 


BW  PRODUCTION  INDEX 

Change  from  last  week;  0.0%         Change  from  last  year:  10.5% 


US 


iSS 


165 

INDUSTRIAL  OUTPUT 

160 Mar.  4=162.0 

1992=100 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  was  unchan 
week  ended  Mar.  4,  however  the  una\ 
dex  rebounded  by  0.5%,  bringing  th 
to  161.9,  from  161.1.  Strong  gains  i 
of  coke,  chemicals,  and  metals  helpe 
traffic  up  4.5%.  Coal  production  jumf. 
with  huge  increases  of  output  in  th< 
Colorado,  Illinois,  and  Utah.  Increase: 
noted  in  the  production  of  steel  and  I 
the  downside,  output  of  autos,  trucl  [HIIS 
power,  and  crude  oil  decreased. 


tcr, 


Hq 


I  THE  WEEK  AHEAD 


FEDERAL  BUDGET  Monday,  Mar.  20, 
2  p.m. est  ►  The  U.S.  Treasury  will  likely  re- 
port a  budget  deficit  of  $40  billion  for  Feb- 
ruary, says  the  median  forecast  of  econo- 
mists polled  by  Standard  &  Poor's  mms,  a 
unit  of  The  McGraw-Hill  Companies.  Last 
February  the  deficit  was  $42.3  billion.  The 
Treasury,  however,  is  still  on  track  to  post  a 
surplus  of  about  $180  billion  for  all  of  fiscal 
2000,  which  ends  in  September. 

INTERNATIONAL  TRADE  Tuesday,  Mar.  21, 
8:30  a.m.EST>  The  U.S.  trade  deficit  prob- 
ably widened  once  again  in  January,  to 
$26.8  billion  from  $25.5  billion  in  Decem- 
ber. In  January,  exports  likely  held  steady 


after  jumping  3.2%  in  December.  But  im- 
ports, which  grew  in  every  month  of  1999, 
continued  the  uptrend  into  early  2000,  lift- 
ed largely  by  more  expensive  oil  shipments. 

FOMG  MEETING  Tuesday,  Mar.  21,  9  a.m. est 
►  The  Federal  Reserve's  Federal  Open  Mar- 
ket Committee  will  meet  to  set  monetary 
policy  for  the  next  eight  weeks.  The  unani- 
mous view  of  the  s&p  mms  economists  is  that 
the  Fed  will  raise  the  federal  funds  rate  tar- 
get by  a  quarter  point,  to  6%,  and  the  dis- 
count rate  by  the  same  amount,  to  5.5%. 
The  Fed  made  rate  hikes  of  similar  amounts 
on  Feb.  2.  In  recent  speeches,  Fed  chair- 
man Alan  Greenspan  has  indicated  that, 


with  demand  still  strong,  the  central  b 
not  finished  raising  interest  rates. 

DURABLE  GOODS  ORDERS  Friday,  Mar.  2 
8:30  a.m.EST>  The  s&p  mms  survey  ex 
no  change  in  durable-goods  orders  for 
ruary.  New  bookings  fell  1.9%  in  Janu; 
but  that  followed  a  6.5%  surge  in  Dec< 
ber.  The  backlog  of  unfilled  orders  is  ir 
record  territory. 


is 
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International 
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Cisco  Systems  (CSCO)  26, 
76,125,138,252 

CIT  Group  (CIT)  38 
Citrix  Systems  (C7XS)  125 
Claritas  76 
CNET  (CNED  48 
Coca-Cola  (KO)  38 
Cogentrix  Energy  58 
Collaborative  Economics  76 
Comcast  (CMCSK)  48 
Commerzbank62 
Compaq  Computer  (CPQ) 

76,114 
Computer  Associates  (CA) 

15,125 
Comverse  Technology 

(CMVT)  125 
Cornerstone  Internet 

Solutions  (CNRS)  249 
Credit  Suisse  First  Boston 

110,214 
CTV48 


Daewoo  35, 42 
DaimlerChrysler  (DCX)  42, 

43,46,50,56,59,125 
deCode  Genetics  109 
Dell  Computer  (DELL)  114, 

228 

Deloitte  &Touche  228 
Dent  (H.S.)  Advisors  209 
Deutsche  Bank  (DTBKY)  38, 

42,62,  216 
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Dresdner  Bank  (DRSDY) 
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drKoop.com  (PCLN)  110 


Eastman  Chemical  (EMN) 
38 

Eastman  Kodak  (EK)  38 
EchoStar  (DISH)  48 
Electrolux  (ELUX)  96 
E-Loan  (EELN)  76 
EMC  138 
Enron  (ENE)  125 
E.piphany  (EPNY)  52 
Ericsson  (ERICY)  96 
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E*Trade  (EGRP)  52,216 
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FedEx  (FDX)  38 
Fiat  (FIA)  42,  59 


Fidelity  Investments  226 

Food.com  8 

Ford  (F)  43,  50,  56, 125, 
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Forrester  Research  (FORR) 

50,  228 

Forward  Concepts  96 
Fuji  Heavy  Industries 

(FUJHY)  42,  56 
Fuji  Photo  Film  (FUJIY)  52 


Gap  (GPS)  125 
Gateway  (GTW)  228 
Gay.com  52 
GDT48 

Gemstar(GMST)18 
General  Dynamics  (GD)  38, 
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General  Electric  (GE)  38, 
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General  Motors  (GM)  42, 50, 
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Genuine  Parts  (GPC)  249 
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Editorials 


THE  RISKS  IN  FED  POLICY 


On  Mar.  21,  the  Federal  Reserve  will  meet  and  almost 
certainly  raise  U.  S.  interest  rates  for  the  fifth  time  in  a 
year.  The  goal  is  to  slow  down  economic  growth,  now  racing 
ahead  at  a  6%  annual  rate.  But  the  specific  target  is  the 
stock  market,  which  is  said  by  the  Fed  to  be  the  source  of  ex- 
cessive wealth  and  demand  in  America.  Perhaps  it  is.  And 
certainly  there  is  a  case  that  6%  growth  exceeds  even  the 
New  Economy  speed  limit.  But  the  Fed  strategy  carries  a 
very  big  risk.  By  raising  rates  it  can  easily  bring  the  Old 
Economy  to  its  knees  without  doing  much  to  prick  whatever 
bubble  exists  in  New  Economy  stocks. 

Truth  is,  the  overall  indices  hide  the  damage  already  done. 
Only  two  sectors  in  the  Standard  &  Poor's  500-stock  index  are 
up  year  to  date — technology,  of  course,  and  utilities,  thanks  to 
a  flight  to  safety.  Equity  prices  in  communication  services, 
health  care,  energy,  capital  goods,  transportation,  consumer 
goods,  financials,  consumer  cyclicals,  and  basic  materials  are  all 
down,  some  by  double  digits.  Even  the  broadest  measure  of 
stock  market  performance,  the  Wilshire  5000,  is  off  1.5%  so 
far  in  2000. 

The  four  previous  rounds  of  rate  hikes  have  succeeded  in 
knocking  down  practically  all  Old  Economy  stocks,  including 
blue  chips  such  as  Gillette  Co.  and  Warren  E.  Buffett's  Berk- 
shire Hathaway  Inc.  Take  out  a  handful  of  the  big-cap  tech- 
nology stocks  and  the  average  price-earnings  ratio  for  the 
vast  majority  of  stocks  in  the  s&P  500  is  down  to  20  or  less, 
hardly  overvalued.  Which  means  that  even  as  growth  has  ac- 


celerated in  recent  quarters,  overall  equity  wealth  has 
clining,  and  sharply. 

Paradoxically,  one  consequence  of  the  drop  in  th| 
market  has  been  a  rush  by  investors  into  a  tiny  nan 
stocks,  pushing  them  ever  higher.  Momentum,  not  va 
rules  in  the  markets.  In  January,  a  record  $40.5  billi 
into  capital-appreciation  stock  funds.  That  compares  -i 
billion  in  January  of  last  year.  A  quick  look  inside  the 
of  these  aggressive  growth,  growth,  and  sector  fund 
that  they  focus  on  the  same  high-tech  and  biotech  st< 

In  essence,  the  bubble  that  the  Federal  Reserve 
peatedly  warned  against  is  being  nurtured  by  the  Fe 
policy  of  targeting  stocks  and  wealth.  The  fragility 
market  increases  with  every  passing  day.  It  is  an  altoge 
settling  picture. 

And  unnecessary.  There  are  powerful  forces  alreadj 
tion  that  are  sure  to  slow  the  economy.  Higher  m 
rates  are  curbing  the  housing  boom.  Gas  prices  that  wi 
ably  hit  $2  a  gallon  by  the  summer  are  sure  to  crimp  cc 
buying  power.  Perhaps  most  important,  there  has  bee 
most  perfect  match  between  swings  in  retail  sales  ; 
stock  market  over  the  past  four  years.  When  the  \ 
shot  up  20%  last  year,  retail  sales  jumped  15%.  The  Wi 
now  flat  to  falling,  and  odds  are  that  retail  sales  wil 
Simply  put,  with  inflation  showing  just  a  few  signs  of  c] 
up,  there  is  no  urgency  and  no  reason  to  risk  crus 
longest  expansion  in  U.  S.  history. 


THE  OTHER  SIDE  OF  SILICON  VALLEY 


There  are  all  kinds  of  statistics  associated  with  Silicon  Val- 
ley. Most  reflect  the  region's  amazing  New  Economy  af- 
fluence. Santa  Clara  County,  for  example,  has  13  billionaires. 
Hundreds  of  families  are  worth  $25  million.  Some  17,000 
households  have  $1  million  in  liquid  assets  (not  counting  the 
house).  Median  family  income  is  $83,000,  double  the  national 
average.  These  numbers  are  familiar  by  now  (page  76). 

But  there  are  other,  less  flattering  figures,  too.  Real  wages 
for  the  bottom  fifth  of  Valley  households  haven't  risen  for 
nearly  a  decade.  Last  year,  San  Jose's  soup  kitchen  (yes, 
there  is  one  in  the  heart  of  the  Valley)  served  thousands  of 
people  a  month,  many  of  them  employed.  Housing  and  rental 
prices  are  up  60%  over  the  past  five  years,  making  it  harder 
for  teachers,  firefighters,  the  police,  and  many  midlevel  tech 
employees  to  find  decent  shelter.  There's  trouble  in  paradise. 

And  the  markets  for  labor  and  capital  prove  it.  Last  year, 
some  13,000  more  people  left  the  Valley  than  arrived.  High- 
tech  companies  are  moving  out,  too.  Cisco  Systems  Inc.  is  set- 
ting up  a  huge  campus  outside  Boston  (and  near  the  Massa- 
chusetts Institute  of  Technology)  to  move  some  operations. 
Other  companies  in  Silicon  Valley  are  also  moving  out  in 


search  of  lower  costs  and  easier  lives  for  their  em 
What  to  do?  One  solution  is  for  people  not  to  live 
Valley.  Dispersing  employees  to  less  pricey  areas  wou 
long  way  toward  solving  much  of  the  inequity  probl 
1996,  business  groups  backed  a  county  sales  tax  to 
light-rail  system.  The  sooner  it  gets  built  and  connects 
Bay  Area  system,  the  sooner  people  will  be  able 
apartments  and  houses  outside  the  Valley.  Right  no 
roads  clogged  with  cars,  people  must  live  near  their  jo 
hour  or  more  commute  by  rail,  fairly  common  in  Nev 
and  Chicago,  would  in  effect  make  most  of  the  housing 
in  the  Bay  Area  available  to  people  working  in  the  V 
Dispersal  on  a  national  level  should  be  welcomed  a 
Businesses  and  workers  have  been  moving  around  A: 
for  generations,  seeking  opportunities.  High-tech  com 
are  now  .part  of  that  traditional  wave,  moving  to  the 
east,  the  Southwest,  and  other  areas  in  search  of  skille 
ployees,  lower  costs,  and  a  more  affordable  way  of  lifi 
is  good.  The  markets  are  working.  In  their  exodus, 
companies  are  seeding  their  magic  mixture  of  engineerii 
trepreneurship,  and  immigration  throughout  America 
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While  you're  driving  your  business  forward,  we'll 
alert  you  to  the  signals  &  warnings  along  the  way. 


On  the  road  to  your  business  goals,  there 
are  signals  coming  from  every  direction — 
customers,  processes,  financial  results,  and 
your  own  staff. 

The  signals  reveal  whether  you're  still  on 
course  or  need  to  change  direction.  But 
how  do  you  know  which  business  signals 
to  follow — and  which  to  ignore? 

For  answers,  turn  to  Corporate  Performance 
Management  with  the  SAS*  Solution  for 
Balanced  Scorecard.  It  tracks  key  perfor- 
mance indicators,  revealing  how  they're 
impacting  each  other  and  your  business. 

Sustain  and  improve  shareholder  value 
Align  your  business  around  common  goals 
Optimize  resources  throughout  your  company 
Monitor  the  health  of  your  entire  enterprise 


Visit  us  at  www.sas.com/scorecard  for 
your  free  guide  to  Driving  the  Vision  with 
a  Balanced  Approach. 


S  Institut 


www.sas.com/scorecard     E-mail:  bw@sas.com    919.677.8200 
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c'2000  American  Honda  Motor  Co .  Inc.  www  honda  com 


Microsoft 


Sticking  it  on  a  Honda  LEV 
would  be  redundant. 

Of  course,  when  it  comes  to  a  healthy  environment, 
there's  nothing  wrong  with  a  little  repetition.  Fortunately, 
were  not  alone  in  this  thinking. 

So  far,  over  one  million  Hondas  have  been  sold  with 
low-emission  technology,  and  more  than  85%  of  all  our 
new  vehicles  are  either  LEV  or  better. 

This  commitment  to  clean  air  really  took  off  in  1975 
when  our  Civic  CVCC  became  the  first  car  without  a 
catalytic  converter  to  comply  with  emissions  standards 
set  by  the  1970  U.S.  Clean  Air  Act.  We  have  continued 
our  efforts  with  great  results.  For  example,  in  1995,  we 
voluntarily  reduced  smog- contributing  hydrocarbons 
by  70%  and  became  the  first  to  meet  California's  strict 
Low-Emission  Vehicle  (LEV)  standard. 

Today  the  California  Air  Resources  Board  has  just 
issued  an  even  stricter  emissions  standard  for  2004: 
Super  Ultra -Low  Emission  Vehicle  (SULEV).  Naturally, 
we've  decided  not  to  wait.  The  Accord  SULEV  will  be 
the  first  gasoline-powered  vehicle  to  meet  this  standard, 
and  is  now  available  in  California.  Looks  like  it's  time  to 
find  a  new  message  for  the  bumper  of  your  Honda. 


Thinking: 


When 


you 


run  your  own  business, 


you  don't  have  time  to  waste 


your 


computer  guy. 


Microsoft 

Where  do  you  want  to  go  today? 


The  good  news  is  you're  your  own  boss,  the  bad 
news  is  you're  also  your  own  computer  guy.  So  how  do 
you  find  the  time  to  keep  your  computers  running, 
when  there  are  barely  enough  hours  in  the  day  to  run 
your  business?  One  answer  is  Microsoft*  Windows® 
2000  Professional,  a  business  operating  system 
that  offers  a  whole  new  standard  in  reliability.  In 
fact,  according  to  an  independent  study  by  National 
Software  Testing  Laboratories,  it's  13  times  more 
reliable  than  Windows  98.  You  can  get  Windows  2000 
Professional  pre-installed  on  PCs  from  every  leading 
manufacturer.  Major  business  applications  already  run 
on  it.  And  it's  based  on  the  Windows  interface,  so  you 
and  your  employees  are  familiar  with  it.  Which  means 
you  can  spend  your  precious  time  figuring  out  how  to 
keep  your  business  one  step  ahead.  Find  out  more  at: 
www.microsoft.com/windows2000/smallbiz 


.Windows  2000 

Professional 
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Optical 
Internet 


Never  before  has  the  Internet  been  more  uniquely  poised  to  make  a  difference.  That's  why  Nort< 
Networks™  is  building  the  new,  high-performance  Optical  Internet  with  99.999%  reliability  and  a  desig 
that  offers  a  higher  level  of  quality  and  speed.  As  a  result,  the  Internet's  ability  to  raise  awarenes 
educate,  and  share  experiences  and  scientific  data  is  unprecedented.  Our  optical  solutions  will  enabl 
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Internet   to  be? 


J  Ji 


■■■■I 


i 


RAM r  mj^D/VM 


Elton  John,  Founder 
Elton  John  AIDS  Foundation' 


'In  lieu  of  a  promotional  fee  paid  to  Elton  John,  Nortel  Networks  hos  made  o  donation  to  the  Elton  John  AIDS  foundation 


Dple  to  collaborate,  giving  them  even  more  power  to  exchange  information 
record  time  -  a  valuable  commodity  in  the  race  to  save  lives.  So 
ne  together,  right  now  with  Nortel  Networks.  And  make  the 
ernet  whatever  you  want  it  to  be.  nortelnetworks.com 
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How  the  world  shares  ideas. 
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EDITED  BY  ROBERT  McNATT 
PROFIT  AND  GLOSS 

NET  STOCKS:  YOUR 
GUESS  OR  MINE 

IF  you're  confused  about 
the  future  of  the  Internet 
stocks  in  your  portfolio, 
don't  feel  too  bad.  Re- 
cent opinion  from 
Wall  Street's 
Net     gurus  ^n^****, 
shows  you're 
not  alone. 

In  a  Mar. 
22      Webcast, 
Morgan  Stanley 
Dean   Witter   Net 
sage  Mary  Meeker 
ventures  the  wis- 
dom that  90%  of  Net  stocks 
are  overvalued  and  10%  are 
dramatically  undervalued.  So 
she's  telling  investors  to  buy 
the  leaders  in  different  Net 
sectors,  such  as  Amazon  or 
Yahoo!  Still,  she  warns  that 
the  online  world  is  changing 
more  rapidly  than  any  new 


industry  ever  has,  and  those 
leaders  might  change.  Her 
advice:  "Assume  that  any  in- 
vestment can  go  up  or  down 
50%  in  any  given  week." 

Then    there's    Alberto 
Vilar,  manager  of  Ame- 
rindo  Technology  Fund, 
up  249%'  last  year.  He  calls 
Net  stocks  overvalued 
and    looks    to    see 
most  of  them  fall 
30%  to  50%  be- 
fore June  30. 
After  that,   he 
says,    it's    on    to 
new  highs. 
Meanwhile,  Merrill 
Lynch  analyst  Henry 
Blodget  called  stock 
valuations  "reasonable."  But 
he  also  warns  that  "the  ma- 
jority of  today's  pure-play  In- 
ternet companies  will  never 
make  money  and  won't  exist 
in  three  to  five  years."  So 
sell.  Or  buy.  Or  hold.  After 
all,  that's  what  the  experts 
recommend.    Geoffrey  Smith 


INK  BY  THE  BARREL 

WILL  THE  E-MAG 
BUBBLE  BURST? 

IN  MARCH,  BRITAIN'S  HAYMARKET 

Management  Publications 
launched  the  U.  S.  edition  of 
its  digital  marketing  magazine, 
Revolution.  It's  just  the  lat- 
est indicator  of  the  boom  in 
e-business  mags.  The  ad-fat 
monthly  Business  2.0  (circu- 
lation 210,000)  goes  biweekly 
in  May — when  Time  Inc. 
brings  out  its  monthly  eCom- 
pany  Now.  They're  all  com- 
peting with  the  weekly 
The  Industry 
Standard  (circ. 
125,000)  and 
BUSINESS  WEEK 

e.biz  (after  page 
83),  a  supplement 
that  was  launched 
in  March,  1999. 

Right  now,  \ 
there  is  enough  | 
business  for  all  of 
them,  says  Adscope, 
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a  research  outfit.  The  1999 
revenue  from  ad  pages  in  six 
leading  e-biz  mags,  including 
The  Industry  Standard  and 
Business  2.0,  was  $133.2  mil- 
lion, more  than  double  that 
of  1998.  Why?  New  dot-coms 
badly  need  the  ad  exposure, 
says  Allen  Banks,  a  Saatchi 
&  Saatchi  media  director. 

But  if  the  Internet  bubble 
bursts,  there  could  be  a  shake- 
out.  These  mags  often  boost 
circulation  through  giveaways. 
Only  Business  2.0  is  100%  paid 
subscribers.  "The  safest  thing 
to  predict  is  that  the  vast  ma- 
jority of  these  publications 
will  not  survive,"  says 
Banks.  Media  buy- 
ers say  Tlie  Indus- 
try Standard,  with 
its  strong  Web 
presence,  and 
Business  2.0,  are 
the  most  likely 
stand-alone  mags 
to  make  it  over 
the  long  haul. 
Alex  Salkever 


Jiumar. 
beings 


TALK  SHOW  UChaos  by  any  name  is  chaos,  and  U  S  Ain 
will  not  operate  under  the  threat  of  constant  disruption.  5 

— Statement  from  the  airline  vowing  to  shut  down  in  case  of 
a  walkout  by  flight  attendants 
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SECOND  ACTS 

A  WEBSITE  FOR 
MINORITY  SUPPLIERS 

FORMER     GENERAL     MOTORS 

Corp.  marketing  chief  Roy 
Roberts  didn't  stay  retired 
very  long.  Only  weeks  after 
leaving  gm,  where  he  was  the 
highest  ranking  African- 
American  executive  in  the 
auto  business,  Roberts  is  ven- 
turing into  dot-com  land  with 
partner  Gary  Wasserman, 
president  of  Allied  Metals. 

In  a  plan  unveiled  on  Mar. 
21,  the  two  aim  to  launch  a 
business  called  M-xchange 
this  June.  It  will  link  minori- 
ty-owned suppliers,  for  autos 
and  other  industries,  in  an 


m 


online  trade  exchange, 
hope  is  that  thousand 
small  minority-owned  f 
will  get  a  better 
shot  at  big  corpo- 
rate contracts. 
Says  Roberts: 
"We're  talking 
about  building  ac- 
cess and  a  level 
playing  field." 

By  2003,  large 
companies  are 
projected  to  make  at.l 
$2.7  trillion  in  online 
chases,  with  5%  of 
amount  coming  from  mine 
suppliers.  That  gives 
xchange  a  potential  ma 
of  $135  billion.  The 
would  earn  a  fee  on 
transaction.         David  W 


THE  LIST  NO  TIE?  SUITS  ME 


"Believe  me,  it's 
inevitable  that 
there  will  be  no 
suits  on  Wall 
Street,"  says  one 
Street  insider, 
about  the  recent 
mass  movement 
of  brokerage 
houses  (and  some 
law  firms)  from 
"business  attire" 
to  "business  ca- 
sual." The  reason 


for  the  upward  s[ 
ral  of  Eddie  Bau( 
and  Gap?  Dot-cor 
envy.  Silicon  Vall< 
sets  the  tone.  So 
get  out  those 
khakis.  But  no 
jeans.  At  Morgan 
Stanley,  "corrects 
actions"  for  dress 
code  violations — 
such  as  Spandex 
miniskirts — inclu 
"termination 


COMPANY 


DATE  OF  DRESS     NEW  POLICY 
CODE  CHANGE 


MORGAN  Mar.  21         Except  for  client  meetings  or  exe 

STANLEY  DEAN  utive  dining  room  visits,  casual 

WITTER  attire  is  okay. 


LEHMAN  Mar.  13        Staff  may  dress  casually.  Those 

BROTHERS  meeting  tech  clients  already  do. 


J.P.  MORGAN        February       Employees  are  asked  to  use  thei 

"best  judgment"  on  dress. 


GOLDMAN  February       Casual  attire  for  investment  banke 

SACHS  In  other  divisions,  managers  decidl 


DONALDSON,        February  Casual  for  investment  bankers 

LUFKIN  &  in  New  York,  except  for  client 

JENRETTE meetings. __ 

MERRILL  October,  Casual  at  headquarters.  Branch 

LYNCH  1999  offices  retain  business  attire. 

PAINEWEBBER      Under  New  dress  code  to  be  determinedl 

discussion  Tech  workers  now  go  casual. 


STRENGTH 


CAPABILITIES 


Introducing  Plural,  a  full-service,  strategic 
interactive  development  company. 


Like  every  company,  yours  is  a  creature  unto  itself — with  its 
own  strengths,  capabilities,  character.  Now  imagine  all  of 
that  built  upon,  compounded,  multiplied  as  you  compete  in 
the  realm  of  eBusiness.  At  Plural,  our  strategic,  creative 
and  technological  abilities  are  incomparable — and  focused 
on  showing  value  in  every  phase  of  every  partnership 
we  forge.  Which  means  that  your  company's  presence 
on  the  web  becomes  a  thing  of  virtual  beauty:  powerful, 
collaborative,  effective,  successful.  And  your  eBusiness  is 
everything  you  are.  Only  more  so. 


www.plural.com 


2000  Plural,  Inc.  All  rights  reserved.  No  animals  were  harmed  in  the  production  of  this  advertisement 
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SPORTS  BIZ 

COMING  SOON: 
MORE  BULL  ON  TV! 

what's  the  next  regional 
sport  to  go  national,  the  way 
NASCAR  spread  beyond  its 
Southern  roots? 

Weel,  both  the 
Professional  Rodeo 
Cowboys  Assn. 
(prca)  and  the  Pro- 
fessional Bull  Rid- 
ers are  trying  to 
rope  in  fans  beyond 
their  western  U.  S. 
base.  The  prca,  al- 
ready involved  in 
some  700  annual 
events  in  43  states 
and  Canada,  hands 
out  more  than  $30 
million  in  purse 
prizes  and  counts 
Dodge  and  Jack 
among  its 
Hatchell,  former  commissioner 
of  the  Big  12  Conference,  was 
hired  in  1998  to  raise  rodeo's 


HIGH  HOPES:  Rodeo 
aims  for  new  fans 


Daniels 
sponsors.    Steve 


profile.  He  plans  to  expand  the 
sport  through  TV.  This  year, 
there  will  be  10  PRCA  shows 
on  The  Nashville  Network,  15 
on  ESPN2,  plus  the  champi- 
onships on  espn  and  ESPN2. 
The  Bull  Riders,  formed  in 
1992,  is  also  on  TNN,  and  its 
ratings  are  up  43% 
since  1994. 

Randy  Bernard, 
Hatchell's  counter- 
part at  the  Bull 
Riders,  says  rodeo 
folks  "are  kidding 
themselves  if  they 
think  they'll  go 
mainstream.  They're 
not  drawing  a  young 
enough  crowd." 
Hatchell  thinks  both 
can  succeed  because 
their  audiences  dif- 
fer. Riding  angry, 
2,000-pound  bulls, 
he  says,  seems  to  attract  "a 
lot  of  people  who  think 
they're  going  to  see  a  wreck." 
Hmm.  That  sure  sounds  a  lot 
like  nascar.  Ciro  Scotti 


MAD  AVE. 

'A  TROJAN  HORSE 
FOR  ADVERTISERS' 

ON    APR.    14,    PRESCHOOLERS 

may  start  nagging  for  a  trip 
to  McDonald's.  In  a  Happy 
Meal  tie-in  to  the  PBS  toddler 
hit  Teletubbies,  35  million  toys 


will  be  given  out.  Burger 
King  scored  big  with  a  simi- 
lar promo  last  year.  But, 
memo  to  Tinky  Winky  &  Co.: 
You're  being  used,  fellas. 

So  says  public-interest 
group  Commercial  Alert.  It 
blasted  PBS/Children's  Televi- 


sion Workshop  for  letting  its 
vice-president  for  research 
speak  at  a  recent  Institute  for 
International  Marketing  con- 
ference, 'Targeting  Pre-school- 
ers and  Their  Parents."  Alert 
also  wants  a  Mar.  24  American 
Psychological  Assn.  board 
meeting  to  censure  psycholo- 
gists who  consult  for  toymak- 
ers.  Alert  director  Gary 
Ruskin  calls  Teletubbies  tie-ins 
"a  Trojan  horse  for  advertis- 
ers" to  reach  the  youngest, 
most  impressionable  children. 
Kenn  Viselman,  chair  of 
the  Tubs'  U.  S.  licenser, 
itsy  bitsy  Entertainment, 
says:  "If  you  don't  real- 
ize your  child  is  a  con- 
sumer by  three  years 
old,  you  don't  realize 
the  impact  the  me- 
P*  dia  are  having." 

Ruskin  says  the  issue  is 
heating  up.  Sweden  and  Nor- 
way ban  TV  ads  for  under- 12 
viewers.  When  Sweden  takes 
the  European  Union  presi- 
dency in  2001,  it  is  expected 
to  seek  an  EU-wide  ban  on 
kiddie-aimed  ads.  Joan  Oleck 
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PETROL  PATROL 

SAVINGS  FOR  BIG  OIL, 
WHY  NOT  FOR  US? 

THE     PETROLEUM     INDUSTRY 

isn't  known  for  being  Net- 
savvy.  But  some  20  chemical 
and  petroleum  companies,  in- 
cluding Sunoco  Chemicals,  So- 
lutia,  B.  F.  Goodrich, 
Tosco  Oil,  and  Ethyl, 
a  large  maker  of 
gasoline  additives, 
are  teaming  up  to 
form  Envera,  Big 
Oil's  first  business- 
to-business  portal. 
While  the  site  is  ex- 
pected  to  cut  costs  for  pro- 
ducers, it  is  unclear  if  it  will 
benefit  consumers. 

Envera,  Latin  for  "in 
truth,"  is  set  to  begin  operat- 
ing in  the  third  quarter. 
Management  says  the  site 
will  streamline  the  supply 
chain,  lower  inventory  costs, 


simplify  order  transact 
and  improve  delivery, 
means  fewer  bottlenecks, 
er  production  costs,  and  r 
price  stability.  So  consur 
should  see  savings  at 
pump,  right?  Envera  w 
not  say. 

The  companies  invol 
mostly  smaller  multinatio 


NET  GAIN:  A  new  Web  site  will  cut  c 


with  combined  revenue; 
$100  billion,  do  expect  pr< 
for  themselves^  howe 
That's  why  Envera  expi 
to  have  50  partners,  all  \ 
equity  stakes,  by  yeare 
CEO  Robert  Mooney  exp< 
Envera  to  be  in  the  blacl 
2001.  Nicole  St.  Pie 
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THE  BIG  PICTURE 


ONLINE  AND  ON  TARGET 


More  consumers  now  go  directly 

to  the  Web  site  of  their  choice 

instead  of  using  a  search  engine 

or  portal  to  find  what  they  want. 

That  suggests  that  new  dot-coms    JULY  '89 

will  have  to  establish  their  identity 

quickly  to  draw  an  audience. 


USERS  WHO  GO  DIRECTLY 
TO  A  COMPANY  WEB  SITE 

WEB  USERS  WHO  FIRST 
USE  A  SEARCH  ENGINE 
OR  PORTAL 


JAN.  '00 


DATA:  MERCER 

MANAGEMENT 

CONSULTING  INC 


L-_    .COVA  _ 
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FOOTNOTES  College  students  and  recent  graduates  who  expect  to  be  millionaires  by  the  age  of  40:  52%;  by  the  age  of  50:  65  /> 
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i  corporate  e-PC   Featured  with  Intel  ill  processor  667  MHz/256  MB  RAM/8  4  GB  HD/HP  Topfools  management 

software/HP  Port  Control  System   For  pricing  and  specs,  visit  www.hp.com/go/epc 
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mple  to  the  point  of  "duh" 


The  revolutionary  new  HP  e-PC  is  built  fast  and  lean,  without  any  unnecessary  old  technology. 
And  with  all  three  of  the  major  components  easily  swappable,  it  is  simple  to  support  and 
deploy.  Complete  with  Microsoft  Windows  2000  for  improved  reliability  and  manageability. 
Once  again  proving  that  if  there  is  less  to  go  wrong,  less  will. 

Demand  a  better  computer. 
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Intel,  the  Intel  Inside  logo  ond  Pentium  oie  legisteied  liodemoiks  of  Intel  Coipoiotion  Microsoft  ond  Windows  oie  registered  nodemarks  ol  Microsoft  Corporation  ©2000  Hewlett-Packard  Company  All  rights  reserved. 
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Now  you  can  do 


business  with  anyone. 
It's  wide  open.  The  possi- 
bilities are  endless.  Because 
with  Bowstreet  you  can  create 
mass-customized  business  webs  that 
link  customers,  suppliers  and  partners 
everywhere.  Instantly,  dynamically  and 
on-the-fly.    Complex    business    data    and 
processes  are  shared  within  and  across  com- 
pany boundaries.  (What  firewall?)  Best  of  all,  you 
don't  have  to  be  a  techno-wiz  to  do  it.  It's  all  about 
giving  you  the  power  to  do  business  with  whomever 
you  want.  More  than  you  ever  dreamed  possible.  All  so 
you  can  do  more  business  than  you  ever  dreamed  possible. 


This  is  Bowstreet.  This  is 

the  power  of  business  webs. 

www.bowstreet.com 


bowstreet 
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AMERICAS  DISASTROUS' 

DRUG  POLICY 

Thank  you  for  having  the  courage 
to  print  "To  beat  Colombia's  guerril- 
las, legalize  drugs  in  the  U.S."  (Eco- 
nomic Viewpoint,  Mar.  13).  Drug  Czar 
Barry  McCaffery  has  said  we  can't  in- 
carcerate our  way  out  of  our  drug 
problem,  but  no  one  in  the  business  of 
"controlling"  drugs  has  had  the  in- 
telligence or  courage  to  complete  the 
logic:  If  you  want  to  destroy  an  in- 
dustry, destroy  the  basis  for  its 
profitability. 

The  real  question  is  why,  in  the  most 
powerful  capitalist  country  on  the  plan- 
et, are  we  unwilling  to  apply  simple 
capitalist  principles  to  solve  this  prob- 
lem? A  cynic  might  point  out  the  mil- 
lions of  dollars  that  law-enforcement 
agencies  receive  from  drug-related  civil 
asset  forfeiture,  or  the  billions  of  dollars 
in  income  that  our  current  strategy  cre- 
ates for  companies  in  the  prison  and 
drug-testing  industries,  to  name  just  a 
few.  The  drug  cartels  aren't  the  only 
ones  that  will  suffer  economically  if  we 
legalize  drugs. 

Alan  Mason 
Aguanga,  Calif. 

My  compliments  to  Robert  Barro  for 
suggesting  that  we  end  the  chaos  in 
Colombia  by  decriminalizing  drugs.  The 
destruction  of  another  country's  econo- 
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my  and  society  is  only  one  consequi 
of  the  drug  war.  There  are  oth 
equally  serious  and  of  more  proxin 
interest  to  Americans:  the  overcrowt 
of  our  courts  and  prisons,  the  corrup  [J|]fjf 
of  our  law-enforcement  officials,  a  fri 
ening  escalation  of  crime  and  viole: 
and  the  trampling  of  our  constitutive  case 
rights,  through: 
■  Asset  forfeiture  (seizing  Americ  km.  As 
property  on  merely  the  suspicion  ( 
crime) 

Threats  to  free  speech  (such  as 


prpetra 
L 
government's  recently  revealed  maftaretv 
ulation  of  TV  scripts  or  its  threat  to  eep  the 
rest  any  doctor  who  even  mentio 
medical  marijuana  to  a  patient) 
■  Gross  violations  of  privacy,  includ 
the  very  kind  of  "unwarranted  sea  le 
and  seizure"  tactics  that  drove  i  one 
founders  to  revolution. 

No  one  wants  kids  using — or  adi  gates,  t 
abusing — drugs.  But  there  are  via 
and  constructive  alternatives  to  a  po]  gates  \ 
that  is  clearly  not  working. 

Alan  M.  Perlnjparty- 
Highland  Park, 


WHAT'S  BEHIND 
THE  EXODUS  AT  AT&T 


it  does. 
1's  ints 
f  is  all 
ive' 
■ire.  Th. 


Not  all  managers  at  AT&T  will  recei  i i|Mr, 
stock  options.  According  to  an  AT&T  pi  iout.  I 
lication,  only  a  select  group  of  pre-id< ,  how 
tified  managers  will  be  afforded  the  <  votint 
portunity  to  acquire  them  ("The  tale 
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ti  at  at&t,"  Information  Technology, 
13). 

".::',  of  the  folks  at  yiwi  are 
lonfident  in  AT&T  management.  If 
were,  the  mass  exodus  would  nol 
iking  place.  N<»t  a  workday  goes 
tun  I  <lon't  receive  an  e-mail  saying 
ler  high-level  management  person 
eft. 

le  departures  aren't  confined  to 
upper  echelons.  Bach  day,  1  hear 
t  lower-level  management  people 
ng  as  well.  With  the  departures, 
.vork  is  being  passed  to  those  who 
•  decided  to  stay.  In  sum,  with  the 
I  departures  of  many  talented  folks, 
loss  of  key  benefits  and  the  in- 
se  in  workload  have  not  convinced 
ral  managers  that  CEO  C.  Michael 
strong  is  taking  AT&T  in  the  right 
ition. 

Terry  Heiser 

AT&T  Manager 

Livermore,  Calif. 

CALIFORNIA  PRIMARY 

T  WHAT  IT  SEEMS 

iTie  case  for  open  primaries"  (News: 
lysis  &  Commentary,  Mar.  13)  was 
l-on.  As  a  relatively  new  California 
lent,  I  am  appalled  by  the  scam  be- 
aerpetrated  against  the  voters  here. 
mthor  Lorraine  Woellert  points  out, 
e  are  two  rules  working  in  concert 
eep  the  election  in  the  hands  of  the 
er  brokers:  The  first  is  the  pseudo- 
l  primary,  which  isn't  really  open 
n  you  consider  that  only  the  votes 
le  party  itself  will  be  counted  for  se- 
on  of  the  candidate.  And  the  second 
le  winner-take-all  policy.  With  162 
gates,  that  means  it  is  feasible  that 
will  walk  away  with  at  least  81 
i  gates  who  did  hot  vote  for  him.  If 
doesn't  smell  of  the  old  Chicago/Da- 
l party-boss  politics,  I  don't  know 
It  does. 

:'s  interesting  that  on  this  ballot 
•e  is  also  a  proposal  to  put  "none  of 
above"  on  California  ballots  in  the 
,re.  Those  in  support  of  it  say  it  will 
I  •  decrease  apathy  and  increase  voter 
liout.  Before  they  go  after  new  vot- 
|  how  about  making  the  ones  who 
!  voting  count  first? 

Vernon  E.  Snyder 
San  Diego 


ME  ADS  COULD 
r  LIVES  AT  RISK 


Can  Levi's  be  cool  again?"  (The  Cor- 
ation,  Mar.  13)  features  the  company, 
ch,  faced  with  sagging  sales,  is  try- 
to  lure  a  new  generation  to  its  prod- 
s  with  a  new  ad  campaign.  You  cite 
TV  commercial  that  features  a 
pely  young  blonde  who  removes  her 


Levi's,  drapes  them  over-  a  Bet  of  rail 

road    tracks,   and    wails   for   a   passing 

t  rain  to  1  ransform  I  hem  into  cul  offs. 

In  I  December,  after  news  of  this  ad 
leaked  oul  through  Advertising  Age, 
Operation    Lifesaver,   the    Lakewood 

(Ohio)  I'lA,  and  Representative  Dennis. I. 
Kucinich  (I)-()hio),  who  represents  an 

area  with   heavy  train  traffic  and   high 

potential  for  tragedy,  got  in  touch  with 
Levi  Strauss  CEO  Philip  Marineau.  They 
asked  that  the  ads  never  sec  the  light  of 
day.  Marineau  responded  that  the  cam- 


paign '.'.a    under  1 1  md  would  not 

be    hown  during  th<-  Super  Bowl,  hut 

he  made  no  prorni-e-  aOOUl   the  future. 

By  trying  to  rapture  the  youth  mar 

ket   with   "edgy"  ads   like   tin-,    I 
Straus-  has  gone  too  Car.  The  ad 

it'     O.K.    to    play    around    track-    and 

trains.  This  Is  pure  fantasy.  The  reality 

is  that  every  year,  nearly   1,000  pa 
trians  are   killed   or  severely   injured 
while  trespassing  on  railroad  track.-  and 
property.  The  Federal  Railroad  Admin- 
istration's statistics  for  1998  reveal  that 


"The  'Maw  of  Demand'  is  terrifying,  yet  beautiful,  Bob. 

And  as  long  as  we  solve  our  energy  needs  with  Williams, 

we'll  be  able  to  keep  it  happy. " 

Business  feeds  on  energy.  So  Williams'  extensive  menu  of 
energy  solutions  is  essential.  By  controlling  the  energy  supply 
and  leveraging  our  billions  in  assets,  we  help  take  risk  off  the 
table  for  your  business.  Sound  appetizing? 


Williams 


ENERGY 


l-800-WILUAMS  •  WWW.WlttlAMS.COM  •  NYSE:  WMB  &  WCG 


BUSINESS  WHK/  APRIL  3,  2000  15 


Readers  Report 


mf 


29%  of  all  trespasser  fatalities  were  be- 
tween the  ages  of  1  and  25. 

With  these  facts  in  hand,  it  is  irre- 
sponsible for  a  well-respected  company 
to  use  images  in  their  marketing  that 
could  result  in  copycat  behavior  by  im- 
pressionable youths,  unwittingly  risk- 
ing their  lives  for  a  pair  of  cut-offs. 

Gerri  L.  Hall 
President 
Operation  Lifesaver  Inc. 
Alexandria,  Va. 
Editor's  note:  Levi  Strauss  says  it  mod- 
ified the  ad  after  objections  were  raised. 

WHY  CITIZENS  FEEL  THEY 
CANT  RELATE  TO  WASHINGTON 

Your  review  of  The  Paradox  of 
American  Democracy  by  John  Judis  re- 
ports that  public  cynicism  is  at  an  all- 
time  high,  but  that  citizens  haven't  ac- 
tually lost  control  of  their  democracy 
("When  good  elites  go  bad,"  Books, 
Mar.  13).  Ordinary  Americans  may  still 
have  a  say  in  what  happens  in  Wash- 
ington, but  they  don't  think  they  do, 
and  this  perception  of  powerlessness  is 
the  important  reality  of  politics. 

One  of  the  major  causes  of  the  pub- 
lic's lack  of  interest  is  the  fact  that  most 
people  can't  relate  to  the  representa- 
tives elected  to  Congress.  Women,  for 
instance,  have  virtually  nothing  in  com- 
mon with  the  older  men's  club  running 
our  government.  Yet  it  is  women  who 
need  Social  Security  the  most,  who  take 
care  of  sick  kids,  who  have  to  face  abor- 
tion choices,  and  who  attend  college  in 
the  highest  numbers.  It  makes  you  won- 
der why  women,  and  men,  don't  start  a 
political  party  dedicated  to  gender 
equality  in  government. 

George  A.  Dean 
Southport,  Conn. 

IMMIGRANTS'  CONTRIBUTION 

TO  AMERICA 

"Ease  the  way  for  skilled  immi- 
grants" (Editorials,  Mar.  6)  argues  that 
the  way  to  increase  the  number  of 
"skilled  immigrants"  is  to  reduce  the 
number  of  immigrants  admitted  on  the 
basis  of  family  ties.  But  immigration 
need  not  be  a  zero-sum  game.  Instead, 
we  should  recognize  the  contribution 
immigrants  of  all  skill  levels  make  to 
America's  extraordinary  prosperity.  And 
Congress  should  liberalize  all  categories 
of  immigration  in  order  to  sustain  it. 

Federal  Reserve  Chairman  Alan 
Greenspan  has  spoken  repeatedly  about 
the  contributions  of  both  skilled  and  un- 
skilled immigrants.  He  has  advised  Con- 
gress to  "open  up  our  immigration  rolls 


SEND  THEM  TO  ME 

"You  should  stand  with 
Greenspan,  employers,  and 
labor  and  argue  for  liberalizing 
immigration  across  the  board. 
This  will  ensure  that  this 
nation  of  immigrants  remains 
a  nation  of  prosperity" 

significantly"  in  order  to  ward  off  higher 
inflation  and  higher  interest  rates.  Simi- 
larly, hotel,  restaurant,  and  health-care 
employers,  along  with  the  U.  S.  Chamber 
of  Commerce,  say  the  shortage  of  low- 
wage  "essential  workers"  is  an  emer- 
gency that  is  causing  companies  to  curtail 
expansion.  They  argue  that  "when  com- 
panies cannot  fill  jobs  with  U.  S.  workers, 
hiring  foreign  nationals  should  be  a  viable 
alternative."  And  organized  labor  is  call- 
ing for  a  revision  of  immigration  laws 
to  give  low-wage  immigrants  without  le- 
gal status  the  right  to  stay  permanently. 

Finally,  you  argue  that  the  U.  S. 
should  limit  family  reunification,  to  use 
those  slots  for  "immigrants  with  valu- 
able skills."  Recent  studies  by  Rand 
Corp.  and  the  Bureau  of  Economic  Re- 
search found  that  legal  immigrants, 
most  of  whom  get  in  on  family  ties, 
have  higher  educational  levels  and  more 
labor  skills  than  the  native  born. 

In  effect,  you  argue  that  the  U.  S. 
should  change  current  policy  in  order 
to  admit  immigrants  who  are  educated 
and  skilled,  when  currently  policy  al- 
ready does  so.  Instead,  you  should  stand 
with  Greenspan,  employers,  and  labor 
and  argue  for  liberalizing  immigration 
across  the  board.  This  will  ensure  that 
this  nation  of  immigrants  remains  a  na- 
tion of  prosperity. 

Frank  Sharry 

Executive  Director 

National  Immigration  Forum 

Washington 

OHIO  UNIVERSITY  PLUGS  IN 

ALL  ITS  STUDENTS 

"How  wired  is  that  campus?" 
(Lifestyle,  Mar.  13)  fails  to  mention  that 
a  few  universities  have  taken  the  next 
step:  Not  only  are  the  dormitories  wired, 
but  computers  are  provided.  Here  at 
Ohio  University,  your  dorm  room  comes 
complete  with  a  network  connection  and 
free  access,  along  with  a  Gateway  Inc. 
computer  to  access  that  network.  Basic 
software  (Microsoft  Office,  browser,  virus- 
protection,  etc.)  is  provided,  along  with 
an  Oki  Data  LED  printer. 


You  mention  that  college  |  a' 
"strongly  suggesting  that  student.-p» 
their  own  computers."  But  theijfc 
many  students  who  cannot  easily 
their  own  computers — and  at  Ohi(|[ 
versity,  they  don't  have  to. 

Mary  P| 
Athens] 

WHO'S  WORRYING  ABOUT 
PEOPLE  WITH  ALLERGIES? 


Using  the  milk  protein  lactofe: 
neutralize  microbes  that  infect  be 
wonderful  idea — unless  you  are  al 
to  cow's  milk  products  ("Keepinj 
bugs  off  the  beef,"  News:  Analy: 
Commentary,  Mar.  6).  As  the  mothe 
young  daughter  with  allergies  to 
milk,  peanuts,  tree  nuts,  soy  protein 
garlic,  I  already  have  a  terrible  tiim 
keeping  her  safe  from  allergens.  G 
her  a  balanced  diet  is  an  additional 
lenge.  Will  the  Agriculture  Dept. 
any  consideration  to  the  effects  of  1 
ferrin  on  those  with  food  allergiei 
fore  approving  the  substance? 

For  our  family,  the  safer  option 
radiation.  But  will  consumers  get  a  cj 
in  this  matter,  or  will  lactoferrin  be 
etly  added  to  the  food  supply,  as 
done  with  genetically  modified  corn 
soybeans? 

Laura  £ 
San  Jose,  C 


BusinessWeek  ONLINE, 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  five  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 


HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  ant 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas 

43rd  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions 

renewals,  changes  or  problems,  and  single  copies 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623 

Internet:  bwcustsv@businessweek.com 

Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  contac 

(212)512-3148 

Fax:  (212)  512-2337 

Internet:  www.businessweek.com/reprints/ 

For  permission  contact: 

Phone:  (212)  512-4801 

Fax:  (212)  512-4938 


16  BUSINESS  WEEK  /  APRIL  3,  2000 


When  talking  about  retirement 
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INTRODUCING  THE  3-MINUTE  E*TRADE  IRA.  Signing  up  for  a  retirement 
plan  shouldn't  take  forever.  That  would  defeat  the  purpose.  Our  3-minute 
IRA  has  no  setup  fees,  annual  maintenance  fees  or  minimum  initial 
deposits.  Visit  ira.etrade.com  or  call  1-800-ETRADE-l.  Act  now-  before 
your  lead  foot  is  fitted  for  an  orthopedic  shoe. 


It's  time  for 

E*  TRADE 
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Is  your  company  between  a  state  of  flux  and  a  state  of  shock? 


■ 


ng  a  little  growth  spurt?  If  you're  not  careful,  your  business  could  easily  outgrow 
jtmoded,  inflexible,  communications  system.  Unless  of  course,  you  outsource  your 
communications  with  us.  We'll  make  sure  it  evolves  with  your  business.  Without 
tional  capital  investment.  That  way,  you  can  afford  that  quadruple  overtime  your 
itect  keeps  grousing  about.  Call  1-877-500-LINE,  or  visit  www.accessline.com. 
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■'communications™ 
Call  us  at  the  first  sign  of  success. 
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IRRATIONAL  EXUBERANCE 

By  Robert  J.  Shiller 
Princeton*  296pp.  $27. 95 


HE'S  NOT  JUST  A  BEAR 
-HE'S  A  GRIZZLY 


Fraud  no,  hype  yes:  The  U.  S.  stock 
market,  in  an  ascending  orbit  for 
the  past  two  decades,  is  headed 
for  a  black  hole.  That  is  the  conclusion 
of  Irrational  Exuberance,  a  dazzling, 
richly  textured,  provocative,  and  possi- 
bly wrongheaded  new  book  by  Yale 
University  economist 
Robert  J.  Shiller.  It  is  by 
far  the  most  important 
book  about  the  stock  mar- 
ket since  Jeremy  J.  Siegel's 
1994  Stocks  for  the  Long 
Run,  offering  a  cogent 
statement  of  the  bears' 
view  of  events  to  come. 

The  market's  fate,  says 
Shiller,  is  sealed  by  histo- 
ry. The  current  orbit  is  by 
far  the  most  spectacular 
ever  seen,  but  in  the  centu- 
ry since  the  end  of  the  Civ- 
il War,  it  has  been  preceded  by  three 
similar  periods  of  levitating  stock  prices: 
one  ending  in  1901,  one  in  1929,  and 
one  in  1966  (chart).  What  scares  Shiller 
is  not  so  much  the  probability  of  a 
short-term  crash.  Rather,  it  is  the  pos- 
sibility that  such  a  crash  will  be  fol- 
lowed by  a  prolonged  grind.  In  the  20 
years  following  the  1901  peak,  the  real 
return  to  stocks,  including  dividends, 
was  -0.2%.  It  was  0.4%  a  year  for  the 
20  years  following  1929,  and  1.9%  for 
the  20  years  following  1966.  These  num- 
bers are  all  way  below  the  real  return 
that  Siegel  calculated  at  7%  over  the 
entire  history  of  the  stock  market  dat- 
ing back  to  1803.  And  they  are  obvi- 
ously way  below  what  the  average  in- 
vestor expects  today:  12%,  according  to 
a  business  week  survey  that  was  con- 
ducted in  December. 

Levitating  stock  prices  result  from  a 
blend  of  economics  and  psychology.  In 
the  early  stages  of  the  takeoff,  rising 
prices  are  based  on  a  genuinely  good 
economic  story:  There  were  major  tech- 
nological breakthroughs  in  the  late  19th 
century,  the  1920s,  and  in  the  current 
period.  The  stock  market  boom  of  the 
early  1960s,  says  Shiller,  was  based  on 
the  adoption  of  a  "new  economics"  in 
the  Kennedy  years  that  demonstrated 
that  government  policy  could  simulta- 


IRRATIONAL 

Ben 

EXUBERANCE 


ROBERT      J.     SHILLER 


neously  stimulate  the  economy,  tame  in- 
flation, and  moderate  the  business  cycle. 
Good  markets,  as  even  skeptic  John 
Kenneth  Galbraith  pointed  out  in  his 
book  The  Great  Crash  1929,  begin  with 
an  "irreducible  element  of  fact." 

But  then  comes  the  trouble  with 
prosperity:  Economic  fact 
gives  way  to  psychological 
fantasy.  Analyzing  the  caus- 
es and  consequences  of  this 
kind  of  delusion  is  the  con- 
suming passion  of  Shiller's 
book. 

The  culprits  in  what 
Shiller  regards  as  the 
ridiculous  overvaluation  of 
the  current  market  are  not 
primarily  Wall  Street  hype 
merchants.  Rather,  they  are 
the  believers  in  the  New 
Economy,  the  media,  fi- 
nance professors  in  the  nation's  leading 
business  schools,  and,  strangely  enough, 
Dr.  Irrational  Exuberance  himself,  Fed- 
eral Reserve  Chairman  Alan  Greenspan. 
Together,  says  Shiller,  they  act  like  an 
informational  daisy  chain,  an  "amplifi- 
cation mechanism."  They  turn  what  is 
unquestionably  a  good  story — high  pro- 
ductivity and  corpo- 
rate earnings — into 
a  tale  featuring 
soaring  price-earn- 
ings ratios  and  ever- 
higher  stock  prices 
that  are  simply  too 
good  to  be  true. 

The  villains  in 
Shiller's  account 
have  emerged  as 
new  Ponzis.  Unlike 
the  original  im- 
proper Bostonian, 
Charles,  the  new 
Ponzis  do  not  prac- 
tice fraud.  Rather,  he  says,  they  pro- 
mote the  belief  that  it  is  always  safe 
to  buy  stocks,  not  because  of  any  in- 
trinsic value  they  might  have,  or,  God 
forbid,  because  of  the  dividends  they 
may  pay,  but  because  they  can  always 
be  sold  to  someone  else  at  a  higher 
price.  This  is  a  potent  message  in  a 
country  where  stock  ownership  is  ex- 


Price-earnings  ratio 


DEFYING  GRAVITY:  Inflation-corrected 
price-earnings  ratios  have  soared 


panding  to  the  point  where  it  no\ 
volves  a  majority  of  American  fami 
The  media  play  a  crucial  rol< 
Shiller's  book.  Journalists,  he  says, 
"present  themselves  as  detached 
servers  of  market  events,"  but  "t 
are  themselves  an  integral  part  of  tl 
events."  The  author's  research  sh 
that  the  history  of  speculative  bub 
begins  roughly  with  the  advent  of  m 
papers,  which  he  says  helped  to  cr 
the  first  bubble  of  any  consequence, 
Dutch  tulipmania  of  the  1630s. 

The  chattering  goes  on  to  the  ] 
sent  day.  What  Shiller  calls  nat 
Ponzi  schemes  can  occur,  he  says,  " 
if  there  is  similar  thinking  among  Is 
groups  of  people" — and  the  news 
dia,  "essential  vehicles  for  the  spi 
of  ideas,"  help  effect  this.  The  press 
Shiller  recognizes,  loves  the  stock 
ket  because  it  is  a  story  that  ca: 
reported  every  minute  on  TV  and  e\ 
day  in  the  papers,  much  like  a  spi 
story.  Cisco  Systems,  Intel,  and 
crosoft  are  like  the  Yankees,  the  Lak 
and  the  Tennessee  Titans — except 
stock  market  companies  are  on  ev 
body's  home  team.  So  there  is  a 
spread  tendency  to  cheer  them  on. 
This  reviewer  has  been  called  m 
things  during  his  life — but  never 
"amplification  mechanism"  or  a  "nat 
Ponzi,"  at  least  not  BS  (before  Shill 
Yet  it  appears  that,  as  an  edito 
business  week,  I  am  both.  Shiller 
rectly  credits  this  magazine  with 
covering    and    delineating    the 
Economy  of  the  1980s  and  '90s  and 
huge  effect  on  productivity  gro 
(The  term  appeared  in  business 

as  early  as  19 
He    does    not 
however,  that 
magazine  has  c\ 
sistently      warr 
that  the  New  Ec| 
omy  does  not 
antee      prosper] 
(Cover  Story, 
31,  1997).  The  N| 
Economy  is,  on 
contrary,  likely  I 
give  rise  to  a  n| 
business        cyj 
caused  by  swings 
the  rate  at  wh^ 
business  invests  in  new  technology. 
By  itself,  of  course,  business  wee* 
not  powerful  enough  to  bring  about] 
Ponzian  swing  in  the  psychology  of 
market — that  required  an  assist  fr<| 
Greenspan,  the  subject  of  a  July  14,  IS 
cover  story  that  ran  only  seven  mont] 
after  Greenspan  made  his  now-legenda 
remarks  about  the  stock  market's 
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AN  ALTERNATE  WAY  TO  COMMUNICATE 
WHEN  YOUR  INTERNET  SERVICE  WONT 


jyou  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk 

th  UUNET®  an  MCI  WorldCom"'11  Company.  From  high-speed  access  to 

:b  hosting  to  remote  access,  we  offer  a  full  range  of  Internet  services  that  can 

lp  your  business  do  more.  And  as  the  world's  premier  IP  network,  we're  m  MM  MM 

iking  VPNs  and  Internet-based  faxing  not  just  a  promise,  but  a  reality.  Couple  %J%JkwC # 

at  with  network  performance  that  sets  industry  standards  year  after  year  and 

u've  got  a  provider  that  won't  leave  you  stranded.*  So  if  your  business  could 

|c  a  partner  like  us,  call  1  800  465  1794  or  visit  us  at  www.info.uu.net. 


\  H  E       WORLD'S      INTERNET      COMMUNICATIONS       COMPANY 


+703  206  5600  Canada:  1  888  242  0653  ©  1999  UUNET  Technologies.  Inc.,  a  subsidiary  of  MCI  WorldCom.  Inc.  All  rights  reserved.  The  UUNET  logo  is  a  trademark 
more  information:  www.uu.net/sla. 
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tional  exuberance."  "The  term  no- 
economy"  says  Shiller,  "did  not 
any  currency"  until  the  magazine  a 
uted  it  to  Greenspan,  "marking  a 
leged  turning  point  in  his  thinking" 
the  New  Economy.  That  termino 
the  author  adds,  "has  been  in  re$ 
use  ever  since."  The  effect,  of  co 
was  to  suggest  that  Greenspan 
scribed  to  the  optimistic  view  of  the 
Economy,  allaying  fears  that  the 
would  act  decisively  to  rein  in  the 
ket.  Such  notions  persist  to  this 
frustrating  the  Fed  chairman's  recui 
efforts  to  put  a  lid  on  investor  zeal. 

Shiner's  final  amplifier  is  the  co 
of  finance  professors  who  subscrib 
the  theory  of  efficient  markets, 
mantra  is  that  a  stock  market  can  n( 
be  overvalued  or  undervalued  bees 
prices  rationally  incorporate  all  the 
licly  known  facts  at  all  times.  The 
tion  of  an  infinitely  wise  market  app 
because  it  makes  market  bubbles  b 
on  overly  optimistic  expectations  im] 
sible.  Much  recent  academic  research 
served  to  undermine  efficient-mar 
theory,  along  with  its  coroDary  thatl 
one  can  ever  predict  the  market's  dif 
tion.  But  the  theory  continues  to  be  en 
mously  influential  in  academe  as  pro] 
sors  gleefully  observe  one  Wall  Str 
guru  after  another  fail  in  their  atter 
at  soothsaying. 

For  the  long-term  investor,  the  crul 
question  is  whether  Shiller,  is  rightl 
forecasting  a  long  period  of  stagnatj 
or  decline  in  stock  prices.  And  in 
end,  as  Shiller  recognizes,  that  deper 
heavily  on  whether  the  New  EconoJ 
has  unprecedented  potential  for  prod] 
tivity  growth.  It  just  may  be  that 
Information  Revolution  is  so  profound 
different  from  what  has  gone  befel 
that  it  will  continue  to  produce  sup 
gains  in  productivity  and  profits.  Soil 
top-flight  analysts,  including  busini 
week  economics  editor  Michael  J.  Ms 
del,  have  argued  that  the  informatij 
economy  benefits  from  increasing 
turns  to  scale  in  a  way  that  earlier  tec 
nological  revolutions  did  not. 

Shiller  is  not  merely  a  bear — he  isl 
grizzly.  He  says  he  cannot  foresee  ts 
date,  but  a  grim  decade  of  stagnaticj 
will  come  sooner  rather  than  later, 
investment  advice:  Place  your  faith 
bonds,  particularly  the  U.S.  Treasury 
new  inflation-indexed  bonds  that  gua  » 
antee  a  real  rate  of  return  of  4%.  Fig! 
hard  against  the  political  movement  tj 
privatize  social  security.  And  hunke 
down. 

BY  WILLIAM  W0LMA 

Wolman  is  business  week's  chu^k 
economist. 
PC 
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She's  delighted  to 
be  offering  both 
phone  and  online 
customer  service. 

(Doesn't  realize  she's  actually 
driving:  her  customers  nuts.) 


/our  voice  and  online  customer  service  systems  are  unable  to  share  information,  it's  like 
i  left  hand  not  knowing  what  the  right  hand  is  doing.  Which  is  enough  to  drive  your 
stomers  away.  Genesys  interaction  management  solutions  let  you 
amlessly  integrate  your  voice  and  online  systems.  So  you  can  provide  your  customers  with 
Dositive  experience  every  time.  Visit  www.genesyslab.com  or  call  1-888-GENESYS. 


Better  Interactions. 
Better  Business. 
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The  Web  is  a  conversation — one  that's  changing  markets. 

5  THE  ROARING  2000s  INVESTOR  by  Harry  S.  Dent  Jr. 
(Simon  &  Schuster  •  $25)  Taking  advantage  of  global 
demographic  trends. 

6  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $25)  A  Gallup  investiga- 
tion into  managerial  success. 

7  SIX  SIGMA  by  Mikel  Harry,  PhD,  and  Richard  Schroeder 
(Currency  •  $27.50)  How  improvements  in  quality  can  boost 
profits. 

8  THE  GORILLA  GAME  by  Geoffrey  A.  Moore,  Paul  Johnson, 
and  Tom  Kippola  (HarperBusiness  •  $27)  Spotting  the 
hottest  high-tech  stocks,  in  a  revised  edition. 

9  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

10  THE  INTERNET  BUBBLE  by  Anthony  B.  Perkins  and  Michael 
C.  Perkins  (HarperBusiness  •  $27)  A  shakeout  is  coming,  say 
the  editors  of  Red  Herring. 

11  BLOWN  TO  BITS  by  Philip  Evans  and  Thomas  S.  Wurster 
(Harvard  Business  School  •  $27.50)  How  the  Internet  is 
reshaping  business  models. 

12  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

13  CUSTOMERS.COM  by  Patricia  B.  Seybold  with  Ronni  T. 
Marshak  (Times  Business  •  $27.50)  A  consultant's  analysis 
of  successful  e-business  practices. 

14  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(Harvard  Business  School  •  $27.50)  Anticipating  new 
technologies'  disruptive  effects. 

15  PERMISSION  MARKETING  by  Seth  Godin  (Simon  &  Schuster 
•  $24)  Give  customers  an  incentive  to  hear  your  message, 
says  a  Yahoo!  executive. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  Ph| 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  sir 
ways  of  the  wealthy  among  us. 

2  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharon 
Lechter,  CPA  (TechPress  •  $15.95)  Teaching  your  kids  the 
rules  of  money  that  the  rich  play  by. 

3  THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular. 

4  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  To| 
Gardner  (Fireside  •  $13)  The  online  duo  put  it  on  paper. 

5  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDS 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Virgir 
B.  Morris  (Fireside  •  $15.95)  Concise  explanations  enrich^ 
with  graphics. 

6  THE  ERNST  &  YOUNG  TAX  GUIDE  2000  by  the  Tax  Partne 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Home-office  deductions,  anyone? 

7  INVESTING  FOR  DUMMIES  by  Eric  Tyson  (IDG  Books  • 
$19.99)  From  stocks  to  small  business — with  cartoons,  toe 

8  WHAT  COLOR  IS  YOUR  PARACHUTE?  2000  by  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The  enduring 
job-search  bible. 

9  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Touchstone  • 
$14)  Why  the  good  times  won't  go  away. 

10  24  ESSENTIAL  LESSONS  FOR  INVESTMENT  SUCCESS  by  | 

William  J.  O'Neil  (McGraw-Hill  •  $10.95)  The  founder  of 
Investor's  Business  Daily  offers  wisdom  on  stock-picking. 

11  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution.  » 

12  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  PhD, 
and  Spencer  Johnson,  M.D.  (Berkley  •  $12.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

13  SMART  WOMEN  FINISH  RICH  by  David  Bach  (Broadway 
Books  •  $13)  A  Morgan  Stanley  Dean  Witter  senior 
vice-president's  personal-finance  guide  for  women. 

14  J.K.  LASSER'S  YOUR  INCOME  TAX  2000  by  the  J.K.  Lasserl 
Institute  (Wiley  •  $14.95)  Why  can't  they  put  bigger  erasers\ 
on  these  pencils? 

15  CROSSING  THE  CHASM  by  Geoffrey  A.  Moore  (HarperBusi- 
ness •  $16)  Marketing  high-tech  products  to  the  masses. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  February. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


MINING    YEARS    OF    RESEARCH    ON    AMERICA'S 

affluent,  Thomas  J.  Stanley  hit  pay  dirt 
in  1996  with  The  Millionaire  Next  Door.  The  former  marketing 
professor  is  back  now  with  The  Millionaire  Mind,  No.  2  on  this 
month's  hardcover  list,  which  digs  deeper  for  common  traits  of 
the  self-made  rich.  Stanley  surveyed  5,063  choice  households, 
then  sifted  1,001  full  responses,  733  from  millionaires,  iso- 
lating each  grain  of  data.  What  factors  did  this  spreadsheet-em- 
powered Horatio  Alger  find  matter?  Integrity,  tenacity,  social 
skills,  discipline,  a  good  marriage,  sound  home  buying,  frugal- 
ity, and  thinking  differently  in  a  vocation  you  love.  High  iq  or 
sat  scores  don't  seem  to  matter  much. 
He  shares  plenty  of  engaging  anecdotes.  My  favorite  is  his 


tale  of  how  on  Halloween,  at  age  9,  he  hit  on  his  vocation 
venturing  beyond  his  Bronx  (N.Y.)  neighborhood  to  a  ritzy  on 
He  found  himself  mask-to-face  with  James  Mason,  the  actol 
Mason  had  no  candy,  but  Stanley  made  off  with  handfuls 
coins — "the  equivalent  of  what  we  would  have  received  if  w 
had  trick-or-treated  at  300  blue-collar  households."  He's  sti 
at  it.  But  do -the  things  that  correlate  with  affluence  reall 
cause  it?  If  decamillionaires  exercise  the  most,  is  that  caus 
or  effect?  Also,  when  Stanley's  wealthy  say  "being  honest  witl 
all  people"  is  key  to  their  success,  would  their  employees 
clients,  and  rivals  agree?  Such  details  don't  dent  the  book 
fun.  Just  don't  try  taking  its  findings  to  the  bank. 

BY  ROBERT BARKEF 
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The  Primus*  eService  software  family 
enables  companies  to  effectively  manage 
all  points  of  contact— from  marketing  to 
sales  to  support— and  create  real  value 
with  every  interaction.  Primus  software  is 
built  using  the  Primus®  Associative  Search 
Engine,  which  enables  companies  to  create, 
capture,  reuse,  and  share  knowledge  to 
enhance  their  customers'  experience 


and  increase  the  effectiveness  of  their 


businesses.  With  Primus  software, 
customers  have  the  option  to  serve 
themselves  or  choose  among  multiple 
channels  —  web,  email,  voice— to  interact 


with  your  company. 


Primus  corporate  offices: 
1601  Fifth  Avenue,   Suite  1900 
Seattle,   Washington    98101 
206.292.1000    phone        206.292.1825*  fax 
www.primus.com         email:  value@primus.com 
^88.323.7244    toll-free  sales  representative 


Primus®  eMarketing 
helps  you  build 

stronger  ones  with 
your  customers. 


PRIMU 


Value  Driven  eService 


©  2000  Primus  Knowledge  Solutions,  Inc.  All  rights  reserved 

Primus  .ind  Value  Driven  eService  are  trademarks,  service  marks  or  registered  trademarks 

o(  Primus  Knowledge  Solutions,  Inc.     nBWK3 


Amazing!  A  country  known  for  leisure  ar 
pleasure  now  has  something  else  to  offd 


In  the  year  2000,  close  to  nine  million 
tourists  will  visit  Thailand.  But  lately,  different 
kinds  of  visitors  are  staying  in  Thailand  for 
good.  They  are  visionary  businessmen  and 
entrepreneurs  who  have  discovered  the 
advantage  and  competitiveness  of  Thai  pro- 
ducts. 

Thailand  now  has  the  largest  concen- 
tration of  hi-tech  manufacturing  in  Southeast 
Asia,  from  aloe  vera  extraction  to  zinc  smel- 
ting, from  automotive  assembly  to  zootechny. 
In  fact,  most  FORTUNE  500 !  and  their  rivals 
elsewhere  have  had  their  presence  in 
Thailand  in  one  form  or  another. 

Why  does  the  world  buy  from  or  have 
their  products  made  in  Thailand?  Well,  it  all 
boils  down  to  product  integrity  and  customer 


satisfaction.  With  abundant  skilled  labor,  exc  ! 
lent   infrastructure   and   a   supportive   gove 
ment,   Thailand   is   fast   becoming   one   of  1 1 
most  competitive,  emerging  economies  in  1 
world. 

If  your  company  hasn't  made  it  to  t 
FORTUNE  list,  looking  into  Thailand  could  hi 
you  get  there  sooner.  And  if  you  do,  it  cot 
turn  out  to  be  the  smartest  decision  you'1 
ever  made. 

As  for  leisure  and  pleasure,  well,  jj 
indulge  yourself  and  take-  it  as  a  bonus. 
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AMnd  of  Diversity  &  Refinement 
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Visit  "Thailand's  Brand  Fair  2000"  during  July  19-23  at  Muang  Thong  Thani.  Explore  and  investigate  all  kinds  of  industrial 
and  durable  consumer  products  made  in  Thailand.  For  more  details  :  www.moc.go.th  or  Fax:  (662)  513-2828 
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,echnology  &  You 


STEPHEN  H.  WILDSTROM 


OW  TO  SHOP 
I0R  A  LAPTOP 


hm  price  to  weight, 
re's  a  guide  to  the 
it  array  of  note- 
bks  on  the  market 

)he  question  I'm  probably 
asked  most  often  by 
readers  is  "what  sort  of 
ebook  computer  should  I 
?"  Most  of  the  time,  a  de- 
-ive  answer  is  impossible 
lause  the  variety  of  lap- 
s  is  too  great  and  my 
wledge  of  your  desires 
needs  is  too  limited.  But 
in  help  you  become  an  in- 
igent  shopper, 
buying  a  desktop  comput- 
s  simple.  The  products  are 
I  pretty  similar,  at  least 
hin  a  price  class.  And  if 
i  make  a  mistake,  it  can 
corrected  without  much 
t  or  difficulty  by  buying  a 
erent  keyboard,  monitor, 
takers,  or  whatever.  Not 
y  do  laptops  come  in  many 
re  flavors  but  the  crucial 
ices  are  irrevocable.  If  you 
:ide  after  you  buy  that 
I'd  rather  have  a  touchpad 
toad  of  a  pointing  stick  or 
it  the  display  is  just  too 
all,  you  are  out  of  luck. 
To  help  uncomplicate  the 
)ices,  I'm  going  to  focus  on 
ndows  98  laptops  for  con- 
Tiers  or  small-business 
i.  The  first  step  in 
>pping  is  setting  a 
dget,  which 
aid  range 
>m  $1,000 
$4,000, 
Lh  $2,500  a 
ppy  medi- 
1.  You  can 
lys  modify  the  budget 
er,  but  without  a  reason- 
It'  starting  point,  you'll 
ve  a  hard  time  beginning 
intelligent  search.  Equally 


important  is  a  hardheaded  as- 
sessment of  how  you  plan  to 
use  the  computer.  My  laptop 
spends  a  lot  of  time  in  a  bag 
hanging  from  my  shoulder,  so 
every  ounce  of  weight  counts. 
Usability  in  airplanes  is  also  a 
rock-bottom  requirement.  But 
going  for  the  most  mobile 
computer  means  spending 
more,  giving  up  features, 
or,  often,  both. 

Many  notebooks  bought 
for  home  or  small-business 
use  are  chosen  more  for 
their  compactness  and  con- 
venience than  their  mobility. 
They  rarely  travel  far  from 
the  nearest  power  outlet,  so 
their  light  weight  and  long 
battery  life  are  not  major  is- 
sues.   If  portability   is   not 
paramount,  you  are  a  good 
candidate  for  a  "three-spin- 
dle" laptop — a  unit  with  a 


machines  with  good  stereo 

sound  and  displays  up  to  If. 
inches.  These  units  typically 
weigh  upwards  of  7  lb  and 
are  about  2  in.  thick. 

At  the  lowest  end,  $1,049 
buys  you  a  Toshiba  1666CDS 
with  a  380-MHz  AMD  K6-2 
processor.  This  is  a  competent 
machine  with  two  drawbacks: 
It  comes  with  just  32 
megabytes  of  memory,  and 
upgrading  to  a  more  suitable 
64  MB  will  cost  $117.  Further- 
more, it  has  a  12.1-in.  dual- 
scan  display  rather  than  the 
more  popular  TFT.  The  dim- 
mer dual  scans  are  now  found 
only    in    the 


THE 
PRESARIO 

1900  HAS 

A  BIG 

SCREEN 


PICK  A  PRICE 

$2,500  is  a  good  starting 
point. 

WILL  THIS  BE  MAINLY 
FOR  TRAVEL? 

Look  for  light  weight  and 
detachable  components. 
Expect  a  small  screen. 


WILL  THIS  BE  MAINLY  FOR 
THE  OFFICE? 

Don't  worry  about  weight. 
Get  a  big,  bright  screen. 

TRY  YOUR  LAPTOP  OUT 

You  can't  just  get  a  new 
keyboard  or  other  compo- 
nent if  you  don't  like  it. 


A  TOSHIBA 
1625CDT 
COSTS 
$1,499 


built- 
in  hard 
drive,  cd- 
rom  or  DVD 
drive,   and   a 
floppy.      These 
range     from     the 
least  expensive  laptops  on  the 
market  to  fancy  multimedia 


least  expensive  note- 
books. If  you  are 
considering  one, 
check  it  out  and 
-  make  sure  you  can 
put  up  with  the  tendency  of 
the  cursor  to  disappear  briefly 
when  moved  rapidly.  The  oth- 
erwise similar  Satellite  1625CDT 
costs  $1,499  with  a  12.1-in.  TFT 
display  and  64  MB  of  RAM. 

As  you  spend  more,  you 
get  bigger  and  better  dis- 
plays, larger  hard  drives,  bet- 
ter sound  systems,  dvd  play- 


ei   ,  .Mid   i;i  1 1  )•  proce    or 
The  last  is  probably  th< 

important  because  even  the 
slowest,  laptops  can  meet 
nearly  everyone's  need-,  lot 
$2,700,  you  can  get  an  IBM 
ThinkPad  iSeries  1400  with 
a  500-MHz  Pentium  III,  a  12- 
gigabyte  hard  drive,  and  a 
huge  15.1-in.  display. 

What  if  portability  is  your 
primary  concern?  Maximum 
mobility  means  a  laptop  with 
an  external  CD  and  floppy,  as 
well  as  a  cramped  keyboard 
and  minimal  sound  system. 
One  interesting  choice  in  this 
class  is  the  Compaq  Presario 
305.  For  $1,999,  you  get  a 
3.1-lb  laptop  with  an  11.3-in. 
display— and  the  800-by-600 
pixel  display  is  much  easier 
to  read  than  the  1024-by-768 
displays  on  many  ultralights. 
If  you  can  stand  a 
bit  more  weight, 
consider  the  5-lb 
Presario  1900  for  the 
same  price,  but  with 
a  bigger  screen  and 
keyboard. 

If  you  want 
to  have  your 
features  and 
carry  them, 
too,  your  best 
choice  is  a  thin,  light 
unit  with  a  bay  that  can  hold 
the  drive  of  your  choice  or 
an  extra  battery.  These  sys- 
tems are  designed  mainly  for 
business  use,  and  the  5-lb 
ThinkPad  600  with  a  13.3-in. 
display  is  the  first  and  still 
one  of  the  best.  The  price, 
starting  at  $2,900,  is  steep, 
but  it's  a  great  combination  of 
features  and  mobility. 

In  a  laptop,  little  things 
mean  a  lot.  I  dislike  touehpads, 
but  lots  of  people  can't  stand 
pointing  sticks.  Keyboards 
vary  a  great  deal,  both  in  feel 
and  layout,  so  look  for  one 
that's  comfortable.  If  you  trav- 
el with  your  computer,  bring 
your  bag  or  briefcase  when 
you  shop  and  make  sure  the 
laptop  fits  and  is  not  too  heavy. 
Buying  a  laptop  requires 
planning.  But  with  a  little 
work,  you're  sure  to  find 
something  that  fits  both  your 
needs  and  your  budget. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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You  can  always  tell  the  investor  who* 


They  feel  smarter,  more  informed,  more  in  control.  Could  you  benefit  from  straightforward  acf 
portfolio.  Find  out  how  you're  doing,  and  whether  you  could  be  doing  better.  To  schedule  your  Schi 


i  a  Schwab  brokerage  account  lo  receive  the  Schwab  Portfolio  Consultation'"  Your  account  will  be  a  brokerage  account  and  not  an  investment  advuory  account  0  Wt '. 


d  a  Schwab  Portfolio  Consultation.' 


i  your  investments?  Get  a  Schwab  Portfolio  Consultation'"  It's  a  thorough,  objective  evaluation  of  your 
ilio  Consultation,  call  1-800-790-3802.  Charles  Schwab.  Creating  a  world  of  smarter  investors!" 


Economic  Viewpoint 


BY  LAURA  D'ANDRE A  TYSON 


GLOBAL  MARKETS:  MORE  INFO 
MAY  ONLY  FEED  THE  HERD  INSTINCT 


VOLATILE: 

Instant  access 
to  market 
trends  means 
that  when 
confidence 
falters, 
investors 
quickly  join  a 
worldwide 
race  to  bail  out 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


Not  long  ago,  a  group  of  distinguished 
regulators  and  executives  from  some 
of  the  world's  largest  financial  insti- 
tutions convened  at  the  Haas  School  of  Busi- 
ness at  the  University  of  California  at  Berke- 
ley to  debate  the  intriguing  question  of  who 
controls  global  capital  markets.  The  consensus 
was  that  no  one  does.  Today's  financial  mar- 
kets are  too  big,  too  complex,  and  too  inter- 
dependent to  be  controlled  by  any  single  ac- 
tor, private  or  public.  Even  cooperation  among 
central  banks  may  not  be  enough  to  guaran- 
tee desired  outcomes.  Is  the  lack  of  control 
over  global  capital  markets  a  cause  for  con- 
cern? Yes,  at  least  in  some  circumstances. 

Under  normal  conditions,  financial  mar- 
kets behave  efficiently  to  direct  scarce  capi- 
tal resources  to  their  best  uses  while  allow- 
ing individual  investors  to  adjust  their 
portfolios  in  accordance  with  their  tastes  for 
risk,  return,  and  current  vs.  future  income. 
And  under  normal  circumstances,  financial 
markets,  like  other  markets,  are  self-stabi- 
lizing. When  prices  of  particular  assets  rise, 
demand  tends  to  fall,  and  when  prices  of 
the  same  assets  fall,  demand  tends  to  rise.  In 
developed  capital  markets  such  as  those  in 
the  U.  S.,  regulatory  and  supervisory  agen- 
cies promote  the  timely  provision  of  credible 
information,  curtail  excessive  risk-taking, 
and  penalize  dishonest  behavior. 
ROUND  THE  CLOCK.  By  expanding  the  knowl- 
edge available  to  market  participants  and 
reducing  the  cost  of  market  transactions, 
new  information  technologies  have  further 
enhanced  the  efficiency  and  stability  of  fi- 
nancial markets  under  normal  conditions. 
Moreover,  such  technologies  have  enabled 
the  development  of  sophisticated  new  in- 
struments to  unbundle  risks  and  allocate 
them  to  the  market  players  who  are  most 
willing  and  able  to  bear  them.  As  the  regu- 
lators at  the  Haas  conference  remarked,  new 
information  technologies  have  enabled  the 
development  of  more  effective  risk  manage- 
ment and  supervisory  procedures. 

But  the  new  technologies  have  not  re- 
duced the  volatility  of  financial  markets.  In- 
deed, the  opposite  appears  to  be  the  case. , 
Asset  prices  have  always  fluctuated  much 
more  than  the  fundamentals  on  which  they 
are  supposedly  based.  Better  access  to 
knowledge  about  these  fundamentals  through 
round-the-clock,  round-the-world  information 
sources  has  only  intensified  these  fluctua- 


tions. Nor  have  better  access  to  markei 
formation  and  sophisticated  risk-manageii 
tools  eliminated  sharp,  unpredictable  re| 
sals  in  confidence  and  destabilizing  maj 
behavior. 

The  last  decade  has  given  us  several  | 
riods  of  frenzied,  shortsighted,  and' 
destructive  binges  of  asset  inflation  or  d\ 
tion  large  enough  to  threaten  macroecon| 
ic  stability.  Such  largely  unexpected  anc 
explicable  disturbances  have  rocked  curre| 
equity,  and  real  estate  markets. 

Of  course,  financial  crises  are  as  old  aj 
nancial   markets  themselves.  And  rec 
crises,  including  those  in  U.  S.  equity 
kets  in  1987,  European  currency  market^ 
1993,  Mexico  in  1995,  and  the  emerging 
ket  economies  in  1997-98  indicate  that 
propriate  policy  responses  can  contain  tl 
destabilizing  tendencies  and  real-econo| 
effects. 

RUSH  TO  THE  DOOR.  But  policymakers  fai| 
to  predict  these  crises  and  were  highly 
certain  about  the  effectiveness  of  their  reil 
dies.  And  by  intervening  to  limit  destabil 
ing  downward  movements  in  asset  pri{ 
while  failing  to  take  action  against  desta 
lizing  upward  movements,  policymakers 
be  inadvertently  encouraging  excessive  rij 
taking,  thereby  increasing  the  likelihood  | 
future  crises. 

The  experts  who  gathered  at  the  Ht 
conference  were  not  optimistic  that  new 
formation  technologies  would  enhance 
ability  of  market  participants  and  polid 
makers  to  predict  reversals  in  financial  m^ 
kets.  At  the  same  time,  they  agreed  tl 
such  technologies  may  well  aggravate  cris 
when  they  arise.  Immediate  access  to  inftj 
mation  about  market  trends,  combined 
the  reduced  cost  of  trading,  mean  that  whj( 
market  confidence  begins  to  falter,  investc 
can  easily  see  their  colleagues  rushing 
the  door  and  quickly  join  the  global  race 
get  there  first. 

The  benefits  of  new  information  technoll 
gies,  like  all  new  technologies,  ultimately  d| 
pend  on  the  wisdom  of  the  human  beinjT 
who  design  and  use  them.  When  investoi 
fail  to  act  prudently,  the  same  technology 
that  promote  greater  efficiency  can  encoi; 
age  greater  market  volatility,  increase  tl 
likelihood  of  destabilizing  behavior,  and 
tensify  the  magnitude  of  recurrent  distuj 
bances  in  the  world's  capital  markets. 
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A  new  way  of  thinking  about  life  sciences: 
From  prevention  to  therapy  through  vaccm 


As  one  of  the  world's  leading  li 
companies,  Aventis  is  fully  committed  to  the  development  of  new  preventive  vaccines  against  numerous  infectious  dise 
still  claim  the  lives  of  millions.  Using  our  expertise  in  immunology,  we  are  also  developing  innovative  therapeutic  vac 
will  give  doctors  new  ways  to  treat  cancer  and  other  chronic  or  life-threatening  diseases  such  as  gastric  ulcers  and  HIV  inf 
many,  ridding  the  world  of  disease  is  a  dream.  At  Aventis,  it  is  the  goal  we  work  towards  every  day. 


Aventis 


Our  challenge  is  life. 


Economic  Trends 


BY  GENE  KORETZ 

ROCK-AND-ROLL 
STOCK  MARKETS 

Why  emerging  markets  are  volatile 

As  the  past  15  years  demonstrate,  in- 
vesting in  stocks  of  developing  coun- 
tries is  not  for  the  faint  of  heart.  You 
can  make  a  ton  of  money — doubling  your 
investment  within  the  space  of  a  year — 
and  you  also  can  lose  your  shirt. 

Most  experts  attribute  the  stock  mar- 
ket volatility  in  emerging  nations  to 
their  underlying  economic  and  political 
instability  and  their  vulnerability  to  ex- 
ternal economic  shocks  and  the  whims 
of  foreign  investors.  But  a  forthcoming 

IN  SOME  MARKETS,  STOCKS 
STICK  TOGETHER  MORE 


PERCENT  OF 
STOCKS  MOVING  IN 
SAME  DIRECTION* 
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•AVERAGE  BASED  ON  WEEKLY  PRICE  CHANGES,  1995 
DATA:  RANDALL  MORCK,  BERNARD  YEUNG.  WAYNE  YU 

study  in  the  Journal  of  Financial  Eco- 
nomics by  economists  Randall  Morck, 
Bernard  Yeung,  and  Wayne  Yu  ad- 
dresses an  issue  that  may  also  help  ex- 
plain this  pattern:  the  inefficiency  of 
emerging  markets. 

In  an  efficient  market,  stock  prices  in- 
stantly reflect  not  only  broad  develop- 
ments, such  as  the  business  cycle  and 
shifts  in  macroeconomic  policy  but  also 
company-specific  information  about  sales, 
costs,  profit  margins,  new  products,  and 
other  factors.  Thus,  while  stocks  will 
tend  to  move  together  to  some  extent, 
they  should  show  a  more  pronounced 
tendency  to  move  in  a  random  fashion 
in  line  with  the  changing  fortunes  of 
individual  companies. 

In  their  study  analyzing  stock  move- 
ments in  40  advanced  and  developing 
nations,  however,  the  three  researchers 
found  that  stocks  in  developing  coun- 
tries have  a  far  stronger  tendency  to 
rise  and  fall  together.  Over  an  average 
week  in  1995,  for  example,  more  than 
75%  of  Chinese,  Malaysian,  and  Polish 
stocks  moved  in  the  same  direction, 
compared  with  fewer  than  62%  of  U.  S., 
French,  and  German  stocks  (chart). 

Of  course,  this  pattern  doesn't  neces- 


sarily point  to  stock  market  inefficien- 
cies. It  could  reflect  structural  factors 
peculiar  to  developing  nations,  such  as 
their  tendencies  to  be  geographically 
small,  to  have  relatively  few  stocks,  to 
be  less  economically  diverse,  and  to  suf- 
fer greater  economic  instability  than 
wealthier  nations. 

But  the  researchers'  statistical  analy- 
sis indicates  that  none  of  the  above  vari- 
ables, either  alone  or  combined,  account 
for  very  much  of  the  tendency  of  such 
stocks  to  move  together.  What  does  ap- 
pear to  fully  explain  the  pattern  is  the 
low  ranking  of  emerging  nations  on  a 
"property  rights"  index — reflecting  mea- 
sures of  official  corruption  and  the  risk 
of  a  government  expropriating  private 
property  or  repudiating  contracts. 

The  authors  conclude  that  emerging 
markets  are  inefficient  because  investors 
have  little  incentive  or  ability  to  ferret 
out  company-specific  information.  In 
such  environments,  where  company  for- 
tunes and  shareholder  returns  are  high- 
ly dependent  on  political  factors,  they 
argue,  stock  prices  tend  to  be  driven 
by  "noise"  rather  than  economic  funda- 
mentals. Thus,  stocks  tend  to  rise  and 
fall  together  as  investor  moods  shift 
with  changes  in  macroeconomic  condi- 
tions and  the  prevailing  political  winds. 

For  investors  and  for  emerging 
economies  themselves,  of  course,  such 
market  inefficiency  is  bad  news — in- 
creasing investment  risks  and  imped- 
ing the  ability  of  the  market  to  allocate 
capital  to  its  most  productive  use.  But 
for  foreign  companies  interested  in  di- 
rect investments  in  emerging  economies, 
it  can  spell  some  golden  opportunities. 

"Those  able  to  use  their  economic 
power  and  the  backing  of  their  own 
governments  to  cut  deals  ensuring  that 
their  property  rights  will  be  respected 
can  often  pick  up  underpriced  assets  at 
bargain  prices,"  Yeung  says. 


OIL:  GREENSPAN'S 
SAFETY  VALVE? 

Price  hikes  should  moderate  growth 

With  surging  energy  costs  raising  the 
hackles  of  households  and  busi- 
nesses, Republicans  and  Democrats  are 
busy  promising  relief  to  consumers. 
What  they  aren't  talking  about,  howev- 
er, is  how  the  rise  in  oil  prices  may  in 
part  be  a  positive  development. 

The  fact  is  that  higher  energy  costs 
may  prove  critical  in  fostering  the  eco- 
nomic soft  landing  the  Federal  Reserve 
is  intent  on  engineering.  Calling  the  oil 


price  surge  "Alan  Greenspan's  hi<| 
safety  valve,"  economist  M.  Cary 
hey  of  Deutsche  Bank  points  out  tl 
has  added  about  $50  billion  to  he 
hold  energy  bills  over  the  past 
cutting  sharply  into  funds  available 
other  outlays.  This  raises  the  intere^ 
question  of  how  much  stronger  the 
percharged  U.S.  economy  would 
be  if  energy  prices  had  stayed  low.| 

To  be  sure,  the  runup  in  energy 
has  added  a  percentage  point  to 
consumer  price  index  over  the 
year — a  trend  the  Fed  can't  ignore, 
it  has  hardly  affected  core  consuj] 
prices,  and  most  economists  doubt 
it  will  unless  such  costs  stay  high; 
longer.  They  also  think  that  rising  g\ 
line  prices  will  inevitably  slow  consi 
spending  on  motor  vehicles  and  ot 
items  in  the  months  ahead. 

Thus,  there's  a  fair  chance  that 
energy  prices  will  actually  help  the 
to  secure  the  moderation  in  econoj 
growth  that  it  and  the  financial 
kets  have  been  hoping  for. 
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LESS  COMING  IN, 
MORE  GOING  OUT 

States  ax  taxes  and  boost  outlays 
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One  reason  the  voting  public  has| 
gone  bananas  over  promised  tax 
may  be  the  fact  that  it  has  already  be  L  u. 
receiving  tax  relief  at  the  state  le\  Mil 
for   some   years.    Economist   Mich*    * 
Moran  of  Daiwa  Securities  America  Ii  \ 
notes  that  42  states  cut  taxes  in  t  ma 
current  (2000)  fiscal  year,  lowering  the  m 
take  by  $5.2  billion,  on  top  of  a  $7  billi  0  ., 
cut  last  year  and  average  cuts  of  $3 , 
billion  in  the  prior  four  years. 

What's  more,  the  states  have  bee iUlJI 
boosting  spending — by  a  hefty  7.7%  la  W 
year  and  5.5%  this  year.  As  a  resu]  ide  n 
they  have  been  injecting  fiscal  stimuli  adine 
into  an  already  hy- 
peractive economy 
and  at  the  same 
time,  running 
down  the  reserves 
they  put  aside  for 
use  in  future 
downturns.  In  just 
two  years,  the  lev- 
el of  these  "rainy 
day"  funds  has 
plummeted  from 
over  9%  of  state 
outlays  to  an  esti- 
mated 5.6%  at  the 
end  of  the  current 
fiscal  year  in  June. 


LESS  LEFT 
FOR  A  RAINY  DAY 
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A  PERCENT  OF  TOTAL  SPENDING 

BY  STATE  GOVERNMENTS 

■AT  END  OF  FISCAL  YEARS  IN  JUNE 
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KEY  PRESSURE  GAUGE 
>  IN  THE  RED  ZONE 

ie  trade  deficit  can't  absorb  surging  demand  indefinitely 


US.  ECONOMY 


l  RECORD  WIDENING  IN 
A  KEY  DEFICIT 


In  recent  years,  the  U.S. 
economy  has  enjoyed  two  im- 
•tant  safety  valves  that  have  vented  inflationary 
Gsures  in  the  face  of  potent  demand.  Now,  there's  a 
■blem:  Both  of  those  valves  are  wide  open,  but  the 
tssure  is  still  building.  That's  why  the  Federal  Re- 
ve  raised  interest  rates  on  Mar.  21  for  the  fifth 
ie  since  June,  1999  (page  36).  More  important,  it's 
y  more  hikes  are  on  the  way. 

The  first  buffer  has  been  a  much  deeper  pool  of 
ulable  labor  than  anyone  had  thought  possible.  But 
f.h  the  unemployment  rate  likely  to  go  below  4% 
5  year,  almost  no  one  either  inside  the  Fed  or  out  be- 
/es  that  the  job  markets  can  be  stretched  further 
;hout  a  reacceleration  in  wages  and  benefits. 

A  less  highlighted,  but 
equally  critical,  safety  valve 
has  been  a  growing  depen- 
dence on  foreign  producers  to 
satisfy  the  accelerating  pace 
of  demand.  The  result  shows 
up  as  a  sharply  wider  U.  S. 
trade  deficit,  as  imports  have 
soared.  The  January  trade 
deficit  increased  to  a  record 
$28  billion,  from  $24.6  billion  in 
December.  That  gap,  well 
ove  the  $25.2  billion  average  in  the  fourth  quarter,  all 
t  assures  another  widening  in  the  first-quarter  deficit. 
Moreover,  it  means  yet  another  increase  in  the  broad 
rrent-account  deficit,  which  includes  both  foreign 
tde  as  well  as  financial  flows  between  the  U.  S.  and  its 
iding  partners.  But  as  Fed  Chairman  Alan  Greenspan 
id  in  early  March,  "Growing  net  imports  and  a  widen- 
y  current-account  deficit  require  ever  larger  portfolio 
d  direct  foreign  investments  in  the  U.S.,  an  out- 
me  that  cannot  continue  without  limit." 

lAT  LIMIT  may  soon  be  shattered.  The  current-ac- 
unt  deficit  rose  to  $99.8  billion  in  the  fourth  quarter, 
)tn  $89.1  billion  in  the  third.  At  an  annual  rate,  that  is 
[uivalent  to  a  record  4.2%  of  gross  domestic  product, 
id  it  may  approach  5%  this  year  (chart).  Except 
aybe  for  Poland  or  Bulgaria,  no  country's  cuirent-ac- 
unt  deficit  is  expected  to  exceed  that  level  in  2000. 
It's  not  just  the  trade  gap  that's  causing  the  erosion. 
•cause  of  the  huge  amount  of  foreign  investment  nec- 
isary  to  finance  the  gap  between  exports  and  im- 
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OIL  IS  NOT  BOOSTING 
REAL  IMPORTS 
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ports,  the  U.S.  is  now  paying  out  a  record  amount  of 
investment  income  to  foreigners.  Up  until  two  years 
ago,  the  U.  S.  balance  of  investment  income  (the  amount 
foreigners  pay  stateside  investors  for  investments  made 
abroad  minus  what  the  U.  S.  pays  out  on  foreigners'  in- 
vestments in  America)  was  in  the  black,  as  it  had  been 
throughout  the  postwar  era. 

That  balance  is  now  in  the  red  and  deteriorating 
rapidly.  In  the  fourth  quarter,  this  deficit  nearly  doubled 
to  $10.4  billion,  from  $5.3  billion  in  the  third  quarter,  ac- 
counting for  about  half  of  the  quarter's  overall  widening. 

New  foreign  investment  con- 
tinued to  flow  into  the  U.  S.  at 
a  strong  pace  in  the  fourth 
quarter.  Moreover,  that  new 
foreign  money  is  increasingly 
taking  the  form  of  highly  mo- 
bile portfolio  investment.  Net 
foreign  purchases  of  stocks  and 
corporate  bonds  last  year  ac- 
counted for  43.4%  of  total  for- 
eign investment,  matching  the 
record  set  in  1998  and  double 
the  22.7%  mark  in  1996.  In  the  fourth  quarter,  net  pur- 
chases of  U.  S.  stocks  hit  a  record  $33.2  billion. 

The  point  here  is  that  the  U.S.  is  increasingly  vul- 
nerable to  a  shift  in  foreign  investment  patterns.  If,  for 
whatever  reason,  foreigners  become  less  inclined  to 
invest  in  the  U.S.,  that  would  weaken  the  dollar  and 
put  upward  pressure  on  interest  rates,  which  would  un- 
dermine the  Fed's  attempt  to  keep  inflation  stable 
while  bringing  the  economy  in  for  a  soft  landing. 

THE  JANUARY  TRADE  DATA,  however,  brought  no  re- 
lief. Partly  reflecting  the  highest  oil  prices  since  the 
Gulf  war  in  1990,  imports  of  goods  and  services  jumped 
1.7%  from  December.  Exports  fell  1.8%.  But  that  fol- 
lowed a  3.1%  surge  in  December,  and  exports  continue 
to  recover  from  their  post-Asia-crisis  funk.  Over  the 
past  year,  exports  are  up  a  solid  8.2%,  but  imports 
have  grown  at  more  than  twice  that  pace,  up  19.lV, . 

Adjusted  for  inflation,  however,  some  interesting 
trends  emerge  (chart).  First,  real  oil  imports  have  ac- 
tually fallen  over  the  past  year  That  trend  suggests 
that  pricier  foreign  oil  is  cutting  into  U.S.  demand, 
and  that  domestic  oil  production  is  picking  up. 

Other,  larger  categories  are  pushing  up  the  growth  in 
real  imports.  Foreign-made  capital  goods,  for  instance. 
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are  rising  at  a  28%  yearly  clip,  and  economists  wall  ar- 
gue that  financing  a  huge  trade  deficit  that  is  dominated 
by  imports  of  capital  goods  is  not  such  a  bad  thing. 
That's  because  new  investment  lays  the  groundwork  for 
the  future  income  necessary  to  pay  for  those  goods 
and  their  financing. 

However,  while  imports  of  capital  goods,  especially 
high-tech  gear,  are  soaring,  imports  of  consumer  goods 
are  also  accelerating,  reflecting  surging  growth  in  house- 
hold spending.  A  speedup  in  consumer-goods  imports 
suggests  that  the  U.S.  is  increasingly  using  foreign 
funds  simply  to  finance  current  consumption  which  yields 
no  future  benefits  and  may  eventually  decrease  the  wdll- 
ingness  of  foreigners  to  invest  in  U.  S.  assets. 

THE  SAFETY  VALVE  from  cheap  imports  is  also  losing 
some  of  its  impact,  even  despite  the  dollar's  contin- 
ued strength.  That's  because  import  prices  are  no 
longer  falling.  Excluding  oil's  disproportionate  impact, 
import  prices  in  February  increased  0.1%  from  a  year 
ago.  Only  18  months  ago,  nonoil  import  prices  were 
falling  a  steep  4.2%.  However,  February's  slim  year- 
over-year  advance  was  the  first  in  four  years. 

Higher  materials  costs,  even  outside  energy,  are  be- 
ginning to  squeeze  many  companies.  True,  top-line  in- 
flation looks  tame.  Energy  powered  a  1%  jump  in  pro- 
ducer prices  of  finished  goods  in  February,  but  core 
prices,  which  exclude  energy  and  food,  increased  only 
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IS  DRIFTING  NIGHEI 


3.2 

™  A^W  excluding 

ENERGY 

;:    Si 


24 


1 1  1 1 1 1 1 1 1 1 1 1 1 1 1 1 , 1 1 1 1 1 1 1 


0.3%,  partly  reflecting  higher  tobacco  prices.  Howt- 
core  prices  for  intermediate  goods  are  now  rising  a 
faster  than  core  prices  for  finished  goods,  a  sign 
cost  pressure  on  finished-goods  producers  is  rising 

In  addition,  a  few  caution 
flags  are  waving  around  con- 
sumer prices.  Energy  also 
pushed  them  up  in  February, 
by  a  steep  0.5%,  although  core 
prices  rose  only  0.2%.  Still,  the 
devil  is  in  the  details.  Housing 
costs  are  starting  to  show  the 
impact  of  higher  home  prices 
and  mortgage  rates,  and  costs 
for  medical  care  and  education 
are  both  speeding  up. 

Services  inflation  generally  is  starting  to  sho\ 
clear,  although  still  small,  acceleration  (chart).  Given 
large  contribution  of  service  outlays  to  the  recent 
credible  growth  in  consumer  spending,  it's  not  surp 
ing  that  service  inflation  is  showing  some  pickup. 

Indeed,  that  spending  boom  is  undoubtedly  creat 
an  environment  that  may  allow  businesses  to  mark 
prices.  The  Fed's  latest  move  is  an  attempt  to  quell 
mand  and  dissipate  that  pricing  power.  But  its  hi 
haven't  had  much  impact.  Demand  continues  to  m 
claims  on  potential  supply  at  a  time  when  growing 
flationary  pressure  has  fewer  and  fewer  ways  to  escaj 
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ARGENTINA 


IS  THAT  A  RECOVERY  ON  THE  HORIZON? 


Better-than-expected  economic 
growth  in  the  fourth  quarter 
suggests  that  Argentina  has  pulled 
out  of  its  yearlong  recession. 

In  1999's  last  quarter,  real  gross 
domestic  product  edged  up  0.1% 
from  a  year  earlier 
(chart).  That  may  not 
seem  like  much,  but 
economists  had  expect- 
ed a  drop  of  as  much 
as  1%  in  output.  Manu- 
facturing and  agricul- 
ture led  the  small  gain, 
with  most  of  the  out- 
put heading  overseas 
or  into  public  works 
projects.  Exports 
jumped  4.7%  from  a  year  ago,  and 
government  outlays  were  up  1.9%. 
Private  consumption  fell  0.5%. 

Because  Argentina  was  in  re- 
cession for  most  of  the  year,  its 
real  GDP  fell  3%  for  all  of  1999. 


A  GROWTH  SURPRISE 
AT  THE  END  OF  1999 
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The  downturn  was  triggered  by 
the  global  financial  chaos  of  late 
1998  plus  falling  prices  for  Ar- 
gentina's major  agricultural  ex- 
ports and  the  January,  1999,  cur- 
rency devaluation  in  neighboring 
Brazil.  Not  surpris- 
ingly, weak  demand 
triggered  widespread 
price  cuts  and  a  rise 
in  unemployment. 
Consumer  prices  fell 
1.9%  in  1999,  com- 
pared with  a  rise  of 
0.8%  in  1998.  The  job- 
less rate  increased  to 
12.8%  in  the  fourth 
quarter  of  1999,  up 
from  11.3%  at  the  end  of  1998.- 

The  new  government  of  Presi- 
dent Fernando  de  la  Riia  expects 
the  economy  to  grow  3.5%  in 
2000.  Private  economists  are  look- 
ing for  more  subdued  growth  be- 


tween 2%  and  3%.  But  the  early 
2000  numbers  look  promising.  Ar-| 
gentina  posted  a  foreign  trade 
surplus  in  January  compared  witl 
a  deficit  a  year  earlier.  And  com- 
bined January  and  February  in- 
dustrial output  was  up  2.7%  vs. 
the  first  two  months  of  1999. 
Tight  fiscal  policy,  however, 
threatens  to  hold  down  economic 
growth.  De  la  Rua,  who  took  of- 
fice in  December,  had  to  raise  tax- 
es to  reduce  the  government  bud- 
get deficit  and  to  cut  foreign 
borrowing.  The  tax  measures 
were  taken  to  meet  conditions  for 
a  $7.2  billion  line  of  credit  with 
the  International  Monetary  Fund. 
The  government  has  pledged  to 
maintain  fiscal  austerity,  but  high- 
er taxes  will  curb  any  momentum 
in  the  consumer  sector,  which  ac- 
counts for  more  than  two-thirds 
of  Argentina's  economy. 
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GREENSPAN'S 
DILEMMA 


The  more  confident 
investors  are  in 
him,  the  harder 
his  job  becomes 

Since  taking  office  as  the  nation's 
top  banker  13  years  ago,  Fed- 
eral Reserve  Chairman  Alan 
Greenspan  has  managed  to  fos- 
ter ever-stronger  confidence. 
Through  stock  market  crashes,  global 
financial  crises,  and  the  emergence  of  a 
New  Economy  in  which  the  old  rules 
about  growth  and  productivity  have 
gone  out  the  window,  he  has  fine-tuned 
Fed  policy  with  nary  a  miss. 

But  now  the  Fed  chief  may  be  suffer- 
ing from  a  rare  malady:  too  much  credi- 
bility. Investors  have  so  much  faith  in 
Greenspan's  ability  to  keep  the  econo- 
my growing  rapidly  without  inflation  that 
they're  ignoring  all  his  bearish  warnings 
about  the  need  to  slow  growth.  Shrug- 
ging off  the  Fed's  rate  hikes,  they're 
snapping  up  stocks  and  bonds  as  if  to- 
day's white-hot  growth  and  extremely 
low  inflation  are  a  permanent  condition. 
Call  it  exuberant  irrationality:  On 
Mar.  21,  the  day  of  the  Fed's  latest 
quarter-percentage-point  increase  in  the 
target  federal  funds  rate,  the  Dow  Jones 
industrial  average 
soared  227  points. 
Bond  prices  rallied 
across  the  board, 
pushing  the  30-year 
Treasury  bond's  yield 
decisively  below  6% 
to  its  lowest  level  in 
seven  months.  Behind 
the  rally:  relief  that 
the  Fed  didn't  raise 
short-term  rates  by  a 
half  point — and  confi- 


WHAT 
THE  FED 


WEIGHING 


dence  that  the  good  times  will  keep 
rolling.  "The  central  bank's  credibility 
is  very  high  right  now,"  says  Chris  Con- 
key  of  Evergreen  Investment  Manage- 
ment in  Boston.  "There's  a  strong  sense 
the  Fed  is  on  top  of  things." 

But  the  more  confident  investors 
are  in  Greenspan,  the  harder  his  job 
becomes.  Soaring  stock  prices  and 
falling  long-term  interest  rates  are  fu- 
eling the  supercharged  economy  and 
frustrating  the  Fed's  efforts  to  slow 
growth  down  to  more  manageable  lev- 
els. And  Greenspan  deserves  some  of 
the  blame,  because  his  own  overly  com- 
plicated explications  of  monetary  policy 
have  left  many  investors  stumped.  In- 
deed, some  argue  that  if  Greenspan  re- 
ally wants  to  cool  the  economy,  he's  go- 
ing to  have  to  make  a  bigger  or 
unexpected  increase  in  rates.  "The  Fed 
needs  to  tighten  much  more  aggres- 
sively," says  Greg  Jensen  of  consultant 
Bridgewater  Associates. 
ON  MESSAGE.  Greenspan's  not  about  to 
do  that.  Somehow,  though,  he  needs  to 
persuade  investors  there  really  is  some- 
thing to  worry  about  even  though  there 
is  no  sign  of  actual  inflation  outside  of 
skyrocketing  oil  prices.  In  speeches  and 
congressional  testimony,  he  has  ad- 
vanced a  number  of  rationales  for  rais- 
ing rates.  But  far  from  clarifying  mat- 
ters, he  has  sown  confusion  about  the 
Fed's  intentions. 

Perhaps  the  Fed  chairman  could  learn 

INFLATION  REMAINS  MILD... 


CONSUMER  PRICE  INDEX 
MINUS  FOOD  AND  ENERGY 


something  from  politicians  about  stayir  it  in  \\ 
"on  message."  He  says  productivitipim 
growth  is  shielding  us  from  inflatioi  ally  >e 
and  techies  cheer.  Then  he  muses  ths  Ik  abo 
this  same  productivity  may  be  goosin  bfat 
the  stock  market  and  thus  overstimi  at  he's 
lating  the  economy,  and  the  catcalls  b<  With  s 
gin.  Greenspan  vows  to  raise  short-ten  e  film 
interest  rates  until  the  economy  slows  as  is 

...BUT  HIGHER  COSTS  HURT  PRO  j| 
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[it  in  the  same  breath  he  argues  that 
private  investors,  not  the  Fed,  who 
tally  set  market  interest  rates.  He 

ks  about  the  desirability  of  the  stock 
jirket  taking  a  breather,  yet  insists 
at  he's  not  targeting  stock  prices. 

With  apologies  to  the  scriptwriters  of 
|e  film  Cool  Hand  Luke,  what  we  have 

re  is  a  failure  to  communicate.  It's 

...AND  GROWTH  IS  SOARING 
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not  that  Greenspan  has  blown  the  job — 
to  date,  he  has  delivered  brilliantly  on 
the  Fed's  mission  of  keeping  inflation 
low  and  growth  strong.  The  risk,  ex- 
perts say,  is  that  the  muddle  over  his 
message  could  make  it  harder  for  the 
Fed  to  justify  further  rate  hikes  to  pre- 
vent the  economy  from  overheating. 
While  Greenspan  isn't  elected,  he  is  sen- 
sitive to  the  popular  will — especially  in  a 
Presidential  election  year.  If  he  can't 
convince  the  public  that  slower  growth  is 
needed,  "he  could  end  up  erring  on  the 
side  of  doing  too  little  rather  than  doing 
too  much,"  says  William  Dudley,  chief 
economist  at  Goldman,  Sachs  &  Co. 

But  communications  problems  aside, 
associates  say  that  Greenspan  remains 
convinced  that  the  Fed's  drip-drip-drip 
approach  to  raising  rates  will  succeed  in 
keeping  things  in  balance.  And  while 
he  is  optimistic  that  he  has  a  handle  on 


Soaring  stock 
prices  and  falling 
long-term 
interest  rates 
are  fueling 
the  supercharged 
economy  and 
defeating  the  Fed's 
efforts  to  slow  growth 


the  New  Economy,  there's  no  doubt  that 
he  is  trying  to  set  policy  in  extremely 
confusing  times.  After  nine  boom  years, 
and  despite  five  rate  hikes,  growth  con- 
tinues to  race  ahead  at  an  astounding 
pace.  First-quarter  growth  nowT  looks 
to  be  5%  or  more.  And  that's  on  top  of 
what  could  be  an  upwardly  revised, 
mindboggling  rate  of  close  to  8%  in  the 
final  quarter  of  last  year. 

At  the  same  time,  the  huge  produc- 
tivity gains-  WTOught  by  technology7  have 
made  it  far  harder  to  suss  out  the  right 
policy  response  to  that  growth.  With 

productivity  up  by  more  than  6.5%, 
unit  labor  costs  actually  fell  in  the 
fourth  quarter  of  1999  despite  record- 
low  unemployment.  Prices,  too,  seem 
under  control.  Consumer  prices,  exclud- 
ing food  and  energy,  rose  at  an  annual 
rate  of  just  2.1%  through  February. 
Greenspan  also  sees  no  signs  of  an  in- 
flation-fueling pickup  in  wage  demands. 
BASIC  TRUTHS.  Those  conflicting  signals 
make  it  all  the  more  imperative  for 
Greenspan  to  get  his  message  across 
more  clearly.  Many  investors  are  per- 
suaded that  Greenspan  has  turned  sour 
on  productivity  and  is  directly  targeting 
the  stock  market.  Yet  Fed  insiders  insist 
that  neither  is  the  case.  In  truth, 
Greenspan  is  perhaps  the  biggest  be- 
liever inside  the  Fed  that  productivity 
growth  is  continuing  to  accelerate,  rais- 
ing the  economy's  noninflationary  speed 
limit  and  bringing  benefits  to  employers 
and  employees  alike.  He's  also  among 
the  most  skeptical  of  the  Fed's  ability  to 
second-guess  the  stock  market,  although 
he  does  note  that  the  central  bank  must 
take    Wall    Street's    impact    on    Main 
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Street  into  account  when  setting  rates. 

Cut  through  Greenspan's  elaborate 
explanations  and  you  end  up  with  Eco- 
nomics 101:  supply  and  demand.  Demand 
for  capital  is  booming  as  companies  rush 
to  invest  in  productivity-enhancing 
equipment.  But  the  supply  of  personal 
savings  is  contracting  as  confident  con- 
sumers spend  more  of  what  they  earn. 
With  demand  for  capital  outstripping 
supply,  Greenspan  figures  the  cost  of 
money — interest  rates — needs  to  go  up. 

Greenspan  sees  the  same  pressures 
on  the  output  side  of  the  economy.  De- 
mand for  goods  and  services  is  outpac- 
ing supply.  So  the  unemployment  rate  is 
falling:  U.S.  companies  are  having  to 
dig  deeper  into  the  labor  pool  to  pro- 
duce more  goods  and  services.  And 
since  U.S.  companies  can't  satisfy  all 
the  domestic  demand,  imports  and  the 
trade  deficit  are  rising.  Again,  higher 
rates  are  the  way  to  slow  demand. 


In  keeping  an  eye  out  for  signs  of 
trouble,  Greenspan  is  focusing  on  profit 
margins  as  well  as  prices,  Fed  insiders 
say.  If  margins  start  to  feel  the  pinch 
from  rising  raw  material  or  labor  costs, 
that  could  lead  to  some  rough  sailing 
for  the  economy.  Pressures  on  margins 
are  a  harbinger  of  either  higher  inflation 
or  lower  profits,  both  of  which  could 
jeopardize  the  expansion. 
IN  THE  VISE.  So  how  is  the  "battle  to 
balance  supply  and  demand  going?  If 
you  look  at  the  demand  side  of  the 
economy,  there  seems  to  be  reason  to 
worry.  The  stock  market  is  still  rising, 
making  consumers  feel  wealthier  and 
thus  stimulating  their  spending.  The 
Wilshire  5000  Total  Market  Index— the 
broad  measure  of  stocks  that  Greenspan 
follows — is  up  23%  in  the  past  year,  and 
up  15%  since  the  Fed  began  raising 
rates  last  June.  Interest  rates  are  a 
problem  for  Greenspan,  too.  Long-term 


rates,  after  rising  for  much  of  the  | 
year,  have  recently  begun  to  turn 
(sidebar).  That  threatens  the  Fed'l 
forts  to  engineer  a  slowdown  by  kee 
borrowing  strong  and  the  economy  | 

The  picture  is  brighter  on  the  si: 
side.  Productivity  growth  is  strong, 
ing  the  ability  of  companies  to  pro<  | 
what  consumers  are  demanding, 
the  federal  budget  surplus  is  boon 
raising  the  supply  of  savings. 

Greenspan  hopes  the  New  Econ 
will  increase  its  output  of  goods 
services  rapidly  enough  to  accommo'    i 
strong  demand.  But  if  it  doesn't  anc 
nation  starts  to  gather  force,  the 
will  really  have  to  tighten  the  scr 

?ven  at  the  risk  of  causing  a  ser 
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slowdown  in  the  economy.  Then 
fruits  of  exuberant  irrationality  wil 
all  too  evident. 

By  Rich  Miller,  with  Laura  Cohn 
Washington,  and  Peter  Coy  in  New  3 
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WHY  RATES  ARE  ACTING  SO  FUNNY 


The  almighty  Federal  Reserve 
raises  interest  rates,  but  borrow- 
ing costs  for  home  buyers  and 
companies  go  down  instead  of  up. 
What's  wrong  with  this  picture? 
In  the  Fed's  dream  world,  its 
tightening  moves  would  immediately 
raise  interest  rates  throughout  the 
economy.  But  real  life  is  more  com- 
plicated. While  long-term  rates  did 
rise  after  the  Fed  began  raising 
rates  last  June,  many  key  rates  have 
edged  back  down  since  January. 
WHETTING  DEMAND.  Ironically,  one  key 
reason  is  that  investors  are  more  con- 
fident that  the  Fed  has  inflation  under 
control.  When  the  Fed  raises  short- 
term  rates,  it  tends  to  cool  the  econo- 
my and  suppress  inflation.  That  ex- 
pectation  of  low   inflation   in    turn 
increases  demand  for  long-term  fixed 
securities,  which  increases  the  price 
of  long-term  debt.  And  when  the  price 
of  bonds  goes  up,  their  yield,  or  in- 
terest rate,  goes  down. 

At  the  same  time,  the  interest-rate 
outlook  has  been  complicated  by  the 
Treasury  Dept.'s  decision  to  buy  back 
government  bonds  with  money  from 
the  budget  surplus.  That's  shrinking 
the  supply  of  fixed-income  securities, 
even  as  the  favorable  inflation  outlook 
is  whetting  demand  for  them.  The  re- 
sult, once  again,  is  declining  interest 
rates.  The  yield  on  the  30-year  Trea- 
sury bond  is  now  down  below  6%, 


back  where  it  was  when  the  Fed  be- 
gan its  rate  hikes  last  June.  And  be- 
cause there's  more  demand  for  than 
supply  of  long  bonds,  investors  who 
can't  get  30-year  Treasuries  are 
branching  out  into  corporate  bonds 
and  mortgage-backed  securities.  So 
their  prices,  too,  are  going  up,  driving 
yields  down. 

Since  mortgage  rates  are  set  in 

FIGHTING  THE  FED? 

Key  rates  have  fallen  lately, 
despite  Federal  Reserve  hikes 


FEDERAL  FUNDS  RATE 


0| i 1 1 i  1 1  1 1  i  i  i  i  i  i  i  i  i  i  1 1  i  i  i  i ii 1 1 1 1  1 1  1 1  1 1  1 1 
JULY  2,  '99  JAN.  '00        MAR.  22 

▲  PERCENT 

DATA:  BLOOMBERG  FINANCIAL  MARKETS.  FREDDIE  MAC 


relation  to  Treasuries,  the  drop  in 
Treasury  yields  has  also  kept  a  lid  or 
home  borrowing  costs.  "I'm  sure  the 
Fed  thought  mortgage  rates  would 
be  much  higher  by  now,"  says  Ian 
Shepherdson,  chief  U.  S.  economist  at 
High  Frequency  Economics  »Ltd.  in 
Valhalla,  N.  Y.  If  it  weren't  for  the 
follow-on  effect  of  Treasury  buy- 
backs,  Shepherdson  estimates,  mort 
gage  rates  today  might  be  closer  to 
9%  than  their  current  8.2%. 

Corporate  borrowers  are  also  get- 
ting bargains.  Rates  on  10-year  A- 
corporate  debt  have  fallen  to  7.6% 
from  7.9%  at  the  end  of  January. 
"Corporate  bond  yields  haven't  risen 
more  steeply  because  of  the  sense 
that  the  Fed  isn't  resorting  to  an  ex- 
tended tightening  campaign,"  says 
John  Lonski,  chief  economist  at 
Moody's  Investors  Service. 

To  be  sure,  the  Fed  isn't  power- 
less to  make  borrowing  more  costly. 
It  controls  the  federal  funds  rate, 
which  is  the  short-term  rate  at 
which  banks  lend  to  one  another.  If 
the  Fed  keeps  tightening  credit, 
short-term  rates  will  eventually  get 
high  enough  to  pull  money  away 
from  longer-term  securities.  Then, 
bond  prices  will  go  down  and  yields 
will  rise.  Eventually,  the  Fed's  rate 
hikes  will  really  start  to  bite. 

By  Laura  Cohn  in  Washington, 
with  Debra  Sparks  in  New  York 
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COMMENTARY 

By  William  ('.  Symonds 


THE  GUN  DEAL  IS  HALF-COCKED 


The  Clinton  Administration's 
sweeping  Mar.  17  deal  with  gun- 
maker  Smith  &  Wesson  is  being 
hailed  as  a  political  masterstroke. 
Partly  because  of  the  power  of  the 
gun  lobby,  Congress  has  been  unable 
to  pass  gun  control  measures.  But  the 
White  House  seemed  to  have  found  a 
clever  way  around  the  impasse,  ham- 
mering out  a  bold  set  of  regulations 
that  Smith  &  Wesson  has  agreed  to 
abide  by.  If  the  deal  sticks  and  other 
manufacturers  sign  on,  these  regula- 
tions would  suddenly  achieve  much  of 
what  gun  control  advocates  want, 
from  placing  stiff  restrictions  on  gun 
shows  to  requiring  all  newly  designed 
guns  to  include  "smart"  locks  within 
three  years. 

But  you  don't  have  to  be  a 
card-carrying  member  of  the  Na 
tional  Rifle  Assn.  to  wonder 
whether  this  is  the  best  way  to 
regulate  business — even  an  in- 
dustry as  unpopular  as  guns. 
The  deal  was  worked  out  in  ne- 
gotiations that  were  both  se- 
cret and  conducted  under 
what  Harvard  Law  School 
Professor  W  Kip  Viscusi  calls 
"a  form  of  financial  blackmail." 
The  threat  was  that  Smith  & 
Wesson  could  be  bankrupted  by 
lawsuits  if  it  didn't  sign  on.  The  in- 
evitable result:  a  limited  deal  that  will 
go  only  a  small'  way  toward  reducing 
the  enormous  toll  of  gun  violenc — 
even  as  it  creates  a  worrisome  prece- 
dent for  other  industries. 

To  be  fair,  the  White  House  didn't 
have  much  choice.  Congress  seems 
unable  to  act  on  gun  control,  and  the 
rest  of  the  industry  "refused  to  sit 
down  with  us,"  says  Clinton  domestic 
adviser  Bruce  Reed.  "So  we  reached 
out  to  Smith  &  Wesson."  Moreover, 
the  deal  does  show  some  progress. 
For  the  first  time,  a  major  gunmaker 
will  force  distributors  and  dealers  to 
abide  by  a  sweeping  code  of  conduct. 
The  deal  would  make  it  difficult  to 
buy  weapons  at  a  gun  show  without  a 
background  check,  for  instance,  or 
purchase  more  than  one  handgun 
without  a  waiting  period.  It  would 
also  require  manufacturers  to  enter 
the  digital  image  of  casings  fired  from 
all  the  guns  they  produce,  thus  mak- 
ing it  easier  to  trace  crime  guns.  And 
dealers  would  have  to  ensure  that 


customers  had  passed  a  safety  CO 

But  if  these  measures  are  to  have 
any  bite,  they  must  become  industry- 
wide standards — and  that  is  unlikely 
to  happen  unless  the  political  consen- 
sus needed  to  enact  them  through  leg- 
islation is  developed.  So  far,  even  re- 
,-ponsible  gunmakers  such  as 
Browning  and  Austria's  Clock  Inc., 
are  balking.  They're  especially  con- 
cerned about  how  the  deal  would  set 


QUICKER  ISNT  BETTER 

The  agreement  bypassed  the 
legislative  process-but  all  its 
flaws  will  eventually  have  to 
be  fixed  by  Congress  anyway 

up  an  oversight  commission  with 
broad  powers.  Unless  changes  are 
made,  "I  don't  know  of  another  com- 
pany that  [would]  sign,"  warns  Paul 
Jannuzzo,  general  counsel  at  dock,  a 
major  player  in  the  U.  S.  handgun 
market. 

At  the  same  time,  the  proposal  has 
set  off  a  firestorm  among  dealers, 
some  of  whom  are  threatening  to  boy- 
cott Smith  &  Wesson.  "A  lot  are  say- 
ing, how  dare  they  take  away  my 
rights  without  consulting  me,"  says 
Andrew  Molchan,  director  of  the  Na- 
tional Association  of  Federally  Li- 
censed Firearms  Dealers.  Their  oppo- 
sition could  torpedo  the  agreement,  or 


make  it  more  unlikely  that  other  gun- 
makers  will  sign  on. 

Even  if  the  deal  can  be  implement- 
ed industrywide,  there  are  serious 
questions  about  whether  smart  gun 
technology  is  the  answer  to  Ameri- 
can's gun  problems.  By  adding  a  high- 
tech  lock  to  a  gun,  all  you  are  doing 
"is  trading  a  very  high 
level  of  security  for  a 
slower  access  time"  to 
the  weapon,  argues 
Smith  &  Wesson 
spokesman  Ken  Jor- 
gensen.  "Once  it's  un- 
locked, it  will  operate  just 
like  a  conventional  firearm."  The 
additional  level  of  apparent  safety 
may  also  persuade  non-gun  owners  to 
buy  one,  wwries  Kristen  Rand,  senior 
counsel  at  the  Violence  Policy  Center. 
Once  those  guns  are  brought  home, 
she  predicts,  the  result  "will  be  more 
death  and  violence,"  due  to  suicide 
and  domestic  fights. 
BAD  PRECEDENT.  But  ultimately,  the 
biggest  concern  over  the  deal  has  lit- 
tle to  do  with  guns  and  everything  to 
do  with  how  it  got  done.  The  pact 
sets  a  troubling  precedent  for  impos- 
ing backdoor  regulations  on  industries 
when  political  agreement  can't  be 
reached.  "After  guns,  there  will  be 
other  targets,"  predicts  Viscusi.  He 
says  there's  already  talk  of  going  after 
HMOs  and  makers  of  lead-based  paint 
with  the  same  tactics:  filing  huge  law- 
suits, and  then  using  that  financial 
club  to  secretly  negotiate  new  rules. 

There's  a  far  better  way  in  a 
democracy  like  America,  and  it  in- 
volves Congress.  True,  lawmakers 
haven't  showTi  much  stomach  for  tack- 
ling gun  control.  But  in  the  wake  of 
Columbine  and  other  horrific  shoot- 
ings, support  for  reasonable  gun  con- 
trol— even  among  gun  enthusiasts — is 
probably  stronger  now  than  ever. 
Building  on  that  groundswell  to  devel- 
op gun  control  legislation  that  respon- 
sible gun  users  can  support  will  take 
hard  political  work.  But  the  result 
would  be  a  better  set  of  regulations 
applicable  to  all  gun  companies  and 
their  dealers.  Only  then  will  we  finally 
make  a  real  dent  in  gun  violence  in 
America. 

Symonda  covers  the  gun  industry 
from  Boston. 
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COMMENTARY 


By  Catherine  Yang 


EARTH  TO  DOT-COM  ACCOUNTANTS 


<-■ 


Can  the  dot-com  party  g° 
on  forever?  Not  likely. 
The  cops  have  finally 
burst  in.  And  they're  warn- 
ing investors  to  stop  acting 
like  intoxicated  college  stu- 
dents on  spring  break.  It's 
time  to  hit  the  books. 

The  Securities  &  Ex- 
change Commission's  crack- 
down on  the  aggressive  ac- 
counting practices  that  have 
taken  off  among  many  dot- 
com firms  really  began  last 
December,  when  it  quietly 
issued  new  guidelines  to  re- 
focus  corporate  management 
and  investors  on  those  very 
books.  To  rein  in  what  it 
saw  as  an  alarming  trend  in 
inflated  revenue  reports,  the 
SEC  required  companies  us- 
ing lax  accounting  practices 
to  restate  financial  results 
by  the  end  of  their  next  fis- 
cal year's  first  quarter. 

Enter  MicroStrategy  Inc., 
a  Vienna  (Va.)-based  software  company. 
On  Mar.  20,  its  shares  plunged  a  spec- 
tacular 62%,  from  $226  to  $86,  when  it 
announced  a  restatement  of  1998  and 
1999  financial  results.  Last  year's  $12.8 
million  profit  turned  into  an  estimated 
loss  of  between  $33.6  million  and  $39.9 
million.  Shares  fell  an  additional  $14  the 
next  day,  and  the  company  has  been 
forced  to  postpone  a  planned  secondary 
offering. 

MicroStrategy's  faux  pas? 
It  had  recognized  millions  in 
revenues  too  soon.  In  the 
second  half  of  last  year,  for 
example,  it  originally  report- 
ed $36.5  million  out  of  $103.5 
million  in  three  new  con- 
tracts as  revenues,  deferring 
the  rest  to  be  reported  when 
the  work  was  completed.  But 
to  comply  with  the  sec,  it 
now  plans  to  defer  all  of  that 
revenue  until  each  contract 
is  completed.  That  will  be  a 
few  years  from  now. 

Already,  some  32  other 
companies  have  similarly  re- 
stated earnings  based  on  the 
sec  guidelines,  according  to 
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Bear,  Stearns  &  Co.  Yet  none  did  so 
with  MicroStrategy's  ignominy.  The 
company's  misfortune  is  a  wake-up  call 
to  all  dot-com  investors.  The  message: 
It's  time,  at  last,  to  pay  attention  to  the 
numbers. 

The  sec  has  also  directed  the  Finan- 
cial Accounting  Standards  Board  to  re- 
view a  range  of  Internet  company  ac- 
counting practices  that  could  boost 


SEC  CLAMPDOWN 

Regulators  are  zeroing  in  on  these 
dot-com  accounting  issues: 

PRACTICE 

USER 

RECOGNIZING  REVENUE  TOO  SOON 

Money  from  future  software  upgrades 
should  not  be  booked  now 

Microstrategy 

USING  GROSS  VS.  NET  REVENUE 

Reselling  a  $100  airline  ticket  for  $150 
equals  revenue  of  $50,  not  $150 

priceline.com 

BOOSTING  MARKETING  EXPENSES 

Calling  warehousing,  customer  service,  and 
some  shipping  costs  "marketing  expenses" 
inflates  gross  margins 

Amazon.com 

revenues  or  reduce 
fairly.  Under  the  scr 
more  companies  are 
issue  restatements  r 
cial  results,  and  fast 
dot-coms  may  see  tl 
enue  growth  slow.  A    ■ 
in  turn,  "can't  be  go 
for  market  valuation 
accounting  watchdog      in : 
M.  Schilit.  "Being  a 
stock-picker  will  bee 
portant  again." 

Indeed,  over  the 
eral  years,  investors 
but  ignored  old-fashi 
nancial  analysis  whe: 
came  to  investing  in 
startups  or  other  tec' 
vorites  with  little  or 
seeable  profits.  As  m 
turn  investing  comple  k 
overtook  the  tech-dri 
market,  they  didn't  n 
To  pick  winning  stoci 
came  far  more  import|r-[ 
simply  to  choose  com 
that  other  investors  assumed  wej«trth; 
tined  for  fast  growth  and  hop  or 
the  ride.  Many  people  have  mad 
awful  lot  of  money  in  the  last  col  to  ^ 
years  by  refusing  to  look  too  clo:  L«j 
how  solid  the  underlying  revenui  U  m 
come  statement  numbers  actualh  Lbnt  t 
Now,  though,  the  sec  is  stepp  hesi 
to  remind  investors  that  sometin  bed  j 
more  hard-nosed  evaluation  of  a  half  as 
ny's  prospects  is  neec  once-e 
MicroStrategy's  case  taken  t 
an  especially  sensitive  L^ 
nerve.  "Investors  hav  have  a 
been  caring  about  the  onden 
ty  of  revenues — just  ptein 
whether  revenues  are  ^  n„ 
up,"  says  Jack  Ciesiels  aewa 
itor  of  the  Analyst's  J'i^\ 
counting  Observer,  a  1 1  sVllc 
more-based  newslettei  'm  , 
"tech  companies  are  g  their 
to  have  a  little  more  t  h- 
pulling  off  some  of  the 
er  forms  of  revenue  re 
tion."  MicroStrategy  s; 
thought  its  original  ace 
ing  was  reasonable 

The  exaggeration  of 
enues  is  particularly  pi 
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or  dot-com  investors.  Since 
these  companies  don't  have 
,  investors  arc  relying  on  rev- 
>wth  as  a  key  benchmark.  That 
s  resulted  in  "pressure  on  these 
es  to  book  revenue  up  front"  and 
as  possible,  says  Chuck  Teubner, 
innapolis  (Md.)-based  usinternet- 
.  a  software  service  provider, 
so,  they  sometimes  stretch  the 
sensible  accounting.  Companies 
as  brokers  or  travel  agents,  such 
line.com  Inc.,  often  book  the  full 
Aj  .he  airline  tickets  they  sell,  in- 
just  their  commission  as  a  real- 
1  avel  agent  would.  Priceline  con- 
.  9  accounting  is  sound,  because 
.  gents,  it  does  take  ownership  of 
■t  for  a  short  period  of  time  dur- 
transaction. 
ks  have  found  favorable  ways  to  ac- 
s|r  expenses.  Amazon.com  Inc.  is  one 
iiij  iber  of  companies  which  assigns 

3ts  to  sales  and  marketing  expens- 
i?r  than  to  the  cost  of  goods  sold. 
d  n  advantage  because  investors 
com  companies'  marketing  expen- 
is  a  necessary  ramp-up  cost,  while 
roods  sold  eats  into  gross  margins. 
ii  is  also  examining  other  issues,  in- 
the  bartering  of  online  ads.  By  ex- 
i-  r  $1  million  worth  of  ads  on  their 
Uve  sites,  for  example,  two  online 
lpies  can  each  inflate  revenues  with 
er  ever-  changing  hands, 
i    MicroStrategy  ceo  Michael  J. 
It  who  has  relentlessly  promoted  his 
uy  to  investors,  says  he's  learned 
$j  son.  "Our  stock  doubled  after  we 
e  ?ed  our  secondary  offering  [on 
y  ],  but  the  company  wasn't  twice 
:i  ,"  he  says.  "Yesterday,  the  stock 
napped  in  half,  but  the  company 

half  as  good,  either." 
i(  once-exuberant  investors  have 
If  taken  the  sec's  cue  and  become 
iguine.  "All  these  high-multiple 
fjinave  come  down  because  every- 
ondering  who's  next,"  says  Alan 
istein,  co-manager  of  the  $2.1  bil- 
m  Hancock  Technology  Fund, 
mewed  acknowledgment  of  risk  is 
1  e.  as  the  fairy-tale  market  gets 
i  sync  with  reality.  The  happy 
just  might  be  smarter  investors 
of  their  decisions  on  real  numbers. 


Yang  covers  technology  from 
Washington. 
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interview  with  Saylor,  go  to  the  Apr. 
issue  at  www.businessweek.com 


E-BUSINESS 

PEAPOD  IS 
IN  A  PICKLE 

The  online  grocer  may  be  the 
first  of  many  e-tailers  to  falter 

Online  grocer  Peapod  Inc.  always 
seemed  like  a  risky  proposition.  Af- 
ter all,  not  many  people  want  to 
buy  groceries  sight-unseen  online.  That 
didn't  stop  Peapod  from  raising  $58  mil- 
lion in  an  initial  public  offering  three 
years  ago.  But  now,  with  ceo  William 
Malloy  quitting  on  Mar.  16  and  investors 
backing  out  of  a  pledge  to  sink  in  an  ad- 
ditional $120  million,  Pea-  "^™i^^^""» 
pod  is  on  the  ropes.  The 
Skokie  (111.)  outfit  de- 
clined to  comment  on  its 
condition.  But  it  does  ac- 
knowledge that  it  is  look- 
ing for  a  buyer,  and  ana- 
lysts say  it  could 
without  new  cash. 

Peapod  may  be  just 
the  first  of  many  con- 
sumer-oriented online 
companies  to  hit  a  wall. 
E-tailers  like  Beyond.com, 
eToys,  and  EMusic  have 
seen  their  stocks  plunge 
at  least  50%  since  De- 
cember. And  in  the  online 
grocery  world,  the  stocks  of  Webvan 
Group  Inc.  and  Streamline.com  Inc.  are  in 
full  retreat.  "Unless  they're  very  well-fi- 
nanced, those  companies  with  unproven 
models  are  not  likely  to  make  it,"  says 
"Stewart  R.  Flink,  managing  director  of 
venture  capitalist  Dillon  Capital 
Management. 

The  problems  for  many  such  sites   in- 
clude lack  of  cash,  poor  management,  in- 


SHORT  OF  CASH  AND 
SHORT  OF  TIME 

COMPANY 


out  of  cas?  Peapod 
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effective  marketing,   small 

target  audience,  and  no  clear 

plan  to  profitability.  Compa- 
nies that  can't  address  these 
problems  seem  to  be  running 
out  of  time,  as  investors  and 
venture  capitalists  look  i 
where.  Industry  leaders  such 
as  Amazon.com  Inc.  and 
priceline.com  Inc.  will  proba- 
bly continue  to  find  funding. 
But  players  tapping  tiny 
niches  will  struggle  to  get 
capital.  "We're  only  looking 
for  companies  with  proven  models  and 
a  clear  sign  of  profitability,"  says  Gregory 
White,  a  partner  at  Chicago  Venture 
Partners.  "That  was  never  Peapod." 
CLOSING  DOORS.  Nor  do  things  look 
much  better  for  companies  targeting 
overcrowded  markets,  cdnow  Inc.,  a  mu- 
sic e-tailer,  is  struggling.  Why?  Rivals 
such  as  Amazon,  Borders,  and  Wal-Mart 
have  jumped  in  and  are  squeezing  al- 
ready thin  margins.  On  Mar.  13,  cdnow's 
planned  merger  with  Columbia  House, 
which  is  jointly  owned  by  Time  Warner 
and  Sony,  fell  through.  "To  compete,  cd- 
now needs  either  a  partner  or  someone 
to  buy  them  out,"  says  Internet  analyst 
Rob  Martin  at  Friedman,  Billings,  Ram- 
sey &  Co.  cdnow  execs  retort  that  they 
can  survive  on  their  own. 

But  CDNow  and  others  also  face  a 
looming  cash  crunch.  Goldman,  Sachs  & 
■■■■■■■■■■^  Co.  says  nearly  half  of  the 
28  publicly  traded  online 
retailers  Goldman  tracks 
will  have  to  tap  the  capi- 
tal markets  this  year. 
Strong  companies  such  as 
Net  drugstore  Plan- 
Inc.  will  have 
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won't  be  open  for  margin- 
al outfits. 

Nor  are  the  venture- 
capital  firms  likely  to 
step  up  for  those  that 
4-6  have  yet  to  go  public.  In- 
^3  5  stitutional  investors  are 
flocking  to  seemingly 
safer  ground  in  the  ex- 
ploding business-to-business  market. 
"The  problems  Peapod  is  having  will 
only  reinforce  the  aversion  that  insti- 
tutional venture  capitalists  now  have 
for  business-to-consumer,"  says  Mark 
Glennon,  founder  of  the  Illinois  Venture 
Capital  Conference.  Peapod  may  be  one 
of  the  first  Net  companies  to  crash  to 
earth,  but  it's  unlikely  to  be  the  last. 

By  Darnell  Little  in  Chicago 
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EXECUTIVE  PAY 


AS  LONG  AS  YOU'RE  UP,  GET  ME 
A  RESTRICTED-STOCK  GRANT 

When  prices  fall,  execs  find  such  awards  preferable  to  options 


With  dot-com  mania  sending  some 
stocks  soaring  and  others  into 
the  basement,  compensating 
CEOs  with  basketfuls  of  stock  options 
isn't  working  the  way  it  used  to.  At 
Philip  Morris,  Gillette,  and  Owens- 
Corning,  for  example,  the  latest  rounds 
of  option  grants  to  the  top  brass  aren't 
worth  a  penny. 

Meanwhile,  high-tech  chieftains  are 
cashing  in  options  worth  tens  and  even 
hundreds  of  millions  of  dollars,  leaving 
boards  worried  that  executives  will  de- 
part for  ever-greener 
pastures.  "How  do 
you  keep  them  down 
oft  the  farm  after 
they've  seen  the  Cali- 
fornia gold  rush?" 
wonders  Nell  Minow, 
editor  of  thecorporate- 
hbrary.com,  a  site  spe- 
cializing in  pay  and 
corporate  governance. 
But  where  there's 
a  will,  beleaguered 
compensation  commit- 
tees have  found  a 
way.  Throughout  Cor- 
porate America,  gifts 
of  restricted  stock 
have  become  the  lat- 
est cherry  atop  the 
fudge  sundae  of  com- 
pensation. After  los- 
ing favor  to  options, 
which  were  seen  as 
better  at  linking  pay 
to  performance,  re- 
stricted stock  grants 
are  staging  a  comeback. 
ENDURING  VALUE.  Of  course,  such  grants 
have  hardly  replaced  options.  According 
to  Executive  Compensation  Advisory 
Services,  the  number  of  options  in  the 
average  grant  is  up  36%  so  far  this 
year.  But  restricted  stock  is  once  again 
in  vogue  because  it  guarantees  execu- 
tives some  payout.  A  stock  option  gives 
executives  the  right  to  buy  a  stock  at  a 
certain  price,  and  only  has  value  if  the 
stock  rises  above  it.  By  contrast,  a  re- 
stricted-stock grant  is  a  gift  of  stock, 
and  thus  retains  value  even  if  the  stock 
falls.  Like  an  option,  it  must  be  held  for 
a  vesting  period  and  sometimes  has 


performance  requirements  built  in. 
According  to  Executive  Compensa- 
tion Advisory  Services,  61  companies 
out  of  a  group  of  180  that  have  reported 
pay  data  so  far  this  year  made  awards 
of  restricted  stock.  Companies  are  also 
increasing  the  size  of  the  average  grant 
and  the  number  of  people  they  give  this 
stock  to.  "There  are  some  huge  awards 
out  there,"  says  Carol  Bowie,  director  of 
publications  at  Executive  Compensation 
Advisory  Services.  "The  biggest  we've 
seen  in  vears." 


RESTRICTED  SHARE  GRANT 

580,000 

WORTH* 
Jp  UO  million 


RESTRICTED  SHARE  GRANT 

600,000 

WORTH* 

tj)40  million 


DATA:  COMPANY  REPORTS 


The  biggest  of  all  restricted-stock 
grants  was  the  $670  million  awarded  to 
Charles  B.  Wang,  ceo  of  Computer  As- 
sociates International  Inc.,  in  1998.  Un- 
like option  grants,  which  are  not  ac- 
counted for  as  an  expense,  the  cost  of 
restricted  stock,  like  cash  pay,  is 
charged  against  corporate  earnings.  In 
Wang's  case  that  led  to  a  $675  million 
charge,  and  numerous  lawsuits. 

Such  drawbacks  haven't  put  a  damper 
on  restricted  stock,  though.  Tyco  Inter- 
national ceo  L.  Dennis  Kozlowski  re- 
ceived 624,000  shares  of  restricted  stock, 
worth  $41.20  apiece,  on  Oct.  18,  just  as 
Tyco  stock  dipped  from  its  split-adjusted 


high  of  around  $54 — in  the  wake  of  <iti- 
cism  of  its  accounting  policies.  Comlji 
shares  fell  to  $22.50  before  recoveH 
to  about  $48.50.  So  while  sharehol&a 
have  lost  $9.3  billion  in  market  viae 
since  the  peak,  Kozlowski's  grant,  wksh 
vested  in  January,  is  worth  $30  millii. 
Likewise,  Bank  of  America  Corp.  ■ 
Hugh    L.    McColl    Jr.    was    awar&d 
600,000  shares  of  restricted  stock  w 
a  mind-bending  $44.7  million  last  y| 
According  to  BofA's  proxy,  the  gift 
a  reward  for  his  leadership  over 
five  preceding  years.  A  company  spo' 
man  also  says  the  company  was  trjlg 
to  bring  McColl's  compensation  in  le 
with  that  of  his  peers.  The  grant  was  n 
add-on  to  his  $3.75  million  salary    I 
bonus  and  1.4  million  options  granj 
at  $74.50  per  share. 
BEST  ALTERNATIVE.   Since  the  awa 
BofA  stock  has  dropped  to  around 
making  McColl's  latest  round  of  opti 
worthless    and    fr 
trating  many   sha 
holders.  His  restrict 
stock  award,  howe\ 
is  still  worth  $31 
lion.    "I    think   thz 
shameful,"  says  Min 
"If  he  had  [only] 
tions,    he    would 
worth    nothing.    I 
him  do  what  I  do  ai 
shareholder:  Reach 
his  checkbook  and  I 
some  stock." 

Still,  proponents 
restricted  stock  say 
the  best  alternative 
companies  whose  i 
tions  aren't  paying  o 
In  the  war  to  keep  t 
ent,  in  fact,  it  has  b 
come  part  of  the  co 
of  battle.  "The  [key  t 
retention  is  to  min 
mize  [executives']  picf 
ing  up  the  phone,"  sa^ 
Russell   H.   Miller, 
partner  at  pay  consultant  sca  Consultin 
It's  also  vital  to  attracting  top  execi 
tives.  Hewlett-Packard  Co.  offered  $65, 
million  in  restricted  stock  and  restricte 
stock  equivalents  to  help  lure  Carleto 
S.  Fiorina  from  Lucent  Technologie 


RESTRICTED  SHARE  GRANT 

624,000 

WORTH* 
tj)ZO  million 

*on  date  of  grant 


Inc.  In  Fiorina's 


the  restricte 


Yoi 
Am 


case,    Liie    resui  icteii 

stock  was  used  to  make  up  for  some  c 
the  millions  in  exercisable  options  sh 


factor  in  closing  the  deal.  Thanks  to  th 
the  rise  in  HP  stock,  it  is  now  won 
$84.8  million.  No  wonder  restricte* 
stock  has  more  appeal  than  ever.  Espe 
cially  in  the  corner  office. 

By  Jennifer  Reingold  in  New  Yorl, 
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lb  be  in  the  right  place  at  the  right  time 
is  to  be  everywhere  at  once. 


You  have  a  huge  portfolio  in  markets 
tround  the  globe. 

And  when  you  need  to  move  in  a 
lurry,  you  want  a  world  of  buyers  and 
tellers  ready  to  trade  —  now. 

You  want  Instinet. 

One  broker  who  gives  you  aeeess  to 
lome  of  the  deepest  pools  of  liquidity  in 
>\i  r  t()  markets  —  trading  eleetronieally 
A'ith  thousands  of  institutions  as  well  as 
hrougfa  l"  exchanges  worldwide. 


One  broker  who  has  the  technology 
to  handle  even  the  largest,  most  com- 
plex cross-border  orders  —  and  handle 
the  follow-up  automatically. 

One  broker  who's  neutral. 

Who  doesn't  trade  against  you  or 
reveal  your  strategy  —  so  that  the  best 
price  can  be  yours 

If  that's  the  broker  you're  looking 
lor,  call  toll  free  1-8^-INSTINFI'  or 
Visit  w  ww  instinet.com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price:" 


i.  \  brokei  Instinct  doe*  noi m  between  Ita  clients  uid  th<  best  price.  Wed t  commit  capital  make  markets  or  make  profits  on 

i''''"  ln« I  orpon i   ill  n^hi^  lescrvcd  IN5T1N1  i  and  the  ins  i  i\i  i  marque  arc  registered  service  marks  and  Instlnel   is  the  mar 

ic  i,.c  Inattnei  I  orpi i  membo  NASD  and  InarJnei  I  ►>  limited  n  itnated  In  the  i  k  bj  in  SI  \ 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Paul  Raeburn 


TURNING  OUR  TODDLERS  INTO  GUINEA  PIGS 


Anti-depressants  and 
stimulants  such  as 
Prozac  and  Ritalin 
have  provided  badly 
needed  relief  for  millions 
of  patients  suffering  from 
depression  and  attention- 
deficit  and  hyperactivity 
disorders.  These  are  pow- 
erful, mind-altering  drugs 
that  can  deliver  powerful 
cures.  Yet  there  is  some- 
thing deeply  unsettling 
about  a  series  of  recent 
studies  that  suggest  that 
doctors  may  be  recklessly 
overusing  these  medi- 
cines in  children.  It's  time 
to  put  on  the  brakes — 
and  to  ask  companies  to 
do  the  research  needed 
to  prove  that  the  drugs 
are  safe  for  kids. 

On  Mar.  20,  the  White  House  an- 
nounced an  initiative  to  slow  the 
steep  increase  in  psychiatric  drug  use 
in  children.  The  initiative  was 
prompted  by  a  February  study  in  the 
Journal  of  tfie  American  Medical  As- 
sociation {JAMA)  that  examined  three 
medical  programs.  It  found  that  stim- 
ulants, antidepressants,  and  antipsy- 
chotics were  being  prescribed  to  as 
many  as  VA%  of  children  only  two  to 
four  years  old.  The  study  also  found 
that  use  of  stimu- 
lants, such  as  Rital- 
in, tripled  from  1991 
to  1995,  and  the  use 
of  antidepressants 
doubled. 

For  the  pharma- 
ceutical industry, 
this  ought  to  mark 
the  end  of  a  long 
free  ride  on  the  use 
of  psychiatric  drugs  in  children.  One 
reason  for  the  concern  about  increas- 
ing use  of  psychiatric  drugs  is  that 
few  have  been  tested  in  children.  Re- 
searchers don't  know  if  the  drugs 
have  adverse  effects  in  kids  or  if 
long-term  use  could  be  dangerous. 
But  companies  have  no  incentive  to 
test  their  products  in  children.  Once 
drugs  are  shown  to  be  effective  in 
adults  and  are  approved  by  the  Food 
&  Drug  Administration,  doctors  are 


Taxpayers  should 
not  pick  up  the  tab 
for  studies  of  drug 
safety  and  efficacy 


free  to  prescribe  them  to  anyone — 
including  kids. 

Eli  Lilly  &  Co.,  the  maker  of 
Prozac,  said  in  a  Mar.  20  statement 
that  it  "has  always  stood  for  appro- 
priate utilization  of  its  medications, 
and  this  is  especially  crucial  where 
children  are  involved."  But  the  com- 
pany added  that  "far  too  little  is 
known  about  the  emerging  field  of 
pediatric  behavioral  health."  Novaar- 
tis  Pharmaceuticals  says  it  supports 
the  use  of  "behavior 
modification  and  coun- 
seling" along  with  its 
drug  Ritalin. 

The  JAMA  study  is 
only  the  latest  cause 
for  alarm.  Last  year, 
a  survey  of  doctors 
by  the  University  of 
North  Carolina  at 
Chapel  Hill  found 
that  72%  had  prescribed  Prozac  or  a 
similar  drug  to  children  under  18 
years  old.  Yet  only  8%  of  the  doctors 
said  they  had  received  adequate 
training  in  the  treatment  of  child- 
hood depression.  In  an  analysis  of 
Michigan  Medicaid  claims,  re- 
searchers identified  223  children  who 
were  diagnosed  with  attention- 
deficit/hyperactivity  disorder.  While 
60%  of  the  children  were  receiving 
psychiatric  drugs,  only  a  quarter 


were  receiving  psycholog 
cal  treatment.  The  chil- 
dren were  three  years  ol 
or  younger. 

These  findings  raise  tw 
fears:  One  is  that  children 
who  might  be  better 
served  by  therapy  are  be 
ing  sent  away  from  their 
doctors'  offices  with  a  pre 
scription  for  a  bottle  of 
pills.  Another  is  that 
drugs  may  be  given  to  un 
ruly  kids  who  aren't  sick 
at  all  but  who  need  more 
help  from  their  parents. 
Drugs  are  a  quicker  and 
cheaper  fix  than  therapy 
or  parental  counseling. 
But  they  may  be  doing 
long-term  damage  to  thou 
sands  or  even  millions  of 
American  children. 
VULNERABLE.  Experts  in  children's 
drugs  are  especially  concerned. 
When  Joseph  T.  Coyle,  chairman  of 
the  psychiatry  department  at  Har- 
vard Medical  School,  polled  a  group 
of  35  such  experts,  28  of  them  re- 
ported that  they  never  use  these 
drugs  or  save  them  for  rare  occa- 
sions. "Early  childhood  is  a  time  of 
tremendous  change  for  the  human 
brain,"  Coyle  warns.  Studies  in  rats 
have  shown  that  altering  brain 
chemistry  in  the  young  leads  to  sig- 
nificant brain  changes  and  memory 
deficits  in  adults.  That's  why  Coyle 
urges  extensive  new  studies. 

The  White  House  initiative  in- 
cludes plans  for  a  nationwide,  tax- 
payer-funded study  of  the  use  of 
Ritalin  in  children  under  the  age 
of  six.  But  the  government  can't 
solve — or  fund — this  problem  alone. 
The  FDA  has  asked  seven  drugmak- 
ers  to  study  antidepressants  in 
children  7-18  years  old.  The  pharma- 
ceutical industry  needs  to  go  ahead 
with  this  research  as  soon  as  possi- 
ble. America's  children  are  now 
unwitting  guinea  pigs  in  a  vast,  un- 
planned experiment.  We  need  to 
end  this  experiment  before  it's  too 
late. 

Senior     editor    Raeburn     covers 
science  and  technology. 
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gasolectric? 
electroline? 


e  Toyota  Prius.  Introducing  a  breakthrough  in 
vironmental  technology.  The  Prius  combines  a 
per-efficient  gasoline  engine,  an  electric 
)tor  powered  by  a  battery  that  never  needs  to 


be  recharged,  and  an  intelligence  system  that 
knows  when  to  use  which.  The  world's  first  mass- 
produced  hybrid  car  —  cleaner,  affordable,  and 
arriving  this  summer.  Fun  to  drive?  Absotively. 


»r  more  information,  call  1-800-GO-TOYOTA  or  visit  www.toyota.com/ecolc 

today  ►  tomorrow  ►  TOYOTA 
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HANDHELDS 


WHY  PSION  IS  STILL  IN  THE  GAME 

A  big  Symbian  stake  gives  it  a  jump  in  mobile  Web  surfers 


It's  one  of  Europe's  last  computer 
companies,  and  at  first,  Britain's 
Psion  PLC  looks  like  roadkill  wait- 
ing to  happen.  The  maker  of  handheld 
computers  saw  revenue  fall  last  year, 
as  3Com  Corp.'s  PalmPilot  hit  the  Con- 
tinent. And  following  its  splashy  Nas- 
daq launch  on  Mar.  2,  powerful  Palm 
Inc.  appeared  poised  to  deliver  the 
death  blow. 

But  Palm  stock 
has  taken  a  beating 
since  its  launch.  And 
Psion?  Its  shares  are 
off  recently,  too — but 
are  still  trading  four 
times  higher  than  the 
October  price. 

Fact  is,  the  British 
company  holds  an 
ace  in  the  hole,  a 
28%  share  in  the 
software  consortium 
Symbian.  Backed  by 
Psion,  Nokia,  Motorola,  Matsushita,  and 
Ericsson,  London-based  Symbian  is 
crafting  Psion's  operating  system  into  a 
platform  for  Web-surfing  palmtop  com- 
puters and  cell  phones.  That's  a  market 
that  barely  exists  today  but  could  reach 
1.3  billion  units  by  2003,  according  to 
International  Data  Corp.  Analysts  pre- 
dict that  this  growth  could  turn  Sym- 
bian, which  will  charge  $5  to  $10  per 
device,  into  a  billion-dollar  software 
power.  "It's  largely  Symbian  that's 
driving  Psion's  stock,"  says  Dennis 
Gross,  analyst  at  Williams  de  Broe  in 
London. 

Psion's  challenge  is  to  survive  as  more 
than  a  piece  of 
Symbian.  To  do 
so,  it  must  carve 
out  a  bigger  niche 
in  the  tough  hand- 
held   market.    Here 
Psion,  led  by  37-year- 
old      ceo      David 
Levin,    faces    tech 
powers   from   Palm 
and  Microsoft  Corp. 
to  fellow  Symbian  part- 
ners Nokia  and  Erics- 
son. This  is  the  crowded 
intersection  of  phones  and 
computers,  and  Psion  stands 
smack  in  the  middle.  It's  more 
familiar  with  phones  than  the 
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Americans  and  more  computer-savvy 
than  European  phonemakers.  Levin 
must  catch  the  traffic  going  both  ways — 
without  getting  flattened. 

To  survive,  he's  counting  on  burly 
friends.  In  the  U.  S.,  where  Psion's  a 
virtual  unknown,  Levin  has  signed  part- 
nerships with  IBM  and  Sun  Microsys- 
tems Inc.  targeting  the  corporate  mar- 
ket. The  idea  is  to  get 
Psion's  Web-surfing 
palmtops  into  company 
workforces,  giving  far- 
flung  sales  staffs,  for 
example,  powerful  mo- 
bile links  to  the  com- 
pany intranet.  Mean- 
while, he  has  teamed 
up  with  Motorola  Inc. 
to  produce  a  zippier 
mobile  surfer  for  con- 
sumers. Expected  out 
early  next  year,  it  will 
boast  a  palm-size  col- 
or screen,  contact  lists  that  are  dialed 
with  the  touch  of  a  stylus,  and  a  speak- 
er phone.  Each  company  will  produce 
the  machines  under  its  own  brand. 
"This  thing  will  connect  to  the  Internet 
like  a  PC,"  Levin  says. 

Levin's  biggest  immediate  challenge 
is  Palm.  The  California  company  dou- 
bled its  sales  in  Europe  last  year,  pass- 
ing  Psion   in   market   share,   says 


TWO-WAY  POWER 

Levin's  Psion  is  savvy 
in  both  computers 
and  mobile  phones 


David  Weilmuenster,  Palm's  directo 
strategy  and  planning.  Under  the 
tack,  Psion's  sales  fell  6%,  to  $235 
lion,  while  earnings,  independent 
Symbian  investments,  tumbled  18?c 
$17  million. 

Psion  is  battling  back  with  a  i 
line  of  products  and  a  $150  mil 
purse  for  buying  Net  startups. 
Palm  is  busy  staking  out  its  own  p 
on  Europe's  Net.  It's  building  an 
liance  with  America  Online  Inc.  to  o 
Internet  connections,  and  it's  work 
with  Nokia  to  put  Psion's  popular 
terface  on  the  next  generation  of  s: 
smart  phones.  "The  breadth  of  our 
plications  is  far  more  diverse  [U 
Psion's],"  says  Weilmuenster. 

Sounds  ominous.  But  Levin  po 
poohs  Palm  as  king  of  a  dying  indus 
pocket  planners.  He  says  the  Palm  s 
tern,  built  on  a  16-bit  processor, 
handle  only  rudimentary  Internet 
plications.  Psion's  32-bit  system 
permit  users  to  do  two  things  at  on 
such  as  talking  and  Web  surfing,  s; 
Levin. 

COZY  TIES.  Still,  Levin  faces  big  co 
petition.  Microsoft,  working  with  co 
puter  makers  from  Compaq  Comput| 
Corp.  to  Hewlett-Packard  Co.,  is  pu 
ing  similar  full-powered  pocket  surfe 
Perhaps  more  vexing  will  be  machin 
from    Psion's    partners    in    Symbi 
These  will  run  on  the  same  Symbi 
software  as  Psion's.  And  unlike  Psio| 
they  enjoy  cozy  relations  with  t 
phone  companies — by  far  the  leadi 
vendors  of  mobile  phones.  What's  mo: 
the  phone  companies  are  racing  aheai 
Just  last  month,  Ericsson  stole  a  man 
on    the    industry    by    demo 
strating  a  flashy  prototy 
for  a  color  Web  surfer 
virtually  the  same  pro 
uct   Psion   is    buildin 
with  Motorola. 
Levin  believes  he  ju: 
needs   a   sliver  of  th 
market  for  Psion's  salel 
to  soar.  He  figures  th 
between  them,  Psion  an 
Palm  have  sold  only  10 
lion  units.  "That's  a  week'] 
production  in  the  mobile 
phone  industry,"  he  says 
Mobile  is  the  red-ho 
market     he's     after 
And     with     Psior 
surfers  and  Sym 
bian       operating 
systems,     Levir 
has  two  top  dog 
in  the  race. 

By  Stephen 
Baker  in  Paris 
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Mori:  Room  Throughout  Coach.  Only  On  American. 

Kind  of  nice,  isn't  it'  Having  more  room  to  stretch  out,  More  room  to  cross  your  legs.  That's  what  happens  when  you 

emove  rows  ol  seats  to  make  more  room.  And  we're  glad  you  like  it.  In  fact,  by  June  over  50%  of  our  entire  fleet  will  be 
reconfigured,   ih.it  means  we'll  soon  be  able  to  otter  more  room  tor  more  Coach  passengers  than  an)  other  airline. 

So  make  plans  to  fly  with  us.  We'll  have  plenty  of  room. 


i  ^H^H 


AmericanAirlines 

Coach    Has    \1  o  r  e    C  l  ass. 


>\  w  \*  ..i.i. com 


News:  Analysis  &  Commentary 


CENESULLO  MAY  FIND 
GAS  PRICES  NO  MORE 
STABLE  THAN  OIL 


ENERGY 


UNNATURAL  DEMAND 
FOR  NATURAL  GAS 

Prices  explode,  while  supplies  fall  near  their  lowest  level  in  years 


Fed  up  with  heating  oil  prices  that 
more  than  doubled  this  winter, 
James  Cenesullo  is  spending  $900 
to  retrofit  his  two-story  home  in  subur- 
ban Boston  to  burn  natural  gas.  "I  went 
for  natural  gas  because  oil  was  going 
ballistic,"  says  Cenesullo.  "I'm  looking 
forward  to  price  stability." 

He  shouldn't  count  on  it.  Like  Cene- 
sullo, a  growing  number  of  utilities, 
businesses,  and  consumers  are  switching 
to  natural  gas  to  escape  spiraling  oil 
prices.  While  it  has  garnered  most  of 
the  headlines,  stampeding  demand  has 
also  helped  send  natural  gas  prices  soar- 
ing— up  more  than  30%  at  the  wellhead 
vs.  a  year  ago.  Although  regulatory  pro- 
tection keeps  consumers  from  absorbing 
all  of  that  increase  right  away,  prices 
have  jumped  9%,  to  about  $6.63  per 
1,000  cubic  feet.  Costs  are  likely  to  in- 
crease an  additional  6%  by  next  win- 
ter. "A  seller's  market  for  natural  gas 
has  officially  arrived,"  proclaims  analyst 
Robert  L.  Christensen  Jr.  of  First  Al- 
bany Corp. 

The  seeds  of  this  shift  were  sown 
two  years  ago  when  crude  oil  prices 
started  to  fall,  bottoming  out  at  $10  a 
barrel  by  the  end  of  '98.  That  forced 


many  energy  companies  to  reduce  or 
abandon  drilling  for  new  oil  and  gas.  It 
has  also  become  harder  to  squeeze  pro- 
duction from  maturing  U.  S.  properties. 
In  the  past,  the  U.  S.  could  turn  to 
Canadian  producers,  but  supplies  are 
now  tight  up  north,  too. 

The  result:  Super- 
tight  supply  just  as  de- 
mand is  skyrocketing. 
Inventories  are  near 
their  lowest  levels  in 
four  years — just  as  the 
industry  starts  its  criti- 
cal April-to-October 
season,  when  storage 
tanks  are  refilled.  The 
American  Gas  Assn. 
says  inventories  stand 
at  1.1  trillion  cubic  feet, 
down  22.8%  from  a 
year  ago.  The  shortfall 
comes  despite  three  straight  years  of 
warmer-than-normal  winters.  Analysts 
predict  it  will  be  difficult  to  rebuild  re- 
serves in  time  for  next  winter. 

A  buoyant  economy  is  making  that 
job  even  tougher.  Industrial  users  ac- 
count for  nearly  half  of  the  demand, 
while  residential  consumers  account  for 
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22%.  The  Energy  Ir 
mation  Administratioi 
timates  natural  gas 
mand  will  grow  ne 
5%  this  year;  produc 
is  expected  to  inert 
less  than  1%.  Next  y 
the  agency  estimates, 
mand  will  climb  3%_ 
production  will  ris 
mere  0.3%.  "North 
ican  gas  markets 
heading  for  a  major 
wreck,"  warns  Gold 
Sachs  &  Co.  analyst 
aid  F.  Textor. 
BYE  BYE,  COAL.  Fuel 
the  growth  in  demah 
a  new  generation  of  p 
er  plants  that  use  effic 
and  environment 
friendly  natural  gas.  Rl 
ulators  are  cracking  do 
on  utilities  with  older  a 
fired  plants  that  viol 
clean-air  standards.  Analyst  Christen; 
says  some  22  new  natural-gas  po 
generators  will  crank  up  this  summe 

The  strong  market  has  caused  a  pi| 
up  in  drilling,  but  not  fast  enough 
meet  demand  until  the  middle  of  n 
year.  In  the  meantime,  "every  sin 
gas  well  in  the  U.  S.  and  Canada  is  p 
ducing  at  maximum  rate,  365  day 
year — and  there  is  still  no  spare  cap 
ity,"  says  Mark  G.  Papa,  cjiief  exe 
tive  of  eog  Resources  Inc.,  a  Houstl 
exploration  and  production  company. 
That's  good  news  for  eog  and  ot 
outfits  like  Anadarko  Petroleum 
Apache  Corp.  Donaldson,  Lufkin  &  J 
rette  Securities  Corp.  analyst  David 
Bradshaw  estimates  cash  flow  at 
exploration  and  p 
duction  companies 
tracks,      which      a: 
heavily  weighted  t| 
ward  natural  gas, 
jump   50%   this   ; 
over     1999.     Apac 
CEO  Raymond   Pla 
predicts  his  cash  fro 
operations  will  swell 
more  than  $1  billic 
this   year,   from   la 
year's  record  $728  m 
lion.     He's     devoti 
that  surplus  to  mo 
drilling,  boosting  his  budget  by  50% 
$600  million. 

Moves  like  that  should  eventual 
mean  more  gas  and  lower  prices  fi 
consumers.  But  until  then,  they'd  bett 
be  praying  for  another  warm  winter. 
By  Stephanie  Anderson  Forest  i 
Dallas,  with  bureau  reports 
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THINGS  GET  BUMPIER 
AT  US  AIR 

LABOR  TENSIONS  ESCALATED 
at  U  S  Airways,  where  CEO 
Rakesh  Gangwal  threatened 
to  close  the  carrier  if  flight 
attendants  walk  out.  If  the 
parties  can't  settle  by  Mar. 
25,  the  10,000-member  union 
plans  to  strike  key  routes, 
which  could  cripple  the  air- 
line's 2,000-flight  system.  But 
Gangwal  would  rather  bear 
that  cost  than  disrupt  some 
150,000  passengers  daily.  At- 
tendants oppose  U  S  Airways' 
demand  to  peg  salaries  to  av- 
erage pay  at  other  top  air- 
lines, plus  1%,  and  tinker 
with  benefits.  The  formula 
has  worked  for  Gangwal  with 
most  of  the  airline's  unions 
as  he  tries  to  lower  costs, 
among  the  industry's  highest. 


CLOSING    BELL 


HAPPY  ENDING 

Surprise!  Judging  from  the 
stock  of  America  Online  and 
Time  Warner,  investors  now 
believe  in  old  media-new 
media  combos.  After  the  gi- 
ants' merger  was  announced 
on  Jan.  10,  AOL's  shares 
slumped.  But  amid  a  blizzard 
of  buy  recommendations,  "I 
think  people  are  understand- 
ing the  deal,"  says  Tom 
Wolzien  of  Sanford  C.  Bern- 
stein. Indeed,  while  AOL 
jumped  21%  since  early 
March,  Time  Warner,  up  19%, 
closed  above  $100  for  the 
first  time  ever  on  Mar.  22. 


MAR.  22 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


But  attendants  say  both  pay 
and  benefits  would  be  cut. 
They  have  worked  without  a 
contract  since  '96. 


A  MATCH  MADE 
IN  AUTO  HEAVEN? 

IF   DAIMLERCHRYSLER   WANTS 

to  expand  its  small-car  lineup, 
it  couldn't  do  better  than  Mit- 
subishi Motors,  which  has  five 
minicar  models  with  such 
names  as  the  Minica  and  the 
Townbox.  The  carmakers  are 
expected  to  agree  that  Daim- 
lerChrysler  will  get  a  33.4% 
stake  in  Mitsubishi — and  a 
foothold  in  Asia,  where  it 
generates  only  3%  of  sales. 

Mitsubishi  has  a  lot  of 
debt,  but  it's  one  of  the  few 
Asian  carmakers  for  sale. 
DaimlerChrysler  Chairman 
Jiirgen  Schrempp  passed  on 
Nissan  Motor  last  year,  and 
Renault  bought  it.  After  see- 
ing General  Motors  take  a 
stake  in  Fiat,  he's  eager  to 
strike. 

Small  cars  have  small  prof- 
it margins.  But  sales  should 
grow  at  a  higher  rate  and 
they  produce  fewer  emissions. 
That's  a  concern  in  North 
America  and  Europe,  where 
Mitsubishi  is  barely  present. 
So  it  may  not  be  the  last 
item  on  DaimlerChrysler's 
shopping  list. 

ANDERSEN 
SWEETENS  THE  POT 

TO      KEEP      DOT-COM      MANIA 

from  draining  its  talent,  An- 
dersen Consulting  plans  to 
double  its  partnership  ranks 
by  adding  more  than  1,000 
new  partners  this  year.  It 
will  also  reduce  the  time  it 
takes  to  make  partner  to  8 
to  10  years,  from  12  to  15. 
For  nonpartners,  Andersen 
intends  to  pour  $200  million 
into  an  e-biz  investment  fund 
for  top  performers  and  those 
with  more  than  three  years' 
seniority.  More  than  30,000  of 
Andersen's  65,000  workers 
should  benefit  from  the  fund. 


HEADLINER:  JACK  WELCH 


WE  BRING  GOOD  THINGS  TO  INVESTORS 


John  F.  Welch  &  Co.  had  a 
rare  surprise  for  General 
Electric  investors  on  Mar. 
21:  a  nice  little  bump  up 
in  the  company's 
target  for  first- 
quarter  earn- 
ings. Share- 
holders went 
nuts,  driving 
the  stock  up 
7.5%  and  giving 
GE  the  kind  of 
one-day  lift  that  usu 
ally  only  tech  stocks  get. 
Why  the  hoopla? 

First,  GE  almost  never 
rejiggers  profit  targets,  so 
any  uptick  is  significant — 
even  if  only  from  75(2  to 
77(2  a  share.  Moreover,  af- 
ter a  powwow  with  top 
management  on  Mar.  21, 
analysts  said  Welch's  year- 
old  efforts  to  drive  ge's 


business  onto  the  Interne 
are  paying  off.  "A  major 
part  of  the  story  is  the 
company's  very  rapid 
adaptation  of  the 
new  economy 
tools  to  extend 
its  already  con 
siderable  ad-, 
vantages,"  sai 
Goldman  Sachs 
analyst  Martin 
A.  Sankey. 
Another  key: 
Welch  says  GE  is  getting  a 
big  lift  from  the  strength 
of  the  global  economy. 
With  orders  up  20%  this 
year,  Sankey  said  that  GE 
appears  well-positioned  to 
keep  up  the  growth — even 
well  after  Welch's  expect- 
ed retirement  in  2001. 

By  Pamela  Moore  in 
Greenwich,  Conn. 


BANK  ONE  HOLDS 
A  YARD  SALE 

CALL    IT    SPRING    CLEANING. 

Bank  One — its  stock  price 
halved  since  last  fall  by  woes 
at  its  First  USA  credit-card 
unit — is  shopping  its  Internet 
bank,  WingspanBank.com. 
The  Chicago-based  bank  also 
said  on  Mar.  22  that  it's  sell- 
ing a  $2.15  billion  real  estate 
loan  portfolio,  along  with  97 
Banc  One  Financial  Services 
offices,  to  Household  Interna- 
tional. The  moves  came  soon 
after  Bank  One  said  it  plans 
to  cut  6%  of  its  workforce. 
ceo  John  McCoy  was  ousted 
last  year  amid  credit-card 
troubles.  Run  by  Acting  CEO 
Verne  Istock,  the  bank  is 
hunting  for  a  permanent  chief. 

WIELDING  THE  AX 
AT  3COM 

3COM    IS   GOING   ON    A    CRASH 

diet.  The  No.  2  networking 
company,  hamstrung  by  slow 


growth  in  many  of  its  lin 
and   stiff  competition  fro 
Cisco   Systems,   revealed 
drastic  plan  on  Mar.  20 
exit  some  businesses,  sell  o 
others,  and  cut  its  staff 
about  25%.  3Com  will  disco 
tinue  several  lines,  includi 
routers  for  big  corporation 
and  divest  its  analog  mode: 
to  a  joint  venture  with  Sir 
gapore's  NatSteel  Electror 
ics  and  Taiwan's  Accton  Tec! 
nology.  The  svelter  3Con 
expecting  revenues  of  abou 
$4  billion,  hopes  to  return  t 
20%-plus  growth  by  mid-200( 
says  ceo  Eric  Benhamou, 


ET  CETERA . . . 

■  Warner-Lambert  withdre 
its  diabetes  drug  Rezulin 

■  arc  has  sold  $62  million  i 
ads  for  the  Mar.  26  Oscars. 

■  Analysts  say  demand  for  In 
tel's  chips  outstrips  supply. 

■  Online  service  PSINet  will  bu\ 
consultant  Metamor  Worldwide 
for  $1.9  billion  in  stock. 
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We're  having  our  best  vacation  ever. 
No  rain,  no  bugs,  and  no  blackout  dates. 


After  all  your  hard  work,  you  deserve  some  fun.  So 
does  your  family.  Now's  the  perfect  time  to  plan  a 
vacation.  Sheraton  is  a  member  of  the  Starwood 
Preferred  Guest '  Program,  the  only  frequent  guest 
program  that  delivers  no  blackout  dates  and  instant 
upgrades.  Members  enjoy  rewards  and  recognition 
at  Sheraton  hotels  and  resorts  worldwide.  No  wonder 
it's  the  #1  Hotel  Rewards  Program  as  reported  by 
USA  Today  and  Program  of  the  Year  as  reported 
by  InsideFlyer.  For  reservations  call  800-325-3535, 
visit  sheraton.com  or  call  your  travel  planner.  Hurry. 
The  kids  are  getting  restless. 


Sheraton  is  a 
member  of  the 
Starwood  Preferred 
Guest  Program 

•  Awards  for  stays  and 
upgrades  at  more  than 
700  hotels  &  resorts  in 
over  70  countries 

•  No  blackout  dates 

•  Easy  rewards,  booked 
online  or  with  one  call 

•  Winner  of  the  Freddie 
Program  of  the  Year 


For  program  details 
and  to  join,  go  to 
sheraton.com  or 

call  800-325-3535. 


iff?  2», 

j  S 5  wh° 
Sheraton 

HOTELS  &  RESORTS 


s  taking  care  of  you? 


■ 


STARWOOD.  Earning  and  redemption  of.  pomls  e  subiect  to  the  Starwood  Preferred  Guest  Program  terms  and  conditions. 


w 


The  world  is  talking  about  a  more  powerful  way  to  compete 

They're  describing  a  competitive  advantage  that  shatters  traditional  computing  constraints.  It's  called  Digital  Independence  ► 


CITRIX 


The  full-throttle  ability  to  deliver  any  application  to  any  device  with  any  connection.  Wireless  to  Web.  All  powered  by  th, 
Lyj       application  server  software  and  services  from  Citrix.  The  digital  economy  engine  for  top  ASPs  and  over  80  percent' 
independence   of  the  Fortune  500?  See  why  they're  talking  at  www.citrix.com/computes  or  888.564.7631. 


i' >  L990  2000  (  mix  Systems,  Inc.  All  rights  reserved.  <.  itrbc4  is  .1  registered  trademark, 

1  tigital  Independence™  and  "Now  everything  computes, are  trademarks  of  Citrix  Systems,  mc 

All  other  trademarks  and  registered  trademarks  are  property  ol  their  respective  owners. 


Now  everything  computes.,. 


CITRIX 


ashington  Outlook 


PAULA  DWYER 


HE  PATIENTS'  BILL  OF  RIGHTS 
OFF  THE  CRITICAL  LIST 


or  years,  Congress  has  been  clucking  about  ways  to  im- 
I  prove  medical  care,  but  ideological  differences  have  pre- 
vented it  from  getting  much  done.  But  hold  on  to  your 
I  Hairy  &  Louise  videotapes.  This  year,  lawmakers  may  put 
wn  their  partisan  scalpels  long  enough  to  actually  do  some- 
ing  about  one  part  of  the  problem.  Moved  by  an  election- 
ar  urge  to  pacify  voters,  Congress  is  going  forward  with 
(islation  that  creates  a  "bill  of  rights"  for  enrollees  in  man- 
ed-care  plans,  including  the  power  to  sue. 
After  months  of  inaction,  efforts  to  mesh 
3  Senate's  industry-backed  measure  with  a 
use-passed  bill  have  picked  up  speed.  Demo- 
ns have  been  beating  the  drums  over  the 
me  ever  since  President  Clinton  promised 
oor  unions  in  his  '96  reelection  campaign 
at  he  would  fight  for  a  patient's  bill  of 
fhts.  And  this  year,  leery  Republicans  seem 
is  inclined  to  fight.  Says  Larry  L.  Levitt,  an 
alyst  at  the  nonpartisan  Kaiser  Family 
mndation  in  Menlo  Park,  Calif.:  "This  has 
[ormous  populist  appeal."  Indeed,  a  Feb. 
3  Kaiser  poll  found  that  66%  of  Americans 
ink  it's  important  that  patients  be  allowed 
sue  their  health  plan. 

•en  door.  So  far,  House  and  Senate  nego-  " 
itors  have  agreed  to  such  basic  protections  as  allowing  par- 
^ts  to  choose  from  among  a  health  plan's  pediatricians  for 
eir  child's  primary-care  doctor.  But  legal  liability  has  always 
•en  the  big  hang-up.  Supporting  a  right  to  sue  are  some 
0  physician  and  consumer  groups,  plus  Clinton,  labor  unions, 
id  trial  lawyers.  'The  principal  opponents  are  health  insurers 
id  employers.  But  with  likely  gop  Presidential  nominee 
aorge  W.  Bush  supporting  lawsuits  if  patients  exhaust  an  in- 
rpendent  appeals  process,  industry  lobbyists  concede  the 
tor  is  open  to  a  compromise  that  includes  the  right  to  sue. 
ven  Senator  Don  Nickles  (R-Okla.),  who  in  the  past  has  led 
e  charge  against  health-care  lawsuits,  is  talking  rapproche- 


CAREFUL!  Liability  is  key 


ment.  "I  will  take  a  look  at  people's  proposals,"  he  a.- 

Over  the  next  few  weeks,  House  and  Senate  lawmakers 
will  meet  to  map  out  a  compromise  between  the  House's 
bill,  which  allows  lawsuits  against  health  plans  and  employers 
in  state  courts,  and  the  Senate  version,  which  allows  no  law- 
suits. While  business  groups  and  managed-care  companies 
publicly  object  to  even  a  limited  right  to  sue,  privately  they 
are  resigned  to  the  idea  of  legal  liability. 

Business  Roundtable  lobbyist  Paul  R.  Zurawski  says  one 
possible  compromise  is  a  measure  that  lets 
patients  sue  in  federal  court,  where  large 
jury  awards  are  less  common — but  only  after 
completing  a  mandatory  out-of-court  appeals 
process.  Such  appeals  would  go  before  inde- 
pendent groups  of  physicians  who  would  de- 
termine if  patients  have  been  improperly  de- 
nied benefits.  Business  lobbyists  also  want 
to  cap  or  ban  punitive  damages. 

But  employer  opposition  is  a  problem.  The 
current  House  bill  lets  patients  sue  employers 
if  they  exercise  "discretionary  authority," 
which  could  include  a  decision  to  deny  a  cov- 
ered benefit.  Those  two  words  "will  make  it  a 
snap  for  trial  lawyers  to  include  employers  in 
"  their  complaints,"  says  Zurawski.  "This  is 
what  employers  should  really  worry  about." 

Business  lobbyists  still  hope  -to  wrangle  a  liability  exemp- 
tion for  employers,  says  Neil  Trautwein,  director  of  employ- 
ment policy  at  the  National  Association  of  Manufacturers.  But 
even  if  they  win,  "our  members  will  ultimately  pay"  any 
damages  awarded  by  juries  in  the  form  of  higher  premiums, 
he  frets.  Employer  groups  warn  that  if  exposed  to  a  rash  of 
lawsuits,  more  companies  will  cancel  their  health  plans — 
throwing  more  workers  onto  the  heaps  of  the  uninsured. 
But  with  an  election  looming  and  lawmakers  listening  care- 
fully to  constituents,  that  warning  may  fall  on  deaf  ears. 

With  Phoebe  Eliopoulos  and  Lorrai)ie  Woellert 


CAPITAL  WRAPUP 


JAPAN  FLOUTS  TRADE  DEALS 


►  One  of  the  biggest  criticisms  of  Pres- 
ident Clinton's  deal  to  let  China  into 
the  World  Trade  Organization  is  the 
agreement's  lack  of  enforceability.  If 
1  China  refuses  to  open  its  market  to 
U.  S.  companies,  what  recourse  does 
the  U.  S.  have?  Not  much,  it  turns  out. 
Ask  the  American  Chamber  of  Com- 
merce in  Japan,  which  says  Tokyo's 
record  of  complying  with  U.  S.  trade 
RCCOrds  is  abysmal.  Of  58  deals  evalu- 
ated, the  group  rated  just  l(i  as  "most- 
ly or  fully"  successful  in  a  recent  re- 


port. Tokyo's  habit  of  protecting  ineffi- 
cient domestic  industries  with  an  im- 
penetrable net  of  regulations  continues 
in  such  sectors  as  telecom,  paper,  and 
construction,  the  report  says.  Foreign 
direct  investment  in  Japan  remains 
minuscule,  it  notes.  The  financial-ser- 
vices industry  has  opened  to  foreign- 
ers, but  that's  largely  because  of  the 
collapse  of  Japan's  bubble  economy  in 
1989.  Chamber  members  fanned  out  on 
'Capitol  Hill  on  Mar.  21  to  spread  the 
message  and  to  ask  that  Washington 
keep  up  steady  pressure  to  increase 
compliance  witli  trade  deals. 


POSTAL  RATE  WAR 

►  The  price  of  postage  has  some  of 
Washington's  biggest  lobby  shops 
girding  for  battle.  The  U.  S.  Postal 
Service  has  hired  Burson-Marsteller 
to  help  it  defend  a  proposed  2001  rate 
hike  for  magazines  and  newspapers. 
But  the  Magazine  Publishers  of 
America  says  the  increase — from  l(WI 
to  15%,  depending  on  volume — could 
kill  small  publishers.  The  MPA  has 
brought  in  Preston  Gates  Ellis  and 
Dittus  Communications  to  wage  a 
million  campaign  against  the  hike. 
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That  puts  Velichko  on 
cutting  edge  of  chan 
coming  to  Russia. 

A  more  muscular  sec 
police  is  at  the  heart  | 
Acting  President  Vladii 
Putin's  emerging  campa 
to  eradicate  the  cri 
running  rampant  in  R 
sia's  nascent  democra  I 
Velichko  hankers  to  enl 
And  so  do  the  members     »j 


a  club  over  which  he  ] 
sides — an    association 


I   1,500  former  KGB  agei 


based    in    Moscow.    T 
brood  views  Putin,  an  < 
kgb  colonel,  as  one  of  t 
brethren.   "We   will   h<   ; 
him,"  Velichko  pledges 
On    Sunday,    Mar. 
Russians  will  go  to  t 
polls.    With    Commun 
Party     leader     Genna 
Zyuganov    as    his     on 
weighty  opponent,  Put 
is  virtually  certain  to 
elected  President — if  n 
in  the  first  round  on  Su 
day,    then    in    a    runo 
Since  Boris  Yeltsin  tapp* 
him  as  Acting  Preside 
late  last  year,  Putin  h 


H  of  A 

>i  in 

seam 


bleynik 

officer  i 

He  e\] 

■to! 

s  oner 
k  and 


RUSSIA 


WILL  PUTIN 
CRACK  DOWN? 

Critics  worry  he'll  wound  democracy 


Valeri  N.  Velichko,  55,  is  a  proud 
former  officer  of  the  KGB,  the  in- 
famous secret  police  of  the  Soviet 
Union.  In  1991  he  was  booted  out 
of  the  agency  after  joining  hardliners 
in  a  botched  coup  intended  to  prevent 


the  ussr's  collapse.  But  times  have 
changed.  Now  Velichko,  a  physicist  who 
once  guarded  the  secrets  of  Soviet 
rocketry,  serves  on  a  blue  ribbon  advi- 
sory panel  to  the  Federal  Security  Ser- 
vice (fsb),  the  kgb's  successor  agency. 


leg 
won  over  most  Russiai  L  ;,„> 
with  his  performance  as  foholdi 
tough  guy.  He  has  beate  Skeptic 
back  rebels  in  the  republ  Lb 
of  Chechnya  and  vowed  t  Lr  ai 
establish  "a  dictatorship  <  j  m  j 
law"  in  Russia. 

The  election  is  shapin  y  rf 
up  as  a  sea  change  for  the  countr;  mif 
Yeltsin  was  elected  in  1991  with  a  mar  i^ 
date  to  challenge  communist  power  i  ^  ^ 
Russia  after  seven-plus  decades  of  diets  ^m 
torship.  When  the  Soviet  Union  brokactnj, 
apart  in  December,  1991,  Yeltsin  se^ 
about  dismantling  the  police  state.  Nov  ^ 
Putin  stands  on  the  threshold  of  a  man  ^  ^ 
date  to  strengthen  law  enforcement.  Th  le  secn 
nation's  past  makes  this  a  tricky  propo  ^  ^ 
sition,  and  some  fear  Russia  will  tiljj^ 
backward  to  a  politically  repressive  sys  ^ ,,. 
tern.  "If  Putin  comes  to  power,  people'!  fe  | 
rights  will  be  violated  on  a  regular  baiec»iit 
sis,"  worries  Lena  Apolonova,  33,  a  fisl  ei,M!, 
peddler  in  a  gritty  Moscow  suburb. 

Putin  could  be  trying  to  create  a  vasi  )e  aj, 
Slavic  Singapore,  in  which  lawbreakers^ 
are  harshly  and  routinely  punished.  The  f^  . 
Acting  President  says  the  state's  law-en  [fci 
forcement  apparatus  will  be  used  to  root  ^ 
out  public  corruption,  crack  down  orTf)., 
tax  cheats,  and  buttress  the  foundations  tt, 
of  a  market  economy.  "Our  priority  is  to  r 
protect  the  market  against  illegal  inva-  i 


54  BUSINESS  WEEK  /  APRIL  3,  2000 


L  n  both  by  government   bureaucrats 

h  I  criminals,"  he  declared  in  a   Feb. 

upon  letter"  to  Russia's  voters. 

Some  foreign  investors,  feci  up  with 

ssia's  gangster  economy,  believe  this 

just  what  Russia  needs.  Along  with 

cling  Russian  businesses,  they  are  en- 
.  iraged  by  Putin's  call  for  increased 

tding  of  the  courts  and  law-enforce- 
i  nt  bodies  to  reduce  incentives  for 
r  -ruption  among  judges  and  police. 
-ey  also  want  Putin  to  mobilize  the 

aunty  services  to  wage 
if.r  on  the  racketeers 

10  demand  protection 

mey  from  an  estimated 
of  the  nation's  en- 
'  prises.  "A  greater  use 
the    FSB   to   protect 

finesses  against  orga- 
'4'.ed    crime    would    be 

od  for  the  economy," 

ys  Mikhail  M.  Fried- 

in,  35,  chairman  of  the 

ard  of  Alfa  Group,  a 
ii  lding  company  based 
'(  Moscow.  "We  are  in- 
vested in  stable  rules 

the  game,"  adds  Josef 
t  ikaleynik,  chief  finan- 

J  officer  of  Tyumen  Oil 
u|>.  He  expects  Putin  to 
'1  ish  the  bureaucracy,  re- 

ce   onerous   business 

Kes,  and  push  for  clear- 
legislation  on  every- 

ing  from  licensing  to 

areholder  rights. 

Skeptics  such  as  hu- 
m-rights activist  Yelena 

mner  are  worried  that 

e  new  President  will  go 

o  far.  In  a  letter  pub- 
i$hed    recently    in    the 

oscow  Times  newspa- 

•r,  the  widow  of  Soviet- 

a     dissident     Andrei 


Russians  enjoy   many  more   freedoms 
now  than  in  the  communist  era.  They 

are  \rci-  to  travel,  worship,  and  earn 
money  operating  their  own  businesses. 
They  are  also  free  to  vote  for  a  variety 
of  political  parties,  a  right  unheard  of  in 
the  KGB's  heyday.  Such 
hard-won  liberties  would  be   m*M 

difficult  to  roll  back— and  The  FSB  is  still  based 

Putin  says  he  has  no  plans   [n  the  KGR,S  notorious 


EE  Mil 


to  do  so.  "Only  by  protect- 
ing the  principles  of  democ- 


Lubyanka  fortress 


PUTIN'S  VISION  OF  A  STRONGER  STATE 

EXPANDED  SECDRITV  SERVICES       CRACKDOWN  ON  TAX  CHEATS 


ikharov,  along  with  oth- 

activists,  warned  that 
itin  is  creating  a  "mod- 
•nized  Stalinism"  in 
hich  arbitrary  power  will  be  wielded  by 
e  secret  services  to  intimidate  and  pun- 
i  critics  of  the  government.  Under  this 
irk  scenario,  a  "dictatorship  of  the  law" 
•uld  well  lapse  into  a  dictatorship  of 
utin.  Already,  critics  say  the  current 
ections  are  undemocratic  because 
eltsin's  abrupt  transfer  of  power  to 
utin  at  the  end  of  last  year  gave  him 
le  advantages  of  the  Kremlin  and  in- 
lmbency,  all  but  shutting  out  rivals, 
rhe  kind  of  regime  that  is  coming  to 
ussia  will  be  much  more  strict  and 
tore  authoritarian  than  we  had  under 
eltsin,"  predicts  Yevgenia  Albats,  au- 
lor  of  State  Within  a  State,  a  1994  book 
l the  KGB. 

Despite  these  concerns,  it's  true  that 


Domestic  intelligence  unit  FSB 
will  monitor  Internet  use  and 
news  media  and  guard  against 
political  disloyalty  in  the  mili- 
tary, as  well  as  step  up  surveil- 
lance of  terrorists. 

HIGHER  MILITARY  SPENDING 

Spending  on  arms  procurement 
will  jump  50%  this  year  for 
hardware  including  ground-at- 
tack aircraft,  high-precision 
missiles,  and  bombs. 


Tax  police  are  mobilizing  to 
catch  evaders  of  customs  duties 
and  other  taxes.  Compliance 
will  be  stepped  up  by  assigning 
each  citizen  a  tax  identification 
number. 


JUDICIAL  REFORM 


Salaries  of  judges  and  law  en- 
forcement officials  will  be  in- 
creased in  a  bid  to  stem  corrup 
tion.  Court  system  will  be 
strengthened. 


DATA:  BUSINESS  WEEK 

racy  in  all  spheres — in  mass  media,  in 
courts,  in  law-enforcement  agencies — 
can  we  protect  an  ordinary  man  from 
witch-hunting  and  persecutions,"  he  said 
in  a  recent  radio  interview. 
BACK  IN  THE  SADDLE.  Still,  there's  no 
denying  that  the  security  services  are 
gaining  new  influence  in  Putin's  Russia. 
In  a  recent  interview  with  a  Moscow 
newspaper,  Putin  lauded  the  kgb's  infa- 
mous citizen-informer  network  as  the 
patriotic  backbone  of  the  ussr,  whose 
collapse  he  attributed  to  internal  "lax- 
ness."  Avid  collaboration  between  citi- 
zens and  today's  secret  police  is  vital 
to  maintaining  state  security,  he  said. 

Laxness  is  now  out.  Back  in  the  sad- 
dle is  the  FSB,  Russia's  domestic  intelli- 


thering  agency    80,000  mem 
ber     '  rong,  The  launched  a 

spate  of  initiative!  aimed  at  improving 
ability  to  detect  threats.  I*  ha    ordered 
Interne!  service  provider-  to  hand  over  a 
list  of  their  e-mail  subscribers  and  in- 
stall computer  links  to  re- 
gional offices  to  permit. 
the  agency  to  monitor  the 
e-mail    traffic   of  crime 
suspects. 

Not  everyone  is  com- 
plying. Volgograd-based 
Internet  service  provider 
Bayard-Slavia  Communi- 
cations is  contesting  the 
constitutionality  of  the 
Internet  program  in 
court.  "I  think  I  have  to 
fight  because  otherwise 
the  10  years  of  our  tran- 
sition and  democratic  de- 
velopment can  fail,"  says 
Nail  Murakhanov,  direc- 
tor of  the  company.  He 
adds  that  FSB  agents 
have  threatened  to  shut 
down  his  business  if  he 
doesn't  comply. 

Meanwhile,  a  recent 
agreement  with  Russia's 
local-telephone  monopoly, 
Svyazinvest  Co.,  envi- 
sions hiring  FSB  officials 
to  work  in  undisclosed 
roles  at  the  company, 
now  in  the  hands  of 
Putin  associates  from  St. 
Petersburg.  And  a  recent 
Putin  decree  resurrects 
secret-police  counter- 
intelligence units  in  the 
military,  which  the  KGB 
employed  in  Soviet  times 
to  guard  against  disloy- 
alty. The  idea  is  to  re- 
cruit informers  from 
within  the  ranks  and  to 
squelch  dissatisfaction 
caused  by  low  pay  or  the 
harsh  Chechen  campaign. 
Such  steps  may  be  just  the  begin- 
ning of  the  FSB's  rise  in  Putin's  Russia. 
The  agency's  leaders,  FSB  Director  Niko- 
lai P.  Patrushev  and  First  Deputy  Victor 
V.  Cherkesov,  kgb  veterans  and  close 
Putin  loyalists,  are  fashioning  plans  that 
would  recombine  under  one  roof  all  or 
most  of  the  parts  of  the  kgb  that  were 
split  into  separate  agencies  by  Yeltsin. 
Included  could  be  the  Foreign  Intelli- 
gence Service,  Russia's  agency  for  col- 
lecting intelligence  outside  the  country. 
That  proposal  may  not  be  politically 
ripe,  but  former  FSB  director  Nikolai  D. 
Kovalev,  now  a  Duma  deputy,  has  high 
hopes  for  his  plan  to  scrap  legal  shackles 
that  Yeltsin  imposed  on  the  FSB.  Ko- 
valev wants  to  permit  fsb  officers  to 
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proceed  on  their  own  with 
probes  of  organized-crime 
figures — rather  than  pass 
on  intelligence  to  the  In- 
terior Ministry,  as  now  re- 
quired. "If  we  want  to 
have  a  strong  state,  we 
have  to  have  strong  secu- 
rity services,"  he  declares. 

Putin  sees  a  strong 
state  as  key  to  investment 
growth.  "People  are  enti- 
tled to  be  assured  that 
their  business  will  not  be 
grabbed  by  a  group  of 
bandits,"  the  Acting  Presi- 
dent said  in  his  open  letter 
to  voters.  "If  the  state 
does  not  offer  such  guar- 
antees, the  vacuum  is  quickly  filled  by 
criminal  groups." 

The  trouble  is  that  old  habits  die 
hard.  The  recharged  FSB  has  also  re- 
vived Soviet-style  efforts  to  intimidate 
government  critics  in  the  media.  Its 
chief  target  is  ntv,  the  independent 
television  network  with  access  to  70%  of 
Russia's  population.  Unlike  its  brethren 
in  Russian  state-owned  television,  ntv 
has  offered  more  balanced  coverage  of 
the  Chechen  conflict.  Recently,  an  fsb  of- 
ficer tried  to  recruit  an  ntv  journalist, 
using  as  leverage  her  son's  brush  with 
police  in  a  purse-snatching  case.  "We 
have  information  that  the  FSB  is  now 
monitoring  telephone  talks  between  Me- 
dia Most  managers,"  says  Dmitri  Ostal- 
sky,  a  spokesman  for  Media  Most,  the 
holding  company  that  owns  ntv.  The 
fsb  had  no  comment  for  this  story. 

The  allegations  point  to  the  largely 
unreconstructed  culture  of  the  secret  ser- 
vice community.  Although  Yeltsin  broke 
the  KGB  into  different  parts  after  the 
failed  1991  coup,  there  was  no  overhaul 
of  its  charter  and  no  effort  to  create  a 
new  regimen  for  a  society  that  had  bro- 
ken with  totalitarian  rule.  Other  ex-So- 
viet republics,  such  as  Lithuania,  estab- 
lished "truth  commissions"  to  air 
secret-police  misdeeds.  In  Moscow,  the 


WEB  OF  CONTROL 


fsb    operates    out    of   the 
Lubyanka,    the    kgb's    old 
fortress,  where  political  pris-  The  Secret  police 
oners  were  shot.  wantg  to  routinely 

At  the  nearby  kgb  muse-  .  .. 

um,  a  book  of  photos  of  se-  monitor  e-mail 

cret-service  chiefs  starts  with  Felix 
Dzerzhinsky,  founder  of  the  Cheka  police 
in  1917,  and  ends  with  fsb  director  Pa- 
trushev.  Putin  has  a  place  in  that  mu- 
seum book,  too — he  headed  the  fsb  for 
a  year  before  Yeltsin  named  him  Prime 
Minister  last  August.  During  his  tenure, 
he  revived  the  "constitutional  security" 
directorate,  intended  to  counter  political 
extremism  and  mass-media  abuses  and 
used  by  the  kgb  to  monitor  dissidents. 
The  fsb  officer  who  tried  to  recruit  the 
NTV  journalist  was  from  this  directorate. 
ENEMY  OF  THE  STATE?  There's  no  evi- 
dence that  Putin  ordered  the  fsb  to  in- 
timidate ntv.  But  he  set  an  example 
when  he  disciplined  Russian  journalist 
Andrei  Babitsky.  The  Radio  Liberty  re- 
porter was  detained  by  the  government 
after  filing  reports  from  the  Chechen 
lines  showing  heavy  losses  taken  by 
Russian  soldiers.  In  a  recent  interview 
with  the  Russian  newspaper  Kommer- 
sant-Daily,  Putin  characterized  Babitsky 
as  an  enemy  of  the  state,  saying  "what 
Babitsky  did  is  much  more  dangerous 


than  firing  a  machine  gij 
Russia  needs  to  hi 
better  law  and  order, 
what  it  needs  even  mij 
is  a  vibrant  civil  socie 
The  rise  of  a  semi-polil 
state    would    stifle    till 
Some  of  the  FSB's  effo| 
will  no  doubt  fail  throi 
sheer  ineptitude:  parts  | 
the  agency  remain  as 
ed  as  the  old  Soviet  std 
was.    But    Russia's    ba 
hope  of  checking  securi^ 
police   zeal  is  resistar 
from     uncowed     citize 
who,  having  inhaled  tl 
fresh  air  of  an  open  so| 
ety,  refuse  to  retreat. 
Putin,  who  is  only 
may  have  set  his  sights 
a  long  rule.  Saying  thatl 
four-year  term  is  not  loj 
enough  for  a  President 
accomplish  a  program, 
recently  suggested  amending  the  cons| 
tution  to  provide  for  seven-year  ter 
The  change  would  come  with  the  201 
election,  setting  up  the  possibility  of| 
Putin  reign  of  at  least  11  years. 

That  would  suit  ex-KGBer  Velichl 
just  fine.  Putin  represents  "enlighten^ 
autocracy,"  he  says.  On  a  wall  in 
Moscow  offices  hangs  a  portrait  of  S| 
viet  secret-police  founder  Dzerzhinsky. 
giant  statue  of  Dzerzhinsky  for  maij 
years  stood  outside  the  kgb's  Lubyar 
headquarters,  but  it  was  hauled  do\ 
by  jubilant  Russians  after  the  failuJ 
of  the  1991  coup.  Velichko  is  certaj 
that  the  day  will  come  when  the  statif 
returns  to  its  old  spot — with  the  suppoj 
of  the  people  of  Putin's  Russia.  It 
be  up  to  the  people  to  prove  him  wron| 
By  Paul  Starobin,  with  Sabriy 
Tavernise,  in  Moscol 
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For  more  international  news,  see  Global  Busij 
ness  at  www.businessweek.com/globalbiz/ 
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Digital  Island 

weBusiness  without  Limits 


It's  a  harsh  but  inescapable  fact  of  Internet  life.  Your  site  must 
come  up  quickly.  Download  seamlessly.  Handle  sales  within  seconds. 
No  matter  where  your  customers  are.  And  if  your  site  fails  to  deliver 
at  any  point,  forget  it.  Your  customers  will  click  elsewhere. 

You  need  a  global  e-business  delivery  network:  integrated  hosting, 
network,  application  and  content  delivery  services,  all  in  one.  And 
that's  what  Digital  Island  delivers.  So  you  can  guarantee  a  fast, 
locally-relevant  experience  to  your  customers  —  and  dramatically 
reduce  time-to-revenue  for  your  business.  Whether  you're  doing 
business  across  the  street,  or  across  the  planet. 
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AUTOS 


AT  FORD,  THE  MORE  BRANDS, 
THE  MERRIER 

The  trick  is  to  keep  them  from  sideswiping  one  another 


Chalk  up  one  more  savvy  acquisition 
for  Jac  Nasser.  Since  creating  Pre- 
mier Automotive  Group  last  spring 
to  oversee  Ford  Motor  Co.'s  luxury 
brands,  the  dynamic  chief  executive  has 
been  busily  stocking  the  portfolio  with 
upscale  names.  Volvo  joined  Jaguar,  As- 
ton Martin,  and  Lincoln  last  March. 
Now,  Ford's  $2.9  billion  purchase  of 
Land  Rover  from  BMW  brings  another 
premium  marque  into  the  fold.  "This  is 
good  stuff,"  says  Wilmington  (Del.)  auto 
dealer  Frank  Ursomarso,  who  owns 
Jaguar  and  Volvo  franchises. 

What  Nasser  has  amassed — and  last 
year  hired  former  BMW  hotshot  Wolf- 
gang Reitzle  to  run — is  an  elite 
stable  of  brands  unlike  anything 
else  in  the  auto  business.  For 
luxury  carmakers  such  as  Mer- 
cedes, BMW,  and  Lexus,  growth 
means  adding  smaller  cars  and 
bigger  suvs  to  their  lineups. 
Not  at  Ford.  "You  could  always 
choose  to  go  with  one  brand 
and  stretch  it,"  Reitzle  told 
business  week  last  fall.  "We'd 
rather  use  different  brands." 

Going  that  route  requires 
Reitzle  to  integrate  acquisitions 
into  Ford's  portfolio.  He  must 
tune  up  Land  Rover  by  cutting 
its  costs.  That  means  sharing 


parts  and  expertise  with  other  Ford 
brands — all  without  losing  the  brand's 
distinctive,  rugged  image.  And  he  must 
move  quickly  because  Land  Rover's 
profits  are  already  under  pressure  in 
the  increasingly  crowded  suv  market. 
HEMMED  IN.  Reitzle's  most  difficult  chal- 
lenge, however,  could  be  expanding  sales 
for  Land  Rover  and  the  rest  of  Ford's 
upscale  brands  without  letting  them  dri- 
ve all  over  each  other's  territory.  He'd 
already  vowed  to  increase  the  premi- 
um group's  sales  from  last  year's  665,000 
units  to  one  million  by  2004,  and  is  ex- 
pected to  raise  that  goal  higher  once 
Land  Rover  joins  the  pack.  "It's  too 
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LATEST  ADDITION:  Land  Rover  coulc 
benefit  from  economies  of  scale  at 


crowded  for  individual  makes  to  grol 
says  Susan  Jacobs,  a  Rutherford  (N 
luxury-car  consultant.  "If  one  br 
starts  to  add  new  models,  it  can't— 
cause  it  would  step  on  somebody  el 
toes." 

Lincoln  appears  most  hemmed 
Ford's  largest  luxury  brand  has  ad 
the  Navigator  suv  and  ls  entry-luxi 
sedan  to  attract  younger,  well-heel 
buyers.  Those  models  helped  boost  1£ 
sales  to  176,500  vehicles,  up  17%  in  fi 
years.  Ford  was  eyeing  a  smaller  Iuj 
ry  suv,  based  on  its  mass-market  F 
plorer,  as  a  way  to  extend  Lincoln's  i 
peal.  Now,  analysts  speculate  that  Fo 
might  drop  those  plans,  because  such 
model  would  compete  head-on  wi 
Land  Rover's  Discovery. 

For  Land  Rover  to  pay  off,  Ford  w 
have  to  do  more  than  pool  procureme 
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Ford's 

;  Growing  Family 

ACQUIRED 

BRAND  IMAGE 

WORLDWIDE 
SALES  1939 

ASTON 
MARTIN 

1987 

British  sports  cars  for  those 
with  $150,000  to  spend 

660 

JAGUAR 

1989 

British  luxury  tor  King's 
Road  and  Rodeo  Drive 

75,300 

VOLVO 

1999 

Swedish  cars  for  safety- 
minded  yuppies 

400,000 

LAND 
ROVER 

2000 

British  SUVs  for  landed 
gentry  and  the  safari  crowd 

180,000 

of  Land  Rover's  $2  billion  in  parts  pu 
chasing  with  Ford's  $80  billion  prograi  M 
Ford  engineers  will  also  swoop  into  Lai  \\  ,\ 
Rover's  Solihull  (Britain)  factory  to  boo 
efficiency  and  quality.  Last  year,  Lar 
Rover  ranked  a  poor  26th  in  J.  D.  Pow 
&  Associates'  initial  quality  ratings.  Fc 
tunately,  Ford  learned  how  to  fix  su 
problems  after  the  1989  acquisition 
Jaguar.  "They  know  how  to  do  this  %m  [ 
says  Merrill  Lynch  &  Co.  analyst  Job  ■  Volksv, 
Casesa.  "Jaguar  was  ten  times  as  bad.  Lj  at 
The  biggest  savings  could  come  fu  mm 
ther  down  the  road.  Ford  is  expected  1 1),  gW 
share  key  components — chassis,  engine:  L  i^ 
four-wheel-drive  systems — of  futur  fc  -\ 
Land  Rovers  with  upcoming  Fords,  Lir 
coins,  and  Volvos.  For  instance,  th[ 
next-generation  Freelander,  Lan 
Rover's  smallest  truck,  might  be  buill 
from  the  same  platform  as  Ford  Div.'j 
Escape  and  Mazda's  Tribute.  Says  Li 
coin  C.  Merrihew,  auto  analyst  at  Sta: 
dard  &  Poor's  DRl:  "The  economies  o 
scale  could  be  tremendous." 

Such  opportunities  are  wha 
keep  Nasser  out  scouting  fo 
more  deals.  Ford  is  among  th 
carmakers    dickering   to    bu 
Daewoo.    And    Nasser   woul 
love  to  get  his  hands  on  BMW 
it  comes  up  for  sale.  Assimilat 
ing  new  acquisitions  will  onl 
grow  trickier  as  the  company': 
stable  of  brands  becomes  mor< 
crowded.  But  for  Ford's  shop 
till-you-drop  chief  executive,  the 
chance    to    add    a    few    more 
nameplates  to  his  collection  may] 
prove  irresistible. 

By  Kathleen  Kerwin 

in  Detroit  |q~ 
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MW:  UNLOADING  ROVER 
JIAY  NOT  WIN  THE  RACE 

needs  to  expand  its  model  range-and  it  may  be  buyout  bait 


nvestors  have  driven  up  BMW's  stork 
nearly  30%  since  word  got  out  that 
the  Bavarian  luxury  carmaker  would 

1  ip  nursing  "The  English  Patient,"  as 

ailing  Rover  subsidiary  was  nick- 

med.  After  having  spent  $4.4  billion 

•  'er  six  years  in  a  failed  turnaround 

,empt,  BMW  announced  in  mid-March 

it  most  of  Rover's  car  business  would 

sold  to  Alchemy  Partners,  a  British 

i  nture-capital  firm,  while  its  Land 
tver  line  would  go  to  Ford  Motor  Co. 
tat  finally  frees  BMW  to  concentrate 
money  and  engineers  where  the  auto 
iker  has  traditionally  seen  its  biggest 
yoff:  its  luxury-car  business. 
ALOUS  RIVALS.  Trouble  is,  that  also 
lives  BMW  with  the  same  problem  that 

ufcove  it  to  buy  Rover  in  the  first  place: 

1  *w  to  expand  its  model  range.  Besides 
luxury  cars,  priced  from  $18,250  to 
1,000,  BMW  owns  only  the  rights  to 
e  prestigious  Rolls-Royce  name  and 
wer's  famous  Mini  brand,  which  it  did 
t  sell.  Chairman  Joachim  Milberg  plans 
develop  an  entry-level  BMW  in  the 
idprice  segment  dominated  in  Europe 
•  Volkswagen's  popular  Golf,  which  is 
iced  at  $14,000.  He  intends  to  offer 
emium  vehicles  in  each  segment  in 
aich  BMW  competes — minicars,  midsize 
rs,  luxury  sedans,  and  sport-utility  ve- 
cles.  "We're  in  no  way  diluting  our 


strategy,"  he  says.  But  he  may  not  have 
a  lot  of  time.  It's  getting  increasingly 
difficult  for  a  modest-size  auto  maker 
to  stay  independent.  Indeed,  bmw's  stock 
price  is  up  at  least  partly  because  some 
investors  see  the  cleaned-up  company 
as  even  more  attractive  takeover  bait. 

It  could  take  three  years  to  develop 
the  entry-level  BMW, 
but  the  company 
needs  to  reach  a 
wider  audience,  "vw 
allows  consumers 
to  move  upmarket 
within  the  group, 
and  BMW  needs  to  do 
that,  too,"  says  ana- 
lyst Sabine  Bliimel 
at  Banca  imi  in  Lon- 
don. Unencumbered 
by  Rover,  BMW  will 
have  $800  million  to 
$1  billion  more  a 
year  to  spend  on 
new  models,  includ- 
ing a  sporty  new 
Mini  it  will  launch 
next  year.  But  it 
must  also  defend  its 
position  at  the  top 
end  of  the  market, 
where  its  rivals  are 
moving  in.  "They're 


A  NEW  COURSE 


CLEANING  HOUSE 


BMWs  troubled  Rover  car  business 
is  being  sold  to  Alchemy  Partners 
and  Land  Rover  to  Ford,  recouping 
the  bulk  of  the  $4.4  billion  poured 
into  Rover  since  1994 


WHAT'S  NEXT 


Launching  a  sporty  new  Mini  in 
2001  and  a  new  Rolls-Royce  in 
2003,  while  developing  a  BMW- 
brand  entry-level  car  in  three  years 


THE  CHALLENGE 


Defending  its  leadership  role  in  the 
luxury-car  business  against  a  rash 
of  new  entries  from  well-muscled 
global  players 

DATA;  BUSINESS  WEEK 


O  TIME:  Chairman  Milberg  faces  a  growing  field  of  luxury-car  rivals 


all  targeting  BMW  nichi  Merrill 

Lynch  &Co.  analyst  Stephen  Reitman. 
'"hike  the  [X200  and  i\  100  by  Lexu  M 
looks   like  they   worked   off  tin 

the  BMW  •".  series." 

For  now,  at  least.,  it  looks  a  though 
BMW  will  stay  independent.  Its  profit 
margins  are  the  envy  of  the  industry, 
probably  second  only  to  those  of 
Porsche.  And  the  secretive  Quandl 
family,  which  holds  a  47$  stake  in  BMW, 
seems  unwilling  to  sell.  "The  enthusi- 
asm for  bmw  lives  on  in  the  fourth-gen- 
eration of  the  Quandts,"  says  a  family 
spokesman.  But  there's  no  shortage  of 
potential  suitors,  including  Volkswagen, 
gm,  and  Ford.  Ford  is  now  building  a 
stable  of  luxury  brands  run  by  former 
bmw  executive 
Wolfgang  Reitzle. 

Yet  the  acrimo- 
nious breakup  of 
BMW-Rover  is  a  re- 
minder of  how  hard 
it  is  to  make  an  ac- 
quisition pay  off. 
The  British  govern- 
ment lashed  out  at 
BMW  for  dumping 
Rover  without 
wraming,  and  British 
unions  urged  a  boy- 
cott of  BMW  cars.  At 
a  tense  news  con- 
ference at  BMW's 
Munich  headquar- 
ters, Milberg  con- 
ceded that  the  com- 
pany should  have 
tackled  Rover's 
problems  sooner,  al- 
though he  said  that 
the  brand's  weak- 
ness and  the  pound's  strength  had 
doomed  their  efforts.  The  lesson  is  not 
lost  on  other  company  bosses.  "Mergers 
and  acquisitions  aren't  necessarily  the 
right  answer  to  the  challenges  of  global- 
ization," says  Jean-Martin  Folz,  the  chair- 
man of  French  family-controlled  auto 
maker  psa  Peugeot  Citroen,  which  w^ants 
to  remain  independent. 

How  quickly  and  successfully  BMW  can 
develop  a  new  Mini,  a  new  Rolls,  and  a 
premium  midsize  car  will  be  the  test  for 
Milberg.  A  57-year-old  former  professor 
who  joined  BMW's  board  in  1993,  he  was 
catapulted  into  the  top  job  last  year  after 
a  boardroom  fight  over  Rover's  fate  led 
to  the  resignations  of  Chairman  Bernd 
Pischetsrieder,  as  well  as  Reitzle. 

As  pail  of  the  Rover  upheaval,  three 
members  left  BMW's  board,  including  the 
directors  responsible  for  sales  and  pro- 
duction. That  suggested  the  Quandts 
want  results.  Another  strategic  misstep 
by  BMW,  and  the  fourth-generation 
Quandts  may  yet  redo  their  portfolio. 
By  Christ i in-  Tierney  in  Frankfurt 
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TAIWAN 


A  REFORMER 
IN  CHARGE 


Chen  Shui-bian 
must  soothe  China 
and  clean  out  the 
rot  in  Taiwan  Inc. 

It  should  have  been  a  time  to  savor 
the  fruits  of  a  decade  of  hard 
struggle.  But  no  sooner  was  De- 
mocratic Progressive  Party  (npp) 
leader  Chen  Shui-bian  declared 
winner  in  Taiwan's  Mar.  18  presi- 
dential election  than  it  became  clear 
that  the  transition  from  55  years  of  one- 
party  domination  would  be  anything  but 
smooth. 

From  Beijing  came  a  quick  rebuke 
of  Chen's  formula  for  normalizing  rela- 
tions, a  response  that  heightened  fears 
that  Taiwan  is  sliding  toward  a  violent 
confrontation  with  its  giant  neighbor. 
And  in  Taipei's  streets,  angry  recrimi- 
nations against  the  defeated  Kuomintang 
(kmt)  pointed  to  a  period  of  political  in- 
fighting rather  than  a  new  era  of  sta- 
bility and  consensus  Chen  needs  to  cope 
with  the  job  ahead.  "We  did  not  open 
the  champagne  bottles  or  cut  the  cake 
the  night  of  the  victory,"  says  DPP  offi- 
cial Hsiao  Bi-khim.  "Most  of  us  are  hav- 
ing difficulty  even  smiling  today." 

With  good  reason.  Of  the  many  cru- 
saders who  have  risen  to  power  during 
Asia's  shift  toward  democracy,  few  have 
faced  a  challenge  as  formidable  as  the 
double-barreled  one  confronting  Chen. 
First,  he  must  find  a  way  to  defuse  the 
explosive  feud  with  China's  Communist 
Party,  which  has  warned  that  his  insis- 
tence on  Taiwan's  sovereignty  could  lead 
to  war.  He  also  has  the  numbing  task  of 
cleaning  up  the  rot  of  a  half-century  of 
KMT  rule.  Voters  chose  the  49-year-old 
former  lawyer  and  Taipei  mayor  more 
for  his  promises  of  reform  than  for  his 
views  on  independence. 


With  its  global  success  in  exporting 
electronics  and  its  dynamic  democracy, 
Taiwan  to  much  of  the  outside  world  rep- 
resents a  high-tech  dynamo  and  an  effi- 
cient, modern  society.  But  beneath  this 
exterior,  Taiwan  Inc.  is  a  mess.  Under 
the  KMT,  corruption  and  cronyism  infest- 
ed government  at  all  levels.  The  kmt's 
tentacles  entangle  the  economy.  The  par- 
ty's assets,  estimated  at  up  to  $20  billion, 
span  broadcasting,  securities,  and  real 
estate.  And  its  leaders  have  wielded 
enormous  sway  over  everything  from  the 
leading  banks  to  the  securities  markets. 
Chen's  task  will  be  as  politically  sensitive, 
and  potentially  economically  disruptive,  as 
the  one  South  Korea's  President  Kim 
Dae  Jung  took  on  when  he  assumed 
power  in  1998. 

TWO  WORLDS.  As  the  KMT  grew  more 
decrepit  with  age,  it  became  so  corrupt 
that  even  some  of  its  own  politicos  quit 
in  disgust.  The  government  became  in- 
creasingly dysfunctional  at  completing 
basic  public  works,  implementing  much- 
needed  education  reform,  and  developing 
modern  capital  markets.  Rulers  have 
dragged  their  feet  on  privatizing  state 
industries  such  as  power  and  petro- 
chemicals. Such  indus- 
tries as  finance, 
telecommunications, 
and  agriculture  remain 
cosseted  from  compe- 
tition. "Taiwan  has  a 
First  World  export 
sector  and  a  Third 
World  domestic  econ- 
omy," says  Morgan  Stanley  Dean  Witter 
economist  Andy  Xie.  "The  living  stan- 
dard could  improve  substantially"  if 
Chen  follows  through  on  his  pledges. 

It  was  for  such  reasons  that  before 
the  vote  some  of  Taiwan's  most  promi- 
nent businesspeople,  including  the  chair- 
men of  Acer  Inc.  and  Taiwan  Semicon- 
ductor Manufacturing  Co.,  agreed  to 
work  with  Chen,  who  as  Taipei's  mayor 
from  1994-98  earned  a  reputation  as  a 
relentless  reformer. 


NEW  HOPE 

Chen  offers 
prayers  and 
incense  at 
a  temple 


I 


ias.  Al 
its  c 


For  Chen  to  succeed  would  spell  rev  ated  k 
olutionary  change  in  the  world's  17th (Huge 
largest  economy.  But  he  has  his  worl  Blition 
cut  out.  For  starters,  the  DPP  has  beei 
great  at  sloganeering  and  whipping  ujon 
enthusiasm,  but  the  party's  150,00(  le  fact 
members  boast  little  administrative  ex-  lake  c, 
perience  and  have  drafted  few  specific  And  i 
policies  for  achieving  their  aims.  Chen  is  3  be  Jj 
still  assembling  his  economic  brain  trust,  s  <[, 

What's  more,  Chen's  power  will  be  l  the 
tenuous.  The  legislature  still  is  domi-  or  >\ 
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.  ited  by  the  KMT.  Chen's  only  hope  of 

ding  effectively  is  to  form  a  strong 

||>alition  with  other  reform-minded  fac- 

njans.  Although  the  DPP  is  likely  to  aban- 

m  its  divisive  pro-independence  plank, 

ic  factional  warfare  breaking  out  will 

ake  coalition  politics  difficult. 

And  even  though  the  kmt  now  seems 

i  be  disintegrating,  there's  no  guaran- 

;e  the  dpp  will  be  the  biggest  winner 

i  the  next  legislative  elections.  Chen 

on  the  presidency  with  only  :'»'.»'<    <>f 


CHEN  SHUI-BIAN'S 
TOUGH  CHALLENGES 


CHINA 


Chen  must  calm  relations  with 
Beijing,  which  is  threatening 
war.  But  his  pro-independence 
record,  and  insistence  that  Tai- 
wan be  treated  as  a  sovereign 
state  in  any  talks,  will  make 
that  difficult. 


FRAGILE  SUPPORT 


Chen  was  elected  with  just 
39%  of  the  vote,  and  the 
archrival  KMT  party  still  domi- 
nates the  legislature.  Chen's 
DPP  must  forge  a  coalition 
with  reform-minded  legislators 
to  govern  effectively. 


CORRUPTION 


Cronyism  and  graft  are  perva- 
sive throughout  government 
and  industries  such  as  banking 
and  construction.  But  cleaning 
up  a  system  left  by  five 
decades  of  KMT  rule  won't  be 
easy. 


KMT  BUSINESS  EMPIRE 


The  KMT  controls  some  300 
companies  with  $20  billion  in 
assets,  a  rich  source  of  politi- 
cal slush  funds  and  favors. 
Challenge  is  to  reduce  KMT's 
financial  power  without  a  divi- 
sive witch  hunt  or  forcing  a 
destabilizing  asset  sell-off. 


ECONOMIC  REFORM 


Inefficient  state  enterprises 
and  highly  protected  industries 
still  account  for  a  big  share  of 
the  economy.  Chen  backs 
faster  privatization  and  greater 
foreign  competition,  but  may 
face  labor  protests. 

DATA:  BUSINESS  WEEK 

the  vote.  Runner-up  James  Soong,  a 
former  KMT  stalwart  who  is  friendlier  to- 
ward Beijing,  got  37%.  He  probably 
would  have  won  had  Lee  not  ousted 
him  from  the  party  and  pushed  the  can- 
didacy of  lackluster  Vice-President  Lien 
Chan,  who  snared  23%  of  the  vote.  At 
Jeast  30  disaffected  KMT  members  are 
expected  to  swing  to  an  independent 
party  formed  by  Soong.  "Chen  doesn't 
have  the  power  now,"  says  Lai  Shyh- 
bao,  a  legislator  belonging  to  the  New 


Party,   which    finished    ;i   distant    fifth. 

Thus,  the  dpp  will  have  i"  team  up  with 
reform-minded  K.\n  memtx  • 

To  win  broad   support,  Chen 
handle  mainland  issues  deftly  He  ha 
convince  doubters  he  won't  provoke  ;i 
confrontation  that  will  rock  Taiv. 
economy  and  distract  him  from  the  do- 
mestic problems  he  was  elected  to  solve. 
Chen's  big  test  is  "whether  or  not  he 
can  aggressively  decrease  the  tensions 
without  losing  Taiwan's  sovereignty  and 
dignity,"  says  Ray  Chen,  ceo  of  Compal 
Electronics  Co. 

Business  is  hoping  the  new  govern- 
ment can  somehow  pull  that  trick  off 
so  that  it  can  get  on  with  the  job  of 
building  a  new  economy  in  the  post- 
KMT  era.  Compal,  a  $1.5  billion  exporter 
of  notebook  computers  and  monitors,  il- 
lustrates the  frustrations  of  some  of  Tai- 
wan's best  companies.  Although  Taiwan 
under  the  KMT  did  a  good  job  promoting 
the  electronics  sector  and  building  first- 
rate  industrial  parks,  ceo  Chen  notes,  it 
neglected  other  needs.  "We  need  the 
government  to  create  transportation  and 
other  infrastructure,"  he  says.  "Elec- 
tricity supply  is  always  a  problem  in 
the  summer.  We  need  new  science 
parks.  We  need  to  make  environmental 
regulations  that  are  strict  and  clear, 
with  no  gray  areas." 
ROGUES  GALLERY.  Tackling  corruption, 
especially  the  so-called  "black  gold"  of 
the  increasingly  money-driven  political 
system,  is  a  good  place  to  start.  Bank 
scandals  and  bailouts  of  KMT-linked  com- 
panies have  been  frequent.  Regulators 
were  unable  to  stop  widespread  insider 
stock  trading  by  businessmen  with  kmt 
connections.  It's  widely  believed  in 
Taipei  that  KMT-controlled  investment 
funds  also  regularly  engaged  in  insider 
abuses.  Taiwan's  contracting  industry  is 
notoriously  corrupt,  and  Taipei  boasts 
the  world's  most  expensive  subway  line 
as  evidence — costing  $13  billion  and  fin- 
ished two  years  late.  The  island's  high- 
speed rail  and  new  airport  terminal  are 
hugely  over  budget.  Twelve  standing 
legislators  have  criminal  records,  as  do 
half  of  all  local  council  members,  ac- 
cording to  Soochow  University  political 
scientist  Julian  Kuo. 

To  get  to  these  problems,  the  new 
government  will  have  to  deal  with  the 
KMT's  sprawiing  business  empire.  Many 
KMT  companies  provide  slush  funds  for 
the  party  and  lucrative  jobs  to  its  offi- 
cials. They've  also  received  privileged 
access  to  bank  loans.  But  interviews 
with  senior  dpp  officials  make  it  clear 
Chen's  team  thus  far  lacks  a  game  plan 
for  severing  the  KMT's  links  with  busi- 
ness. Indeed,  the  legal  status  of  these 
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holdings  is  murky.  It's 
not  clear  if  they  belong 
to  the  government  or  to 
the  party  itself.  Many 
KMT-controlled  companies 
grew  out  of  properties 
expropriated  from  the 
Japanese  after  they  left 
Taiwan  in  1945.  Typically, 
these  businesses  expand- 
ed thanks  to  government 
support.  Adding  to  the 
confusion,  the  KMT  exerts 
influence  through  many 
companies  by  owning  mi- 
nority stakes — including 
in  blue  chips  Acer  and 
United  Microelectronics 
Corp.  Chen's  government 
"probably  will  [only]  iden- 
tify a  few  companies  they 
think  should  belong  to 
the  the  government  but 
were  taken  by  the  KMT," 
says  Benny  T.  Hu,  presi- 
dent of  China  Develop- 
ment Industrial  Bank,  in 
which  the  party  holds  a 
small  stake.  "I  suspect 
much  of  this  is  rhetoric." 

Yet  with  the  KMT  out 
of  power,  many  of  its  cor- 
porate holdings  may  be- 
come vulnerable.  Chen's 
government  could,  for  ex- 
ample, tell  domestic  banks 
to  stop  supporting  the 
kmt's  money-losers.  Chen 
may  also  set  up  a  panel 
to  monitor  KMT  companies 
and  put  them  into  a  trust. 

The  construction  indus- 
try illustrates  how  corruption  has  also 
imperiled  public  safety.  Faulty  work  was 
responsible  for  many  of  the  2,321  deaths 
in  last  September's  earthquake,  for  ex- 
ample. Investigators  allege  government 
inspectors  were  paid  off  by  contractors 
to  overlook  flaws  in  apartment  build- 
ings. Public-works  contracts  are  rou- 
tinely let  out  to  unqualified  but  well- 
connected  companies. 
EARLY  TEST.  As  Taipei's  mayor,  Chen 
aggressively  pursued  vice  and  corrup- 
tion and  introduced  fair  competitive  bid- 
ding for  public  contracts.  He  jolted  mu- 
nicipal employees  into  working  more 
efficiently  by  making  unannounced  in- 
spections. And  Chen  didn't  seem  to  dole 
out  jobs  for  purely  political  purposes. 
He  hired  experienced  KMT  cadres  to 
help  run  the  government. 

Taiwan's  expected  entry  into  the 
World  Trade  Organization,  once  China 
joins,  will  give  Chen  more  leverage  in 
opening  the  economy.  Taiwan  now  lim- 


GOING  DOWN  HARD 

Protests  and  furious 
recriminations  followed  the 
defeat  of  Lee  Teng-hui's  KMT 


its  foreign  ownership  of  financial  insti- 
tutions to  49%  and,  until  recently, 
banned  foreign  participation  in  fixed- 
line  telecom  networks.  Investment 
curbs,  as  well  as  protection  for  auto, 
distribution,  and  agriculture  industries, 
will  ease  dramatically.  An  early  test  of 
Chen's  skills  will  come  with  the  gov- 
ernment's privatization  plans.  In  a  deal 
expected  to  raise  at  least  $10  billion, 
Chunghwa  Telecommunications  Co.,  the 
island's  old  phone  monopoly,  is  to  float 
some  of  its  stock  this  year  in  what  is 
to  be  the  first  step  of  a  long  privatiza- 
tion process.  Stakes  in  Taiwan  Power 
Co.  and  China  Petroleum  Corp.  are  to 
go  next. 

It's  a  heady  agenda.  But  the  .big 
schemes  will  go  up  in  smoke  if  a  crisis 
erupts  with  China.  Although  an  out- 
right invasion  is  unlikely,  Beijing  could 
try  a  naval  blockade  or  threaten  missile 
strikes  if  it  concludes  Chen  is  moving 
toward  independence. 


Currently,  a  dangerous  stand- 
looms.  Beijing  has  always  said  it  wo 
go  to  war  if  Taiwan  declared  indep 
dence.  But  before  the  election,  Pr< 
dent  Jiang  Zemin  and  other  top  lead 
moved  the  yardstick,  warning  Chi| 
would  invade  if  Taipei  procrastina 
on  reunification  talks.  Now  Chen 
not  agree  to  Beijing's  precondition  : 
meeting:  that  he  acknowledge  Taiwan 
part  of  China.  Instead,  he  insists 
government  be  treated  as  an  equal, 
also  says  Taiwan  doesn't  need  to  hoi 
plebiscite  on  independence  because 
already  is  a  de  facto  sovereign  stat 
BACKING  OFF.  This  leaves  China's  le; 
ership  in  a  precarious  position.  Che: 
stance  could  be  interpreted  to  mean  T 
wan  already  has  declared  independenc 
So  Beijing  must  decide  whether  to  sta 
a  conflict  that  could  draw  in  the  U. 
and  set  back  its  economy.  The  altern 
tive  is  to  do  nothing — and  risk  a  bac 
lash  among  citizens  whose  nationalis 
has  been  stoked  by  the  state  medi 
Beijing  says  it  will  wait  to  see  wh 
Chen  does  after  taking  office  on  May 
but  it  warns  it  won't  let  the  issue  slic 
"If  Chen  Shui-bian  continues 
insist  on  the  idea  of  indepei 
dence,  war  will  be  inevitable 
warns  Li  Jiaquan  of  China's  Ta 
wan  Studies  Institute. 

Despite    Beijing's    hawkis 
rhetoric,  Chen's  victory  may  a 
tually  open  opportunities  if  h 
proves  a  tactful  diplomat.  E 
has  backed  away  from  his  pai 
ty's  most  provocative  position 
and  even  says  he  is  willing  t 
discuss  reunification.  Meanwhik 
the  humiliating  end  to  the  ca 
reer  of  Lee  Teng-hui,  reviled  by  Chi 
nese  hard-liners,  could  be  viewed  as 
victory   of  sorts   in   Beijing.   What' 
more,  China's  imminent  entry  into  th< 
WTO — to  be  followed  swiftly  by  Tai 
wan's — will  present  chances  for  botl 
sides  to  negotiate  trade  and  invest 
ment  agreements  as  if  they  were  sepa 
rate  nations.  Everyone  forgets  tha 
"the  Chinese  are  masters  of  the  art  o 
political  theater,"  says  the  Council  or 
Foreign  Relations'  Robert  A.  Manning 
"I  wouldn't  be  at  all  surprised  to  sec 
the  beginnings  of  positive  movement.' 
That's  the  rosy  scenario.  Whethei 
Chen  can  manage  a  rapprochement  with 
Beijing  remains  to  be  seen.  His  abilities 
as  a  statesman  could  well  determine 
whether  Chen  stumbles  or  emerges  as 
the  architect  of  a  new  Taiwan. 

By  Dexter  Roberts,  with  Stuart 
Young,  in  Taipei,  Mark  L.  Clifford  in 
Hong  Kong,  with  Stan  Crock  in 
Washington 
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Around  the  world,  the  future  of  Visual 
Technology "  looks  bright  with  ViewSonic 


Welcome  to  the  Visual  Revolution . 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Web  telephones 
delivering  the  ultimate  communications 
experience  both  in  voice  and  across 
the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is'working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution™ 

For  more  information  visit: 
www.ViewSonic.com 


The  Visual  Technology  Company' 


(800)  888-8583  •  Speculations  subjei  •  CopynghtC  2000,  ViewSonic  Corporation  •  Corporate  names  and  trademarks  stated  herein  are  Die  property  of  tneir  respective  companies. 

■  "ViewSonic  ranks  as  United  States' »>  be  i)  ind  the  leading  non  captive  monitor  brand  by  Stanford  Resources,  Inc  (Flat  Panel  Monitrak,  Q3  99  and  Momtrak  Q3  99i  •  Alt  rights  reserved 
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WHY  JOSPIN  IS  SQUANDERING 
FRANCES  CHANGE  FOR  REFORM 


It  should  be  one  of  the  best  times  ever  for  France  to  tack- 
le long-overdue  economic  reforms.  The  economy  is  growing 
at  a  3%  clip.  The  government  is  getting  $9  billion  more 
than  expected  from  tax  revenues.  And  most  of  France's 
neighbors  on  the  Continent  are  finally  hurrying  ahead  to 
slash  taxes,  restructure  their  pension  systems,  and  create  con- 
ditions for  faster  economic  growth.  Indeed,  European  Union 
leaders  are  meeting  for  a  summit  in  Lisbon  on  Mar.  23-24  to 
debate  how  they  can  create  a  continental  New  Economy. 

But  suddenly,  French  Socialist  Prime 
Minister  Lionel  Jospin  seems  incapable  of 
bold  action.  His  government  is  adrift  as 
his  approval  rating  has  sunk  from  more 
than  60%  to  below  50%  in  the  past  few 
weeks.  One  reason  is  his  blunder  on  a  re- 
cent trip  in  the  Middle  East,  when  he 
backpedaled  on  France's  longtime  policy  of 
supporting  the  Palestinians.  Another  is  fe- 
rocious opposition  from  the  country's  pow- 
erful public-sector  unions,  which  represent 
more  than  20%  of  the  workforce,  to  almost 
any  effort  to  streamline  the  welfare  state.  " 
On  top  of  that,  Jospin  is  gearing  up  to  battle  Gaullist  Presi- 
dent Jacques  Chirac  in  2002.  The  Prime  Minister  badly  needs 
to  appease  disgruntled  left-wing  constitutents. 
ABANDONED  PLEDGES.  That's  largely  why  Jospin  is  abandon- 
ing earlier  pledges  to  modernize  the  economy.  On  Mar.  20  he 
scrapped  a  plan  to  streamline  France's  inefficient  tax  collec- 
tion system  after  tax  collectors  staged  a  nationwide  strike. 
Just  a  few  weeks  earlier,  Jospin  handed  out  more  than  $1.5 
billion  to  striking  health  workers.  He  has  also  promised  more 
money  to  teachers,  who  have  been  striking  since  early  March. 
And  in  another  bow  to  fellow  leftists,  he  rejected  proposals  to 
let  workers  join  private  pension  plans — even  though  the  gov- 
ernment retirement  system  is  near  bankruptcy. 

If  Jospin's  government  continues  to  waver  on  reform,  the 
danger  is  that  France  will  fall  behind  the  rest  of  Europe  in 


JOSPIN:  Wary  of  offending  his  allies 


creating  a  competitive  economy.  True,  the  private  sector  is 
good  shape  after  massive  restructuring — and  is  generate 
jobs.  But  the  public  sector  is  another  matter.  While  most  E 
ropean  governments  have  curbed  spending,  France's  pub] 
sector  grew  last  year  to  a  record  54%  of  gross  domest 
product.  To  support  lavish  welfare  benefits,  French  employe 
pay  some  of  the  world's  stiffest  taxes.  And  while  neighborir 
countries  have  privatized  most  state-owned  companies,  tl 
French  government  clings  to  vast  holdings,  including  63% 
France  Telecom  and  44%  of  Renault. 

Now,  privatization  and  radical  welfai 
reforms  seem  further  than  ever  fro 
Jospin's  mind.  Many  analysts  say  the  di 
was  cast  five  months  ago,  when  former  F  I 
nance  Minister  Dominique  Strauss-Kah 
was  forced  to  resign  in  a  corruption  scai 
dal.  The  powerful  Strauss-Kahn  might  hav 
helped  defuse  opposition  on  the  left,  whil 
implementing  important  reforms.  His  re 
placement,  the  low-key  bureaucrat  Christ 
ian  Sautter,  championed  Strauss-Kahn 
"  agenda  but  lacked  his  clout.  Now  Sautter  i 
so  discouraged  he'll  probably  resign  after  the  eu's  Lisbo 
summit.  In  fact,  Jospin  is  hinting  at  a  major  Cabinet  shakeu} 
soon — an  almost  desperate  bid  to  shore  up  his  government': 
position.  No  one  expects  him  to  pick  aggressive  reformers 
For  now,  Chirac  is  reaping  political  gain  from  Jospin's  re 
treat.  Chirac's  popularity  rating — well  over  60% — is  on  the 
rise.  The  President  and  his  allies  are  stepping  up  their  at 
tacks.  "The  Jospin  method  is  not  flexibility,  it's  flaccidity,"  de 
clares  Alain  Madelin,  who  heads  the  pro-market  Libera 
Democracy  Party.  As  the  election  fight  picks  up,  there's  little 
doubt  that  Jospin  will  become  more  and  more  distracted 
from  France's  structural  economic  problems.  He's  missing  a 
key  window  of  opportunity.  Later,  when  economic  growth 
slows,  taking  tough  actions  will  prove  much  more  painful 

By  Carol  Matlack  in  Paris 
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A  GERMAN  CHOICE 

►  Germany's  scandal-battered  Christ- 
ian Democratic  Union  has  nominated 
its  new  leader:  Angela  Merkel,  a  45- 
year-old  from  eastern  Germany  who 
served  on  Helmut  Kohl's  cabinet  for  a 
decade.  Political  analysts  in  Berlin  ex- 
pect Merkel  to  base  her  economic  pro- 
gram on  the  radical  policies  champi- 
oned by  Friedrich  Merz,  the  new  head 
of  the  cdu  in  parliament.  Merz,  who  is 
a  fiscal  policy  expert,  favors  far-reach- 
ing reform  of  Germany's  complex  and 
costly  tax  and  welfare  systems.  He 
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also  wants  to  get  rid  of  the  red  tape 
that  hampers  small  businesses  and  sti- 
fles enterprise.  But  there  are  political 
limits  to  his  and  Merkel's  radicalism. 
In  particular,  they're  unlikely  to  push 
for  what  many  business  folk  say  they 
most  want:  deregulation  of  Germany's 
highly  inflexible  labor  market  and  the 
abolition  of  its  stringent  employment 
protection  rules. 

EUROPE'S  NEW  EXCHANGE 

►  The  surprise  merger  between  the 
Paris,  Amsterdam,  and  Brussels  stock 
exchanges  to  form  Euronext,  Europe's 


second  largest  stock  market  after  Lon- 
don, is  just  the  first  step  in  a  consoli- 
dation process  that  will  transform  se- 
curities trading  in  Europe. 
Stockbrokers  predict  that  the  Euro- 
pean Union's  dozen  or  so  other  ex- 
changes will  speedily  respond  with 
mergers  of  their  own  as  they  seek  the 
critical  mass  needed  to  attract  listings 
and  liquidity  in  an  intensely  competi- 
tive market.  The  next  marriage  will 
probably  be  between  the  London 
Stock  Exchange  and  Frankfurt's 
Deutsche  Borse,  Europe's  third-largest 
but  most  ambitious  exchange. 
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APC's  power  availability  solutions  are  the 
foundation  for  e-business  in  the  digital  e-conomy. 

Bandwidth,  download  times,  server  redundancy,  ERP,  load  sharing, 
encryption...  E-businesses  have  a  lot  to  worry  about  these  days. 
Reliable  power  should  not  be  one  of  them. 

Compounded  by  the  fact  that  customers  today  are  more  likely  than  ever 
to  bail  out  at  the  first  sign  of  trouble,  a  few  seconds  of  downtime  is  the 
equivalent  to  closing  shop  for  the  day  for  a  brick  and  mortar  store. 

APC  is  a  world  leader  in  power  availability.  APC's  services  and  tech- 
nologies can  be  tailored  to  meet  your  availability  needs,  ensuring  that 
your  e-business  is  "open  for  business". 

APC's  power  availability  solutions  are  the  foundation  for  leading  e 
businesses  in  today's  digital  economy.  Let  APC's  Legendary  Reliability ™ 
keep  you  ahead  in  the  new  e-conomy. 


Go  to  www.createacustomer.com 

and  see  how  our  customers  use 

APC  to  increase  the  power 

availability  of  their  applications. 


The  award-winning 
Symmetry  Power  Array", 
just  one  of  APC's  enterprise-wide 
power  availability  solutions. 


APC  was  chosen  by  PC  Magazine 
as  one  of  the  "Top  WO  Technology 
Companies  That  Are  Changing 
The  World"  (10/99). 


Legendary  Reliability^ 


SS 


Enter  to  WIN  A  FREE  Symmetra  Power  Array.  Register  now.  ah  entrants  win  receive  a  free  Power  Availability  k,l 

To  order:  Visit  http://promo.apcc. com  Key  Code  s398z    •   Call  888-289-APCC  x7991     •    Fax  401-788-2797 

O2000  American  Power  Conversion  All  Trademarks  are  the  property  ot  their  owners  APC4l9EF-USb  •  PowerFax  (8001  347FAXX  •  E-mail  apcmto«apcc  com  •  132  Fairgrounds  Road.  West  Kingston.  Rl  02892  USA 
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( lapitalizing  on  our  investment  in 

high-tech,  high-speed  networks 

Deutsche  Telekom  had  the  foresight  to 
make  substantial  investments  modernizing 
and  expanding  our  network 
infrastructures.  These  networks  —  built  by 
Deustche  Telekom  and  our  partners  in 
Germany,  Europe  and  around  the  world  - 
make  us  a  global  leader  in  this  field.  And 
with  infrastructures  already  in  place,  we 
are  able  to  offer  more  and  more 
innovative  multimedia  products  at 
competitive  prices.  Existing  networks,  of 
this  range  and  quality,  are  the  most 
important  advantage  we  have  in 
introducing  products  to  new  markets  - 
and  in  competing  on  a  global  scale. 

State-of-the-art  network  platforms 

Deutsche  Telekom  offers  the  most 
concentrated  optical  fiber  networks,  the 
most  digital  subscriber  lines,  and  by  far 
the  most  proven  ISDN  network  -  a 
standard  we  were  instrumental  in 
developing.  We  also  helped  pioneer  the 
first  nationwide  ATM  network,  as  well  as  a 
digital  wireless  network  using  the  GSM 
standard.  Other  highlights  include  our 
high-performance  network  in  Germany, 
with  its  7,500  miles  of  fiber-optic  cables 
providing  2.5  Gbps  transfer  rates  between 
major  economic  centers.  And  with 
ownership  interests  in  75  undersea  cable 
systems  around  the  world,  we  are  also  at 
the  forefront  of  progress  in  transoceanic 
global  networks. 


Toward  a  fully  computerized 
broadband  infrastructure 

Our  aggressive  program  of  network 
expansion  includes  the  linking  of  fixed 
and  wireless  networks,  as  well  as  the 
introduction  of  new  gigabit  transmission 
methods  in  optical  fibers.  We  are 
transforming  our  telephone  network  using 
DSL  technology  to  create  a  broadband 
orvramp  to  the  global  information 
superhighway.  Ultimately,  the  full 
integration  of  information  technology  into 
our  networks  will  allow  us  to  offer  the 
most  intelligent  and  innovative  service  in 
the  world  based  on  a  universal 
broadband  infrastructure.  With  this 
strategy,  Deutsche  Telekom  is  focused  on 
tomorrow's  key  growth  markets. 

To  find  out  more  about  the  engineering 
behind  some  of  the  world's  best 
networks,  contact  us. 

1-877-FOR-DTNA 
1-877-367-3862 

www.telekom.de/intemational 

Deutsche  Telekom 
North  America 
280  Park  Avenue 
26th  Floor 
New  York,  NY  10017 
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STRATEGIES 


AN  EMPIRE 

OF  HAPPY  FIEFDOMS 

Omnicom's  hands-off  way  with  its  ad  businesses  is  paying  off 

Curiously,  the  man  who  runs  the 
world's  largest  advertising  net- 
work is  shy  about  taking  the 
spotlight.  There  are  no  photos  of 
John  D.  Wren — or  any  other  execu- 
tives— in  the  annual  report  for  Omni- 
com Group  Inc.  After  almost  four  years 
at  the  helm,  Wren  has  yet  to  address 
such  prestigious  gatherings  as  the  an- 
nual meeting  of  the  American  Associa- 
tion of  Advertising  Agencies.  They  have 
asked,  and  he  has  turned  them  down. 
"We  don't  promote  Omnicom,"  he  says. 
"We  promote  our  brands."  Even  when 
Wren's  eyes  dart  to  a  TV  screen  in  his 
office,  it's  not  to  critique  an  ad,  such  as 
the  funky  "Whassup?"  spots  that  ddb 
Worldwide,  an  Omnicom  agency,  created 
for  Budweiser.  Rather,  Wren  has  been 
distracted  by  the  Omnicom  stock  price 
flashing  across  the  screen. 

It's  easy  to  see  why.  Investors  fell 
in  love  with  Omnicom  last  year,  bidding 
its  stock  price  up  72%.  Wall  Street  ap- 
plauded each  time  Wren  added  to  his 
loose  federation  of  agencies,  Internet 
firms,  and  niche-marketing  outfits,  reach- 
ing as  far  afield  as  Scirex  Corp.,  a 
pharmaceutical  researcher,  and  Cone 
Inc.,  which  promotes  such  causes  as  hu- 
man rights  and  cancer  prevention. 
Omnicom  was  among  the  first  to  see 
the  potential  of  dot-com  advertising  and 
to  understand  that  the  growth  of  tradi- 
tional advertising  was  being  overtaken 
by  nontraditional  marketers.  And  the 


OMNICOM'S 
ECLECTIC  MIX... 

1999  REVENUE  BY  SECTOR 

TOTAL  $5.1  BILLION 
11% 


company's  hands-off  approach  to  its  di- 
verse units  made  it  the  industry's  ac- 
quirer of  choice.  The  strategy  paid  off  in 
a  rich  mix  of  services — and  a  growth 
rate  that's  the  envy  of  Madison  Avenue. 

...GENERATES 
BIG  GROWTH... 


Wren,  47,  shows  no  signs  of  clos 
his  wallet.  In  March,  he  snapped 
Washington  Speakers  Bureau  Ii 
which  books  celebrities  on  the  lecti 
circuit,  as  well  as  acquiring  a  stake 
recruitsoft.com,  which  sells  online  hir 
systems.  Now  he  wants  to  make  a  b 
ger  push  into  marketing  and  niche  s 
vices,  make  more  Net  investments,  z 
expand  overseas.  Last  year,  nontra 
tional  marketing  accounted  for  mc 
than  half  of  Omnicom's  $5.1  billion 
revenue,  which  increased  20%  fr( 
1998.  Net  income  grew  an  average  2' 
for  the  past  three  years,  to  $36 
million  in  '99. 

CREATIVE  TYPES.  In  an  age  wher 
growing  number  of  clients  wa 
seamless  marketing  and  advert 
ing  services,  Wren  is  increasing 
concerned  with  finding  ways  to  g 
the  Omnicom  family  to  work  t 
gether.  In  February,  he  took  t 
first  steps  toward  streamlining  t] 
U.  S.  media-buying  operations 
the  three  ad-agency  networks.  B 
Wren  knows  he  has  to  move  ca 
tiously.  This  is  an  empire  of  cr 
ative  types  who  didn't  sign  on 
have  a  layer  of  oversight  impost 
on  them.  "The  people  who  woi 
here  are  entrepreneurs.  They  don 
like  bureaucracy,  and  they  like  t 
move  fast,"  says  Thomas  L.  Han- 
son, chairman  and  CEO  of  Omn 
corn's  Diversified  Agency  Service 
unit,  who  sold  Wren  his  health-car 
marketing  company  in  1992.  "It's 
strength  for  Omnicom  to  maintai 
its  distance,"  adds  Allen  RoserJ 
shine,  chairman  and  ceo  of  bbd| 
Worldwide,  one  of  Omnicom's  biJ 
ad  agencies,  along  with  DDB  am 
tbwa  Worldwide. 

Besides,  investors  would  also  ball 
at  any  move  that  was  perceived  as  rein 
ing  in  the  company's  nimble  culture.  The 
stock  trades  around  92  today,  off  fron 
its  all-time  high  of  107%  last  Decern 
ber — but  up  about  250%  from  thre< 

...AND  HEFTY  RETURNS 
FOR  SHAREHOLDERS 
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ANNOUNCING  A  DAILY  DOUBLE 
THAT'S  A  SURE  THING. 


REGISTER  FOR  THE  MARRIOTT/VISA  DAILY  DOUBLE  AND  START  EARNING 
DOUBLE  POINTS  TOWARD  FREE  VACATIONS  TWICE  AS  FAST. 


Staying  at  Marriott  and  Renaissance  hotels  is  always  rewarding.  And 
now  it's  twice  as  rewarding.  Because  from  April  1  to  June  30,  Marriott 
Rewards"  members  earn  double  points.  Just  call  1-800-442-9929 
or  click  on  marriottrewards.com  and  register  for  the  Marriott/Visa 
Daily  Double.  (By  the  way,  current  members  will  also  need  to  call.) 


Then,  after  paying  for  your  first  Marriott  or  Renaissance  stay  with 
your  Visa'  card,  every  subsequent  Visa-paid  stay  earns  double  points? 
All  of  which  adds  up  to  getting  free  rooms  at  more  than  400  exciting 
Marriott  and  Renaissance  hotels  around  the  world  and  all  the  other 
goodies  from  Marriott  Rewards  in  double  time.  (Talk  about  a  sure  thing.) 


VISA 
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©Harriott 

REWARDS. 

Easily  the  most  rewarding  way  to  travel: 
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years  ago.  "They've  done  by  far  the  best 
job  in  the  industry,"  says  John  Richard- 
son, a  portfolio  manager  at  Munder  Cap- 
ital Management  in  Birmingham,  Mich., 
which  owns  1.2  million  shares. 

Ironically,  Omnicom  was  formed  in 
1986  to  avoid  a  merger,  when  ddb  Need- 
ham  and  bbdo  Worldwide  combined  to 
ward  off  the  acquisitive  Saatchi  & 
Saatchi.  But  under  Rosenshine,  its  first 
ceo,  the  new  company  became  known 
as  an  active  but  selective  acquirer.  That 
strategy  was  continued  under  Bruce 
Crawford,  who  took  over  from  Rosen- 
shine  and  remains  chairman  today,  and 
Wren,  who  became  ceo  in  1997.  Today, 
Wren  estimates  that  he  has  turned  down 
12  Net  companies  for  every  deal  he  has 
done.  "It's  the  old  GE/Jack  Welch  desire," 
he  says.  "We  don't  want  to  have  the  fifth 
and  sixth  player  in  our  portfolio." 

The  success  of  Omnicom's  Web  port- 
folio is  probably  the  biggest  reason  why 
its  stock  took  off  last  year.  The  compa- 
ny's early,  $150  million  investments  in 
public  and  private  companies  such  as 


growth,  Suh  says.  That  speed  and  ha 
holding  has  enabled  Omnicom  to  o 
race  other  ad  outfits  to  the  Interr 
says  Karen  Ficker,  managing  direc 
at  ING  Barings:  "Wren  was  early 
moving  from  the  offline  to  the  onl 
world,  and  he  went  there  in  a  big  wa 

With  an  ever-widening  mix  of  s 
cialty  companies,  Wren  hopes  to 
creasingly  sell  Omnicom  as  an  integr 
ed  supplier  of  one-stop  advertising  a 
marketing  services.  Last  year,  M 
cedes-Benz,  which  had  used  Omnicor 
Rapp  Collins  Worldwide  for  its  dire 
marketing  business,  offered  to  give  O 
nicom  its  ad  business  as  well  if  the  co 
pany  could  handle  all  of  its  marketi 
needs.  A  team  of  executives  from  Ra 
Collins,  promotion  giant  Alcone  M 
keting  Group,  and  other  Omnicom  un 
came  together  to  win  the  business 

Omnicom  took  another  step  towa 
integration  when  it  created  a  separa 
U.  S.  unit,  called  omd  USA  to  pool  tl 
media  services  of  its  three  ad-agen 
networks.  With  one  organization  to  bi 
media  time  for  all  of  its  clients,  Omr 
com  has  more  leverage  with  vendors. 

But  Wren  is  unlikely  to  push  int< 
gration  much  further.  Besides  mandatir 

second  that  there  ha 
hat  hired  Omnicom, 
ndividual  companies  J ' 


EO  WREN:  AIMING  FOR  MORE  SYNERGY 


Agency.com,  Razorfish,  Organic,  Lati- 
tude 90,  and  Red  Sky  Interactive,  which 
sell  or  design  Net  ads,  are  now  worth 
more  than  $2.5  billion.  Omnicom  has  an 
investment  company,  Communicade,  de- 
voted solely  to  spotting  sexy  Net  plays. 
"I  WANT  A  STAKE."  A  former  manage- 
ment consultant  who  once  ran  a  chain 
of  roller-hockey  rinks  on  the  side,  Wren 
often  jumps  in  as  chief  recruiter.  Ten 
months  after  he  started  Agency.com  in 
early  1995,  co-founder  Chan  Suh  got  a 
phone  call  from  a  big  communications 
holding  company  he  had  only  barely 
heard  of.  Soon  after,  Wren  and  two  se- 
nior Omnicom  execs  paid  a  personal  vis- 
it. At  Agency.com's  cramped  office  above 
a  loading  dock,  Wren  cut  to  the  chase. 
Suh  recalls:  "We  spoke  about  philosophi- 
cal things,  then  John  said,  Twant  a 
stake  in  your  business.' " 

What  followed  was  cash — a  $12  mil- 
lion investment  that  proved  to  be  worth 
almost  half  a  billion  when  the  company 
went  public  recently — but  also  market 
intelligence  and  advice  about  handling 


quarterly  meetings  and  networking  sen 
inars  that  bring  top  execs  together,  h 
rarely  takes  steps  to  force  team  plaj 
That's  how  the  heads  of  the  far-fiunj 
units  like  it.  But  the  downside  is  tha 
Omnicom  doesn't  offer  clients  anything 
like  the  exhaustive  study  of  8,00( 
brands  that  Britain's  WPP  Group  make; 
available  to  member  companies.  Tha 
hands-off  approach  has  some  competitors 
scratching  their  heads.  "They're  like  i 
conglomerate  of  all  these  isolated  parts,' 
says  an  exec  at  a  rival.  "You  have  tc 
wonder  why  Omnicom  itself  exists  i: 
it's  not  adding  value  to  its  parts." 

Omnicom  insists  that  integration  is  hap- 
pening almost  by  osmosis.  The  company 
points  out  that  last  year,  85  of  its  top  100 
ad  clients  used  three  or  more  Omnicom 
companies,  up  from  12  in  '93.  "I  don't  be- 
lieve for  a  second  that  there's  ever  been  a 
client  that  hired  Omnicom,"  says  Wren, 
"They've  hired  our  individual  companies." 
Omnicom  wants  to  keep  hauling  in  the 
money  without  any  of  the  hype. 

By  Diane  Brady  in  New  York 
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Idea  to  restructure  marketing  department  occurs  while  shampooing  !► 


Rinse 

Log  on  to  Office.com 

Read  latest  articles  on  team 
reorganization 

Experiment  with  Building  an 
Effective  Team  tool 

Download  creative  compensation 
strategies  report 

Network  to  find  motivational  speaker 
for  department  meeting 

Take  wet  towel  off  bed 

Jay's  businesspeople  are  always  thinking.  Always  looking  for  better  answers  and  solutions, 
w  they  can  find  them  at  Office.com— the  top-rated  online  business  center  with  expert, 
•depth  information  on  nearly  150  industries  and  professions,  unparalleled  tools  and  access 
the  people  and  services  businesspeople  need  the  most.  The  new  way  to  WOrL 

W  Ofpce.com  Inc.  Ml  rights  reserved,  fated  #1  online  busmen  center  overall  and  on  value  to  end  users  by  Cohners  In-Stat  Croup.  Otcember  1999. 


office  com 

a  service  from  winstar 


With  mimio,  any  whiteboard  becomes  an  electro  itel 

Every  idea  should  be  this  good. 


Ever  wish  you  could  quickly  share  the 
results  of  your  latest  brainstorming 


session  with  co-workers  or  clients? 


Now  you  can  with  mimio;  Simply 
attach  it  to  any  whiteboard  up  to  4  x  8 


feet  and  connect  it  to 


a  PC.  Then  insert  a 


standard  Expo  marker 
into  a  mimio  jacket  and  start 
writing.  The  mimio  software  captures 
whatever  you  write  or  draw  in  color 
and  in  real  time.  Print,  fax,  e-mail, 
drag  and  drop  into  any  Windows 
application,  or  share  notes  across  the 


Internet.  At  less  than  2.5  lbs.,  mimio 


is  portable  and  durable.  Perfect  for 
travel.  And  it's  priced  at  just  $499 
including  everything  you  need  to  turn 
any  whiteboard  into  an  electronic 


one.  To  find  out  more  about  the 


extraordinary  mimio— the  first  in  a 


series  of  creative  collaboration  tools 


from  Virtual  Ink— call  1.877.my.mimio, 


or  you  can  visit  us  at  www.mimio.com. 
Meetings  will  never  be  the  same. 


www.mimio.com 


Ah,the 

Internet 

Pioneering  new  marketing  methods. 
Tapping  into  new  markets. 

Getting  sued  by  millions  of  customers  for  violating  their  privacy. 


Consumers  are  becoming  more  savvy  about  protecting  their  personal  information  online.  It's  in 
the  best  interest  of  your  business  to  show  them  that  you  share  their  concern.  PrivaSeek's 
technology  gives  consumers  control  over  their  online  profiles.  And  empowers  them  to  decide  how 
this  information  is  shared.  Empowering  your  business  with  this  technology  allows  you  to  speak 
to  your  customers  in  an  efficient,  permissioned,  one-on-one  approach.  With  several  packages 
available,  incorporating  PrivaSeek's  technology  into  your  website  is 
virtually  effortless.  You'll  know  your  customers  better.  And  your 
customers  will  have  greater  confidence  in  you.  www.privaseek.com 


PrivaSeek 
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TRATEGIES 


,AN  BORDERS 
rURN  THE  PAGE? 

►espite  record  profits,  investors  discount  the  chain's  Net  worth 


magine  the  frustration  at  Borders 
Group  Inc.  Since  the  Ann  Arbor 
(Mich.)-based  book  L-hain's  stock  began 
I  tumble  in  1998,  management  has 
orked  hard  to  shore  up  operations.  It 
Ided  46  Borders  superstores,  for  a  to- 
il of  295.  It  also  fine-tuned  its  invento- 
i  control  systems  and  launched  a  Web 
te.  The  result:  a  record  performance  in 
)99.  Borders  store  sales  grew  20%  and 
?t  profits  jumped  40%. 

But  despite  the  improvements,  in- 

jestors  are  still   punishing  Borders 

.ock.  The  problem:  Compared  with 

;her  booksellers  on  the  Web,  Borders 

in  the  slow  lane.  Last  year  its  share 

the  $1.6  billion  market  for  online 

aok  sales  was  a  miniscule   1%  while 

Brnesanoble.com  captured   15%  and 

mazon.com  80%,  according  to  Gomez 

avisors  [nc.,  a  Lincoln  (Mass.)-based 

iternet  research  firm. 

It's  not  that  Borders  misses  the  point 
Dout  the  Internet  Age.  "We  believe 


in  the  Internet  wholeheartedly,"  says 
Vice-Chairman  Bruce  A.  Quinnell.  "Our 
view  on  how  to  use  the  Internet,  how- 
ever, is  different"  from  industry  leaders. 
Rather  than  build  a 
separate  dot-com  busi- 
ness that  saps  profits. 
Borders  is  taking  a 
more  modest  approach. 
That's  because  Borders 
believes  the  real 
growth  in  bookselling 
is  still  through  stores. 
The  $1.6  billion  in  on- 
line book  sales  is  a 
tiny  sliver  of  the  $90 
billion  book  market 
worldwide.  Online 
book  sales  are  expect- 
ed to  grow  to  about 
'$4.9  billion  by  2003. 

Convinced  that  the 
opportunities  are  bet- 
ter in  the  bricks-and- 


BORDERS  STOCK 
IS  NO  BEST-SELLER 


▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


CLICKS  'N  BOOKS:  CEO  Josefoivkz' 
core  strategy:  Store  loyalty,  Web  sales 

mortar  world,  Borders  has  pumped 
more  money  into  its  flagship  chain.  It 
has  positioned  its  Web  site  as  a  way  to 
enhance  the  retail  experience  and  build 
brand  loyalty  by  offering  access  to  bor- 
ders.com  within  its  superstores.  Bor- 
ders' research  shows  80%  of  its  cus- 
tomers are  already  buying  online,  so 
management  figures  it's  wasteful  to 
spend  lots  of  money  promoting  a  sepa- 
rate Web  business. 

STOCK  OPTION  BLUES.  But  that  ap- 
proach is  not  winning  many  fans  for 
Borders  on  Wall 
Street.  In  less  than 
two  years,  its  stock  is 
off  nearly  60%.  Over 
the  same  period,  Ama- 
zon stock  rose  from  $7 
to  a  high  of  $106  last 
December,  and  is  now 
trading  in  the  mid-$60 
range.  Analysts  say 
that  the  prevailing 
view  among  investors 
is  that  Borders  is 
missing  out  on  the  In- 
ternet bonanza. 

Borders'  investors 
aren't  the  only  ones 
taking  it  on  the  chin. 
In  1997  and  1998,  the 
company's  top  five  ex- 
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INTRODUCING  AN  LCD  PROJECTOR 
SO  DEPENDABLE,  YOU'LL  WANT  TO 
TAKE  IT  EVERYWHERE. 

t 

In 

n|D  SO  PORTABLE,  YOU  C 

hown  actual  size) 
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Though  it  weighs  under  6  pounds,  the  PowerLite-  710c 
performs  like  a  true  heavyweight,  giving  you  everything 
you  need  to  captivate  an  audience.  Perfect  color. 
Razor-sharp  detail.  And  plenty  of  brightness  -  even  for 
rooms  that  are  lit.  Plus,  when  it  comes  to  clarity,  no  DLP'"  can 


beat  our  three  LCDs.  There's  even  Private  Line"  phone 
support  for  immediate  assistance.  With  all  that,  there's  a 
lot  more  to  the  PowerLite  710c  than  meets  the  eye.  For 
while  its  size  may  make  it  the  smallest  projector  you've 
ever  seen,  its  performance  will  surely  make  it  the  greatest. 


I  'Mi  •mark  of  Seiko  Epson  Corp.  R  iwerUte/Si/eWise  and  Private  Line  are  trademarks  ret; 


marks  or  servn  h  ma     ■  I  Epson  Ami 


DLPisa-t'ademarkofTexas  irKiru1  ien's 


YOU'VE  GOT  TO  SEE  IT  IN 


WMMMMM 


Epson;  the  world's  number  one  projector  company,  brings 
you  the  PowerLite  710c  featuring:  5.8  pound  weight  •  10.5"  x 
8.4"  x  3.5"  dimensions  •  Keystone  correction  •  1000  ANSI 
lumens  with  XGA  resolution  •  SizeWise7"  technology  gives  you 
compatibility  with  computer  resolutions  up  to  1600  x  1200. 
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ecutives  took  100%  of  their  salary  and 
bonus  in  stock  options  instead  of  cash. 
"Management  has  felt  that  pain,"  says 
Quinnell,  who  has  opted  to  take  cash 
this  year. 

A  frustrated  Borders  board  recently 
hired  Merrill  Lynch  &  Co.  to  help  ex- 
plore various  ways  to  boost  the  share 
price.  Among  the  alternatives:  a  merg- 
er, leveraged  buyout,  or  a  stock  buy- 
back.  The  company  could  also  borrow  a 
page  from  Barnes  &  Noble  Inc.,  its 
chief  bricks-and-mortar  rival,  by  spin- 
ning off  its  fledgling  Web  operations. 
But  that  didn't  help  Barnes  &  Noble, 
whose  shares  have  slid  more  than  55% 
since  1998.  Shares  of  its  offspring,  bar- 
nesandnoble.com,  have  fallen  by  more 
than  60%  since  its  May,  1999  initial 
public  offering. 

BUILDING  LOYALTY.  As  Borders'  board 
weighs  its  options,  executives  plan  to 
add  more  superstores,  noting  that  they 
see  at  least  five  more  years  of  growth 
in  the  U.S.  before  the  market  is  satu- 
rated. The  chain  also  plans  to  expand 
overseas,  where  it  now  owns  nine  su- 
perstores. With  $94  million  in  net  in- 
come and  $3  billion  in  sales,  Borders 
Chief  Executive  Gregory  P.  Josefow- 
icz,  47,  contends  that  Internet  book- 
sellers haven't  squelched  Borders' 
growth.  "We've  met  that  competitive 
force,"  says  Josefowicz,  who  joined  Bor- 
ders in  November  from  Jewel-Osco,  a 
food-and-drug  chain. 

Josefowicz  says  Borders'  e-strategy 
is  to  build  customer  loyalty  by  placing 
upgraded  versions  of  its  Web-enabled 
kiosks,  called  Title  Sleuth,  in  each  of  its 
stores.  The  kiosks  help  customers  lo- 
cate books  in  the  store,  place  special 
orders,  and  learn  about  store  events. 

That's  a  good  strategy,  e-commerce 
analysts  say,  but  some  worry  that  the 
company  is  missing  a  golden  opportuni- 
ty to  win  new  customers  by  not  spend- 
ing more  to  market  its  Web  site. 
"There's  a  whole  rush  of  newbies  com- 
ing online  who  haven't  made  a  brand 
choice  yet,"  says  Meredith  Medland,  an 
analyst  with  Jupiter  Communications 
Inc.,  a  New  York  City-based  Internet 
research  firm.  With  its  vast  network  of 
superstores,  she  says,  "Borders  is  in  a 
great  position"  to  take  part  in  that  In- 
ternet "land  grab." 

Still,  some  investors  like  the  compa- 
ny's go-slow  approach  to  the  Internet. 
"At  some  point,  reality  will  come  back 
to  the  whole  bookselling  business,"  says 
David  N.  Dreman,  whose  firm,  Dreman 
Value  Management,  is  Borders'  largest 
shareholder  with  10.3  million  shares. 
Until  then,  however,  the  question  re- 
mains: will  the  Borders'  story  have  a 
happy  ending  for  shareholders? 

By  Joann  Muller  in 
Ann  Arbor,  Mich. 
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INTELLECTUAL  PROPERTY 


FOR  SALE:  GREAT 
IDEAS,  BARELY  USED 

Yet2.com  gives  companies  a  place  to  market  their  patents 


A  high-tech  fiber  that  can  stretch  up 
to  six  times  its  original  length, 
Lycra  is  the  magical  material  that 
has  given  the  world  the  miracle 
of  Spandex.  Invented  by  DuPont  scien- 
tists in  1958,  Lycra  is  adored  by  millions 
of  joggers,  swimmers,  and  heavy-metal 
guitarists  and  has  produced  billions  in 
revenues  for  the  company.  Yet  in  spite 
of  this  success,  Ben  du  Pont,  former 
global-development  manager  for  Lycra, 
always  believed  the  company's  patented 
technology  had  dozens  of  uses  well  be- 
yond cycling  shorts  and  sports  bras. 

Problem  was,  he  wasn't  quite  sure 
what  they  might  be.  So  in  1998,  du  Pont 
asked  a  group  of  engineers  to  dream 
up  new  uses  for  Lycra  and  took  it  upon 
himself  to  personally  cold-call  potential 
buyers.  He  quickly  learned  how  daunt- 
ing the  task  was:  The  only  taker  was  a 
tannery  that  wanted  to  make  stretchier 


shoe  leather.  "There  may  be  hundreds  oi 
applications  that  a  small  group  of  people 
could  never  think  of,"  says  du  Pont,  a 
great-grandson  of  founder  E.  I.  du  Pont 
de  Nemours. 

Then  a  lightbulb  clicked.  Last  sum 
mer,  du  Pont  quit  the  company  and 
started  yet2.com  Inc.,  a  Cambridge 
(Mass.)  Web  site  that  du  Pont  hopes 
will  be  the  world's  first  open  market- 
place for  buying,  selling,  and  licensing  in- 
tellectual property.  Yet2.com  launched 
on  Feb.  7  and  has  a  heavy  roster  of  cor- 
porate backers  that  have  agreed  to  list 
patents  on  the  site,  including  DuPont, 
3M,  Boeing,  Dow,  Ford,  Polaroid, 
Siemens,  Toyota,  Toshiba,  and  more  than 
two  dozen  others.  "There  are  a  lot  of 
great  technologies  sitting  on  the  shelves 
at  these  companies,"  says  du  Pont. 
"Most  companies,  if  they're  being  honest, 
get  only  a  small  amount  of  value  out  of 
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NOW  EARN  PREMIER  STATUS  FROM  SINGAPORE  AIRLINES. 

Beginning  April  I,  when  Singapore  Airlines  becomes  a  member  of  the 
^aMtat     Star  Alliance  ,  United  Mileage  Plus  members  can  apply  qualifying 
miles'  earned  on  Singapore  Airlines'  flights  towards  Premier 
Status,  Premier  Executive   Status  and  Premier  Executive  IK   Status. 


SinGAPORE 
AIRLinES 


ung,  ipon  air.  t  om  arm,  rit  <  /.' 


Mile*  i   Plus  miles  will  accrue  ai  150     'I  irsi  (  lass),  I  259  (Raffles  Business  <  lass)  I  100     (Economj  <  lass)  of  actual  miles  flown  <>n  qualifying  fares   *  Actual  paid  flight  miles 

'ii  bonus  miles  >■  ■  • a]  paid  flighi  miles  will  not  qualif)  towards  IN  i  Other  conditions  apply 

en  subject  to  change  with lotice    Call  United  for  details    Star  Allian  I  trademark 
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the  technologies  they  create." 
For  yet2.com's  sponsors,  the 
motivation  for  the  project  is 
simple:  making  more  money  on 
their  patent  portfolios.  That 
may  not  seem  like  such  a  sur- 
prise, but  it  actually  represents 
a  revolution  in  the  way  some 
big  companies  think  about  their 
intellectual  property.  Until  re- 
cently, most  of  them  viewed 
patents  primarily  as  defensive 
tools — government-granted  mo- 
nopolies that  help  them  defend 
their  technologies  in  case  com- 
petitors infringe  on  their  turf. 
The  game  has  changed.  As 
intellectual  property  becomes 
more  valuable,  Corporate 
America  is  increasingly  treat- 
ing patents  as  offensive 
weapons.  From  Dow  to  Xerox 
to  Pitney  Bowes,  companies  are  " 
hiring  "intellectual-asset  managers," 
drafting  patent  strategies,  and  using 
new  management  techniques  such  as 
patent  "mapping"  to  build  robust  intel- 
lectual-property portfolios  (table).  Merrill 
Lynch  &  Co.,  for  instance,  hired  its  first 
in-house  patent  attorney  in  1998  and 
has  since  filed  for  10  new  patents  cov- 
ering everything  from  securities  deriv- 
atives to  a  check-fraud  detec- 
tion system. 

Yet2.com  is  hoping  to  play 
a  critical  role  in  this  intellec- 
tual-property gold  rush  by 
giving  companies  an  outlet  for 
underused,     or     "sleeping," 


BURIED  TREASURE:  A  patent  map  by  Aurigin  Systems 
shows  the  clusters  of  patents  in  a  given  field 


planning  to  list  as  many  as  900  of  its 
1,500  patents  on  the  site.  One  example: 
a  new  technology  for  expanding  the  ca- 
pacity of  fiber-optic  networks  that  is  of 
little  use  to  Polaroid  but  quite  valuable 
to  telecommunications  companies.  In- 
deed, the  site  will  work  something  like  a 
dating  service.  People  can  search  at  no 
cost  through  the  site's  database,  which 

MILKING  THAT  PORTFOLIO 


The  establishment  ofyet2.com  is  part  of  a  broader  trend 

as  Corporate  America  takes  a  more  businesslike 

approach  to  the  management  of  intellectual  property. 

Here's  what  some  companies  are  doing: 


includes  short  descriptions] 
hundreds  of  patents.  If  tl 
find  something  intriguing, 
ing  a  $25  fee  will  get  ther 
fuller  description  of  the  i 
tion — though  the  owner's  nail 
isn't    disclosed.    Should    ci] 
tomers  want  to  go  further,  tl 
can  pay  $1,000  for  an  in  trod*] 
tion  to  the  patent  holder.  If  a| 
censing  agreement  is  struc 
yet2.com  gets  a  10%  cut  of 
deal— capped  at  $50,000. 

For      technology      buyeil 
yet2.com  aims  to  simplify  tl 
inefficient  process  of  acquirin 
new  intellectual  property, 
able  to  find,  say,  a  missing  md 
ecule,  many  companies  reinvej 
already  existing  technologie 
That  raises  costs  and  sometimd 
prevents  them  from  releasir 
new  products.  By  improvir 
this  process,  yet2.com's  sponsors  s 
hoping  the  site  will  spur  innovation. 
"KID  IN  A  CANDY  STORE."  One  earl| 
customer   is    Keith    Miller.    He's   tl 
founder  of  Touchbridge,  a  New  Yorll 
based  company  that  is  developing  a  nej 
working  system  to  tie  together  compul] 
ers  and  appliances  in  the  home.  Mille 
located  some  potentially  helpful  mill 
tary-aircraft  technologj 

through  yet2.com.  He's  no\ 
testing  the  patent  to  see  if 
works  in  his  system.  "I  w 
like  a  kid  in  a  candy  store  oil 
that  site,"  Miller  says.  "When 
you  see  the  abstracts  related 


patents.  At  most  corporations,  .../....„..::./:..."..!.     !^.'  to  these  technologies,  you'r 


only  about  3%  of  their  patents 
are  ever  used.  The  remainder 
sit  quietly,  generating  little  or 
no  income.  And  even  grand 
slams,  such  as  Lycra,  are  fre- 
quently underexploited. 


AUTOMATING  THE  PATENT-APPLICATION  PROCESS 

Human  Genome  Sciences,  which  patents  genes  it  hopes 
to  license  to  drugmakers,  cranks  out  an  extraordinary 
200  applications  a  month.  So  it  has  developed  software 
that  captures  information  about  the  genes  and  fills  out 


like,  'whoa! — what  if  you  carj 
do  this  and  this  and  this?" 

Will  there  be  enough  Keith 
Millers  for  yet2.com  to  sucJ 
ceed?    That's    still    unclear! 
Companies  have  traditionally 


i.  Consider  Rock-     the  applications-cutting  months  off  the  process. been  reluctant  to  trust  tech 


WIDER  REACH 

well  International  Corp.  It  has 
a  portfolio  of  more  than  5,000 
patents,  some  of  which  have 
potential  applications  in  every- 
thing from  mobile  phones  to 
TV  cameras  to  appliances.  But 
as  an  aerospace-and-defense 
contractor,  the  company  lacks 
the  time  and  expertise  to  de- 
velop applications  so  far  from 
its  main  line  of  business.  "We 
don't  have  the  resources  to 
manufacture  a  cell  phone," 
says  intellectual-property 
counsel  James  P.  O'Shaugh- 
nessy.  Now,  Rockwell  plans  to 
market  some  of  these  under- 
used patents  on  yet2.com. 
Similarly,  Polaroid  Corp.  is 


HIRING  INTELLECTUAL-PROPERTY  MANAGERS 

High-level  patent  specialists  have  recently  been  added 
by  Merrill  Lynch,  Xerox,  Pitney  Bowes,  and  others.  Their 
goal:  to  help  these  companies  build  intellectual-property 
war  chests  and  boost  long-term  licensing  revenues. 

PATENT-MAPPING  The  U.S.  Patent  &  Trade  Office 
issues  170,000  patents  a  year.  To  sort  the  clutter,  3-D 
patent  maps  show  where  patents  are  clustered  in 
various  industries  and  who  the  inventors  are — a  valuable 
tool  for  companies  seeking  acquisition  targets. 

PATENT  AUDITS  The  vast  majority  of  corporate 
patents  are  never  used.  To  weed  out  the  deadwood, 
Dow  Chemical  recently  conducted  a  patent  audit,  saving 
$40  million  in  fees  it  would  have  spent  to  maintain 
the  patents  over  their  20-year  life  spans. 

DATA:  BUSINESS  WEEK 


nology  they  haven't  created, 
Moreover,  a  crowd  of  yet2.coi 
competitors  is  springing  up, 
including  Patent  &  Licensel 
Exchange  and  TechExchange 
Online.  But  none  of  them  has| 
yet2.com's  marquee  sponsors. 
Du  Pont  is  convinced  that 
he's  on  to  something.  "Up  un- 
til now,  trading  technology 
was  about  an  inefficient  a 
market  as  you  could  find,"  he 
says.  It's  hard  to  argue  with 
that.  If  yet2.com  can  help 
grease  the  skids  for  innova- 
tion, Corporate  America  is 
bound  to  take  notice. 

By  Pamela  L.  Moore  in 
Greenwich,  Conn. 
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1997:  DINERS  CL9B  VDTED  #1 
1998:  DINERS  CLUB  V9TED  #1 
1999:  DINERS  CLUB  VOTED  #1 

THE  REWARDS  ARE  ENDLESS. 


That's  right.  For  the  third  year  in  a  row,  the  readers  of  InsideFlyer 
magazine  voted  Diners  Club  as  having  "the  best"  rewards  program 
anywhere.  And  why  wouldn't  they?  After  all,  only  Diners  Club  lets 
you  earn  miles  good  on  every  major  U.S.  airline  with  no  mileage 
cap.  Plus,  you  can  earn  free  hotel  stays,  vacation  packages  or 
name-brand  merchandise.  And,  of  course,  the  Diners  Club  Card 
is  welcomed  by  airlines,  hotels,  car  rental  companies  and  millions 
of  other  places  you  go.  Call  1-800-2-DINERS:  today  and  discover 
what  makes  Diners  Club  so  special. 


1^  Diners  Club 
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CITIBANK 


3381  13 
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BREAKING  THE  PLASTIC  MOLD. 


corp  Diners  Club  Inc      www  dmersclubus  com 


For  the  first  time  ever,  common  sense  has  been  sighted  in  the  world  of  e-Business. 
Introducing  ActivEra"  Solutions  from  J.D.  Edwards.  This  complete,  end-to-end  solution 
set  operates  seamlessly  over  J.D.  Edwards'  wide-open  platform,  giving  you  the  power 
to  forge  a  new  bottom  line  in  the  New  Economy. 

Join  our  fully  navigable  webcast  underway  right  now  at  www.acti vera. com. 
We'll  show  you  how  to  put  new  business  models  into  action.  It'll  help  you  bring 
things  back  into  focus. 


Been  obsessed  with  the  xe'  in  your  e-Business? 

Starting  now,  ActivEra™  Solutions  put  the  focus  back  orTB'. 


JDEdwards   m 


Enterprise    Software 


Plan  to  join  the 
New  Economy  now. 

FOCUS  2000 

June  19-22,  Denver,  CO 

Keynote  Speaker:  Bill  Gates 

For  more  information, 

www.questnet.org 


rofits.  But  helped  by  the  Web, 
usinesses  can  now  pinpoint  your 
forth,  and  drop  you  if  you  don't 
nake  the  grade.  It's  called  redlinin 
i  the  real  world.  On  the  Net  it's... 
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SPECIAL  REPORT 

Beware:  Net 
Rip-offs  Are 
On  The  Rise 


STRATE' 
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The  E- 

illsbury 
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Business^ 


nd  role-based  analytic  solutions,  using  technologies  the  big-name  latecomers  are  still  trying  to  spin.  Our  customers 
be  delivering  the  next  leading  technology.  For  details  visit  www.lawson.com/spiderweb  or  call  800-477-1357  ext.  5l 
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LAWSON 


Ivson  Software's  three-year  lead  in  Web  enterprise  software  has  produced  innovations  like  Self-Evident  Applications" 
ting  results  today  that  our  competitors  can  only  promise  tomorrow.  And  by  the  time  everyone  catches  up,  Lawson  will 
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WHICH    WOULD    YOU    RATHER    HAVE? 
A    SOFTWARE    COMPANY    THAT    PROMISES    YOU    THE    WORL 

OR    ONE    THAT    DELIVERS    IT? 


■ 


■  rfc. 


©1999  Lawson  Software 


BusinessWeek 


coveiL^tory 

Weblining 


special  report: 

inter-net  fraud 


^  ^  Fraud  on  the  Net 

Get-rich  schemes,  auction  rip-offs,  bogus  e-commerce 
sites:  Con  afrtists  can  ply  their  trades  online  with  great 
speed  and  at  no  cost.  And  e-businesses,  too,  are  marks 

\\^  Online  ScambusteTS 

No  other  cybersleuths  have  been  as  successful  as  the 
FTC's  nimble  team  of  lawyers  under  Paul  Luehr 

^  Card  Sharps 

As  e-commerce  booms,  so  does  credit-card  fraud.  The 
lure  is  specially  great  for  scammers  in  Eastern  Europe 
and  Asia,  where  legal  systems  are  less  equipped  to  cope 


Yup,  it's  like  that  nasty  old  practice  of  redlining,  updated 
for  the  Information  Age.  A  growing  number  of  companies 
are  using  databases  teeming  with  personal  information  to 
"micro-segment"  their  customers.  The  more  finely  they  do 
so,  the  more  they  can  figure  what  you're  worth  to  them — 
and  offer  you  less  or  snub  you  if  your  value  to  the  bottom 
line  is  skimpy.  Sure,  stereotyping  can  mean  marketing 
efficiencies.  But  it  also  raises  some  troubling  questions 


features 


£^   personalities 
A  Painful  YeaT 

Polymorph  George  Bell  will 
need  all  his  experience  to 
shake  up  Excite@Home 

E-Books'  Brass  Band 

Roll  over,  Gutenberg. 

Microsoft's  e-book  evangelist  Dick  Brass  is  out  to  upend  publishing 

\  J   upstarts 
Speed  Master 

Akamai  leads  the  pack  in  a  new  market  aimed  at  dramatically 
improving  Internet  performance.  But  it's  facing  fierce  rivals 


BusinessWeek 
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strategies 

A  Digital  Doughboy 

By  kneading  quantities  of  data,  new  software  is  chang- 
ing everything  about  how  Pillsbury  caters  to  consumers 

Reinventing  Herman  Miller 

The  office  furniture  maker's  sqa  division  has  pioneered 
Web  use,  galvanizing  the  entire  company  in  the  process 

Big  Blue  Gets  Wired 

ibm  is  frantically  turning  itself  into  a  business  that  takes 
as  much  advantage  of  the  Internet  as  any  dot-com 

net  worth 

Is  the  Big  Bucks  Party  Over? 

With  so  much  venture  capital  chasing  Net  startups,  the 

days  of  hefty  cash  infusions  may  be  numbered 

In  the  Zhone 

Investors  are  betting  big  on  its  projected 
system  of  networking  gear  handling  voice, 
Net,  and  TV  signals 

Is  the  Street  Low-Balling  IPOs? 

That's  underwriting,  all  right:  Under- 
pricing  left  $27  billion  on 
the  table  between  1990 
and  1998 

net  culture  fl 

Net  Work 

Silicon  Valley's  Icarian  Inc. 
provides  online  software  that 
helps  companies  hire  and 
manage  their  workforce 
A  photo  essay  on  how 
it  manages  its  own 


commentary 


perspective 

It's  the  Service,  Stupid 

E-tailers  who  don't  stake  out  catering  to  the  customer 
are  being  short-sighted.  It's  the  stuff  loyalty  is  made  of 

^  ^    data  mine 

Helping  the  Disabled  Navigate  the  Net 

The  Web  needs  to  be — and  can  be — made  more  welcom- 
ing for  a  population  that  spends  $175  billion  a  year    ' 

ffi)   digital  dispatch 
The  Panic  OveT  Hiring 

A  BMW  as  a  signing  bonus?  There's  not  much  Silicon 
Valley  recruiters  won't  offer  in  their  "war  for  talent" 

(ffi   cutting  edge 

E-Marketing  Faces  a  Bloodbath 

So  many  sites  linking  buyers  and  sellers,  so  little  need 
per  industry.  Investors  are  heading  for  a  cliff 


in  every  issue 


ffi)   clicks  &  misses 

Analyze  This:  AOL  Rules! 

It's  got  a  long  list  of  brands  as  good  as  the  Web  can  of- 
fer. And  that's  why  it  has  21  million  customers 

^p  homepage 

New  Economy  titans  for  President,  privacy  warnings  in 
dot-com  filings,  "paper  shredders"  that  are  actually  spying 
gadgets,  U.S.  corporations  that  aren't  mastering  their 
domains,  singing  for  options,  the  allure  of  debt  financing 
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Introducing  i2i.  Now  there's  a  revolutionary  new  concept  in 
online  trading  for  global  businesses.  It's  called  i2i,  an  Internet- 
spanning  network  of  world-class  companies  that  connects  buyers 
and  sellers  into  an  industrial-strength  e-marketplace.  There's  never 
been  anything  quite  like  it.  i2i  gives  you  a  choice  of  three  forms 
of  transactions — classifieds,  auctions,  and  exchanges — on  a 
completely  secure  and  confidential  trading  platform  that  you  can 
customize  to  fit  your  particular  needs.  In  addition,  you  can  click 
your  way  through  the  transaction  with  support  services  ranging  from 
inspection  to  shipping.  And  because  of  our  partnership  with  SAP, 
you  can  seamlessly  integrate  your  company's  operations  with  our 
trading  platform.  i2i.  The  click  you've  been  waiting  to  hear. 


industrytoindustry 
Trade  With  Industrial  Strength" 


To  become  a  member  today,  please  visit  us  at  www.i2i.com  or  call  1-888-840-4490. 


@  ebiz.businessweek.con 


David  Dunkel,  kfoTce.com 

As  Romac  International,  the  personnel 
company  was  doing  just  fine.  But  CEO 
David  Dunkel  reconstituted  his  company 
as  kforce.com.  Good  luck.  Tuesday 


MONDAY 

The  Limits  of  Gee  Whiz 

Companies  shouldn't  just  plug  and  play 

whizzy  consumer  analytical  software. 

There  are  ethical  issues. 

Perspective  by  Heather  Green 

TUESDAY 

Cyberspace  or  Bust 

kforce.com  may  be  the  Tiffany  of  job 

sites.  But  $40  million  to  build  a  Web  site? 

Company  Closeup  by  Charles  Haddad 


Did  You  Miss? 


BusinessWeek  ONLINE, 


What  Would  It  Cost 
To  Split  Microsoft? 

One  economist  says  breaking 
up  Microsoft  would  boost 
costs  for  independent 
software  developers  by  $10 
billion  a  year.  Another  says 
costs  would  be  negligible. 
Who's  right?  Our  columnist 
Mike  France  sorts  it  out. 
Perspective,  Feb.  14 


MARCH       27-31 


WEDNESDAY 

He's  Got  Algorithm 

Meet  mit  math  whiz  Tom  Leighton,  the 
man  behind  Internet  phenom  Akamai. 
Movers  &  Shakers  by  William  Symonds 

THURSDAY 

Nuthin'  But  Tech 

E-biz  stocks  are  getting  more  than  a  tad 

crazy.  Get  our  weekly  dose  of  sanity. 

Street  Wise  by  Sam  Jaffee 

FRIDAY 

Site  with  a  Mission 

Halftheplanet.com  is  a  home  page  for 

the  disabled.  Here's  how  it  stacks  up. 

Clicks  &  Misses  by  Roger  Crockett 

ALSO 

Watch  for  regular  additions  to  our 
Data  Nuggets,  a  collection  of  facts  and 

figures.  Sample  occasional  opinion 

pieces  by  staffers,  academics,  or 

executives.  Browse  through  stories  from 

Business  Week  and  Business  Week  e.biz. 

The  EBIZ.BUSINESSWEEK.COM  site  is  a  free 

area,  although  some  stories  from 

the  magazine  may  occasionally  be 

available  only  to  subscribers. 


Britain's  First 
Net  Billionaire 

An  18th  century 
clergyman  didn't 
prove  the  existence 
of  God  with  proba- 
bility formulas.  But 
they've  helped  Mike 
Lynch  earn  a  pretty  pence 
using  them  to  parse  text. 
Movers  &  Shakers,  March  1 


Ten  years  is  a  life- 
time in  Net  years. 
Mary  Modahl 

draws  on  a  decade 
of  research  at 
Forrester  in  a  new 
book  on  how  to  win  over 
Net  customers.  Movers  & 
Shakers,  March  22 


EXTRAS 

•  O&As 

Read  our  profile  of 
George  Bell,  CEO  of 
Excite@Home  (page  EB3£ 
then  find  out  what  he 
has  to  say  for  himself. 
Our  Cutting  Edge  colum 
says  online  marketplace1 
for  business  are  headed 
a  bloodbath  (page  EB138 
Let's  see  what  CEO  Mark 
Walsh  of  one  leading 
marketplace,  VerticalNet 
has  to  say  about  that 

•  The  Digital  Stacks 

Behind  on  your  reading? 
"What  Every  CEO  Should 
Know  about  Electronic 
Business,"  a  Special  Repor 
on  Europe,  and  other 
must-reads  are  right  here 

•  Search 

You  can't  get  the  full 
benefit  of  our  irjsights  an< 
analysis  without  a  search 
engine.  Try  "B2B." 


+  Wooing  the 
Net  Customer 


Everybody  wants  peopl< 
to  hang  around  their  site 
and  fun  is  a  powerfu 
magnet.  But  how  car 
you  get  them  to  spenc 
money,  too?  Particularly 
if  they  are  kids.  Ou 
experts  apply  their  mag 
ic  touch  this  wee 
to  www.willya.com 
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Database 

Microsoft  or  Oracle 

Marketing 

Epiphany  or  Oracle 

Sales 

Siebel  or  Oracle 

Webstore 

IBM  or  Oracle 

Procurement 

Commerce  One  or  Oracle 

Manufacturing 

SAP  or  Oracle 

Supply  Chain  Mgmt 

\2  or  Oracle 

Financials 

SAP  or  Oracle 

Human  Resources 

PeopleSoft  or  Oracle 

Support 

Clarify  or  Oracle 

Get  a  complete 
e-business  suite 
from  Oracle. 

i 

Or  assemble 

software  from 

10  different  vendors 

(no  instructions  included). 

The  choice  is  yours. 

SOFTWARE  POWERS  THE  INTERNET  " 


)  Oracle  Corporation  All  rights  reserved  Oracle  and  Software  Powers  the  Internet  are  registered 
>"<  > "'  Oi  ii  Is  i  irporation  Other  names  may  be  trademarks  of  their  respsctive  owners 


www.oracle.com 


ANTS  CAN  PULL 

30  TIMES  THEIR 

OWN  WEIGHT. 

HOW  ABOUT  YOUR 


. 


ONLINE  MARKETING 


EFFORTS? 


X 


k 


REACH  YOUR 
AUDIENCE 


w 


CAPTURE  YOUR 
AUDIENCE 


KEEP  YOUR 
AUDIENCE 


Marketing  solutions  that  help  you  turn 
prospects  info  long-term  customers. 


NOTHING  LIFTS  PROFITS  LIKE  FINDING 
AND  KEEPING  CUSTOMERS. 


The  Internet  has  always  been  a  dynamic  and  interactive  medium.  And  finally,  marketers 
can  start  using  it  that  way.  That's  because  Engage  makes  it  possible  to  target  very 
specific  online  audiences  and  move  them  through  the  entire  customer  lifecycle  —  from 
prospects  to  long-term  customers.  We  can  even  measure  and  optimize  each  program 
to  ensure  the  best  possible  ROI.  Whether  you're  antsy  about  brand  loyalty  or  lead 
generation,  only  Engage  can  help  you  meet  all  your  online  marketing  goals  —  and 
help  you  succeed  like  never  before.  To  learn  more,  visit  www.engage.com. 


C?  Engage 


LIKE  NEVER  BEFORE" 


a  cmg;   company 


ADKNOWLEDGE      •      ADSMART      •      FLYCAST 


I/PRO 


Business  Week  e.biz 


home  page 

An  up-and-dot-comer 

For  President 


Kevin  O'Connor        * 

Doubleclick  CEO: 

Do  You  Know  What's 
Going  On?  I  Do. 

Jay  Walker 

Priceline  Vice  Chairman: 

Name  Your  Own  Taxes 
Steve  Jobs 

Apple  Computer  CEO: 

It's  About  Jobs,  Stupid! 
Larry  Ellison 

Oracle  CEO: 

Better  Than  Bill 
Toby  Lenk        # 

eToys  CEO: 

111  Deliver 
(After  Christmas) 


If  real  estate  magnate  Donald  Trump  can 
run  for  President  and  a  certain  business 
magazine  publisher  can  take  two  stabs 
at  the  White  House,  why  not  a  New  Econ- 
omy titan?  Tech  has  the  buzz  and  the 
momentum.  What  better 
time  to  turn  that  into 
political  clout?  Of  course, 
every  politician  needs  a 
snappy  campaign  slogan, 
so  we've  put  a  few  to- 
gether for  our  top  picks. 


O 


nline  privacy  is  getting  a  new  kind  of 
airing:  In  Securities  &  Exchange  Com- 
mission filings,  dot-coms  are  taking 
pages  of  stock-offering  documents  to  warn  that 
investigations,  lawsuits,  or  legislation  on  privacy 
could  clobber  their  investments.  Take  net.gene- 
sis  Corp.,  a  maker  of  Web-customer-profiling 
software.  Its  filing  carried  three  different  privacy- 
related  warnings.  In  Be  Free  Inc.'s  stock  offering, 
the  manager  of  online  ads  lists  four  different 
warnings.  Privacy  used  to  rate  one  paragraph. 
"No  one  really  knows  where  it's  going,  so  it's 
better  to  have  people  know  it's  an  issue,"  says 
Mark  H.  Burnett,  a  securities  lawyer  at  Testa, 
Hurwitz  &  Thibeault  in  Boston.  The  sec  says  it 
didn't  force  the  change.  Apparently  the  feds  de- 
clined to  invade  companies'  privacy. 


orried  about  hackers, 

viruses,  and  attacks  like 

those  that  crippled  Ya- 
hoo! and  eBay  last  month?  Here's    '■ 
something  that  should  make  every 
ceo  a  little  more  uneasy.  That  paper  shredder 

in  the  corner  office  may  look  innocent,  but  it  could  be  a  high-tech  spy  tool 
Strange,  but  true.  A  Web  site  that  specializes  in  gadgets  for  snooping  sold  a 
handful  of  $5,000  shredders  fitted  with  scanners  and  wireless  transmitters,  ac 
cording  to  law-enforcement  sources.  As  confidential  documents  are  fed  in,  they're 
scanned,  and  the  info  is  sent  to  an  e-mail  address.  The  fbi  won't  say  boo.  Lawmen 
suspect  the  nefarious  shredder  was  developed  by  an  Eastern  European  intelli- 
gence outfit.  Just  the  gift  for  the  exec  who  has  everything . . .the  competition  wants. 


I 
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No  way. 


It's  a  whole  new  economy.  Which 
means  there  isn't  one  way  to  grow 
everyone's  business.  With  our  creative 
thinking  we  can  help  lead  you  to 
innovative  and  customized  e-business 
solutions  for  every  area  of  your 
business.  Head  in  the  right  direction. 
www.ey.com 


HI  Ernst  Young 


From  thought  to  finish  * 


2000  Ernsi  &  Young  up 


Business  Week  e.biz 


Master 

Of  Their  Domains? 


What's  in  a  name?  On  the  Internet,  plenty. 
NameEngine  Inc.,  a  New  York-based  domain- 
name  registration  company,  checked  on  whether 
major  U.S.  corporations  are  protecting  the  online  use 
of  their  names  worldwide.  There  are  249  different 
domain  designations  used  in  the  U.S.  and  other 
countries.  It's  not  enough  to  register  Yourcom- 
pany.com  in  the  U.S.  and  forget  to  register  Your- 
company.co.uk  in  Britain.  Oddly,  6  out  of  the  10 
least-vigilant  companies  are  in  high  tech.  Hey  guys, 
it's  the  WORLD  WIDE  Web.  Here  are  the  10: 


Company 

CBS 

Times  Mirror 

KeyCorp 

Gateway 

AMP 

SCI  Systems 

Merrill  Lynch 

Reynolds  Metals 

SBC  Communications 

Texas  Instruments 

Quantum 


Web  Addresses 
Company  Owns 
Worldwide 


DATA:  NameEngine  Inc. 


Web  Name 
Taken  by  Others 
Worldwide 

46 
41 
40 
39 
39 
36 
36 
34 
33 
31 
31 


Indoor  miniature  golf  courses.  Free  double-nonfat  latt 
and  chefs  practically  at  your  cubicle.  Everyone  knov 
Internet  startups  shower  perks  on  employees  to  kee 
them  working.  But  only  stock  options,  it  seems,  can  pass  tr 
toughest  test  of  all:  getting  startup  workers  to  have  fun 

Case  in  point:  Dash.com,  a  New  York  startup  that  has  d 
veloped  an  online  personal  assistant  for  Web  shopper 
tried  to  enliven  a  recent  party  with  a  karaoke  machin 
Even  though  the  free  drinks  had  flowed  for  a  while,  n< 
one  employee  would  stand  and  deliver.  So  Dash.com  q 
Dan  Kaufman  offered  100  stock  options  to  the  first  perso 
who  sang  and  200  to  the  best  singer.  "There  was  an  irr 
mediate  rush  to  the  machine,"  says  Kaufman. 

It  seems  the  fact  that  people  work  for  a  Web  compan 
is  no  assurance  that  they're  hip.  The  first  person  to  gra 
the  mike  lit  into  Bon  Jovi's  Living  on  a  Prayer.  The  winnin] 
entry  was  none  other  than  the  Bee  Gees  chestnut  Hov 
Deep  is  Your  Love.  It's  almost  enough  to  make  you  wish  fo 
a  nice,  long  Nasdaq  slump. 


The  Allure  of  Bonds 


Financing  of  young  companies  has  a 
taken  on  a  surprisingly  retro  twist. 
Privately  owned  startups,  such  as 
Loudcloud  Inc.  and  Tunes.com,  have 
turned  to  debt  financing  before  initial 
public  stock  offerings — despite  con- 
cerns that  such  small  companies  can't 
make  big  interest  payments.  Web  ceos 
are  learning  that  bonds  aren't  just  for 
Grampa  anymore. 

The  trend  has  taken  off  in  the  past  year. 
In  February,  18  information-technology 
companies  raised  $6.4  billion  selling  con- 
vertible bonds — up  from  less  than  $1  bil- 


lion in  February,  1999.  Dot-coms  like  con 
vertibles  because  the  right  to  swap  the 
bond  for  stock  can  be  deferred  until  the 
stock  price  rises — effectively,  it's  selling 
stock  at  tomorrow's  prices  today.  Selling 
debt  lets  founders  hold  on  to  more  stock 
until  the  company  gains  critical  mass, 
says  Marc  Andreessen,  chairman  of  Loud 
cloud,  which  raised  $23  million  in  debt 
late  last  year.  Letting  founders  get  richer 
can  do  an  awful  lot  to  make  old-fash- 
ioned ways  of  raising  cash  seem  sexy.  As 
entrepreneurs  get  used  to  the  idea,  it's 
likely  to  win  lots  of,  ahem,  converts. 
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We  persuade 

millions  of 

LYCOS 

members 

to  shop 

till  they, 

well,  drop. 


But  only  long  enough  to  give  their  mouse  a  rest,  that  is. 
Because  loyalty  programs  like  the  one  we  built  for  Lycos® 
keep  customers  coming  back  for  more.  Based  on  our 
scalable  transaction  processing  platform — SecureRewards 
Architecture" — we're  helping  Lycos  recognize  and  reward 
customers,  both  online  and  off.  Members  love  it.  Merchants 
love  it.  Lycos  too.  Wait  a  minute — is  this  e-commerce, 
or  is  this  love?  To  see  the  program  in  action,  go  to 
rewards.lycos.com.  Or  www.netcentives.com/lycos  for  more 
details.  Isn't  the  power  of  persuasion  wonderful? 

®  Netcentives 

Rewarding  Relationships 

NASDAQ:  NCNT 


I 


-SOFTWAM 


/le  ve  taken  software  out  of  the  equation  forever. 
X^ith  salesforce.com  you  manage,  share,  and  leverage 
our  sales  information  online  immediately.  There's 


:l»jmiiu* 


up-front  costs.  For  just  $50  per  user  per  month, 
your  entire  sales  team  can  be  up,  running,  and  closing 
deals.  Its  online  sales  force  automation  that  makes 
software  obsolete.  For  a  limited  time,  sign  up  online 
and  your  first  five  users  are  FREE  for  the  first 
12  months.  Call  us  at  i-soo-no-SOFTWARE  or  better 
yet,  visit  us  online  at  www.salesforce.com. 


tH  [^iOliWilWO  ii 


Point.  Click.  Close. 
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It's  the 

Service,  Stupid 

E-tailers  may  be  missing  their  biggest  chance  to  snare — and  keep — customers 

he  e-tailing  group  inc.,  a  Chicago  consulting  firm,  made  a  revealing  discovery 
March  about  customer  service  on  the  Web.  If  you  bought  something  online  dur  j] 
the  fourth-quarter  Christmas  season,  customer  service  wasn't  too  shabby.  But  if  vol 
tried  to  continue  your  habit  into  this  year,  you  were  in  for  a  shock.  Things  prettj 
much  fell  apart,  says  e-tailing  President  Lauren  Freedman.  "Clearly,  they  werenl 


keeping  this  part  of  the  business  up  to  speed 

Simple  stuff,  such  as  e-mail  confirmation  of 
orders,  slipped.  Ninety  percent  of  the  sites 
surveyed  provided  e-mail  confirmation 
during  the  holidays,  but  that  dropped 
by  ten  percentage  points  two  months 
later.  Availability  of  real-time  in- 
ventory fell  nine  points.  Offers  of 
free  shipping  slipped  six  points. 

Customer  service,  it  seems, 
is  the  online  retailing  indus- 
try's latest  Achilles'  heel.  By 
service,  I  mean  the  niceties 
that  make  choosing  a  partic- 
ular retailer  worthwhile — 
everything  from  handling  a 
complaint  efficiently  to  let- 
ting you  know  up  front  that  a 
certain  item  is  out  of  stock. 
It's  the  stuff  loyalty  is  made  of. 

But  few  Internet  retailers 
take  customer  service  seriously. 
It's  an  extra — something  you  can 
roll  out  for  the  season,  just  as  a 
real  store  hires  a  Santa  Claus.  But 
it's  not  a  core  competency,  as  the  e-tail- 
ing   survey   shows.    Certainly    not    as 
important  as,  say,  expensive  television  com- 
mercials, which  continue  unabated. 

That's  a  mistake,  because  customer  service  is  a  place 
where  traditional  retailers  are  especially  vulnerable.  Service  in 
real-world  stores  leaves  most  shoppers  cold.  A  recent  University  of 
Michigan  survey  found  that  as  far  as  shoppers  are  concerned, 
customer  service  is  at  its  worst  since  the  survey  was  launched  in 
1994.  Some  forward-thinking  e-tailers  have  already  begun  staking 
out  the  service  territory.  Eight  months  ago,  ebank.com  equipped 
its  Web  site  with  a  "call  back"  button.  When  the  user  clicks  it  and 

EB  18    BUSINESS  WEEK  E.BIZ  /APRIL  3,  2000 


enters  a  phone  number,  software  forwards  the  informs 
tion  to  a  call  center,  and  the  ebank.com  customs 
gets  a  phone  call  back.  Kirk  Sunarth,  custome 
service  representative  for  ebank.com  say 
"it's  still  very  new,  but  customers 
use  it  are  very  impressed.  It  takes 
minute  for  us  to  call  them  and  thei 
always  say,  'Wow.'" 

Help   Icon.  Rightstart.com, 
seller  of  children's  toys  and  prodJ 
ucts,  has  added  a  live  chat  funcl 
tion  to  its  online  retailing  site, 
you  get  stuck,  click  the  live  help 
icon  and  within  minutes,  you're 
exchanging  instant  messages  wit 
a  customer-service  representa- 
tive. I  used  that  function  recent- 
ly when  I  wanted  to  order  a  giftl 
certificate.  I  found  out  from  the| 
customer-service  rep  that  Right- 
start  doesn't  sell  gift  certificates  on- 
line, only  by  phone.  I  didn't  get  I 
exacdy  what  I  wanted,  but  I'm  happi- 
er than  if  I  had  searched  the  site  in  vain.  I 
There  are  low-tech  ways  to  make  the 
customer  happy,  too.  Here's  an  easy  one  for  e- 
tailers:  List  your  phone  number  prominendy  If  it 
isn't,  "it  can  drive  the  customer  crazy,"  says  Internet 
consultant  B.  L.  Ochman  of  Whatsnextonline.com.  "What 
kind  of  message  is  that  sending?  I  don't  care  what  you  have  to  say. 
Just  send  me  an  e-mail,  and  maybe  I'll  answer." 

Internet  retailers  have  successfully  created  awareness  for  their 
brands.  But  if  they  really  want  to  make  e-commerce  a  trend 
rather  than  a  fad,  they'll  have  to  focus  on  service.  It's  what  will 
turn  dabblers  into  loyal  customers.  And  traditional  retailers  have 
left  the  door  wide  open.  ® 


Click  &  Order 


Brick 


CMGl  Solutions,  a  CMGI  company,  brings  together  the  talent,  technology 

AND    EXPERIENCE    OF   THE    ENTIRE   CMGI    NETWORK   TO    PROVIDE   CLIENTS   WITH    AN 
UNPRECEDENTED  BREADTH  OF  INTERNET  BUSINESS  SOLUTIONS. 


Now  that  you've  spent  years  and  years 
building  your  business,  are  you  going  to  let 
some  Internet  start-up  come  in  and  take  all 
your  customers?  Here's  the  reality.  These 


eculators  of  the  New  Economy  are  winning 
i  battle  for  your  customer  base.  And  do  you 
Liology.  They  are  using  it  to 
selves    flexible. ..to    meet    the 


-changing  needs  of  their  customers.  Your 
rs.  You've  got  to  regain  your  competitive 
itage.  So,  how  are  you  going  to  do  it? 


•  •  Building  Net  I 

gf  solutions 


a  cm; 


CMGISOLUTIONS.COM 


Now  doesn't  that  make  you  feel  all  warm  and  fuzzy  inside? 


Broadwing 


> 


/ 
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Helping  the  Disabled 

Navigate  the  Net 

Technology  that  improves  accessibility  is  making  the  Web  more  welcoming 

t  was  last  winter  in  Minnesota — bone-chilling  cold  and  snow-ridden — when  Jonl 
Pierson  wanted  to  buy  his  fiancee  a  present  for  Valentine's  Day.  Ordinarily,  Pierson,  'vl 
is  blind,  would  have  recruited  someone  to  help  him  battle  the  cold  and  navigate  the  shl 
ping  aisles.  But  that  day,  he  logged  on  to  the  Net  and  bought  a  gift  by  himself.  No 
sistance.  No  shivering.  This  e-commerce  stuff,  Pierson  says,  "really  levels  the  playing  fiej 


NET  ACCESS 


People  with  disabilities 
General  population 


Online 


Percent  of  those 
who  e-shop 

DATA:  HARRIS  INTERACTIVE 


Millions  of  people  with  disabilities  are  heading  for  the  Net.  And 
many  of  them  are  spending  big  bucks  when  they  get  there.  But 
their  numbers  still  lag  the  overall  population.  About  29%  of 
America's  disabled  use  the  Web,  compared  with  54%  of  all  Amer- 
icans who  are  online,  according  to  researcher 
Harris  Interactive. 

Why  the  gap?  The  Internet  today  is 
like  yesterday's  street  curbs  without 
ramps.  Many  sites  fail  to  include  text 
that  can  be  converted  into  audio  or 
links  that  can  be  launched  by  voice 
command  rather  than  a  mouse  click. 
Cary  L.  Fields,  president  of  We  Media 
Inc.,  a  portal  for  people  with  disabilities, 
estimates  that  98%  of  Web  sites  are  not 
fully  accessible. 

Slowly,  though,  the  barriers  are 
falling.  Technology  that  lets  the  blind 
read  computer  text  and  software  that 
reduces  keystrokes  for  the  physically  impaired  is  making  the  Web 
more  welcoming.  For  example,  Alan  A.  Reich,  president  of  the  Na- 
tional Organization  on  Disability  and  a  quadriplegic,  is  a  budding 
e-shopper.  He  bought  voice-dictating  software  for  $39  and  can  now 
surf  the  Net  by  speaking  commands  such  as  "Go  to  Amazon.com" 
or  "Send  e-mail  to  Mom."  Says  Reich:  "It's  fabulous." 

At  the  same  time,  Net  merchants  are  slowly  awakening  to  the 
economic  opportunity  of  building  Web  sites  that  are  accessible  to 
the  disabled.  People  with  disabilities  spend  $175  billion  a  year.  "You 
have  a  population  that  is  more  likely  to  buy  off  the  Net  than  the 
sighted  or  able-bodied  population  might  be,"  says  lames  C.  Halli- 
day,  CEO  of  HumanWare  Inc.,  which  sells  technology  aids  for 
people  with  impaired  vision.  "If  it's  easy,  they  will  buy  more." 

To  better  understand  the  experience  of  a  blind  person  trying  to 
navigate  the  Web,  I  prevented  my  browser  from  loading  images.  Re- 
tailers such  as  Sears,  Roebuck  &  Co.  and  cdnow  Inc.  came  up  with 
blank  boxes — and  no  text — where  the  images  usually  appear, 
making  them  inaudible  to  the  blind.  "So  many  of  the  e-com- 
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merce  sites  don't  follow  some  very  basic,  simple  principles," 
Marti  M.  McCuller,  CEO  of  Agassa  Net  Technologies  Inc.,  which  I 
vises  merchants  on  accessibility. 

A  suggestion:  Makers  of  Web-development  software  she 
include  tools  for  building  sites  accessible  to  the  disabled, 
day,  many  businesses  fall  short  because  they  rely  on 
ware  such  as  Microsoft's  Front  Page  and  Arnei] 
Online's  Netscape  Composer — which  don't  automatic 


Make  sure  your  efforts 
really  serve  your  audiencl 


label  images  with  text  or  insert  the  necessary  coding 
helps  visually  impaired  people  navigate  pages.  "Most 
thoring  tools  don't  do  anything  to  advance  accessibilitl 
says  Janina  Sajka,  director  of  technology  research  I 
the  American  Foundation  for  the  Blind. 

You  also  need  to  make  sure  your  efforts  really  ser 
your  audience.  Bell  Atlantic  Corp.  created  a  page  for  disablj 
customers,  but  few  used  it  because  getting  there  required  clicki^ 
through  many  other  pages.  Companies  that  get  it  right,  though, 
see  a  big  payoff.  A  new  Bell  Atlantic  page — with  its  own  addreJ 
AccessAbility.com — has  seen  more  traffic.  And  We  Media's  sit] 
which  launched  in  December,  already  has  drawn  1  million  visiton 
Demand  for  shopping  has  been  so  high  that  We  Media  will  ope 
a  100-store  e-mail  later  this  spring. 

Even  merchants  on  budgets  too  skimpy  for  major  Web  si^ 
overhauls  can  make  changes  that  will  benefit  the  disabled — ar 
boost  business.  Do-it-yourself  Webmasters  can  visit  the  Centd 
for  Applied  Technology  (www.cast.org),  where  an  online  accessibilitJ 
detective  called  Bobby  evaluates  sites  on  the  spot.  Another  optioj 
is    an    IBM    site    where    there    is    an    accessibility   checklis 
(www.austin.ibm.com/sns/accessweb).  If  you  make  your  site  morl 
handy,  Pierson  and  other  disabled  people  will  thank  you  fol 
the  changes.  They  might  even  reward  you  with  a  purchase — what! 
ever  the  weather.  9 
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Five  empty  seats. 

Twenty-five  anxious  passengers. 

One  woman  with  a  laptop. 
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Make  that  four  empty  seats. 


m  SITcom 


Sara  Berg  had  a  problem:  a  cancelled  flight, 
a  strange  city,  and  a  strong  desire  to  sleep  in 
her  own  bed.  So  she  logged  on  to  mySAP.com™ 
With  a  few  clicks,  she  went  right  to  a  travel 
booking  system  and  grabbed  a  seat  on  the  next 
flight  out.  And  with  those  same  few  clicks, 
her  expense  report  and  travel  plans  were  also 
updated.  Instantly.  Easily.  Automatically. 

What  is  mySAP.com?  It's  a  new  way  to  use  the 
Internet  to  run  your  business  more  intelligently. 
A  way  for  lots  of  companies  -  together  with 
their  employees,  customers,  suppliers,  and 
partners  -  to  work  as  if  they  were  one  extremely 
well-run  company. 

Want  to  find  out  how  every  person  in  your 
organization  can  be  more  powerful?  Visit 
www.sap.com/mysap  and  we'll  show  you  how. 

you  can.  it  doe 


©2000  SAP  AG  SAP,  the  SAP  I090.  and  the  mySAPcom  I090  ore  registered 
trademarks  of  SAP  AG  in  Germany  and  several  other  countries 
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ou  may  think  that 
getting  graded  A,  B,  or 
ended  with  graduate 
school.  Try  getting  San- 
wa  Bank  to  waive  its  $20  fee 

on  your  bounced  check.  Customer  reps  are 
trained  to  treat  everyone  politely.  But  your 
luck  will  depend  on  a  little  letter  that  pops 
up  on  a  screen  as  soon  as  your  name  is 
punched  into  a  computer,  or  when  your  e- 
mail  arrives  at  Sanwa's  server.  If  that  letter  is 
a  "C,"  customer  reps  don't  exactly  hustle  on 
your  behalf.  That's  because  machines 
whirring  at  Net-speed  have  lumped  you — of- 
ten in  seconds  flat — with  other  customers 
whose  accounts  don't  make  much  money 
for  the  bank.  But  if  you  score  an  "A,"  you're 
right  up  there  with  the  cream:  Customers 
who  generate  hefty  profits  get  bounced-check 
waivers,  no  questions  asked.  And  B's?  They're 
harder  calls.  They  actually  get  to  negotiate 
with  the  rep  before  their  case  is  decided. 

At  First  Union  Bank,  it's  a  similar  story. 
Its  Web-aided  computer  system,  called  "Ein- 
stein," takes  just  15  seconds  to  pull  up  the 
ranking  on  a  customer.  First  Union  won't 
describe  the  formula  in  any  detail,  other  than 
to  say  that  the  ranking  software  takes  stock  of 
minimum  balances,  account  activity,  branch 
visits,  and  other  variables.  But  the  color-cod- 
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Companies  are  using  your 
personal  data  to  limit  your 
choices — and  force  you  to 
pay  more  for  products 


COVER  STORY 


ing  that  appears  in  a  little  square  on  the 
screen  offers  a  hint.  Greens  get  more  flexi- 
bility on  credit  card  rates.  Reds  receive 
less — and  may  pay  higher  fees  for  some 
basic  services. 

Created  unequal,  what  if  the  reds 

get  mad  and  take  their  business  else- 
where? Well,  that's  sort  of  the  point,  says 
Paul  Rachal,  who  helps  develop  software 
for  banks  at  Unisys  Corp.  "This  idea 
about  'whatever  the  customer  wants'  is 
gone,"  says  Rachal.  "Now,  it's  whatever 
companies  can  afford  to  offer,  based  on 


each  customer's  worth.  Not  all  customers 
are  created  equal." 

Today,  bank  computers  assign  ranks 
based  on  your  assets  and  your  past  be- 
havior as  a  customer.  But  soon  they'll  have 
far  more  information  to  work  with.  Reams 
of  personal  details  are  flooding  into  thou- 
sands of  databases  across  the  Web — some 
of  which  exist  for  no  other  purpose  than  to 
sell  data  to  others.  Want  to  know  who's 
Jewish  and  who's  Japanese?  You'll  find 
guides  to  that  in  a  catalog  from  Acxiom 
Corp.,  an  information  broker  that  stockpiles 
names,  addresses,  income,  race,  religious 


affiliations,  and  other  data  on  95  mill! 
American  households. 

Companies  have  long  scrutinized  th 
customers,  both  to  spot  those  who  a 
high -value  and  to  weed  out  the  mon 
losers.  But  with  the  oceans  of  informatio 
available  on  the  Net,  plus  ever  faster  con 
puters  and  software,  companies  can  mai 
tain   the   equivalent   of  profit-and-los 
statements  on  every  customer.  They  cai 
sort  people  into  more  categories  and,  Li 
some  cases,  predict  how  they  will  behave 

All  this  slicing  and  dicing  will  go  int< 
hyperdrive  as  banks,  insurers,  credit-care 


•  i  I 


THE   INTERNET  LETS  COMPANIES  IDENTIFY, 

as  never  before,  high-  and  low-value  customers,  so  firms  can  decide  which 
product  deals,  prices,  and  services  it  will  offer.  For  the  most  valued  customers, 
this  can  mean  better  information,  and  discounts.  Low-value  customers  may  pay 
the  most  for  the  least,  and  sometimes  get  left  behind.  Here's  a  sampling: 


r 


Visa  International 


Technology  The  credit-card  company  uses  soft- 
ware that  chronicles  a  customer's  behavior  so  it  can 
spot  fraud  and  help  single  out  people  who  may  run 
into  credit  problems  or  go  bankrupt. 

UpSlde  Visa  can  avoid  costly  write-offs  and  save 
millions  of  dollars  annually. 

Downside  People  may  be  judged  by  their 
predicted,  not  actual,  behavior. 


First  Union  Bank 

Technology  Service  reps  use  soft- 
ware and  the  Web  to  help  them  sort 
customers  into  red,  green,  and  yellow 
categories,  depending  on  their  banking 
history  and  value  to  the  bottom  line. 

UpSlde  First  Union  uses  green  pop- 

ups  to  help  service  reps  target  customers  who  may 

be  given  more  flexibility  on  credit  card  rates.  Bank 


execs  say  this  helps 
boost  service  reps'  pro- 
ductivity by  up  to  18%. 

Downside 

"Red"  customers  who 
are  thought  to  bring  less 
value — or  lose  money 
for  the  bank — are  given 
less  flexibility  when  it 


comes  to  requests  for,  say,  a  waiver  of  a  bounced- 
check  fee  or  a  better  credit-card  rate. 
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mpanies,  retailers,  media  concerns,  and 

edical  businesses  move  the  bulk  ol  theii 

rivities  onto  the  Net.  Forrester  Research 

yt  some  2  Wo  ol  companies  are  beginning 

use  the  Net  to  "micro-segment"  cus- 

mers.  By  this  time  next  year,  the  number 

mid  swell  to  60%. 

That's  good  news  for  companies:    The 

ore  finely  they  can  dissect  your  data  pro- 

e,  the  more  closely  they  can  tally  what 

)u  are  likely  to  cost  them  against  the 

-ofits  you  bring — and  cut  you  off  if  you 

i,3n't  add  up  nicely.  But  to  many  people 

lis  micro-segmentation  raises  serious  ques- 


tions, led  to  evolve,  says  Forrester  analyst 
Bob  Chatham,  this  technology  could  lead  to 
a  commercial  culture  in  which  "high  value 

customers  are  bought  and  sold  like  denv.i 
live  securities." 

C^all  it  Weblining,  an  Information  Age- 
version  of  that  nasty  old  practice  of  redlin- 
ing, where  lenders  and  other  businesses 
mark  whole  neighborhoods  off-limits.  Cy- 
berspace doesn't  have  any  real  geography, 
but  that's  no  impediment  to  Weblining. 
At  its  most  benign,  the  practice  could  lim- 
it your  choices  in  products  or  services,  or 
force  you  to  pay  top  dollar.  In  a  more  per- 


iiHious  guise,  Weblining  may  permanently 

close  doors  to  you  or  your  busilV 

Old  style  redlining  is  unacceptable  be- 
cause it  is  based  on  geographic  si.  I 
not  concrete  evidence  thai  specific  indi- 
viduals are  poor  credit  risks.  VVebliners 
may  claim  to  have  more  evidence  against 
the  people  they  snub.  But  their  classifica- 
tions could  also  be  based  on  irrelevant 
profiling  data  that  marketing  companies 
and  others  collect  on  the  Web.  How  im- 
portant to  your  mortgage  status,  say,  is 
your  taste  in  paperbacks,  political  discussion 
groups,  or  clothing?  Yet  all  these  far-flung 


r 


Veyerhaueser  Corp. 


Technology  A  new  data- 
base, software,  and  the  Web  help 
door-factory  execs  know  which 
customers  are  most  profitable 
and  which  distributors  give  the 
best  deals  to  Weyerhaueser.  Sys- 
tems helps  company  rank  suppli- 
ers and  distributors  on  price, 
delivery  times,  and  innovation. 


Upside  Order  volumes 
doubled,  to  more  than  800,000 
doors  last  year,  boosting  the 
plant's  return  on  net  assets  from 
2%  five  years  ago  to  24%  last  year. 

Downside  Wisconsin  door 
plant  has  shed  some  5,000 
customers,  cutting  into  their  bot- 
tom lines. 


r 


Catalina 
Supermarkets 

technology 

Jar  codes,  software,  and 
Neb  site  help  grocery  ex- 
icutives  keep  tabs  on  who 
>uys  what  foods,  how  of- 
:en,  and  at  what  price. 

UpSlde  High-profit  customer  rate  has  gone  up 
because  most  special  offers  and  services,  such  as  free 
-iome  delivery,  are  given  almost  exclusively  to  the 
store's  best  customers.  Net  targeting  eliminates  the 
need  to  buy  costly  newspaper  coupons,  which  offer 
specials  to  everyone,  regardless  of  their  value  to  the 
store's  bottom  line. 

Downside  Low-profit  customers  end  up  paying 
more  for  some  items  because  most  deals  go  to  the 
store's  higher-valued  customers.  Product  and  pricing 
needs  of  low-profit  customers  gets  less  consideration. 


r 


Twentieth  Century  Fox 

Technology  Software  called  Project  Eight 
Ball  taps  the  Internet  to  help  studio  execs  scour 
data  and  sift  through  millions  of  box-office  re- 
ceipts to  see  which  films,  actors,  and  movie  plots 
are  most  popular  in  specific  theaters,  neighbor- 
hoods, and  cities. 

Upside  Profit  per 
movie  goes  up. 
And,  by  avoiding 
a  flop  in  specific 
theaters,  it  ex- 
pects to  save  up  to 
$100  million  world 
wide  each  year. 

Downside 

Potential  to  limit 
offerings  based 
on  race,  income, 
education,  and 
behavioral  data. 
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threads  are  getting  sewn  into  online  profiles, 
where  they  are  increasingly  intertwined 
with  data  on  your  health,  your  education 
loans,  and  your  credit  history. 

This  confluence  of  many  streams  of 
personal  information,  unthinkable  just  four 
years  ago,  is  rushing  into  uncharted  can- 
yons. Using  technology  known  as  neural 
networks,  many  companies  believe  they 
can  predict  your  behavior  based  on  all 
these  scattered  facts.  Cardholders  will  nev- 
er be  shown  their  data.  And  scientists  who 
devise  these  programs  admit  that  they  can't 


Are  the  stereotypes  and  segmentation 
that  all  this  technology  generates  any  less 
disturbing  than  geographic  stereotypes? 
Lots  t>f  people  are  starting  to  ask  that  ques- 
tion. Says  Ward  A.  Hanson,  a  marketing 
professor  at  Stanford  University's  Graduate 
School  of  Business:  "It's  your  data  profile 
that  will  determine  if  you  get  the  best  ser- 
vice, the  best  price,  and  the  best  access  to 
new  products  and  information."  • 

If  you  do  get  Weblined,  you  may  not 
even  know  it.  For  that,  thank  the  wonders 
of  "personalization"  software,  which  qui- 


Chatham.  "But  just  because  it's  person; 
doesn't  mean  that  what  you're  seeing 
getting  is  first-class." 

And  if  you  peek  into  the  machine! 
personalization,  you  may  not  like  ev 
thing  you  see.  Here's  how  personal  it's 
ting  on  the  Net  Data  broker  Aoriom  o 
a  new  service  called  InfoBase  Ethnicity 
tern,  described  in  a  1999  marketing  cat 
as  a  "broad  and  precise  breakdown  of 
nic,  religious,  and  minority  classificatic 
The  service  can,  in  seconds,  match  na 
against  housing,  income,  education, 


rams  auimi  uiai  uiey  cam        01     persunaiizauuii    suuwar 

"Your  Gelt  3  profile  will  determine 
if  you  get  the  best  price" 

;ir  accuracy,  or  even  say  how       etly  analyzes  data  and  dishes  up  products       other 


vouch  for  their  accuracy,  or  even  say  how 
they  reach  a  specific  conclusion.  Neither 
can  the  programs'  designers,  some  of 
whom  admit  that  the  technology  is  dicey. 
"You've  got  to  be  really  careful  with  this,  so 
you  don't  start  judging  people  on  the 
wrong  assumptions,"  says  Tony  Patterson,  a 
director  at  hnc  Software  Inc.  in  San  Diego, 
which  sells  this  technology  to  banks  and 
others.  HNC  has  a  new  division,  eHNC, 
which  will  market  neural  nets  to  a  broad- 
er array  of  Internet  businesses. 


etly  analyzes  data  and  dishes  up  products 
or  services  seemingly  tailored  to  you.  On 
the  surface,  it  might  seem  as  if  you  are 
getting  something  really  spiffy — a  sugges- 
tion for  a  vanity  checkbook,  or  a  reminder 
of  your  daughter's  birthday.  In  fact,  some- 
body—or perhaps  just  a  computer — has 
decided  what  you  are  fit  to  see,  sample, 
or  buy,  based  on  sometimes-crude  calcula- 
tions of  what  you  are  worth  to  the  firm. 
"Companies  can  segment  without  being 
very  obvious  about  it,"  says  Forrester's 


other  demographic  data — and  identify 
dividual  or  group  ethnicity,  designated 
"B"  for  black,  "J"  for  Jewish,  "W"  for  wh 
"N"  for  "Nipponese"  (meaning  Japanesl 
and  so  on.  Prices  for  blocks  of  such  infd 
mation  start  at  $1,500.  You  can  requJ 
the  full  names,  addresses,  and  ages  of  pr 
school  children,  or  "select  parents  and  chl 
dren  by  age,  gender,  and  declared  religiol 
affiliation."  If  you  have  a  product  yc 
would  like  to  target  to  "full-figured  Afric 
American  women,"  as  the  catalog  puts 
you  can  get  it  from  Acxiom — which  serv| 
a  cross-section  of  companies  from  Lane 
End  to  Conseco  Insurance. 

Mother  lode.  This  spring,  the  comp 
plans  to  move  all  this  information  into 
new  Net-enabled  service — AbiliTec — th 
helps  companies  consolidate  the  inform 
tion  they  have  collected  about  custome: 
and,  for  an  extra  fee,  combine  it  with  d 
tails  from  the  data  mother  lode,  calle 
Acxiom  Data  Network.  ADN,  in  turn,  ha| 
been  integrated  into  popular  Web  softwari 
programs  from  the  likes  of  E.piphan 
which  make  Acxiom's  information  instant 
ly  available  to  many  more  companies. 

Acxiom  is  hardly  alone.  Naviant  Tech- 
nologies Inc.  processes  online  product  reg- 
istrations for  other  companies  such  as  IBM 
In  the  process,  it  has  gathered  real-world 
data  on  more  than  17  million  households 
Another  data  broker,  HotData,  helps  its 


Ther 


Reidenberg:  Neural  network  technology  has 
outpaced  our  ability  to  assess  its  performance 
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STEVE  NEEDED  his  outside  sales  force  up  and 
running  in  30  days. 

He  ordered  50  of  your  fully  loaded  laptops  for 
his  road  warriors. 

|     You  sent  the  computers  with  everything  loaded 
but  the  modems. 


Trouble  connecting  all  the  details? 


2000  eGain  Con 


Ms  reserved.  eGain  is  a  trademark  ol  eGain  Comn 


Don't  be  afraid  to  look  your  customer  in  the  eye. 

Get  beyond  the  products  you  sell  and  into  the  customer  experience  you  deliver. 

rhe  result  is  a  less-apologetic,  more-promising  relationship.  We  can  help  immediately. 

See  who  we've  helped  and  how  at    wwwr.egain.com  1-877-209-GAIN 


eGain 

Gain     and    S  u  s  ' 
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client  companies  link  their  in-house  cus- 
tomer-tracking software  with  databases 
from  credit  watcher  Experian  and  others. 
The  data  collectors  don't  see  any  real 
harm  in  all  this.  John  Carter,  Acxiom's 
chief  of  Target  Market  Applications,  says 
these  indexes  are  just  another  tool  to  help 
marketers  get  personal  with  customers.  Air- 


efficiency  by  treating  customers  according  to 
a  ranking  system — one  that  gives  them  a 
level  of  service  in  sync  with  their  value  to 
the  company  Sanwa  Bank  estimates  that 
its  customer-service  operation  increased 
productivity  by  14%  last  year  by  showering 
its  resources  on  "A"  customers,  who  bring 
the  most  value  to  the  bank  At  First  Union, 


Hall:  People  resented  the  "snob  factor" 
of  Wild  Oats's  loyalty-card  programs 

software  that  handles  orders  is  tied  to 
ing  software,  which  spots  distributors  \i 
erhaueser  can  afford  to  lose.  "The  macr 
is  smarter  than  we  are,"  says  Lee  Kir  I 
man,  the  plant's  marketing  chief.  Sine 
implemented  these  programs,  the  comp 
has  shed  roughly  half  its  customers.  Bi 
has  doubled  orders  to  more  than  800,( 
doors  last  year. 

The  question  is,  are  the  results  of 
mentation  equitable  and  just?  It  depends 
which  marketing  basket  you  land  in.  "1 
some  people  it's  fair,  and  for  some  it's  ncj 
says  Roger  Siboni,  CEO  of  E.piphany,  a 
icon  Valley  maker  of  e-commerce  soffwal 
including  segmenting  programs.  Mark! 
ing  expert  Donna  Hoffman  calls  it  goj 
old-fashioned  cherry-picking,  the  wooing  | 
only  the  juiciest  customers.  "The  dan£ 
for  abuse,  for  digital  redlining,  is  extrer 
ly  high,"  says  Hoffman,  an  associate  prl 
fessor  at  Vanderbilt  University  in  Nashv 

Companies  that  promote  personalizatk] 
and  segmentation  say  that  consumers 
products  that  are  appropriate  to  their  tastl 
and  means.  But  some  sociologists  argue 
Weblining  systematically  limits  the  culturl 
and  economic  choices  presented  to  differeJ 
groups.  "There's  an  anti-democratic  nuand 
to  all  of  this,"  says  New  York  University  Sc 


Are  the  results  f 3 IT?  It  depends 

which  basket  you  land  in 


lines,  credit-card  issuers,  and  mail-order 
companies  have  a  long  tradition  of  favoring 
their  "good"  customers  with  an  arsenal  of 
frequent-flier  programs,  Platinum  cards, 
and  premier  rankings. 

The  good  Stuff.  Indeed,  segmentation 
can  make  smart  business  sense.  The  more  a 
company  knows  about  you,  the  better 
chance  it  has  of  persuading  you  to  stay 
loyal  when  you  are  courted  by  a  competitor. 
Levi  Strauss  &  Co.  says  it  has  sold  33% 
more  jeans — and  hiked  repeat-visitor  traffic 
on  its  Web  site  by  225% — since  it  started 
using  personalization  and  segmentation 
software.  What's  more,  companies  can  boost 


the  use  of  such  software  contributed  to  an 
18%  increase  in  service  productivity  during 
the  first  two  years  that  it  was  used,  says 
Steve  Boehm,  general  manager  of  First 
Union  Direct.  Such  gains  are  especially  crit- 
ical at  busy  Web  commerce  sites.  "You  can't 
offer  the  good  stuff  to  everyone,  because  it 
would  bring  the  site  to  its  knees,"  says 
Richard  Rovner,  a  senior  manager  at  soft- 
ware maker  sas  Institute. 

Even  the  pruning  of  certain  customers 
may  be  justified  by  efficiency  gains.  Before 
the  Internet,  Weyerhaueser's  Wisconsin  door 
factory  had  no  idea  which  distributors  were 
costing  the  company  money  and  which 
were  bringing  in  value.  Now,  Net-based 


ciologist  Marshall  Blonsky.  "If  I  am  Webline 
and  judged  to  be  of  minimal  value,  I ' 
never  have  the  products  and  services  chan-l 
neled  to  me — or  the  economic  opportuni] 
ties — that  flow  to  others  over  the  Net." 

It  would  almost  be  better  if  the  deci-l 
sions  about  who  sees  what  were  less  narrow! 
In  fact,  segmenting  decisions  spring  fror 
businesses'  desires  to  forge  more  orderly 
markets.  What's  more,  the  mathematical  al- 
gorithms that  funnel  individuals  and  groups! 
of  people  into  narrow  categories  aren't  re-| 
motely  scientific.  They  may  incorporate  the| 
biases  and  intellectual  limitations  of  the  soft- 
ware's designers  and  users.  Not  all  lower- 1 
and  middle-income  consumers  crave  a 
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B2B  e-Commerce  Success  Stories 
So  Compelling,  Our  Customers  Wish 
To  Remain  Anonymous. 


IRONSiD€ 


Technologies       Inc. 

Forging  a  better  e-business  solution. 


If  you  haven't  heard  about  IRONSIDE,  it's  not 
surprising.  Some  of  our  best  customers  like  to 

a  secret.  IRONSIDE,  for  your  information, 

player  with  more  customers  than  anyone  else. 
And  unlike  other  e-Commerce  providers, 
IRONSIDE  seamlessly  integrates  its  proven 
electronic  commerce  solution  into  your  existing 
systems.  As  a  result.  IRONSIDE  customers  get 
their  e-Commerce  systems  up  and  running  fast  - 
in  fact,  nobody's  faster.  IRONSIDE  combines 


the  speed  to  market  and  speed  to  customer 
satisfaction  you  want  with  the  speed 
to  ROI  you  need.  Want  to  know  more? 
Visit  our  Web  site  for  an  e-Commerce 
roadmap  today.  We  promise  not 
to  tell  your  competition. 
It'll  be  our  little  secret. 


1  Ironside  gave  us  the  competitive  edge. 
Their  speed  of  implementation  made 
us  heroes  with  our  stockholders.  Their 
performance  made  us  heroes  with 
our  customers.  Tell  anyone  you  want. 
Just  don't  tell  our  competition. 
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steady  diet  of  action  films.  But  if  that's  what 
gets  served  up  at  a  local  theater,  that's  where 
much  of  the  traffic  will  flow. 

Sure  enough,  Hollywood  studios  are 
starting  to  use  the  Net  and  sophisticated 
box-office  data-tracking  technology  to  speed 
up  decisions  about  who  gets  to  see  which 
movies,  which  stars,  and  even  which  plot 
lines.  Twentieth  Century  Fox  relies  on  a 
Web-powered  database,  called  Project  Eight 
Ball,  to  place  films  in  30,000  theaters.  The 
system  purports  to  tell  you  which  crowds 
prefer  Wesley  Snipes  to  Nicolas  Cage. 

Scientific  or  not,  high-powered  com- 
puting increases  the  incentive  for  business- 
es to  Webline  customers  by  making  human 
behavior  appear  predictable.  Visa  Interna- 
tional, for  example,  is  using  neural  net- 
works to  build  up  elaborate  behavioral 
profiles.  Over  months,  these  systems — which 
emulate  the  learning  power  of  the  brain — 
track  a  person's  behavior  online  and  off, 


then  match  it  against  models  of  similar 
personality  and  behavior  types  to  predict 
how  people  will  act  in  the  future.  The  initial 
incentive  was  to  recognize  and  thwart  fraud. 
Now  Visa  is  testing  the  software  with  12 
member  banks  in  an  effort  to  anticipate 
loan  defaults.  "This  gives  us  smarter  data, 
and  with  Web-based  technology,  we  can 
get  that  to  our  member  banks  in  real  time," 
says  Martin  Izenson,  a  director  "in  Visa's 
risk  management  and  security  group. 

Black  box.  The  military  developed  much 
of  this  technology  to  help  radar  systems,  for 
example,  distinguish  missiles  from  birds, 
loel  R.  Reidenberg,  a  law  professor  at  Ford- 
ham  University  in  New  York,  thinks  the 
technology  has  outpaced  our  ability  to  as- 
sess its  performance  or  its  impact.  "Neural 
networks  are  a  black  box,"  he  says.  In  a 
period  of  just  weeks  or  months,  the  value 
assumptions  in  the  networks  evolve  and 


Seattle  Pizza  Hut  to  pick  up  dinner,  but  J 
fore  she  could  pay,  a  register  clerk  askeclJ 
her  name,  address,  phone  number, 
pizza-topping  preferences.  When  Whitti 
declined,  the  clerk  refused  to  fill  her  01J 
No  data,  no  pizza.  "It  was  absurd," 
Whittman,  who  had  offered  to  pay  c 
Pizza  Hut  acknowledges  the  incident, 
plaining  that  the  "surveys"  were  aimec 
building  up  a  database  of  online  and  of] 
customers.  Even  so,  Pizza  Hut  admits  cl 
overstepped  company  policies. 

Stanford  computer-science  profes 
Eric  S.  Roberts  says  that  many  of  the 
signers  of  the  new  segmenting  technolc 
didn't  think  of  the  social  implications  wl 
they  invented  it.  The  moral  of  the  stc 
says  Tara  Lemmey,  president  of  the  El 
tronic  Frontier  Foundation:  "Just  beca 
technology  lets  you  segment  more  tigri 
doesn't  mean  you  should." 

As  Weblining  evolves,  will  we  end 


Small  businesses,  too,  could 

getWeblined 


can  no  longer  be  analyzed  with  precision, 
even  by  the  developers.  Think  what  that 
says  about  the  micro-profiles  that  are  gen- 
erated. "Some  of  this  really  crosses  the  line 
into  offensiveness,"  says  Reidenberg. 

Customers  often  appreciate  the  person- 
alization on  a  Web  site,  or  in  a  store.  But 
they  bristle  when  they  learn  about  the 
rankings  that  go  with  it.  Last  summer,  Nob 
Hill  Foods,  a  supermarket  chain  in  Gilroy, 
Calif.,  and  Wild  Oats  Markets  Inc.,  a  health- 
food  chain  in  Boulder,  Colo.,  halted  their 
so-called  loyalty  card  programs,  which  gave 
cardholders  discounts  that  others  didn't 
get.  Customers  were  complaining  that  it 
smacked  of  discrimination,  and  some  shop- 
pers were  threatening  a  boycott.  "Mostly, 
people  resented  the  snob  factor,"  says  Wild 
Oats  spokesman  Dan  Hall. 

In  their  zeal  to  collect  more  data  to 
feed  into  their  computer  systems,  some 
businesses  that  deal  with  customers  face-to- 
face  are  forgetting  their  manners.  Driving 
home  from  work  last  fall,  Seattle  City  Plan- 
ner Terry  Whittman  stopped  at  a  West 

Visa's  Izenson:  The  company  is  using  Web- 
based  technology  to  spot  fraud  and  credit  risk 


constructing  a  more  menacing  marketplac 
Maybe  so.  It  could  be  that  people  who  a 
able  to  pay  more  will  be  prodded  to  do  < 
by  segmentation  software.  But  it  is  far  mo: 
likely,  as  competition  for  high-value  coi 
sumers  increases,  that  people  with  the  be 
profiles  could  also  get  the  best  prices  an 
the  best  service — locking  out  the  also-ran 
Small  businesses  could  face  similar  Weblin 
ing.  Some  of  Weyerhaueser's  small  distrib 
utors,  for  example,  are  grumbling  abou 
the  shabby  way  they've  been  treated. 

It  would  be  one  thing  if  flexibility  wer 
built  into  this  system.  But  your  digital  pro 
files  and  rankings  never  go  away.  Nor  cai 
you  review  them  for  errors.  At  the  click  o 
a  mouse,  your  e-dossier  may  be  available  tc 
other  businesses  that  are  keen  on  seg 
menting  you  even  more  precisely.  And  be 
cause  the  Internet  is  still  evolving,  the  whole 
process  of  sorting  customers  will  get  faster, 
cheaper,  and  more  subde  at  every  turn 
The  Net  may  be  advancing  at  the  speed  of 
light,  but  it's  going  to  start  feeling  more  and 
more  cramped  inside  the  pigeonhole. 

Contributing:  Heather  Green,  Steve 
Rosenbush,  and  Susan  Zegel  in  New  York 
and  Robert  D.  Hof  in  San  Mateo 
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Th  e  Year 


of  Li 


PETER  ELSTROM 


Excite@Home  has  lost  value 

and  alienated  its  partners.  CEO 

George  Bell  is  facing  the 

greatest  adventure  of  his  life 

n  1986,  George  Bell  was  shooting  a  documentary  film 
about  the  descendants  of  the  Dayak  headhunters  of 
Borneo.  His  team  had  been  dropped  into 
the  jungle  by  plane,  and,  after  weeks  of 
filming,  they  were  to  be  picked  up  in 
the  same  spot.  But  the  day  before  the 


rendezvous,  the  group  became  hopelessly 
lost.  They  couldn't  find  the  right  trail,  and 
their  jeep  was  getting  battered  as  they 
plowed  through  dense  trees  and  shrubs. 
What  did  Bell  do?  When  he  heard  the 
plane  circling  overhead,  he  set  the  jeep  on 
fire  so  it  would  burn  a  hole  in  the  jungle's 
canopy.  The  pilot  found  the  party,  and 
they  got  out  unscathed.  "What's  the  worst 
that  could  happen?  We'd  pay  the  govern- 
ment $5,000  for  a  crummy  jeep.  At  least  we 
got  out  of  there,"  says  Bell. 

Good  thing  Bell  knows  that  drastic 
times  call  for  drastic  actions.  The  43- 
year-old  former  documentary  film  pro- 
ducer took  over  as  chief  executive  of 
Excite@Home  Corp.  two  months  ago,  just 
as  the  company  was  settling  into  the  worst 
funk  of  its  short  and  unhappy  life.  Now,  he 
has  to  use  all  the  skills  he  learned  as  an  ad- 
venturer, junior  media  mogul,  and  boss  of 
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one  of  the  pre- 
mier Web  portals 
to  shake  up   this 
once-promising  compa- 
ny. His  goal:  that  Excite@Home  ful- 
fill what  he  believes  is  its  destiny  as  one  of 
the  giants  of  Internet  media. 

When  Bell's  Excite  Inc.  merged  with 
@Home  Corp.  last  year,  it  seemed  to  be  on 
the  verge  of  a  breakthrough.  Excites  Web 
portal  was  gunning  for  market  leader  Ya- 
hoo! Inc.,  and  @Home  had  the  exclusive 
right  to  sell  broadband  Internet  access  over 
the  cable  networks  that  pass  by  72  mil- 
lion homes.  But  these  days,  the  company  is 
reeling.  Its  cable  partners  plan  to  yank  its 
exclusive  right  to  offer  Net  access  via  their 
networks  as  early  as  June  2002.  The  merg- 
er of  America  Online  Inc.  and  Time  Warn- 
er Inc.  will  create  a  bruising  competitor 
with  broadband  pipes,  content  like  Time 


A  tough-as-nails  competitor,  Bell  has  an 
aggressive  plan  for  building  Excite@Hon 
back  into  a  hot  Net  player 
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magazine,  and  20  times  as  many  sub- 
scribers as  Excite@Home.  Some  critics  ar- 
gue that  the  combination  of  @Home's  Net 
access  with  a  portal  like  Excite  never  made 
sense  in  the  first  place.  "That's  a  very  com- 
pelling idea  that's  never  been  proven  to 
work,"  says  Drew  Lanham,  senior  director 
of  business  development  at  Yahoo. 

Dayak  headhunters  would  look  like  po- 
lite dinner  guests  next  to  Bell's  investors 


ror  Magazines,  he  proposed  his  own  head- 
line for  this  story:  "The  man  with  the 
hardest  job  on  the  Net." 

Not  that  Bell  is  entertaining  the 
thought  of  failure.  A  tough-as-nails  com- 
petitor who  once  played  professional 
squash,  he's  laying  out  an  aggressive  game 
plan  for  building  Excite@Home  back  into 
one  of  the  hottest  players  on  the  Net.  For 
starters,  he  plans  to  squeeze  every  advan- 


Some  critics  say  combining  @Home  with 
Excite  never  made  sense  in  the  first  place 


these  days.  Excite@Home's  stock  has  tum- 
bled from  a  high  of  $99  last  year  to  $30. 
That  has  knocked  Excite@Home's  market 
cap  down  to  $10.8  billion,  70%  less  than  its 
April  peak.  "I  finally  gave  up,"  says  Peter 
Cole,  who  runs  his  own  investment-re- 
search firm  in  Oakland,  Calif,  and  has 
sold  all  his  stock  in  Excite@Home  in  the 
past  few  months.  "I  didn't  understand  what 
was  going  on."  Even  Bell  acknowledges  he's 
in  a  jam.  A  former  executive  at  Times  Mir- 


tage  out  of  his  position  as  the  only  avail- 
able provider  of  cable  Net  access  to  59 
million  homes  in  the  U.  S.  and  1 3  million 
homes  abroad.  "It's  important  to  remem- 
ber that  there's  not  another  company  any- 
place that  has  an  exclusive  distribution 
agreement  with  anybody,"  he  says. 

And  he's  willing  to  risk  the  ire  of  his  ca- 
ble partners  to  collect  customers.  Bell  is 
starting  to  market  broadband  Net  access 
over  phone  lines,  using  digital  subscriber 
lines  (dsl).  He  can  do  that  only  outside  the 
territories  of  his  cable  allies  right  now.  But 


after  exclusivity  expires,  he  may  take 
dicey  step  of  teaming  up  with  phone  a: 
panies  to  go  head-to-head  with  his  bigd 
shareholders,  AT&T,  Cox  Communicati 
and  Comcast  Communications.  "Anyb 
will  be  able  to  do  anything  to  anybody," 
says.  "At  the  end  of  the  day,  we're  in 
ent  about  which   technology  beco 
superior." 

He's  not  just  relying  on  technology, 
real  value  that  Bell  is  bringing  to 
cite@Home  is  a  deep  understanding  of 
ditional  media  that's  rare  among  N 
Media  companies.  Besides  a  filmmak 
Bell's  been  a  magazine  publisher,  writ 
and  a  producer  at  ABC  television.  With 
experience,  he's  determined  to  bring 
most  attractive  features  of  film,  TV,  a 
print  to  the  Net.  For  example,  he  has  c 
deals  so  that  Excite  visitors  can  listen  to  ai 
dio  clips  from  Bloomberg  about  the  da 
stock  market  or  watch  video  of  mountair 
climbing  expeditions.  On  Mar.  28,  the  con 
pany  will  take  the  wraps  off  a  ne 
broadband  portal  that  will  have  a  wide  ai 
ray  of  content  customized  for  subscribe] 
with  the  fastest  connections.  If  you  ro 
your  mouse  over  a  weather  icon,  for  in 
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George  debenneville  Bell  Jr. 


Born:  Dec.  20, 1956 

Education: 

B.  A.  in  English  from  Harvard,  1980 

Career  Highlights:  Wrote  and 
produced  for  ABC  from  1980  to  1985. 
From  1985  to  1991,  he  produced  and 
wrote  documentaries  on  conservation  and  wildlife,  collect- 
ing four  Emmy  Awards.  Bell  was  a  senior  vice-president  at 
Times  Mirror  Magazines  from  1991  to  1995.  He  was  hired  as 
CEO  of  Excite  in  1996  and  succeeded  Tom  Jermoluk  as  CEO 
of  the  combined  Excite@Home  in  January. 

How  shooting  films  prepared  him  for  running 
an  Internet  company:  "You  get  someplace  and  you 
find  out  that  you  can't  do  the  show  you  were  going  to  do. 
You  have  to  come  back  with  something." 

First  big  decision  at  Excite:  He  persuaded  top  execs 
to  change  the  company's  name  from  Architext  to  the  more 
memorable  Excite. 

Most  unusual  management  technique:  In  the 

past,  during  his  weekly  staff  meetings,  he  kept  three  ten- 
nis balls  behind  the  podium  and  zipped  them  at  people 
who  were  chatting  among  themselves. 


Sports:  He  played  on  the  Harvard  squash  team  and  was 
formerly  a  national  doubles  champion  at  a  rare  sport 
called  "court  tennis,"  which  was  popular  with  royalty  in 
14th  century  France.  It's  played  in  an  enclosed  court  where 
balls  can  come  off  the  walls.  There  are  no  courts  west  of 
Chicago,  so  he  doesn't  play  much  anymore. 

Blue  blood  to  new  blood:  His  great-grandfather  was 
Pennsylvania's  attorney  general,  his  grandfather  was  chief 
justice  of  the  state  Supreme  Court,  and  his  father,  George 
Sr.,  a  close  friend  of  former  president  George  Bush,  was  co- 
chairman  of  investment  bank  Janney  Montgomery  Scott. 

How  he  avoided  a  career  in  banking:  His  older 
sister  became  an  investment  banker."ln  many  ways  she 
was  the  first-born  son.  She  cleared  the  way  so  I  could  go 
my  own  way." 

Family:  His  wife,  Carrie,  and  three  sons — ages  7,  5,  and 
2 — just  moved  across  the  country  to  suburban  Boston  to 
be  near  her  parents.  Bell  travels  to  Boston  almost  every 
weekend. 

On  his  nightstand:  He  regularly  reads  three  books: 
Homer's  Odyssey  and  Robert  Lowell's  Day  by  Day  and  For 
Lizzie  and  Harriet. 
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stance,  you'll  see  a  Doppler  radar  view  of 
your  region  along  with  a  five-day  forecast. 

Will  all  this  help  Bell  restore 
Exrite@Home's  luster?  He  has  a  lot  to  prove 
to  investors  like  Cole.  The  company  hit 
1.1  million  subscribers  at  the  end  of  De- 
cember, two  years  after  originally  promised, 
and  its  online  sites  have  lost  ground  re- 
cently, in  part  because  of  the  merger  dis- 
tractions. Excite  and  its  other  properties 
such  as  greeting-cards  supplier  Bluemoun- 
tain.com  have  slipped  to  fifth  place  in  pop- 
ularity with  27.7  million  unique  visitors 
in  January,  according  to  Media  Metrix — be- 
hind aol,  Yahoo,  Microsoft,  and  Lycos. 

But  as  demand  for  speedy  Net  connec- 
tions booms,  Bell  is  in  an  enviable  position: 
He's  the  only  provider  of  Internet  access 

Bell  comes  from  a  long 
line  of  politicians, 
lawyers,  and  financiers 

over  cable  networks  in  about  60%  of  the 
country  for  at  least  two  more  years.  The 
most  viable  rivals  are  the  Baby  Bells,  but 
their  dsl  service  tends  to  be  more  expensive 
than  Excite@Home's  $40-a-month  offer- 
ing, and  most  already  are  falling  behind 
their  own  goals  in  rolling  out  service.  Bell  is 
laying  out  specific  targets  for  growth  that,  if 
he  hits  them,  should  reassure  Wall  Street. 
He  expects  to  have  2.5  million  to  2.8  mil- 
lion subscribers  by  the  end  of  this  year 
and  between  8  million  and  10  million  by 
the  close  of  2002.  He  has  some  analysts 
convinced.  "I  buy  those  numbers,"  says 
Warburg  Dillon  Read  analyst  Michael  Wal- 
lace, who  is  recommending  that  investors 
buy  the  stock. 

Bell  will  need  a  bit  of  luck  on  his  side 
too.  There's  been  a  raging  regulatory  debate 
over  whether  at&t  and  other  cable  com- 
panies can  grant  exclusive  rights  to  provide 
Net  access  to  favored  companies  like  Ex- 
cite@Home.  Certain  cities,  such  as  Port- 
land (Ore.),  have  insisted  that  cable  players 
let  competitors  use  the  same  cable  net- 
work to  offer  Internet  access.  A  U.  S.  Ap- 
pellate Court  is  expected  to  issue  a  ruling  in 
the  debate  within  the  next  two  weeks.  If  it 
goes  in  favor  of  Portland,  Excite@Home 
could  lose  its  exclusivity  well  before  2002. 
While  some  experts  says  there's  reason  for 
him  to  be  worried,  Bell  says  there's  very  lit- 
tle chance  he'll  lose  the  court  case. 


Another  big  concern  for  investors  is 
Excite@Home's  relationship  with  its  cable 
partners.  The  key  reason  Tom  Jermoluk,  the 
company's  chairman,  ceded  the  CEO  role  to 
Bell  is  that  Jermoluk  has  been  spending 
almost  all  his  time  negotiating  with  AT&T, 
Cox,  and  Comcast.  "No  question,  [it's  been] 
the  single  most  difficult  and  painful  year  of 
my  life,"  says  Jermoluk.  Even  now,  AT&T 
and  Excite@Home  disagree  over  When  the 
smaller  company's  exclusive  use  of  the  AT&T 
network  expires.  James  W  Cicconi,  AT&T's 
general  counsel,  insists  that  all  exclusivity 
ends  in  June,  2002,  while  Bell  says  it  ter- 
minates later  in  some  at&t  markets. 

Still,  Bell,  with  Jermoluk's  help,  has  be- 
gun mending  fences  with  his  cable  partners. 
business  week  has  learned  that  the  three 
major  cable  owners  plan  to  extend 
their  contract  to  let  Excite@Home 
sell  Net  access  over  their  networks 
after  the  current  contracts  expire — al- 
though the  new  contracts  won't  be 
exclusive.  "I  expect  that  we'll  have 
some  sort  of  MFN,  or  most-favored- 
nation  agreement,  with  them,"  says  Bell. 

Leave  it  to  Bell  to  strike  a  savvy  polit- 
ical compromise.  George  deBenneville  Bell 
Jr.  grew  up  in  a  distinguished  Philadel- 
phia family  with  a  long  line  of  prominent 
politicians,  lawyers,  and  financiers.  His 
grandfather  was  governor  of  Pennsyl- 
vania, albeit  briefly,  and  served  as  chief 
justice  of  the  state  Supreme  Court  for  1 1 
years.  His  great-grandfather  was  district 
attorney  in  Philadelphia  from  1903  to 
1907  and  Pennsylvania's  attorney  general 
from  1911  to  1915.  George's  father,  George 
Sr.,  became  co-chairman  of  investment 
bank  Janney  Montgomery  Scott  Inc.  and 
became  close  friends  with  former  Presi- 
dent George  Bush  while  the  two  of  them 
were  at  Yale  University. 

Growing  up  among  CEOs,  chief  justices, 
and  presidents,  George  Jr.  clearly  faced 
great  expectations.  Even  going  to  Harvard 
University  wasn't  considered  that  impressive 
in  his  family.  "The  worst  thing  I  did  was  go 
to  Harvard,"  he  says.  Not  that  it  wasn't  a 
good  school,  it's  just  that  his  father  went  to 
Yale  and  his  grandfather  went  to  the  Uni- 
versity of  Pennsylvania.  Bell,  however,  did- 
n't feel  any  pressure  to  follow  his  father  into 
finance.  That's  because  his  older  sister,  So- 
phie Ayers,  excelled  in  the  field.  She  joined 
First  Boston,  now  Credit  Suisse  First 
Boston,  in  1977,  when  there  were  few 
women  on  Wall  Street.  She  is  now  a  man- 


BELL'S 

BROADBAND 

BATTLE  PLAN 


cable: 

By  offering  Net  access  over 
cabie  service  more  widely 
and  marketing  aggressive- 
ly, Excite@Home  plans  to  boost 
its  subscribers  from  the  current 
i.i  million  to  at  least  8  million  by 
the  end  of  2002. That  would 
make  it  a  serious  competitor  to 
America  Online,  which  has  21 
million  subscribers. 


TELEPHONE  LINES: 

Because  Excite@Home  can 
sell  Net  access  over  cable  to 
about  60%  of  the  homes  in 
the  U.  S.,  it  will  branch  out  to  of- 
fer speedy  hookups  over  digital 
subscriber  lines  (DSLs).  Eventual- 
ly, Excite@Home  may  team  up 
with  phone  companies  to  take 
on  its  cable  partners. 

BROADBAND  PORTAL: 

At  the  end  of  March,  the 
l  company  will  launch  a  Web 
B.  site  tailored  to  the  needs 
of  broadband  customers.  It 
will  have  snazzy  content  like 
video  and  audio  clips;  and  it  will 
give  heavy-duty  users  such 
extras  as  seven  e-mail 
accounts. 


DEALS,  DEALS,  DEALS: 

Excite@Home  plans  to  boost 
Web  site  traffic  through 
acquisitions  like  its  buyout 
of  No.  1  online  greeting-card 
provider  Bluemountain.com,  and 
through  strategic  investments 
such  as  its  stake  in  Quokka 
Sports,  which  lets  Web  surfers 
watch  live  events  like  sailing  and 
mountain  climbing. 
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ANNOUNCING   THE    NEXT   BIG    STEP   IN    B2B 


^f  ventro 


Chemdex  introduces  Ventro  Corporation,  the  B2B  industry's  leading 
builder  and  operator  of  vertical  marketplace  companies.  Ventro's  mission  is  to 
leverage  our  technology  and  operational  expertise  to  build  the  blue  chip  B2B 
companies  of  the  21st  century. 

Chemdex,  where  we  launched  our  complete  e-commerce  solutions,  is  now  a 
Ventro  life  sciences  company.  Along  with  Promedix,  a  Ventro  specialty  medical 
company;  Industria  Solutions,  a  Ventro  fluid  processing  company;  and 
Broadlane,  a  Ventro  healthcare  supply  company.  With  more  to  come. 

By  putting  the  Ventro^name  on  our  corporate  face,  we  are  taking  the  next  big 
step  in  transforming  the  B2B  economy. 

www.ventro.com 
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aging  partner  at  Russell  Reynolds,  re- 
cruiting top  finance  executives.  "In  many 
ways,  she  was  the  first-born  son,"  says 
Bell.  "She  cleared  the  way  so  I  could  go 
my  own  way." 

Early  on,  Bell  explored  career  options  far 
from  finance  and  politics.  At  Harvard,  he 
studied  English,  and  wanted  to  be  a  writer. 
He  had  several  fiction  and  nonfiction  pieces 
published,  including  a  fictionalized  story 


about  Robert  Louis  Stevenson's  life  in  West- 
ern Samoa.  "It  was  very  well  done,"  says 
David  McKean,  Bell's  roommate  in  college 
and  now  chief-of-staff  for  Senator  John  E 
Kerrey  (D.-Mass.).  Bell  still  has  a  literary 
bent:  He  regularly  reads  Homer's  Odyssey 
and  poetry  by  Robert  Lowell. 

Instead  of  banging  away  at  a  typewriter 
in  solitude,  Bell  headed  into  television, 
where  he  could  combine  writing  with  ad- 


venture. He  first  worked  for  abc  Inc. 
writer  and  producer  and  later  jumped 
making  independent  documentary  fill 
primarily  about  vanishing  peoples,  moi 
tain  climbing,  and  the  environment, 
won  four  Emmy  Awards  while  explor 
the  world.  He  fished  with  former  Pr 
dent  Jimmy  Carter,  lived  with  pygmies 
Africa's  Ituri  rain  forest,  and  survive 
plane  crash  in  Africa.  Those  kinds  of 


EXCITE@HOME 

VS. 

THE  COMPETITION 

As  Bell  leads  Excite@Home 
in  bolstering  its  content 
and  signing  up  Net  access 
customers,  he  faces  fierce 
competition.  Here's  how 
the  major  players  stack  up: 

All  financial  figures  are 

for  the  most  recent  fiscal  year. 


CEO:  George  Bell 
Market  cap:  $10.8  billion 
Revenues:  $336.9  million 
Net  loss:  $1.5  billion 

Key  advantages:  Has  exclusive 
rights  to  sell  broadband  Net  access 
over  cable  networks  that  run  by  59 
million  U.S.  homes.  Recently  surpassed 
1  million  customers,  two  years  behind 
goal.  Plans  to  launch  on  Mar.  28  a  site 
featuring  snazzy  video  and  music  clips. 

Key  problem:  Cable  exclusivity 
rights  will  begin  to  expire  in  2002. 
Then  rivals  could  jump  in. 


Yahoo! 


CEO: 

Tim  Koogle 
Market  cap: 

$90.1  billion 
Revenues: 
$588.6  million 
Net  income: 

$61.1  million 

Key  advan- 
tage: Most 
popular  site 
on  the  Net  with  36.4  million  visitors 
per  month,  powerful  brand. 

Key  problem:  Vulnerable  to  compa- 
nies like  Excite@Home  and  AOL — 
after  its  merger  with  Time  Warner  is 
complete — because  Yahoo!  doesn't 
sell  its  customers  access  to  the  Net. 


CEO:  Stephen  Case 
Market  cap: 
$146.6  billion 
Revenues: 
$4.8  billion 
Net  income: 
$762  million 

Key  advantages: 

No.  i  in  customers, 
with  21  million 
subscribers.  Merger 
with  Time  Warner  will  give  it  top- 
flight content  and  broadband  access 
to  the  Net  over  cable  to  20  million 
U.S.  homes. 

Key  problems:  Combining  AOL 
and  Time  Warner  could  distract  top 
management.  Free  service  threatens 
subscriber  revenues. 


Microsoft 


CEO:  Steve  Ballmer 
Market  cap:  $517.2  billion 
Revenues:  $19.7  billion 
Net  income:  $7.8  billion 

Key  advantages:  It's  Microsoft. 
Including  MSN,  Hotmail,  and  Mi- 
crosoft.com,  company  already  has  the| 
third  most-visited  online  sites  after 
AOL  and  Yahoo!  Distributing  software I 
over  the  Net  could  be  hugely  valuable] 

Key  problem: 

Antitrust  case 
may  prevent  it 
from  moving  ag- 
gressively to  add 
content  and 
broadband  pipes. 


Lycos 


>T 


CEO:  Robert  Davis 
Market  cap:  $7.8  billion 
Revenues:  $135.5  million 
Net  loss:  $52.0  million 

Key  advantages:  Fourth  most-visit- 
ed online  properties.  Strong  interna- 
tional presence,  particularly  in  Eu- 
rope, where  it  has  partnered  with 
German  media  giant  Bertelsmann. 

Key  problems:  Like  Yahoo, 
doesn't  sell  access.  Worse,  doesn't 
have  Yahoo's 
brand  clout. 


DATA:  Media  Metrix, 
company  reports, 
Business  Week. 
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Tina:  Hi,  what  can  I  help  you  With  today? 
Keith:  How  do  I  hook  this  camera  up  to  my  computer? 
Tina:  It  comes  with  several  different  cables.  Here's 
a  picture  of  the  one  you'll  use. 


With  LivePerson,  ShopNow.com  can  give  them  to  him. 

Dnline  shoppers  are  looking  for  more  than  just  merchandise.  They  are  looking  for 
advice.  Quickly.  That's  why  ShopNow.com  uses  LivePerson.  With  LivePerson's  live  sales 
und  customer  service  technology,  ShopNow.com  operators  not  only  point  consumers 
o  the  right  product,  they  tell  them  what  else  works  with  it.  That's  the  difference 
oetween  someone  browsing  on  an  e-commerce  site  and  buying  on  one.  That's 
he  impact  of  a  live  person.  Want  to  help  your  site?  Then  help  your  customers.  Now. 
Call  1 .877.228.7984  or  visit  us  at  www.liveperson.com/shopnow 


%tivePferson 


Give  your  site  a  pulse 
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periences  have  made  him  more  effective 
at  dealing  with  his  high-maintenance  cable 
partners.  "I  think  what  makes  George  so 
unique  is  that  he's  traveled  so  extensively," 
says  Peter  Winter,  president  of  Cox  Inter- 
active Media,  which  is  part  of  Cox  Com- 
munications, one  of  Excite@Home's  major 
shareholders.  "He  knows  that  he  has  to 
listen  to  other  people's  points  of  view. 
That's  a  big  part  of  who  George  is." 

Making  movies  also  turned  out  to  be 
pretty  good  training  for  the  Net.  In  his 
travels,  Bell  learned  how  to  make  decisions 
in  unpredictable  situations.  "Those  years 
were  the  most  relevant  years  in  helping 
me  learn  how  to  manage  on  the  Internet," 
he  says.  "There's  always  something  you 
didn't  plan  for."  Consider  this:  On  one  trip 
to  Venezuela  to  shoot  a  documentary  about 
vanishing  peoples,  Bell  and  his  team  ran 
into  a  problem:  The  people  had  vanished. 
Bell  already  had  paid  for  cameramen, 
equipment,  permits,  and  airline  tickets. 
"National  Geographic  has  paid  us  $300,000 
to  do  a  show,  and  we  were  going  to  spend 
$200,000  even  if  we  came  back  with  noth- 
ing," he  says.  One  of  Bell's  crew  knew  that 
they  could  probably  find  a  newly  evolved 
species  of  plant  in  the  crater  of  a  nearby 
volcano.  Bell's  plans  changed  on  a  dime. 
"O.  K.,  it's  a  plant  show,"  he  said. 

Bell  has  developed  a  reputation  for  be- 
ing cool  under  pressure.  His  wedding 
reception  in  1991  took  place  at  the  tony 
Maidstone  Arms  Inn  in  East  Hampton, 
N.Y.  But  shortly  af- 
ter the  guests  ar- 
rived, a  bomb  scare 
sent  everyone  scur- 
rying onto  the  golf 
course.  A  cart  filled 
with  cocktails  was 
pulled  out  onto  the 
greens,  and  George 
and  his  bride,  Car- 
rie, danced  on  a 
fairway.  "If  it  had 
happened  to  any- 
body else,  it  would 
have  destroyed  the 
wedding,"  says 
Jonathan  Alter,  a  Newsweek  reporter  who 
went  to  Harvard  with  Bell.  "George  handled 
it  with  complete  humor  and  charm." 

Perhaps  because  he  was  successful  early 
on  in  his  career,  Bell  has  developed  a  will- 
ingness— even  a  desire — to  try  new  things 
regularly.  "I  have  a  high  degree  of  trust  in 
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myself,"  he  says.  "I'm  willing  to  react  to 
things  instinctually.  It  hasn't  let  me  down  so 
far."  Indeed,  after  making  documentaries 
for  five  years,  he  signed  on  at  Times  Mirror 
Magazines  and  rose  quickly  to  become  se- 
nior vice-president.  He  was  valued  there 


Top:  Bell  on  the  bank  of 
Chile's  Bio  Bio  River,  work- 
ing on  a  documentary. 
Left:  George  Bell  winning 
1  of  4  Emmys. 


because  he  saw  opportu- 
nities where  few  others 
did.  For  example,  he  re- 
alized that  Times  Mirror 
could  reap  new  revenues 
by  offering  advertising  in  its  Field  &  Stream 
magazine  along  with  advertising  on  new  ca- 
ble shows  about  fishing.  "The  industry  was 
in  a  funk,  and  he  found  an  innovative  way 
to  grow,"  says  Francis  Pandolfi,  the  former 
CEO  of  Times  Mirror  Magazines. 

Bell  also  showed  little  hesitance  in  leav- 


;■— ■ 


ing  what  could  have  been  a  comfortable  j 
reer  in  the  New  York  magazine  world 
the  rough-and-tumble  frontier  of  Sili 
Valley.  When  he  was  interviewed  for  the  j 
as  ceo  of  Excite,  he  knew  he  wanted 
immediately.  "These  guys  weren't  going 
take  the  5:42  train  to  Jersey,"  he  says.  "Th 
were  just  going  to  stay  in  their  dingy  cu 
cles  until  they  were  declared  winners.  Tl 
was  very  refreshing."  And,  just  as  he  did 
Times  Mirror,  he's  been  able  to  find  ne 
growth  opportunities  at  Excite.  To  boo 
Web  traffic  on  his  Web  site,  he  cut  crosi 
promotional  partnerships  with  AOL  a: 
Netscape   Communications,   and   ma 
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Bell  is  known 

for  remaining  cool  ht 

under  pressure 

strategic  acquisitions  of  search  engine  Web 
Crawler,  online  marketer  MatchLogic,  an 
Bluemountain.com. 

Bell  will  need  all  his  experience  to  guidi 
Excite@Home  out  of  its  troubles.  His  plar 
to  float  a  separate  tracking  stock  for  the  Ex 
cite  portal  seems  to  have  placated  cabk 
partners  who  didn't  want  to  be  in  the  con 
tent  business.  But  if  Excite@Home's  stock 
price  sinks  much  more,  all  bets  are  off.  To 
reassure  investors,  Bell  will  have  to  keep  Ex- 
cite among  the  most  popular  portals 
through  promotions,  partnerships,  and 
strategic  acquisitions — and  he'll  have  to  hit 
his  aggressive  targets  for  boosting  @Home 
subscribers.  "What  Wall  Street  doesn't  like  is 
uncertainty,"  he  says.  How  important  is 
boosting  the  company's  stock  price?  In  his 
new  role  as  ceo,  he  has  taken  to  talking  to 
financial  analysts  so  regularly  that  there's  a 
list  of  the  most  important  Wall  Street  play- 
ers tacked  to  the  wall  right  above  his  desk 
in  Redwood  City,  Calif. 

In  Bell's  cubicle,  there's  also  a  large 
framed  photo  of  Mount  Everest  with  the 
rosy  fingers  of  the  sun  just  touching  the 
snow-capped  peaks.  It's  an  appropriate 
metaphor  for  Bell's  life  and  his  job  at  Ex- 
cite@Home.  He  knows  he  may  very  well 
have  the  hardest  job  on  the  Web.  But  that 
just  gives  him  a  tall  peak  to  conquer.  ® 


^ 


e.biz  online 


For  more  stories  about  George  Bell's 
adventures  and  a  O&A  with  the  CEO, 
go  to  ebiz.businessweek.com. 
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As  Microsoft's  Dick  Brass  sees  it,  print  on  paper  will  go  the  way  of  the  quill  pen 


ice-President  Al  Gore  traveled  to  Tacoma, 
Wash.,  a  few  years  ago  to  solicit  advice  on 
issuing  tax  credits  for  software  exports.  It's  a 
fairly  esoteric  topic,  but  one  that  sparks  passion 
among  the  digerati.  No  one  at  that  exclusive 


gathering  was  more  passionate  than  Dick 
Brass.  A  senior  vice-president  at  Oracle  Corp. 
at  the  time,  Brass's  voice  boomed  and  his 
arms  flailed  as  he  lectured  the  Veep  on  the 
importance  of  aiding  America's  software  in- 
dustry. On  the  way  out  of  the  meeting, 
Brass  asked  his  longtime  friend,  Microsoft 
Corp.  research  chief  Nathan  P. 
Myhrvold,  whether  he  was  a  bit  too 
pushy.  Myhrvold  recalls  telling  him: 
"If  you  had  been  any  more 
pushy,  either  I  or  the  Secret  Ser- 
vice would  have  jumped  on  the 
Vice-President"  to  shield  him. 

Never  dull.  Dick  Brass  is  noth- 
ing if  not,  well,  brassy.  The  48-year- 
old  native  New  Yorker  is  a  force  of 
nature.  With  his  walrus  mustache, 
frizzy  mop  of  hair,  and  eyeglasses,  he 
looks  more  like  a  college  professor 
than  a  hard-charging  software  exec. 
But  he  can  grab  the  attention  of  an  en- 
tire room  just  by  walking  in  the  door.  He 
often  bellows  to  make  a  point  or  inter- 
rupts people  to  redirect  the  course  of  a 
conversation.  And  then  he  mocks  him- 
self, grinning  from  ear  to  ear,  to  avoid  be- 
ing completely  overbearing.  Brass  is  ex- 
asperating  to  some,  charming  to 
others — but  never  dull. 

Fortunately,  he  has  a  job  that  demands 
all  the  bluster  he  can  muster.  For  2Vz  years, 
Brass  has  been  in  charge  of  Microsoft's  ef- 

Brass  has  been  working  to  make  e-books 
a  reality  for  the  past  20  years 


forts  to  light  a  fire  under  the  electronic- 
book  business.  In  that  short  time,  Brass  has 
emerged  as  the  world's  leading  evangelist 
for  e-books.  He  prods  and  cajoles  pub- 
lishers, authors,  and  com- 


puter makers  to  persuade  them  that 
electronic  tablets  will  someday  soonl 
come  a  world-changing  business.  "He si 
a  gale-force  wind  in  the  face  of  a  pubU 
ing  industry  that  is  very  reluctant 
change,"  says  Steve  Riggio,  vice-chairma 
barnesandnoble.com  Inc. 

In  April,  Microsoft  will  give  the  indi 
a  kick-start.  Hardware  giants  Cad 
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Imagine  a  world  where  eve. 


We  already  have.  Its  called  dynamic  commerce 


Dynamic  commerce  is  more  than  just  online  auctions. 

It's  a  phenomenon  that's  changing  the  way  everything  is  bought  and  sold. 
As  the  leader  in  auction  software  and  services,  OpenSite  is  your  gateway  to 
dynamic  commerce.  By  engaging  your  buyers  and  sellers  in  the  pricing  process, 
we  help  your  business  attract  and  retain  customers.  Move  and  manage  inventory 
with  unprecedented  efficiency.  Even  build  brand  equity.  It's  no  wonder  leading 
corporations  are  relying  on  us  to  take  them  beyond  e-commerce  to  dynamic 
commerce.  Stop  imagining  the  possibilities.  Talk  to  the  leader  who  can  help  you 
profit  from  them.  OpenSite.  Where  dynamic  commerce  begins. 

To  gel  your  FREE  dynamic  commerce  white  paper,  visit  us  at  http://welcome.opensite.com/132 


OpenSite 

Where  Dynamic  Commerce  Begins'" 


Business  Week  e.biz    PERSONALITIES 


Compaq,  and  Hewlett-Packard  plan  on 
rolling  out  palm-size  devices  loaded  with 
Microsoft  Reader,  the  e-book  software  Brass 
has  shepherded  since  he  joined  Microsoft. 
As  vice-president  for  technology  develop- 
ment, he  leads  100  engineers  and  scientists 
whose  task  is  to  make  reading  books  on 
electronic  screens  as  pleasant  as  print  on 
paper.  Their  breakthrough,  called  ClearType, 
smoothes  the  jagged  edges  of  electronic 
type,  making  letters  on  computer  screens 
easier  to  read.  It's  a  huge  step  forward  for 
e-books  and  a  triumph  for  Brass,  who  is 
not  shy  about  tooting  his  own  horn.  "Pub- 
lishing is  about  to  change  in  Gutenbergian 
proportions,"  boasts  Brass. 

In  the  world  according  to  Brass,  e-books 
will  do  nothing  less  than  upend  the  pub- 
lishing industry  and  put  a  big  dent  in  the 
wood-pulp  business.  Digital  books  will  al- 
low publishers  to  sell  directly  to  reader;. — 
and  ship  their  products  via  the  Internet. 


That  happened  on  Mar.  14,  when  Simon  & 
Schuster  released  Stephen  King's  "Riding 
the  Bullet"  over  the  Web  to  phenomenal  re- 
sponse. Authors  could  even  bypass  pub- 
lishers, selling  books  directly  to  readers  and 
taking  in  every  last  penny  of  the  sale.  "New 
voices  are  going  to  emerge.  No  books  will 
go  out  of  print.  This  will  be  the  golden  age 
of  literature,"  Brass  says. 

To  date,  though,  e-books  barely  register 
as  a  business.  International  Data  Corp. 
estimates  that  only  5,000  e-book  devices 
were  sold  last  year.  That  number  could 
climb  to  2.8  million  in  2004,  IDC  says, 


r 


give  up  something  they're  comforta 
with.  "Paper  does  a  pretty  good  job 
being  paper,"  says  IDC  analyst  Kevin  Hai 
So  Brass  has  set  out  to  make  electro 
screens  better  than  paper.  He  was  one 
the  forces  behind  creating  an  industry  st; 
dard  for  e-books,  which  is  essential  if 
market  is  ever  to  take  off.  Publishers  hi 
no  desire  to  release  electronic  books 
even  a  handful  of  different  competing  f 
mats.  So  Brass  pushed  execs  from  the  o 
er  e-book  companies,  publishers,  a 
booksellers  to  draw  up  some  comm< 
rules.  The  group  agreed  to  a  preliminary 


"New  voices  are  going  to  emerge. 

No  books  will  go  out  of  print" 


but  only  if  publishers  agree  to  invest  tens 
of  millions  of  dollars  in  promoting  the 
business  and  if  e-book  devices  become 
lighter,  easier  to  read,  and  cheaper.  E- 


•hwm                                    books  have  to  give  consumers  a  reason  to 

7        Richard  Ira  Brass 

■^7 

j^^^V        Born:  June  9, 1951  in  Brooklyn,  N.Y. 

[^^B         Education:  Graduated  from  Hebron  Academy  in 
|^H^B        Maine  in  1969.  Majored  in  history  at  Cornell  Univer- 
^BfRS        sity  for  four  years,  but  failed  to  complete  two  years 
I^EBR        of  physical  education  and  never  got  a  degree. 

mSsft          Career  highlights:  Vice-president  at  Microsoft, 
B^                overseeing  efforts  in  electronic  book  software,  e-book 
devices,  and  tablet  PCs.  At  Oracle  from  1988  to  1997,  first 
as  president  of  its  data  publishing  subsidiary  and  later 

as  PR  handler  for  Chairman  Lawrence  J.  Ellison.  Brass 
founded  Dictronics  Publishing — a  maker  of  spell-checking  and  dictionary  soft- 
ware— in  1980  and  sold  it  to  Wang  Laboratories  in  1983. 

First  brush  with  e-books:  In  1980,  after  three  years  as  a  poor-spelling 
reporter  and  editor  at  New  York's  Daily  News,  Brass  developed  the  first 
dictionary-based  electronic  spell-checker.  That  year,  he  created  the  first 
electronic  thesaurus,  left  journalism,  and  started  Dictronics. 

His  e-book  philosophy:  "E-books  are  the  future  of  publishing.  They  will 
make  books  and  periodicals  cheaper,  more  accessible,  more  powerful,  and 
they  will  never  go  out  of  print." 

Most  influential  book  he  has  read:  Extraordinary  Popular  Delusions 
and  the  Madness  of  Crowds  by  Charles  Mackay.  "It  made  me  aware  that 
popular  opinion  is  essential  and  quite  often  dead  wrong." 

Hobbies:  Boating  and  eating.  Owns  a  55-foot  Pilothouse  Trawler  and  tools 
around  the  Pacific  Northwest.  Dines  at  Seattle's  best  restaurants.  "His 
knowledge  of  food  is  only  surpassed  by  his  willlingness  to  eat  it,"  says 
friend  Donald  Katz. 

of  standards  last  September.  Now,  pubhs 
ers  can  easily  create  digital  manuscrip 
that  can  be  read  on  virtually  any  device 
And  Brass  isn't  done.  He's  delivering 
new  version  of  Microsoft  Reader  this  sun 
mer  with  more  advanced  copy  protectior 
making  it  more  difficult  for  people  to  swa 
e-books — a  huge  issue  for  publishers.  Th 
could  open  the  floodgates  for  new  title 
Brass  predicts  that  10,000  will  be  availabl 
in  the  Reader  format  by  Christmas,  u] 
from  a  few  thousand  today. 

Post  time.  Making  e-books  a  force  tc 
be  reckoned  with  is  not  a  new  challengi 
for  Brass.  He  has  been  working  at  it  for  th< 
past  20  years.  But  you  wouldn't  hav< 
pegged  him  as  the  second  coming  of  jo 
hannes  Gutenberg  when  he  was  kid.  Bras' 
grew  up  in  the  New  York  suburbs,  the  son . 
of  a  clothing  salesman.  He  attended  He-  ] 
bron  Academy,  a  Maine  boarding  school,) 
then  went  off  to  Cornell  University  wher< 
he  decided  he  wanted  to  be  a  journalist 
He  ultimately  dropped  out — he  didn't 
complete  his  physical  education  require 
ment — to  work  for  the  New  York  Post. 

It  was  one  of  Brass's  shortcomings  as  a 
journalist  that  got  him  interested  in 
e-books:  He  was  a  wretched  speller.  After 
toiling  at  the  New  York  tabloids  for  five 
years,  he  had  an  epiphany  while  looking  at 
his  dogeared  dictionary.  "It  dawned  on  me 
that  all  these  books  we  used  with  com 
puters  could  be  in  computers,"  says  Brass. 
He  left  newspapering  in  1980  and  licensed 
the  digital  rights  to  the  Random  House 
Dictionary.  That  year,  he  founded  Die 
tronics  Publishing  Inc.  and  went  on  to  de 


EB  48    BUSINESS  WEEK  E.BIZ  /  APRIL  3,  2000 


ou've    Never    Committed 

to    a    Relationship    This    Fast    Before. 


I  do. 


lotal  e-customer  relationship  management  (eCRM)  for  eBusiness  in  just 
)  days?  Believe  it.  Presenting  Internet-hosted  Synchrony  eCRM.  Phone, 
ix,  e-mail,  Web  chat,  VOIP.  At  last,  all  your  customer  communications  can  be 
/nchronized  into  a  single  view  on  your  agent's  PC.  Also  at  your  fingertips? 
ustomer  interaction  histories  and  Web  tools  for  building  lasting,  profitable 
slationships.  Synchrony  eCRM.  Build  a  relationship;  the  transactions  will 

lome.  For  the  industry's  only  30-day  implementation  guarantee,  call  us 
>ll-frrc  at  <S77-79t>-2(>(v5  or  visit  ns  at  www.synchrony.net. 


CUSTOMER  RELATIONSHIP  MANAGEMENT  IN  30  DAYS.  GUARANTEED. 
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~ 


velop  an  electronic  thesaurus.  E-books  has 
been  a  mission  ever  since. 

Brass  even  came  out  of  retirement  to 
pursue  his  e-book  dream.  He  became  a 
multimillionaire  working  for  a  decade  at 
Oracle,  first  as  head  of  its  data-publishing 
business  and  later  as  public  relations  chief 
for  CEO  Lawrence  J.  Ellison.  He  stepped 
down  in  1997,  planning  to  relax  with  his 
wife,  Dr.  Regina  Dwyer,  an  internist,  and 


But  e-books  have  been  overhyped  and 
have  underperformed.  Fifty-five  years  after 
Bush's  dreams  of  the  Memex,  consumers 
can  -cozy  up  with  only  two  e-books: 
NuvoMedia  Inc.'s  Rocket  eBook  and  Soft- 
Book Press  Inc.'s  SoftBook  Reader.  The  tiny 
industry  may  be  firming  up,  though.  In 
January,  Gemstar  International  Group  Ltd. 
agreed  to  buy  both  NuvoMedia  and  Soft- 
Book. Gemstar  plans  on  aggressively  mar- 


The  industry  needs  to  convince  consumers 
that  e-books  are  preferable  to  p-books 


enjoy  two  of  his  passions — boating  and 
dining  out.  Then  Myhrvold  called,  offering 
him  the  chance  to  lead  Microsoft's  e-book 
efforts.  Brass  didn't  hesitate.  "It's  the  perfect 
job.  It's  better  than  retirement,"  he  says. 

Brass  is  hardly  the  first  to  pick  up  the  e- 
book  torch.  Swapping  pages  for  an  elec- 
tronic screen  has  been  a  dream  ever  since 
1945,  when  President  Franklin  D.  Roo- 
sevelt's science  adviser  Vannevar  Bush  wrote 
about  a  machine  he  called  the  Memex  that 
could  store  books  and  other  text  and  link 
them  together  by  word  associations.  Since 
then,  a  succession  of  companies  have  taken 
up  the  cause,  including  Xerox  and  Sony. 


keting  e-books — something  neither 
NuvoMedia  nor  Softbook  had  the  financial 
wherewithal  to  do. 

Still,  if  e-books  are  finally  going  to  get 
off  the  ground,  there's  a  lot  of  spadework 
to  do.  The  electronics  industry  has  to  pur- 
suade  publishers  to  make  e-books  broadly 
available  and  easy  to  buy.  And  it  needs  to 
convince  consumers  that  e-books  aren't 
just  a  geeky  alternative  to  p-books. 

There  may  be  no  one  better  to  instigate 
that  change  than  Brass.  At  the  very  least,  he 
can  get  people's  attention.  Two  years  ago,  he 
lassoed  Donald  R.  Katz,  chairman  of  Au- 
dible Inc.,  the  Wayne,  N.  J.,  company  that 


sells  audio  versions  of  books  over  the  V 
Brass  spearheaded  Microsoft's  $5  million 
vestment  in  Audible  and  was  closing 
deal  over  dinner  at  Rover's,  one  of  Seat 
most  elegant  restaurants.  Katz  wanted 
crosoft  to  build  connections  from  its  wc 
processing  software  to  Audible.  Br 
exploded,  bellowing  how  he  had  aire 
agreed  to  put  links  to  Audible  in  W 
dows,  on  mobile  devices,  and  on  I 
crosoft's  Web  site.  Katz  recalls  Brass  sayi 
"Where  the  hell  else  do  you  want  me 
put  Audible?  In  my  anus?"  Katz  laugl 
and  closed  the  deal,  never  getting  all 
wanted.  And  now  he  counts  Brass,  w 
sits  on  Audible's  board,  among  his  frieri 

Brass  makes  no  apologies  for  his  o 
bursts.  "I  have  a  naturally  theatrical  p 
sonality,"  he  says.  "It's  not  totally  acciden 
In  order  to  convince  people  this  is  wor 
pursuing,  it's  important  to  show  enthu 
asm."  Some  might  not  be  able  to  handle  1 
personality.  And  that  may  get  in  the  way 
building  the  sort  of  partnerships  necessa 
to  push  e-books  forward.  But  accordii 
to  fan  Myhrvold,  "You  need  someone  to  g 
it  to  go  from  nothing  to  something. 

Forget  about  protecting  Al  Gore.  If  Bra 
has  his  way,  Johannes  Gutenberg  is  ti 
one  in  trouble.  • 


THE  E-BOOK  LIBRARY 


tmmmmmmmmmmm 


Rocket  eBook 


Company:  Cemstat 

The  Rocket  eBook,  which  sells  for 
$199,  is  about  the  size  of  a  paperback, 
though  decidedly  heavier. 
Gemstar,  which  bought 
Rocket  eBook  maker 
NuvoMedia  Inc.  in  Jan- 
uary, is  targeting 
leisure  readers.  It 
has  a  deal  with 
barnesandno- 
ble.com  to  sell 
e-books  in  the 
Rocket  eBook  for- 
mat that  can  be  down- 
loaded over  the  Web. 
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SoftBook  Reader 


Company:  GeiTIStclT 

The  SoftBook  Reader,  which  Gemstar 
also  picked  up  in  January,  sells  for 
$299  if  you  commit  to  buying  $19.95 
a  month  in  e-books  for  two  years.  Or 
you  can  buy  it  for  $599  outright.  It  is 
aimed  at  technical  and  professional 
readers.  Nearly  magazine-sized,  Soft- 
Book features  large  type  and  clear 
graphics.  The 
trade-off:  a 
heavy  device  ^ 
that  sucks 
battery 
power. 


PocketPC 


Company:  MlCTOSOft 

Microsoft  Reader,  the  software  giant's 
program  for  e-books,  is  just  now  hit- 
ting the  market.  In  April, 
Casio,  Compaq,  and 
Hewlett-Packard  will 
introduce  palm-size 
devices  that  make 
use  of  the  soft- 
ware. They're  ex- 
pected to  range 
in  price  from 
$299  to  $499. 
With  all  this 
marketing  muscle,  an- 
alysts expect  these  readers 
to  at  last  attract  a  mass  audience. 


DATA:  COMPANY  REPORTS 


Why  you're  going  to 

connect  with  ClXgitXOITI 


Q Introducing  Cirqit.com,  a  new  way  to 
manage  the  procurement,  production  and 
distribution  of  all  your  printed  and 
digital  business  communications.  Built  around  a  powerful 
digital  asset  management  system,  it  lets  you  store,  search, 
retrieve  and  distribute  content  instantaneously. 


Cirqit.com  gives  you  24x7  access  to  Order-IC  Fulfill-IC 
Customize-lt,  Personalize-lt,  D.A.M.-lt "  (digital  asset  management) 
and  Integrated  Services.  We'll  connect  you  to — but  not  limit — 

Helen,  CEO: 

"Cirqit.com  helps 

your  choice  of  printers  and  suppliers.  us  squeeze  time, 

cost  and  waste  out 

of  every  business 

,  communications  process 

Get  connected.  Use  the  power  of  the  Web  to  give  your  in  our  organization. 

business  a  competitive  advantage.  Automated,  Web-enabled  solutions 
streamline  processes  and  reduce  costs,  resulting  in  faster  turnaround  of  your 
critical  business  communications.  All  without  any  special  software  or  plug-ins. 

Our  team  of  experts  is  just  one  click  away. 

Let's  connect.  It's  easy,  www.cirqit.com.  Or  call  877.424.7748. 


CIRQIT.com 


Connecting  people  to  information 
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WILLIAM  SYMONDS 


Speed  Ma 

Akamai  figured  out  how  to  make  a  faster  I- way 

ast  October,  Britannica.com  suffered  every  Web  site's 
worst  nightmare.  No  sooner  had  it  begun  offering  free 
access  to  the  Encyclopedia  Britannica  than  a  tidal 
wave  of  curious  surfers  swamped  the  site  and  knocked 
out  Britannica's  computers.  The  next  day,  Chicago- 
based  Britannica  called  Akamai  Technologies  Inc., 
an  upstart  that  eliminates  congestion-related 
crashes  by  delivering  much  of  the  content  on 


Web  pages  through  its  own  chain  of  com- 
puters. When  Britannica  relaunched  with 
Akamai  on  Nov.  5,  "we  had  a  surge  of 
traffic  that  we  weathered  very  smoothly," 
says  James  Beattie,  Britannica's  chief  tech- 
nical officer.  Since  then,  "we've  had  no 
problems  with  the  site  going  down,"  not 
even  when  a  Super  Bowl  ad  tripled  the 
previous  peak  crowd. 

Testimonials  like  this  have  helped  propel 
Akamai  to  the  head  of  the  pack  in  a  new 
market  aimed  at  dramatically  improving 
Internet  performance.  As  more  people  hop 
onto  the  Net,  customers  can  encounter 
nasty  traffic  jams — overwhelmed  sites  can 
crash  and  traffic  zipping  around  the  globe 
can  slow  to  a  crawl.  Both  hangups  can  be 
toxic  to  e-business.  Akamai  has  come  up 
with  a  winning  solution.  By  putting  the 


standard  for  top  Web  sites,  with  customers 
such  as  Yahoo!,  CNN,  and  the  Walt  Disney 
Co's  Go  network  "They  are  awesome,"  gush- 
es Farzad  Nazem,  chief  technology  officer 
at  Yahoo.  So  appealing  is  Akamai's  technology 
that  Microsoft,  Cisco  Systems,  and  Apple 
Computer  all  became  early  investors.  When 
Akamai  went  public  on  Oct  29,  the  stock 
rocketed  458%  the  first  day  in  one  of  the 
hottest  initial  public  offerings  ever.  Akamai 
now  trades  around  nine  times  its  $26  offer- 
ing price.  Its  market  cap  is  more  than  $20 
billion — staggering,  considering  that  it  rang 
up  less  than  $4  million  in  revenues  last  year. 
"In  the  '60s  and  70s,  IBM  was  the  place  to 
be,"  says  George  H.  Conrades,  Akamai's  chair- 
man and  CEO  who  used  to  work  at  Big  Blue. 
"Akamai  is  even  better." 

But  euphoria  is  now  giving  way  to  what 


The  startup  created  a  lucrative  niche. 

But  can  it  stay  ahead  of  its  rivals? 


popular  material  from  its  customers'  Web 
sites  on  more  than  2,000  servers  around  the 
world,  Akamai  sharply  increases  the  relia- 
bility of  sites  while  delivering  Web  pages  2 
to  10  times  faster  than  before. 

Little  wonder  that  Akamai  has  taken  on 
the  aura  of  an  Internet  savior.  In  less  than  a 
year,  it  has  become  something  of  a  gold 
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promises  to  be  a  bruising  competitive  bat- 
tle. One  potent  rival  is  Digital  Island  Inc., 
which  is  allied  with  Sun  Microsystems  Inc. 
and  armed  with  a  $7  billion  market  cap.  It 
is  wooing  customers  such  as  E*Trade 
Group  Inc.,  CNBC,  and  Blue  Mountain  Arts 
with  a  sort  of  one-stop-shop  for  e-busi- 
nesses.   Unlike    Akamai,    it    runs — or 


"hosts" — Web  sites  on  its  own  private  net 
work,  in  addition  to  offering  content  de- 
livery like  Akamai.  It  plans  to  add  5,000 
Sun  servers  to  its  current  network  of  1,200 
by  2003.  "At  the  end  of  the  day,  Digital 
Island  will  be  the  most  dominant  player  in 
this  space,"  predicts  President  Leo  Spiegel. 
An  even  bigger  threat  may  come  from 
the  dozens  of  ISPs  and  telecom  companies 
that  handle  Internet  traffic.  "The  big  network 
operators  are  going  to  wake  up"  to  this  op- 
portunity, predicts  analyst  Brendan  Hannigan 
of  Forrester  Research  Inc.  When  they  do, 
they'll  be  helped  by  Adero  Inc.  The  Boston- 
based  company  installs  its  own  servers  into 
the  network  of  an  isp  or  phone  company. 
That  gives  the  phone  company  or  isp  the  ca- 


ar 

HIki 


ffimp 
moil 

kv 


^7 


rfcj 


CEO  Conrades: 
Skirting  Net  bottlenecks 


pacity  to  offer  content  delivery,  video  stream- 
ing, and  other  services  to  their  customers. 
"The  competition  could  turn  (content  de- 
livery) into  a  commodity  market,"  warns 
Monty  Mullig,  vice-president  of  Internet 
technology  at  CNN. 

Enormous  Pressure.  The  flood  of 

competition  is  placing  Akamai  under  enor- 
mous pressure.  While  it  is  still  the  clear 
leader,  "all  bets  are  off  as  to  how  this  mar- 
ket will  look  in  three  years,"  warns  analyst 
[be]  Yatfe  o!  market  researcher  Giga  Infor- 
mation (.roup  Inc.  If  Akamai  starts  to  sur- 
render its  lead,  its  stratospheric  stock  price 
could  plummet.  "There  is  no  way  to  justi- 
fy this  price"  using  traditional  measures. 


argues  Scott  Black,  president  of  money 
manager  Delphi  Management.  Even  if  the 
market  were  to  accord  Akamai  a  Microsoft- 
like multiple  of  60  times  earnings,  "it  would 
have  to  earn  nearly  $500  million"  to  justi- 
fy its  current  price,  figures  Black.  Earnings 
like  that  are  nowhere  in  sight  at  Akamai, 
which  last  year  lost  $59  million.  Analysts 
believe  Akamai's  sales  will  explode  to  over 
$100  million  next  year,  but  no  one  expects 
it  to  make  money  anytime  soon. 

Still,  Akamai  has  been  a  textbook  ex- 
ample of  how  to  launch  an  Internet  sky- 
rocket so  far.  It  got  its  start  at 
Massachusetts  Institute  of  Technology  in 
1995,  when  Tim  Berners-Lee,  the  man 
credited  with  inventing  the  World  Wide 


Web,  began  worrying  about  the  growing 
problems  caused  by  congestion  on  the  Net. 
He  asked  mit  math  professor  Tom 
Leighton,  an  algorithms  expert  whose  office 
was  just  down  the  hall,  to  look  into  the  is- 
sue. Then,  Leighton  assembled  a  team  in- 
cluding Daniel  Lewin,  his  top  grad  student, 
and  a  handful  of  other  students. 

They  quickly  decided  that  any  solution 
would  have  to  push  content  out  from  a 
Web  site's  centralized  servers  to  a  network 
of  servers  placed  around  the  Internet.  In  it- 
self, that  was  not  a  novel  idea.  Mam 
and  other  companies  already  "cache,"  or 
store  content,  in  servers  throughout  the 
network.  Problem  is,  such  caches  often 
serve  up  stale  content  because  the/re  not 
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How  Akamai  Is  Improving  the  Internet 


i  *"*T'j 


THE  AKAMAI  SOLUTION 

To  alleviate  congestion,  Akamai  has  placed  more  than  2,000  serve 
around  the  Internet  that  dish  up  the  content  of  its  customers. 


Yahoo!, 


4 


k  After  the  site  gets 
■  the  same  request  a 
number  of  times,  Akamai's 

technology  quickly  takes  the 
content  requested  and 
distributes  it  to  its 
servers  around 
the  Net. 


Old  Way: 

When  Joe  Surfer 
in  New  Orleans 
types  the  address  of 
Yahoo!  into  his  com 
puter,  the  request  zips 
across  the  Net  to  Yahoo's 
servers  in  California.  The  con- 
tent is  delivered  directly  from 
Yahoo.  But  a  site  can  get 
bogged  down  with  too 


3  When 
the  next 


request  comes 
in  for  that  con- 
tent— say,  from  Providence — 
the  closest  Akamai  server 

delivers  it,  easing  congestion 
speeding  delivery 
to  10  times. 


THE  INTERNET 
BEFORE  AKAMAI 

Traditionally,  the  Internet  has  linked 
an  individual  directly  with  the 
servers  of  the  Web  site  they  are 
trying  to  reach. 


many  visitors.  And 
cross-country  data 
lines  can  get 
congested. 


The  New  Way: 

1  Surfer  contacts 
Yahoo  from  New 
Orleans  just  like  before. 


4  If  Yahoo 
changes  the 
content  of  a  page 
Akamai's  network 
is  alerted  so  it 
can  redistribute 
the  new  material 
across  its  servers, 
keeping  the 
data  fresh. 


updated  very  often.  Worse,  they  sever  the 
relationship  between  a  Web  site  and  its 
customers  because  the  customer  contacts 
the  caching  site,  not  the  Web  site  itself. 
That  can  make  it  impossible  for  the  Web 
site  to  know  its  customers  well  enough  to 
customize  content  and  ads — one  of  the 
key  advantages  of  e-commerce. 

By  1998,  Leighton's  team  had  a  solu- 
tion. The  service,  called  FreeFlow,  provides 
three  major  benefits  to  Yahoo!  and  other 
customers.  By  pushing  content — such  as 
photos  and  graphics — onto  its  own  servers, 
Akamai  sharply  reduces  the  strain  on  a  Web 
site  s  central  servers.  To  keep  the  data  on  its 
servers  fresh,  Akamai  constantly  monitors 
its  clients'  sites  and  updates  its  servers  regu- 
larly. Also,  Akamai  sharply  cuts  the  time  it 
takes  a  surfer  to  receive  a  Web  page  by  de- 
ciding within  milliseconds  which  Akamai 
server  can  deliver  the  fastest.  To  do  that, 
Akamai  birddogs  traffic  on  the  Net  so  it 
can  route  around  bottlenecks.  Kevin  Book, 
director  of  Web  development  for  The  Mot- 
ley Fool  Inc.,  says  Akamai  has  made  his  site 
up  to  six  times  faster  than  before.  Finally, 
unlike  traditional  caching,  Akamai  keeps 


Web  sites  in  full  contact  with  their  cus- 
tomers since  every  customer  request  for 
data  comes  through  the  Web  site.  This  is  the 
holy  grail  for  Web  sites,  enabling  online 
merchants  to  collect  data  on  their  customers. 

To  fend  off  competitors,  Akamai  is 
boosting  its  expertise  in  delivering  the  most 
complex  services.  It  is  the  exclusive  net- 
work provider  for  Apple's  QuickTime  TV, 
which  delivers  audio  and  video  over  the 
Net.  "We  believe  strongly  that  people  want 
to  view  video  over  the  Internet — and  Aka- 
mai has  the  best  technology  to  do  it,"  says 
Apple  Chairman  Steven  P.  Jobs.  Last  year, 
for  example,  Apple  zapped  out  over  the 
Net  25  million  copies  of  the  trailer  for  the 
new  Star  Wars  movie  without  any  trouble. 
To  bolster  its  capabilities,  Akamai  plans  to 
acquire  Intervu  Inc.  for  $2.8  billion,  picking 
up  more  streaming  expertise  and  customers 
that  include  virtually  every  major  TV  net- 
work and  Hollywood  studio. 

With  a  research  and  development  team  of 
over  130  people,  Akamai  is  rapidly 
developing  new  services.  By  June,  it 
will  offer  ad  customization.  That  will 
allow  Akamai  to  detect,  for  instance, 


that  a  consumer  in  northern  Virginia  intt 
ested  in  cars  has  just  dialed  into  a  Web  s 
using  a  cable  modem.  Within  milliseconc 
Akama  could  deliver  a  streaming  ad  for  a 
cal  Lexus  dealer.  Consumers  using  slow 
modems  who  may  have  a  tough  time  wi 
video  clips  would  not  see  the  ad.  Ultimate 
Akamai  could  offer  50  such  services. 

That  kind  of  innovation  could  pay  c 
big.  "There  really  is  an  early-entrant  ac 
vantage  [in  this  market],"  argues  Appl 
Jobs.  Akamai  has  one  of  the  industry 
most  formidable  brain  trusts,  and  thei 
has  been  no  letup  in  the  seven-day-a-wee 
pace  since  the  IPO  made  many  employe* 
wealthy.  "I've  never  had  less  sleep  in  m 
life,"  says  Earl  Galleher,  Akamai's  hyperk 
netic  vice-president  of  marketing.  "But  I'v 
never  had  more  fun."  That's  the  kind 
spirit  that  already  has  won  over  the  Web 
elite.  If  it  persists,  bet  on  Akamai  to  lea 
the  market  in  making  the  Internet  a  bettei 
place  for  e-business.  ® 


e.biz  online 


Check  out  profile  of  Chief  Scientist  Tom  Leighton 
on  Mar.  29  at  ebiz.businessweek.com. 
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What  if  you  could 

start  oven? 


Your  business  can.  Xcelerate  transforms 
start-ups  and  existing  companies  into 
powerful  e-businesses.  We  do  this  by 
combining  strategy  and  technology  with 
user-experience  design.  To  reinvent  your 
future,  contact  Xcelerate  today  at 
1-877-937-6260.  Enhanced  business 
opportunities  await  you. 

^xcelerate 

e-business .  right,  now. 
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Fraud  on  th 


^J^DAN  CARNEY 


andra  Von  Lienen,  a  retired  letter  carrier 
from  Peoria,  111.,  received  an  e-mail  mes- 
sage on  the  evening  of  Jan.  22  touting 
the  stock  of  Parallel  Technologies  Inc.  The  message  claimed 
the  company  was  America  Online  Inc.'s  stock  pick  of  the  day 
and  predicted  a  big  runup  in  the  price.  Von  Lienen 
jumped  online  and  snatched  up  20,000  shares.  At 
just  3<t  a  share,  she  thought,  the  offer  sound- 
ed too  good  to  be  true.  Turns  out  it  was. 
Von  Lienen  wound  up  losing  $13,000 
on  what  she  thought  was  a  $600  in- 
vestment. "Boy,  was  I  wrong,"  she  sighs. 
Von  Lienen  was  the  perfect  target — 
someone  who  knows  enough  to  invest 
online  but  is  far  from  being  a  sophisti- 
cated investor.  She  is  a  whiz  with  computers. 
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But  until  the  recent  death  of  her  mother,  she  hadn't  much 
money  to  invest,  or  much  knowledge  of  stocks.  So  when  she 
placed  her  order  to  buy,  she  failed  to  specify  a  maximum 
price  she  was  willing  to  pay.  At  the  same  time,  Parallel's 
stock,  which  aol  never  touted,  was  getting  some  buzz  from 
the  bulk  e-mail,  known  as  "spam,"  sent  to  thousands  of 
Web  surfers.  It  shot  up  from  3<t  to  81<t  before  Von  Lienen's 
trade  was  executed,  saddling  her  with  a  $16,000  bill  when  the 
bottom  suddenly  fell  out  of  the  stock.  She  salvaged  $3,000  by 
selling  at  a  huge  loss. 

The  fraud  that  snookered  Von  Lienen  was  one  of  the 
most  sweeping  and  successful  so-called  pump  and  dump 
schemes  federal  authorities  have  come  up  against.  In  these 
scams,  someone  buys  a  stock,  touts  it  on  the  Internet,  send- 
ing it  skyward,  then  unloads  into  a  buying  frenzy.  This 
particular  case  involved  stock  in  Parallel  Technologies  and  56 
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Con  artists  and  hypesters  are  finding 
a  ready  pool  of  marks  in  cyberspace. 
And  e-businesses  are  far  from  immune 


other  companies  and  caught  dozens  of  innocent  victims.  Ac- 
cording to  an  indictment  brought  by  the  U.S.  Attorney  in 
Manhattan,  the  two  alleged  con  artists  pocketed  about 
$340,000  in  a  matter  of  weeks. 

But  then,  where  else  can  con  artists  and  hypesters  find 
such  a  ready  pool  of  potential  marks,  so  fast  and  so  cheap? 
The  Internets  ability  to  reach  millions  of  people,  combined 
with  its  protective  cloak  of  anonymity,  has  made  it  vastly  eas- 
ier tor  the  unscrupulous  to  snag  victims.  "Aid  you  don't  have 
to  set  up  a  boiler  room,  rent  phone  lines,  or  hire  cold-callers 
to  do  it,"  says  Cameron  K.  Funkhouser,  vice-president  for 
market  regulation  at  NASD. 

The  Net  is  becoming  a  breeding  ground  for  scams  of 
every  design:  Credit-card  fraud,  auction  rip-offs,  get-rich 
schemes,  and  e  commerce  sites  thai  fail  to  deliver  what 
the)  promise  or  overpromise — from  miracle  diets  to  full 


heads  of  hair.  The  vast  majority  of  victims  are  like  Mason  A. 
Newton.  The  College  Station  (Tex.)  police  officer  bought  two 
leather  jackets  through  eBay  Inc.'s  online  auction.  Despite 
sending  a  $200  check  to  the  seller,  he  never  got  what  he  paid 
for.  "I'm  as  gullible  as  anyone,"  Newton  says  sheepishly. 
EBay  says  its  fraud  rates 
are  low — only  one  in 
25,000  transactions  on  av- 
erage are  reported  as 
fraudulent. 


In  This  Report 


Scambusters  66 

Credit-Card  Fraud         68 


Not  too  long  ago  Internet  scams  were  rare,  but  now  they 
are  so  rampant  that  regulators  are  finding  themselves  buried 
beneath  all  the  paperwork.  According  to  the  National  Con- 
sumers League,  a  nonprofit  consumer  organization,  indi- 
viduals and  businesses  were  bilked  of  $3.2  billion  last  year 
alone.  The  Federal  Trade  Commission  identified  18,660  in- 
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stances  of  potential  Internet  fraud  last  year. 
One-fourth  of  all  its  consumer  complaints 
are  now  about  the  Internet,  up  from  just 
3%  in  1997.  And  at  the  Securities  &  Ex- 
change Commission,  officials  receive  about 
2,000  e-mails  a  day  identifying  potential 
Internet  cons,  up  from  a  handful  when  it 
created  its  Web  site  in  1996. 

It's  not  just  the  gullible  consumer  who 
is  being  duped.  Businesses  of  all  sizes  are 
becoming  targets.  The  hot  business  scams: 
Hijacking  Web  pages  and  diverting  Net 
traffic  to  sites  (usually  X-rated)  that  can 
then  charge  higher  ad  fees  based  on  their 
new  audience;  fraudulent  Internet  access 
offers;  and  bogus  Web  page  design  outfits 
that  prey  on  small  companies.  In  the  case 
of  Web  site  design,  businesses  sign  up  for 
the  services  of  a  design  firm  to  take  ad- 
vantage of  free  trial  offers.  Then  the  un- 
suspecting victim  is  immediately  hit  with 
hefty  set-up  fees.  The  ftc  has  brought 
charges  against  five  outfits  it  alleges  have 
fraudulently  sold  their  services,  bilking  over 
1  million  small  businesses. 

Web  page-jacking.  Some  of  the 

biggest  e-commerce  companies  also  have 
been  fooled  by  con  artists.  Expedia.com, 
an  online  travel  agent,  disclosed  on  Mar. 
1  that  it  expects  to  lose  as  much  as  $6  mil- 
lion on  bogus  airline  ticket  purchases. 
Company  officials  won't  talk  about  the 
losses,  but  insist  they  are  not  the  result  of 
hackers  stealing  the  credit-card  numbers 
of  Expedia  customers.  Instead,  crooks  used 
bogus  credit  cards  to  buy  e-tickets  that 
were  picked  up  at  the  airport,  thus  avoid- 
ing a  common  red  flag  in  credit-card 
fraud:  different  billing  and  ship-to  ad- 


pages  to  a  series  of  pornography  sites  man- 
aged out  of  Australia.  The  crooks  made 
copies  of  the  pages  by  coding  them  with 
instructions  used  by  search  engines  such  as 
Yahoo!  Inc.  and  Lycos  Inc.  When  Web 
surfers  requested  those  pages,  they  were 
instead  treated  to  dirty  pictures.  Angel 
Munoz,  who  owns  popular  teen  computer- 


site  of  Michigan-based  biotech  com, 
Aastrom  Biosciences  Inc.  and  plant* 
fake  press  release  saying  the  company 
being  acquired  at  a  large  multiple  o 
current  share  price.  The  stock  price  jun 
50%  before  the  company  spotted  the 
release  and  had  trading  in  its  shares 
pended.  Such  focused  attacks  on  indivi 


The  unsavory  stew  includes  get- 
rich  schemes,  auction  rip-offs,  and 

shady  e-commerce  sites 


dresses.  Nike.com  estimates  that  more 
than  10%  of  purchase  requests  it  receives 
are  attempts  to  defraud  the  company,  says 
Sam  Bradach,  global  logistics  director. 

Credit  card  scams  look  almost  timid 
when  you  consider  some  of  the  other 
schemes.  Federal  authorities  were  stunned 
at  the  audacity  of  a  Web  page-jacking  ex- 
posed last  August  that  diverted  requests 
for  more  than  25  million  legitimate  Web 


game  site  Avault.com,  lost  untold  cus- 
tomers. "There's  an  intangible  harm  done 
here,"  frets  Munoz.  The  page-jacking  scam 
has  been  shut  down,  but  no  criminal 
charges  have  been  brought. 

In  February,  federal  authorities  came 
across  a  new  type  of  Internet  crime  that 
combined  hacking  with  cy- 
ber fraud.  A  securities 
crook  broke  into  the  Web 


Von  Lienen  lost  $13,000  on  a  false  stock  tif 

companies  for  the  purpose  of  committir 
a  fraud  are  likely  to  grow,  says  John 
Pescatore,  a  network  security  analyst  at 
Gartner  Group  Inc.,  a  consulting  firr 
"The  most  effective  attacks  will  be  the  ond 
that  get  the  least  publicity." 

Not  that  the  techies  aren't  fighting  bac 
Efforts  to  combat  fraud  are  getting  more 
phisticated  as  new  technologies  come  out 
the  labs.  Expedia.com,  for  example,  has  dej 
ployed  profiling  software  to  root  out 
questionable    purchases.    The 
software  can  analyze  data, 
make  comparisons,  and 
red-light  suspi- 
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cious  activity.  Programs  like  this  look  at  a 
number  of  factors,  including  whether  a  card 
number  is  coming  from  the  same  Internet 
address  it  normally  comes  from,  whether 
it  is  routed  through  a  host  computer  server 
with  a  history  of  fraud,  whether  it  is  part  of 
a  surge  in  certain  types  of  transactions,  and 
whether  the  customer's  address  information 
seems  to  be  in  order.  The  profiling  pro- 
gram instantly  digests  all  this  information  to 
quickly  spit  out  a  rating  on  the  risk  of  the 
transaction.  Then  it's  up  to  the  merchant. 

For  small  companies,  human  interven- 
tion may  be  the  best  bet.  Stephanie  Se- 
bek,  who  manages  a  small  e-commerce 
company,  Netrageous.com,  out  of  her  home 
in  Maryland,  was  ripped  off  for  $700  when 
an  office  temp  failed  to  spot  some  suspi- 
cious-looking online  purchases.  Sebek's 
company  sells  software,  databases,  and  in- 
structional information  for  people  to  set  up 
their  own  e-commerce  sites.  Ironically,  the 
company  was  founded  by  a  North  Caroli- 
na couple  who  also  started  a  popular 
antifraud  newsletter.  Clearly  familiar  with 
the  types  of  fraud  her  company  may  face, 
she  says  only  partly  in  jest  she  will  prevent 
fraud  by  never  again  taking  a  vacation. 

Cybersleilthing.  Government  snoops 
also  are  getting  better.  Any  fraud  involving 
spam  usually  comes  to  the  attention  of 
federal  authorities  about  as  fast  as  it  reach- 
es its  victims.  That's  because  it  gets  for- 
warded to  Washington  by  private  Inter- 
net fraud  watchdogs  and  entered  into 
databases  maintained  by  the  ftc  and  the 
SEC,  and  then  immediately  analyzed.  The 
sheer  volume  of  the  e-mail  is  the  first  clue 
as  to  how  widely  disseminated  a  fraudulent 
message  is.  On  the  weekend  of  Feb.  26-27, 
for  instance,  316  of  the  864  e-mails  the 
SEC  received  pertained  to  the  same  spam. 
With  a  little  cyber- detective  work,  the  feds 
can  trace  the  spam  back  to  a  specific  net- 
work server — and  possibly  a  person. 

The  FTC  isn't  relying  on  just  the  help  of 
businesses  and  private  citizens.  The  agency 
puts  on  what  it  calls  "surf  days."  It  coordi- 
nates surfing  efforts  that  can  involve  hun- 
dreds of  law  enforcement  agencies  around 
the  country  and  dozens  from  other  na- 
tions. Usually  they  target  a  specific  type 
of  con,  such  as  investment  schemes.  Each 
surf  is  conducted  in  multiple  languages 
with  different  search  engines.  The  surf  days 
help  find  scam  sites.  After  some  sweeps,  the 
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AUCTION   FRAUD 


You've  topped  the  last 
bidder  for  that  1950  Gibson  guitar. 
You  send  the  check,  but  the  guitar 
never  arrives.  When  the  goods 
do  come,  they're  counterfeit 
or  faulty. 
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INTERNET  ACCESS 


Fly-by-night  Internet  service 
providers  offer  too  little  band- 
width— or  no  Net  connection  at 
all — to  far  too  many  consumers. 
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SALES  FRAUD 
OF  COMPUTERS 

This  rip-off  is  so  common 
it  has  its  own  category.  Scammers 
feed  on  the  urge  by  consumers 
to  pay  nearly  nothing  for  such 
high-tech  gear  as  PCs,  laptop 
computers,  or  scanners.  Often 
you  get  nothing. 
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ALL  OTHER 
SALES  FRAUD 


Shady  e-commerce  sites 
with  enticing  come-ons  that 
promise  huge  savings  on  every- 
thing from  televisions  to  old 
records — but  never  deliver. 


WEB  SITE  DESIGN 
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|^^    You  just  have  to  get  your 
business  on  the  Net.  Be  careful: 


Some  folks  promise  to  build  a 
snazzy  Web  site,  but  don't. 


6 


PPRN  SITE? 


You  can  get  railroaded  into 
one  of  these  sites.  And  before  you 
know  it, your  phone  bill  is  in  the 
four-digit  range  because  the  site 
operator  hijacked  your  Web 
connection  to  run  up  the  tab. 


GET-RICH-OUICK 


T 

Just  when  authorities  had 
begun  to  believe  they  had  seen 
the  end  of  these  scams,  the  Net 
has  revived  pyramid  schemes  and 
other  old  frauds. 


8 


SHAM  FRANCHISES 


You  pay  serious  dough  for 
the  exclusive  rights  to  deliver 
widgets  in  your  area.  Guess  what, 
no  one  wants  them. 
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W9RK-AT-H9ME 

You  answered  the  ad,  and 
you've  done  the  work.  But  the 
check's  always  in  the  mail. 


IO 


TRAVEL 


That  free  trip  you  won  sounds 
fantastic — and  it  turns  out  to  be 
a  fantasy,  all  right.  You  end  up 
paying. 
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Companies  creating  software  in  the  electronic,  Internet-driven  economy  are  faced  with  a 
modern  e-software  paradox:  how  do  you  create  software  faster  -  in  Internet  time  -  and 
achieve  the  high  quality  you  need  to  satisfy  customers?  The  answer  is  e-development 
from  Rational  Software.  Thousands  of  companies  around  the  world  increase  their  software 
development  speed  and  quality  by  applying  Rational's  software  engineering  best  practices, 
unified  tools  and  services.  That's  why  Rational  has  been  the  leader  in  multiple  segments 
of  the  software  development  life-cycle  management  market  for  many  years*.  Want  to  build 
software  faster  and  better?  Visit  us  at  www.rational.com. 

*  IDC  1999  Report:  Development  Life  Cycle  Management 

©  2000  Rational  Software  Corporation.  All  trademarks  are  the  property  of  their  respective  owners. 


Rational 


the  e-development  company- 
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In  May,  the  Feder- 
al Bureau  of  Investi- 
gation, which  has  been 
a  laggard  in  Internet 
fraud,  will  join  up 
with  the  National 
White  Collar  Crime 
Center  (a  nonprofit 
organization  funded 
through  the_  Justice 
Dept.)  to  form  an  In- 
ternet fraud  center. 
The  center  will  have 
161  full-time  employ- 
ees and  plans  to  do 


and  did  not  click  through  to  complaint' 
comments  about  the  company.  No  c 
has  been  brought  against  Closeout.  N 
time,  Walker  says,  she  will  click  on  the 
reau  icon  to  make  sure  it's  real. 

Some  scams  don't  sound  so  outrageo 
as  Lisa  Y.  Pettit,  a  computer  technician 
ing  in  the  Florida  Keys,  can  attest.  S 
found  what  she  thought  was  a  perfect  bn 
ness  venture  on  the  Web.  For  $3,210,  s 
was  promised  chocolate  candy,  coin-op< 
ated  dispensers,  and  a  list  of  South  Flori 
businesses  willing  to  display  the  dispenst 
as  a  public  service,  since  a  portion  of  t 
candy  sales  went  to  charities.  The  id 


As  Net  frauds  increase,  the 
techies  are  fighting  back. 
Expedia.COITl's  software 
helps  spot  bogus  purchases 


Munoz'  game  site  was  hijacked  by  porn  operators  in  Australia 


FTC  says,  40%  of  the  fraudulent  sites  are 
taken  down.  But  only  a  fraction  of  the 
potential  crimes  are  prosecuted.  One  easy 
way  of  finding  a  lot  of  scam  Web  pages  is 
to  enter  the  phrase  "This  is  not  a  scam" 
into  a  search  engine,  says  Paul  Luehr,  head 
of  the  ftc's  Internet  fraud  unit  (page  66). 


THE  RISE 
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INTERNET  COMPLAINTS 

AS  A  PERCENTAGE  OF  ALL  J 

CONSUMER  COMPLAINTS! 

FILED  WITH  THE  FTC 
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DATA:  FEDERAL  TRADE  COMMISSION 


preliminary  investiga- 
tive work,  forwarding 
their  findings  to  agents 
out  in  the  field. 

More  policing  of 
the  Net  is  great,  but 
antifraud  experts  say 
the  buyer's  best  bet  is 
to  follow  a  few  rules 
of  thumb.  The  most 
important  may  be  to  use  a  credit  card 
when  possible  because  the  credit-card  com- 
panies generally  protect  their  customers 
from  losses  above  $50.  Another  trick  is  to 
make  sure  the  seller  has  a  location  in  the 
real  world,  with  an  address  and  phone 
number — and  don't  hesitate  to  call  and 
check  it  out.  Finally,  consumer  groups  say, 
check  with  the  Better  Business  Bureau 
(www.bbbonline.org).  In  the  case  of  auc- 
tions, experts  say  it  pays  to  check  the  ref- 
erences from  the  merchant's  previous  sales. 
Most  auction  sites,  including  eBay  and  oth- 
ers, now  offer  an  option  for  placing  mon- 
ey in  escrow  until  goods  arrive. 

One  can  never  be  too  cautious.  Terri 
Walker,  vice-president  of  Atlanta-based  mar- 
ket research  firm  Richard  Miller  &  Associ- 
ates, thought  she  had  found  a  good  place 
to  buy  a  $900  television  when  she  saw  the 
Better  Business  Bureau  icon  at  a  site  called 
Closeout.com.  Only  later  did  she  realize 
the  icon  had  simply  been  cut  and  pasted, 


seemed  perfect.  She  would  make  a  litt 
money  while  helping  children's  causes.  As 
single  mom,  she  relished  the  idea  of  mar 
aging  her  route  of  restocking  the  dispense 
with  her  eight-year-old.  "He  was  going  t 
be  my  little  business  partner,"  she  explain: 
But  the  list  of  businesses  never  mated 
and  the  dispensers  were  pathetic — littl 
more  than  plastic  boxes  that  were  secure 
with  twist  ties.  After  complaining  to  th 
company  Pettit  asked  for  her  money  bad 
but  was  told  that  was  impossible.  She  val 
ues  what  she  received  at  less  than  $100. 

With  Net  fraud  rising,  some  companie: 
are  rethinking  policies.  In  February,  ETrad 
Group  Inc.  decided  it  will  no  longer  accep 
orders  for  penny  stocks  outside  of  marke 
hours  if  a  maximum  purchase  price  isn' 
specified.  The  aim  is  to  prevent  the  kind  o 
scam  that  caught  Von  Lienen  unawares 
She  applauds  and  only  wishes  E*Trade  ha 
thought  of  it  sooner. 
Contributing:  Mike  McNamee  in  Washingtot 


e.biz  online 


For  tips  on  how  to  avoid  getting  ripped  off 
on  the  Net,  go  to  ebiz.businessweek.com. 
More  information  on  Internet  fraud  can 
be  found  at: 

www.ftc.gov/ftc/consumer.htm 
www.sec.gov/consumer/offertip.htm 
www.fraud.org  (The  National 
Consumers  Federation  fraud  watch) 


EB  64    BUSINESSWEEK  E.BIZ /APRIL  3,2000 


You  will  not  change  the  world, 
make  your  company  competitive 

or  win  market  share. 
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"Ybur  people  will. 


n  todays  high  speed  economy  your  organization 

must  do  more  than  survive.  It  must  thrive. 
Introducing  Icarian5"  Workforce  eServices.  It's  the  solution 
that  industry  leaders  are  using  right  now  to  build  and  develop 
the  kind  of  wildly  successful  workforces  necessary  for  thriving  business! 

Simply  open  your  Web  browser,  and  collaborate  with  the  entire  organization, 
make  smarter  people  decisions  and  enhance  productivity.  ^ 

Your  people  have  the  power  to  change  the  world. 
Help  them  do  it  with  Icarian  Workforce  eServices. 
Visit  www.icarian.com  today. 
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The  power  of  people. 
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Online 
Scambusters 

A  team  of  lawyers  at  the  FTC  is  on  the  cutting  edge  of  cybersleuthing 


I 


DAN  CARN 


aul  Luehr  helps  suckers  help  themselves.  Thousands  of 
opportunists  in  search  of  easy  money  on  the  Internet 
have  been  lured  to  www.ari.net/NetOpportunities,  where 
a  lurid  banner  proclaims:  "The  Internet  is  a  gold 
mine!!!"  Even  those  with  no  experience,  it  says,  can  get 


rich  quick — as  an  "Internet  Con$ultant." 

Despite  the  glaring  appearance  of  a 
scam,  there's  no  wrongdoing  here.  It's  a 
trap  set  by  Luehr's  team  of  Federal  Trade 
Commission  cybercops.  Take  the  bait  and 
up  pops  a  stern  warning:  "You  could  get 
scammed!"  It's  part  of  the  work  being 
done  by  Luehr's  dozen  lawyers.  Separately, 
the  unit  has  brought  116  civil  Internet 
fraud  cases,  making  it  a  global  leader  in 
enforcement. 

The  FTC  is  in  the  cybersleuthing  van- 
guard. In  1997,  it  went  after  pornogra- 
phers  who  tricked  people  into  using  their 
computers  to  phone  Moldova  for  $2  a 
minute.  And  its  influence  grows.  It  manages 
the  world's  biggest  database  on  Internet 
fraud.  This  month,  it  will  help  government 
watchdogs  in  35  countries  find  suspicious 
Web  sites — and  warn  operators  they  might 
be  breaking  the  law.  In  past  hunts,  up  to 
40%  of  warnings  led  to  closings. 

At  first  blush  the  36-year-old  Luehr 
seems  an  unlikely  cyberhero.  He  is  almost 
constitutionally  incapable  of  taking  credit 
for  anything.  He  insists  he's  just  a  member 
of  a  team.  And,  like  a  good  bureaucrat, 
he  deflects  all  praise  upward  to  his  boss, 
consumer  protection  chief  lodie  Bernstein. 

But  the  self-taught  computer  whiz  has 
pursued  high-profile  cases  with  all  the 
gusto  of  a  big  city  district  attorney.  "The 
con  artists  shouldn't  have  all  the  fun,"  he 
says.  He  forced  the  masterminds  of  the 
Moldova  scam  to  fork  over  $2.14  million 
in  damages  to  27,000  people  they  ripped 
off.  He  also  was  instrumental  in  closing  a 
fraud  case  last  August  that  "page-jacked" 
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traffic  from  sites  such  as  the  Harvard  Law 
Review  to  various  pornography  sites. 

Luehr  credits  the  group's  success  to  sev- 
eral factors.  He  says  that  his  team  is  nimble. 
He  can  deploy  his  people  as  he  chooses. 
And  he  says  the  government's  experience  as 
a  watchdog  has  prepared  it  for  the  Net. 

But  critics  say  the  operation  lacks  mus- 
cle. "When  complaints  come  to  the  FTC, 
they  don't  know  how  to  work  them,"  says 
Timothy  J.  Healy,  head  of  a  new  161 -per- 
son FBI  Internet  Fraud  Complaint  Center. 


Healy  says  the  FTC  can't  bring  crimii 
charges,  and  its  database  could  be  ov 
shadowed  by  a  more  powerful  FBI  tool.  1 
FBI,  he  says,  will  go  a  step  further  by  ai 
lyzing  fraud  trends  and  forwarding  tips 
law  enforcement  officials.  Even  Luehr's  si 
porters  are  troubled  by  his  team's  limit 
resources.  "They've  got  about  eight  co: 
puters  in  there,"  says  Dallas  attorney  Jo 
G.  Fischer  of  Strasburger  &  Price,  w 
brought  the  page-jacking  case  to  the  ftc 
ter  the  FBI  passed.  "If  this  is  what  we 
relying  on  to  police  international  coi 
merce  on  the  Internet,  we're  all  in  troubl 
Luehr  takes  criticism  in  stride — wi 
good  reason.  No  other  Internet  fraud  squ 
has  been  as  successful.  No  one  else  saw 
early  how  the  Internet  could  be  a  mediu 
for  fraud.  Just  ask  the  page-jackers.  <§> 
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Card  Sharps 

The  Net  provides  fertile  ground  for  credit-card  scams 

n  April,  1998,  Daniel  Vasiliu  zipped  onto  the  Net  from  a  PC 
in  Bucharest,  Romania.  He  ordered  a  $75.90  seasonal  bou- 
quet from  ftds  Web  site  in  Downers  Grove,  111.,  to  be 
sent  to  Ruxanda  Vasiliu,  in  the  Romanian  capital.  "That's 
what  parents  are  for,"  the  accompanying  card  read.  The 


gesture  was  anything  but  lovely  for  David 
V.  Stien,  CEO  of  Crane  Federal  Credit  Union 
in  Crane,  Ind.,  5,300  miles  away.  The  cred- 
it-card number  Vasiliu  allegedly  used  be- 
longed to  one  of  Stien's  customers — and 
the  bill  was  just  part  of  a  flood  of  $2 1 ,000 


in  false  charges  his  tiny  credit  union  would 
sort  through  over  the  next  six  months. 

Romanian  police  say  there's  no  doubt 
that  Vasiliu,  who  they  claim  is  a  mere  two 
years  out  of  high  school,  is  the  culprit.  "He 
clearly  is  guilty,"  charges  Colonel  Mircea 


DENNIS  BER/Vr   | 

Alecsa,  who  says  Vasiliu  fessed  up  to 
crime  when  police  visited  his  apartrm 
And  the  flower  purchase  wasn't  an  isok 
prank  Romanian  police  confirm  that  Va 
used  92  card  numbers  from  Crane,  ; 
suspect  he  hit  hsbc's  U.K.-based  Midla 
Bank  for  120  more  card  numbers— wh 
likely  helped  finance  the  computer  eqt 
ment,  Cuban  cigars,  and  exotic  billiard  c 
they  found  in  his  apartment. 

Yet  Vasiliu  has  never  been  charged 
a  crime,  according  to  Romanian  pol 
who  admit  they  have  neither  the  ty 
nor  the  legal  means  to  deal  with  onli 
crimes.  Reached  by  phone  in  Buchare] 


More  than  90 
card  numbers  were 
used  from  Stien's 
credit  union 

Vasiliu  would  not  comment.  His  lawyi 
Varujan  Udrea,  also  declined  to  commei 
except  to  say  that  Vasiliu  has  since  r< 
turned  all  the  goods  to  the  Romania 
police  and  that  the  case  is  closed.  So  fa 
U.  S.  merchants  say  they  haven't  receive 
their  products.  "We  haven't  gotten  an) 
thing  back,"  says  Debbie  Ulrich,  a  sak 
manager  for  True  Data  Technology  i 
Carlsbad,  Calif.,  which  shipped  Vasiliu 
Sony  digital  camera  and  Intel  micro 
processor  worth  a  total  of  $1,700. 


Amazon,  TOO.  Vasiliu's  story  is  a  re 
minder  that  as  electronic  commerce  booms 
so  does  online  credit-card  fraud.  Conside 
online  retail  giant  Amazon.com.  In  De 
cember,  the  company  referred  a  case  to  th 
FBI  in  which  a  Russian  citizen  was  suspect 
ed  of  using  63  pilfered  card  numbers  to  bu) 
electronics  gear  worth  $70,000.  Online  frauc 
numbers  are  tough  to  come  by,  but  re 
search  company  TowerGroup,  in  Needham 
Mass.,  estimates  that  .11%  of  all  consumer 
Internet  card  transactions  are  bogus — which 
would  put  total  Net  fraud  at  about  $43r 
million  this  year.  By  comparison,  Visa's 
overall  fraud  rate  (including  online  and  the] 
physical  world)  was  .05%  over  the  past  two1 
years — worth  a  total  $911  million.  "People 
who  wouldn't  have  committed  white-collar 
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The  future  offers  knowledge.  The  right  Information  and 
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strategy  consulting,  through  integrated  and  managed 
solutions  and  services,  to  total  outsourcing.  Our 
free-thinking,  practical  ability  to  make  ideas  work  and  our 


suppliers,  allow  us  to  tailor  our  solutions  for  you  to 
maximise  the  value  of  your  business  investment.  By 
combining  technical  expertise  and  business  experience, 
both  ours  and  yours,  our  consultants  can  provide  insight 
into  new  ways  of  delivering  business  success.  Just  one 
way  that  by  sharing  knowledge  we  help  your  vision  of 
tomorrow  happen  today.  If  you're  thinking  about  tomorrow, 
Getronics  can  help  you  focus.  Open  the  door  to  your 
future,  www.getronics.com 
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crime  face-to-face  or  over  the  telephone 
are  doing  it  over  the  Internet,"  says  Lynne  A. 
Hunt,  section  chief  of  the  FBI's  financial 
crimes  division.  "It's  a  wonderful  means  to 
commit  crime." 

Faceless  Victims.  The  lure  is  especial- 
ly great  for  foreign  scammers,  particularly 
those  in  Eastern  Europe  and  Asia,  where  le- 
gal systems  are  less  equipped  to  handle 
the  dark  side  of  e-commerce.  There's  also 
less  motivation  to  prosecute  there,  because 
fraud  victims  are  often  faceless  foreign  cor- 
porations. "There  are  certain  ex-iron-curtain 
countries  where  you  might  as  well  not 


ship,"  says  Ben  Narasin,  CEO  of  fashion- 
mall. com,  a  retail  clothing  site.  In  the 
strange,  urgent  logic  of  Internet  retail, 
knowing  the  danger  isn't  always  a  deterrent, 
he  says:  "Companies  take  hits  because 
they're  rushing  to  book  revenues.  They  de- 
cide to  ship  it  and  sort  it  out  later." 

That  may  be  tough  to  do.  One  of  the 
rarely  mentioned  pitfalls  for  e-tailers  is  that 
they  are  particularly  vulnerable  to  credit- 
card  fraud.  Here's  why:  Conventional  mer- 
chants are  not  liable  for  credit-card  fraud  if 
a  criminal  shows  up  in  a  store  and  charges 
something — in  that  case,  the  bank  that  is- 
sued the  card  eats  the  loss.  But  on  the 


Anatomy  of  an  Internet 

Credit-Card  Scam 


They're  an  unlikely  set  of  adversaries. 
Daniel  Vasiliu,  a  teenager  from  Bucharest, 
Romania,  and  David  Stien,  a  middle-aged 
credit  union  manager  from  Indiana.  Here's 
how  the  winds  of  global  Internet  fraud 
likely  brought  the  two  together. 


Net,  it's  different.  Merchants  assume 
responsibility  for  what  are  called  "card  n 
present"  transactions,  which  makes  foreij 
transactions  particularly  risky. 

Stien's  travails  illustrate  the  danger.  R 
manian  police  suspect  that  in  early  19* 
Vasiliu  got  credit-card  numbers  by  usit 
the  Internet  to  download  software  called 
card-number  generator.  These  are  wide 
distributed  computer  programs  with  nam 
such  as  Credit  Wizard  that  use  algorithms 
reconstruct  valid  card  numbers.  Such  algt 
rithm  generators  are  "the  biggest  thing  th 
has  benefited  the  fraudster,"  says  Malcoli 
MacDonald,  a  fraud  prevention  officer 
HSBC  in  London.  And  Stien  alleges  Vasili 
took  full  advantage:  Besides  flowers,  he  use 


1 


Vasiliu  gets  valid  credit-card 
accounts  by  using  a  credit-card 
number  generator  freely  avail- 
able on  the  Net.  (All  card  numbers  are 
based  on  an  underlying  algorithm 
originally  designed  to  prevent  key-punch 
errors  by  store  clerks.  The  generator,  a  software  pro- 
gram, simply  creates  a  number  using  that  algorithm, 
making  it  easy  to  come  up  with  a  legit  account.)  The 
card  numbers  happen  to  use  Crane  Federal  Credit 
Union's  bank  identification  number. 


2 


Vasiliu  tests  the  validity  of  the 
card  numbers  by  buying  mem- 
berships at  sex  sites  on  the  Web. 


31  With  valid  card 
numbers  in  hand,  Vasiliu  goes  on 
I  a  shopping  spree.  He  proceeds 
to  e-commerce  sites — such  as  FTD  and 
tiny  Colorado  computer  reseller  LEM 
Computers — and  orders  goods  sent  to 
Romanian  addresses. 


41  Merchants  confirm  the  validity 
of  orders.  The  scam  is  made 
I  easier  because  there  is  no 
address-verification  service  for  foreign 
credit-card  orders.  In  the  U.S.,  address 
verification  is  another  safety  net  for 
merchants,  matching  delivery  infor- 
mation to  card-holder  information  on 
file.  Such  a  system  would  have  red- 
flagged  the  Vasiliu  order. 


51  Vasiliu  starts  receiving  mer- 
chandise— watches,  flowers, 
I  cigars,  computer  products — 
while  Crane  members  start 
receiving  the  bills. 


61  Crane  members  complain 
to  Stien,  who  has  the 
I  fraudulent  orders  removed 
from  their  bills. 


7  I  The  big  losers  are  the  online  merchants. 
They  are  fully  responsible  for 
I "card-not-present" transac- 
tions through  the  mail,  phone  or 
Net.  Banks  issue  a  chargeback, 
meaning  the  e-tailer  must  eat  the 
cost  of  the  stolen  merchandise,  plus 
an  extra  fee.  In  all,  Vasiliu  racked  up 
over  $2i,ooo  in  charges  to  Crane  cards 


81  Despite  a  470-page  complaint 
sent  by  Stien  to  Romanian 
I  police,  Vasiliu  is  never  charged 
with  a  crime,  according  to  Romanian 
authorities. 
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E-BIZ  HAS  A 

NEW  A-TEAM 

INTRODUCING  THE  ASPECT/SIEBEL  ALLIANCE. 

Siebel  Systems,  the  world's  leading  supplier  of  eBusiness  applications,  and  Aspect  Communications,  the  leading 
provider  of  customer  relationship  portals  and  workforce  management  software,  have  joined  forces.  So  now, 
companies  worldwide  can  quickly  deploy  an  eBusiness  strategy  that  maximizes  every  customer  contact — by 
easily  blending  Web,  e-mail,  phone,  and  fax  interactions  with  theis  own  contact  center  and  eService  applications. 

This  out-of-the-box  integration  lets  customers  go  straight  to  just  the  right  resource.  No  matter  how  or  when 
they  contact  the  company.  The  Aspect®  Customer  Relationship  Portal  software  platform  and  Siebel  Call  Center 
and  Siebel  eService  allow  companies  to  deliver  even  higher  levels  of  responsiveness,  while  lowering  the  cost  of 
realizing  their  eBusiness  initiatives. 

For  more  information  on  the  Aspect  Customer  Relationship  Portal  and  eWorkforce  Management  software, 
visit  www.aspect.com/go/bws,  or  call  I  -888-4 1 2-7728. 


ASPECT 


Aspect  and  the  Aspect  logo  are  trademarks  and/or  service  marks  of  Aspect  Communications  Corporation  in  the  United  States  and/or  other 
countries.  All  other  product  or  service  names  mentioned  in  this  document  may  be  trademarks  of  the  companies  with  which  they  are  associated 
SIEBEL  and  the  SIEBEL  Partner  logos  are  trademarks  of  Siebel  Systems.  Inc. 
©  2000  Aspect  Communications  Corporation. 


oU  you  get  this  urgent  call.  Its  your  client. "DM  my  Boise  shipment  go  out?" 

You're  a  thousand  miles  from  anywhere.  You  don't  know. 

"I'll  get  back  to  you."  You  call  Patricia,  the  sales  manager.  She's  not  in. 

So  you  e-mail  her.  Then  you  think,  maybe  the  factory  supervisor. 

You  call  his  assistant.  He's  in  a  meeting.  Can  he  call  you  back? 

Your  phone  rings.  Its  the  client  again  "Did  the  parts  ship, yes  or  no? 

Another  call  is  coming  in.  You  click  over.  It's  Patricia. 
She  got  your  e-mail.  But  she's  in  her  car. 

SHE  DOESN'T  KNOW  ANYTHING. 

YOU  CLICK  BACK  OVER.  Q  H  B 

*J     Hello.'' 

HELL  ' 


Hello? 


hello? 


NO  CLIENT. 


Customer  Service  >  e-business  sales  force  automation  Give  your  people  instant 

access  to  information  -  anywhere,  anytime.  How?  IBM  servers 
with  software  from  one  of  our  expert  partners,  like  Siebel  Systems. 


call 

1.800.ibm.7080[x  now] 

or  go  online  to  find  a 

Web-enabled  solution 

that  fits  your 

needs  at 

ibm.com /e-business/now 
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SO  you  find  this  house.  Victorian.  Mammoth  kitchen.  You  want  it. 

You  go  to  your  bank.  The  mortgage  guy  looks  at  your  paperwork.  Whoops. 

You're  missing  a  statement.  Month  of  March.  Oh.  But  I  do  my  checking  here,  you  sa 

Can't  you  just  pull  it  up?  He  can't.  First  floor,  he  says.  You  go  there. 

The  teller  shakes  her  head.  We  need  a  written  request.  By  mail. 

But  it's  simple,  you  say.  I  just  need  March. 

I'm  with  the  mortgage  guy  now. 

DIFFERENT  DIVISION,  SHE  SAYS. 

BUT  AREN'T  YOU  THE  SAME  BANK?  "YES  AND  NO." 

SHE  SMILES.  THEN  YOU  SMILE  BACK. 

AND  MAKE  A  REALLY,  REALLY 

big 

WITHDRAWAL. 


Customer  service  >   e-busi       systems  integration 

see  you  as  one  company.  Learn  more  about  them  in  the 
process.  IBM  Global  Services  can  show  you  how. 


I 


call 

1. 800. ibm. 7080  [x  now] 

or  go  online  to  find  a 

Web-enabled  solution 

that  fits  your 

needs  at 

ibm.com /e-business/now 


I 


m 


IBM  and  the  e-business  logo  are  trademarks  ol  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries  ©  2000  IBM  Corp 


arciiML  iicruK 

Business  Week  e.biz 


HUM-Ukl-IBJ^llJ", 


I 


the  fraudulent  cards  to  buy  $800  in  Pentium 
II  computer  chips,  an  $8,000  Swiss  watch, 
and  to  get  on  to  porno  sites  in  California. 

Nasty  Rumors.  Vasiliu's  methods  ex- 
pose another  hole  in  the  way  U.S.  mer- 
chants handle  foreign  credit-card  orders  on 
the  Net.  Inside  the  U.  S.,  merchants  use  an 
Address  Verification  Service  to  confirm  any 
U.  S.  cardholder  s  name  and  billing  address — 
an  important  safeguard  against  mail  fraud. 
There's  no  similar  system  for  cards  issued  by 
foreign  banks,  which  means  U.  S.  merchants 
accepting  foreign  Net  orders  are  authorizing 
them  based  solely  on  a  card  number  and  ex- 
piration date — all  easily  duplicated  with  a 
number  generator  and  some  persistent 
guessing.  "You  get  16  digits  flying  over  the 
wire,  you  have  no  idea  where  they  came 
from,"  says  Steve  Herz,  Visa's  former  senior 
vice-president  for  electronic  commerce. 


run  the  investigation.  That  was  his  job. 

Stien  caught  a  break  in  the  spring  of 
1998.  After  much  cajoling,  ftd  agreed  to 
share-  records  showing  that  Vasiliu  had  used 
both  his  personal  e-mail  address  and  an 
anonymous  Hotmail  e-mail  account  to  or- 
der the  flowers  for  Ruxanda  Vasiliu.  Ac- 
cording to  Stien's  complaint  with  the 
Romanian  police,  Vasiliu  had  used  the  free 
Hotmail  to  test  numbers  at  CyberNet  and 
other  sex  sites.  After  they  proved  valid,  he 
would  then  log  on  with  a  personal  ac- 
count to  order  goods  sent  to  Romanian 
addresses  (many  e-commerce  sites  won't 
process  orders  from  customers  with  "free- 
bie"  e-mail).  Stien  said  he  eventually  was 
able  to  link  Vasiliu  to  70  of  Crane's  92 
compromised  numbers  that  used  the  same 
Hotmail  address. 

Even  though  Stien  had  pieced  this  evi- 
dence together  by  October  of  1998,  his 


In  Romania,  the  SUSpect 
was  never  prosecuted 


It  was  just  such  a  scenario  that  blind- 
sided  Stien.  His  credit  union  serves  14,500 
members  at  the  tight-knit  Crane  Naval 
Surface  Warfare  Center.  When  word  of 
the  fraud  spread,  the  rumors  got  nasty. 
"What's  really  destroyed  is  the  confidence 
of  your  members,"  he  says.  In  an 
effort  to  win  it  back,  the  53- 
year-old  former  bill  collector 
set  off  to  solve  the  case 
himself. 

His  first  call  was  to 
CyberNet  Ventures  Inc.,  an 
Encino  (Calif.)  porn  site 
that  had  accepted  one  of 
the  Crane  charges.  Stien  got 
an  IP  address  (an  Internet  Pro 
tocol  number  unique  to  each  com- 
puter) from  CyberNet  and  easily  traced  it 
back  to  an  Internet  service  provider  in 
Romania.  But  then  he  slammed  into  a 
roadblock:  Officials  at  the  Net  service 
provider  wouldn't  hand  over  any  infor- 
mation about  their  users.  Stien  flooded 
Romanian  bureaucrats  with  faxes — but 
he  got  no  help.  According  to  Stien,  the  FBI 
was  only  slightly  more  cooperative.  Al- 
though it  agreed  to  help  Stien  deal  with 
foreign  authorities,  its  agents  would  not 
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quest  was  far  from  over.  He  still  had  to 
convince  domestic  and  foreign  authorities 
his  case  was  worth  taking  abroad.  That 
meant  months  of  affidavits,  translations, 
and  certifications  with  the  FBI,  which  even- 
tually cooperated  and  forwarded  his  470- 
page  file  to  the  U.S.  Embassy  in 
Romania.  Finally,  his  plight 
caught  the  attention  of  the 
Romanian  Ministry  of  In- 
terior, which  in  Novem- 
ber, 1998,  agreed  to 
investigate.  But  according 
to  court  officials,  the  min- 
istry never  prosecuted 
Vasiliu.  "It's  a  rather  empty 
feeling,"  says  a  dejected  Stien. 
"It  was  all  a  waste  of  time." 
With  the  credit-card  heist  wiped  clean 
from  his  members'  accounts,  Stien  has  re- 
turned to  the  relatively  intrigue-free  du- 
ties of  running  a  credit  union.  Still,  he 
can't  forget  what  he  has  been  through. 
"Maybe  people  in  Romania  don't  care,"  he 
says.  "But  this  guy  may  live  to  find  out  he 
was  wrong."  If  and  when  he  does,  Stien  is 
poised  to  celebrate.  Just  don't  send  fresh 
flowers  to  congratulate  him. 

Contributing:  Bogdan  Preda  in  Bucharest 


BAD 

CREDIT 


Online  credit-card  fraud  is  on 
the  rise,  hitting  some  of  the 
big  names  in  e-commerce. 
Experts  say  the  sites  that, 
tend  to  get  hit  are  the  ones 
selling  things  that  teenagers 
like:  Sports  apparel,  music, 
electronic  gear,  and  comput- 
ers are  among  the  favorites 
Here's  a  sampling: 


EXPEDIA.COM 

On  Mar.  i,  the  travel  site 
disclosed  that  it  may  have 
to  eat  up  to  $6  million  in  orders 
made  on  bogus  credit  cards 


AMAZON.COM 

The  online  retail  giant 
referred  a  case  in  Decem- 
ber to  the  FBI  in  which  a 
Russian  citizen  was  suspect- 
ed of  using  63  stolen  card 
numbers  to  buy  electronics 
gear  worth  $70,000 

NIKE.COM 

The  sporting  apparel  com- 
pany estimates  that  more 
than  10%  of  purchase  requests 
it  receives  are  attempts  to 
defraud  the  company 


CASIO.COM 

When  the  electronic 
equipment  maker 
started  an  e-commerce  site 
last  year,  13%  of  the  purchases 
were  fraudulent 


Complexity  and  efficiency  coexist 
in  the  human  body. 

so  we  knew  it  could  be  done. 


Neoforma.com  is  building  an  open  marketplace  for  medical  products  on  the  Internet.  It's  complex. 

There  are  thousands  of  suppliers,  distributors  and  manufacturers.  Right  now,  it's  a  60  billion  dollar  industry 

that  requires  an  additional  23  billion  dollars  in  process  costs.  That's  just  wrong.  But  we're  bringing  efficiency  to 

the  market  that  will  eliminate  paper  catalogues,  endless  phone  calls,  faxes  and  price  revisions.  Just  log  on, 

order  and  you're  done.  Even  your  body  isn't  that  efficient;  it  still  gets  the  flu. 

The  e-healthcare  marketplace  is  www.neoforma.com 


2000  Npolofma.com.  Inc.  Neolorma.com  and  its  logo  are  trademarks  ol  Neotorma.com.  Inc. 


% 


w 


/ 


/ 


Ik 


STRATEGIES     Business  Week  e.biz 


Pillsbury's  new  software  will  let 

the  food  giant  slice  and  dice  reams 

of  data,  changing  everything 

about  how  it  caters  to  consumers 


ROGER  O.  CROCKETT 


A  Digital 

Doughboy 


n  the  banks  of  the  Mississippi  River,  among  a 
cluster  of  Minneapolis  skyscrapers,  Fred  Hult- 
ing  and  a  group  of  some  150  employees 
are  quietly  toiling  away  on  a  high-tech 
recipe.  Their  Web  technology  is  helping  re- 
make Pillsbury  Co.  into  the  Doughboy  for 
the  Digital  Age.  Led  by  Hulting,  a  PhD  in  sta- 
tistics, the  131 -year-old  food  giant  is  developing 
software  that  will  analyze  reams  of  data  and 


change  every  aspect  of  Pillsbury,  from  the 
way  it  develops  new  products  to  how  it 
capitalizes  on  consumers'  tastes.  Soon,  all  of 
Hulting's  co-workers  at  Pillsbury  will  be 
able  to  get  all  sorts  of  data  with  a  few  sim- 
ple keystrokes — whether  its  how  many  con- 
sumers found  vegetable  stems  in  their  soup 
to  market  research  by  AC  Nielsen  Corp. 

On  the  surface,  this  might  not  seem 
like  much  more  than  a  nifty  point- 
and-click  program.  But  for  Pills- 
bury, it  could  mean  the  difference 
between  languishing  as  a  staid  Old 
Economy     food     company     and 
emerging  as  the  cutting-edge  New 


L 


Economy  brand  to  beat.  Right  now,  Hult- 
ing's program,  NetStat,  which  he  designed 
by  customizing  a  $40,000  software  package 
from  MathSoft  Inc.,  is  just  coming  out  of  a 
pilot  phase  mainly  at  Pillsbury's  frozen 
breakfast  food  unit.  But  in  May,  it  will  be 
rolled  out  across  the  company's  nine 
brands.  With  the  ability  to  share  informa- 
tion at  Net  speed,  Pillsbury  is  already  has- 
tening the  design  of  manufacturing  lines 
from  Illinois  to  Switzerland  and  al- 
lowing researchers  across  this  70- 
country  conglomerate  to  dissecl 
consumer  habits  more  efficiendy — even 
by  regional  tastes.  Within  a  couple  of 
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IS  THIS  HOW  YOU  IMAGINE  THE  WEB? 


It's  big.  Really  big.  It's  the  huge  potential 
the  Internet  holds  for  your  business. 

And  we'll  help  you  land  it.  Our  software  platform 
helps  you  create  solutions  that  net  the  big  opportunities 
in  the  Internet  economy  -  enhanced  productivity,  new 

revenue  sources,  increased  customer  satisfaction  - 

without  floundering  around,  so  to  speak.  Our  products 

and  services  let  you  build  your  business  on  the  Web, 

on  your  own  terms,  without  compromise.  You  now 

have  the  power  and  flexibility  to  do  things  like  drive 
new  business  models,  streamline  processes,  improve 
relationships,  and  generate  more  profits.  Which  means 

no  more  stories  about  the  one  that  got  away,  right? 


<allaire> 


www.allaire.com 

1  888  939  2545 


Allaire  and  the  Allaire  logo  are  trademarks  of  Allaire  Corporation  All  other  brands  and  products  are  trademarks  ot  their  respective  holders.  C  2000  Allaire  Corporation.  All  rights  reserved. 
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years,  Hulting  expects  the  software  to  be  as 
ubiquitous  on  Pillsbury  desktops  as  photos 
and  statues  of  the  plump,  blue-eyed 
Doughboy,  Poppin'  Fresh.  "We'll  reach 
everyone  who  sits  at  a  desk,"  Hulting 
promises.  "We  will  change  the  way  people 
are  doing  their  jobs." 

The  food  giant  could  use  some  fresh 
ideas.  Investors,  lusting  after  more  innova- 
tive dot-com  shares,  have  turned  bearish  on 
packaged-food  stocks.  In  January,  the  Stan- 
dard &  Poor's  food  index  sank  6%.  Sales  of 
the  company's  top  products  have  slumped 


during  the  past  year,  and  Pills- 
bury  's  parent,  London's  Diageo 
PLC,  has  been  closing  plants  and 
cutting  costs  at  the  $6  billion 
division. 

If  Pillsbury's  experiment  goes  well, 
it  could  rattle  the  food  industry. 
Long  considered  a  market- 
ing leader,  Pillsbury 's  nine 
brands — including    Green 
Giant,  Haagen-Dazs,  and  Old 
El  Paso — ship  437  million  cas 
es  of  food  a  year.  Pillsbury  excels 


Kneading  the  Data 


New  Web  software  called  NetStat  pulls  in  customer  info  from 
spreadsheets  and  automatically  reconfigures  it  into  charts  and 
tables  for  posting  on  the  Web.  Reports  can  be  produced  in 
minutes.  Pillsbury  hopes  to  roll  out  the  pilot  program  to  6,000 
of  its  employees  all  over  the  world.  Here's  how  it  works: 


CONSUMER   FEEDBACK 


Problem:  Consumers  call  in  by 
the  thousands  daily  with  compli- 
ments or  complaints.  In  the  past,  the 
comments  were  typed  into  an  elec- 
tronic database  and  required  special- 
ly trained  staff  to  analyze.  Reports 
came  out  weekly  or  monthly. 


Solution:  NetStat  can  take  the 
customer  feedback,  crunch  the  data, 
and  spit  it  out  to  a  Web  page  as  a 
chart.  Marketing  staffers  get  in- 
stant insight  into  what  customers 
like,  and  plants  can  adjust  produc- 
tion accordingly. 


'-NEW  PLANT? 


Problem:  At  new  plants,  engi- 
neers test  equipment  to  ensure 
that  everything  from  biscuits  to 
soup  is  made  correctly.  Equipment 
adjustments  are  tedious  and  time- 
consuming.  Inevitably,  engineers 
find  problems  only  after  a  plant 
is  running. 


Solution:  NetStat  grabs  test  pro- 
duction data,  hands  it  off  to  a  statisti- 
cal software  program,  which  analyzes 
the  numbers  to  catch  problems  early. 
Before  the  plant  is  running,  engineers 
can  measure  dough  at  every  point 
along  a  conveyor  belt  with  no  more 
than  a  few  keystrokes. 


PR9PVCTI9N  9VALITY 


Problem:  Products  don't  always 
get  in  the  right  package.  Occasionally, 
the  icing  packets  don't  make  it  into 
Toaster  Strudel  boxes.  Pillsbury  might 
not  discover  the  problem  until  man- 
agers get  a  monthly  report  or  an  irked 
consumer  discovers  the  problem. 


Solution:  Workers  punch  instruc- 
tions into  NetStat  that  tells  it  to  con- 
figure routine  charts  on  what's  in  the 
strudel  packages.  If  the  number  of  • 
strudel  boxes  and  icing  packets  don't 
line  up,  managers  can  find  out  after 
every  shift  if  there's  a  problem. 


by     developing     intii 

knowledge  of  its  proc 

and  how  consumers  I 

about  them.  To  do  s 

compiles  buckets  of  stj 

tics.  For  example,  it  gatl 

customer  data  by  encouraJ 

consumers  to  call  an 

number    printed    on 

package  of  every  prod] 

Consumer  relations  staffers  I 

swer  some  3,500  calls  a 

logging  the  comments  int<] 

massive  database  that's  organized 

categories  such  as  "manufacturing  code.l 

well  as  the  likes  and  dislikes  of  consurnl 

Thumbs-up.  Take  Toaster  Strudel 
frozen  breakfast  pastry.  Thousands  of  pJ 
pie  called  or  wrote  to  say:  "Your  fruit 
vors  are  good,  but  how  come  you  dc 
offer  chocolate?"  Analysis  of  those  cd 
led  to  a  chocolate-flavored  version  int| 
duced  in  February.  But  from  start  to 
ish,  the  process  took  months,  as  mark] 
ing  and  R&D  staffers  accumulated  repol 
on  consumers'  strudel  preferences.  To  pa 
duce  the  reports,  Pillsbury's  staff  of  ar 
lysts  had  to  interpret  the  data.  "We  hi 
to  go  in  and  dig  around,"  says  Sally  | 
Shlosberg,  vice-president  for  consul 
relationships.  It  took  Shlosberg's  grov 
several  days  to  scour  the  information 
Pillsbury  could  select  the  right  new  chocj 
late  flavor.  With  NetStat,  Pillsbury  can 
sharp  analysis  instantly.  "What  I  love  aboj 
this  is  you  go  from  data  to  pretty  pictur| 
immediately,"  Shlosberg  says. 

Getting  those  pretty  pictures  isn't  | 
snap.  Pillsbury  had  the  good  fortune 
employing  a  tech  whiz  like  Hulting. 
took  software  from  MathSoft,  which  spd 
cializes  in  statistical  analysis  programs,  ar 
designed  NetStat.  Without  engineering  e)| 
pertise  in-house,  Hulting  recommends 
ing  an  outside  consultant  to  help  desig 
this  kind  of  sophisticated  Web  softward 
NetStat  works  like  a  supersmart  Web  sita 
The  software  resides  on  Pillsbury's  Wei 
server,  where  data  from  any  worker's  disl 
drive  or  machinery  on  the  plant  floor  cai 
be  zapped  to  it.  NetStat  then  shares  thj 
figures  with  another  software  prograi 
called  S-Plus,  which  crunches  the  num| 
bers  in  a  split  second  and  returns  ther 
to  NetStat  to  be  loaded  back  on  the  sitel 
Because  NetStat  functions  on  the  Web,  em^ 
ployees  located  anywhere  in  the  world — ir 
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It  starts  with  a  simple  idea. 


Make  e-commerce  easy.  It  becomes  a  chain  reaction. 


And  incites  a  revolution  that  doesn't  divide. 


It  unifies. 
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Relax.  Business  on  the  Web  is  a  breeze  when 
you  use  Interland.  That's  because  Interland 
is  a  true  Web  solutions  provider.  A  one-stop 
resource  that  delivers  everything  you  need 
for  your  business  to  succeed  on  the  Web. 


j 


From  simple  site  design  and  hosting  to  high 
volume,  secure  e-commerce.  Even  software 
application -hosting.  And  with  your  very  own 
Interland  Account  Manager  who'll  take  the 
time  to  learn  about  your  business,  you  can 


■>  i?000  Interland,  Inc.  All  Righls  Reserved 
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rest  assured  you'll  get  the  solutions  you  need 
whenever  you  need  them.  Easily  and  affordably. 
So  take  the  worry  and  frustration  out  of  doing 
business  on  the  Web  with  Interland.  It's  no 
wonder  it's  the  best-kept  secret  on  the  Internet. 


We  make  the  Web  work  for  your 

www.interland.com  •  sales@interland.com 

1.800.303.2476 
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a  plant  or  on  a  sales  call — can  log  on  and 
put  the  program  to  work. 

For  Pillsbury,  that's  the  cream.  Every 
laptop-toting  employee  can  snatch  infor- 
mation when  needed.  By  launching  a  Web 
browser,  employees  can  crunch  data  that 
analysts  at  headquarters  once  had  to  do. 
Every  30  minutes,  a  scientist  in  a  muffin 
manufacturing  plant,  for  instance,  could 
collect  and  interpret  data  that  tracks  the 
stability  on  each  factory  line  of  muffins. 
Doing  this  frequently  means  that  muffins 
are  made  precisely  to  specs  and  the  quality 
remains  consistent  "Pillsbury  is  aggressive," 
says  food  industry  consultant  Bill  Bishop, 
president  of  Willard  Bishop  Consulting  in 
Barrington,  111.  "It's  falling  for- 
ward into  the  future." 

In  that  future,  Shlosberg  en- 
visions handing  knowledge-hun- 
gry Pillsbury  employees  a  "library 
card"  that  gives  them  the  freedom  to  roam 
(virtually,  of  course)  through  stacks  of  con- 
sumer information  and  pull  just  the  data 
they  need.  Suddenly,  departments  that  used 
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to  pay  for  info  to  be  crunched  can  avoid  a 
pricey  fee  that  Pillsbury 's  stat  department 
charges.  Such  work  costs  $50  to  $75 
an  hour,  or  as  much  as  $3,000  for  a 
week's  worth  of  analysis,  Hulting 
says.  Now  employees  get  the  analysis 
for  free. 

Pillsbury  executives  are  as  jolly 
as  their  leafy-toga-wearing  Green 
Giant  about  the  cost  savings.  But 
they're  even  more  excited  about  us- 
ing the  software  to  build  new  plants. 
Although  still  in  its  infancy,  NetStat  al- 
ready has  helped  Pillsbury  ramp  up     ^ 
plants  in  Europe  and  the  U.  S.  quicker     ^ 
than  ever  before.  A  team  of  R&D  engineers 

"It  makes  my  mouth  water 
with  all  the  possibilities1' 

often  come  to  the  launch  of  a  plant  during 
the  final  days  of  testing — when,  say,  pizza 
or  breakfast  muffins  are  on  a  manufactur- 
ing line.  They  check  that  the  machines  are 


working  to  specifications.  During  the  sti 
up  of  a  new  plant  in  North  America,  r 
engineers  performed  rigorous  tests  on 
equipment — checking  belt  speeds,  dou£ 
slicing  measurements,  oven  and  free;   | 
temperatures.  Without  NetStat,  data  woi 
have  to  be  sent  repeatedly  to  Minneapc 
headquarters  for  analysis,  each  request  ta 
ing  about  three  days.  Now,  data  are  u 
loaded  onto  the  Web  site  and  interpret 
on  the  spot.  "That  could  save  tens  of  m 
lions  of  dollars  in  working  capital,"  sa 
analyst  John  M.  McMillin  of  Prudent| 
Securities  Inc. 


Zestier.  Managers  are  thinking  up  mo! 
tasks  for  NetStat.  Pillsbury  already  kno 
that  people  in  different  regions  of  t 
country  have  different  tastes.  In  the  Sou 
for  example,  many  are  fond  of  blueberr| 
but  raspberry  is  more  of  a  favorite  in  t 
West.  It's  tough  for  Pillsbury  to  make  ma 
ket  research  broadly  available  to  employ 
ees  in  a  timely  fashion.  But  Eric  J.  Petersoi 
associate  marketing  manager  for  ne 
products,  is  excited  about  the  potential  c 
taking  consumer  information  gathere 
and  instantly  slicing  it  by  zip  code  to  di 
termine  where  he  can  target  a  marketin! 
campaign.  With  reliable  information  o 
consumer  habits,  it's  easy  to  imagine  ma 
keting  a  zestier  salsa  in  the  Southwest  o| 
plumper  blueberries  for  muffins  sold  i 
the  Southeast. 

Peterson  also  is  dreaming  up  ways  t< 
nab  new  business.  On  sales  calls  to  grocer 
chains,  he  and  his  team  typically  give  ; 
presentation  to  a  team  of  buyers.  They  of 
fer  samples  of  the  new  product  anc 
pitch  them  on  why  it's  a  must  foi 
their  shelves.  The  buyers  who  fee. 
they  know  what  their  shoppers 
want  often  ask  questions  aboul 
the  appropriateness  of  a  Pills 
bury  flavor,  color,  or  size  ol 
package.  With  their  laptops 
and  access  to  a  dial-up 
modem  line,  marketers 
wouldn't  have  to  say,  "I'll 
get  back  to  you."  They 
could  use  NetStat  to  dive 
into  consumer  data  right 
there  during  the  presen 
tation.  "I  think  it's  awe 
some,"  Peterson  says  of  NetStat.  "It  makes 
my  mouth  water  with  all  the  possibilities." 
The  proof  is  in.  One  of  the  tastiest  of  Pills- 
bury's  products  is  digital.  • 


The  difference  between  your  company's 

horrie  office  and  regional  office 
should  be  geographical..  Not  technological. 


Read  on  to  see  how 

Enterprise  DSL  lets 

your  regional  offices 

work  as  fast  as 

your  home  office. 


As  any  CEO  will  tell  you,  the  ideal  regional  office  is  a  carbon  copy  of  their  home 
office,  it  doesn't  just  have  the  same  caliber  of  employee  and  the  same  caliber 
of  client,  it  has  the  same  caliber  of  technology. 

Take  the  case  of  this  national  real  estate  company.  They  were  experiencing 
phenomenal  growth  and  knew  they  had  to  upgrade  the  technology  in  their 
regional  offices.  But  they  didn't  want  to  incur  the  high  cost  of  installing  T1  lines. 


Enter  MCI  WorldCom?"  We  introduced  them  to  a  technology  called  Enterprise  DSLr  It's  a  version  of  Digital 
Subscriber  Lines  that  works  with  the  Internet,  Frame  Relay  and  ATM.  Simply  put,  it  increases  the  bandwidth 
of  ordinary  phone  lines.  Not  only  making  it  more  economical  than  T1  lines.  But  faster  than  either  ISDN  or 
dial-up.  Ultimately  giving  the  agents  at  their  regional  offices  hyper-speed  access  to  everything  they  needed. 
All  of  which  must  have  made  them  pretty  happy.  Because  now  the  mantra  at  this  real  estate  company 
is  no  longer  location,  location,  location,  it's  DSL,  DSL,  DSL.  For  more  details,  visit  us  at  www. wcom  com/data. 

MCI  WorldCom  Continuum 
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DAVID  ROO 


Reinventing 

Herman  Miller 

Its  innovative  SO  A  division  is  turning  the  furniture  maker  into  a  Web  wizard 


M 


anagers  at  Herman  Miller  Inc.  are  jus- 
tifiably proud  of  their  furniture  plant  in 
Holland,  Mich.  The  place  is  so  bright 
and  airy  that  it's  called  "the  Green- 
house." Workers  firing  staple  guns  keep 


time  to  tunes  by  U2,  the  Allman  Brothers, 
and  Sting  as  they  assemble  chairs,  desks, 
and  other  office  furniture  from  rows  of 
parts  gathered  neatly  nearby.  Forklifts  glide 
across  the  spodess  floor  ferrying  pallets  of 
finished  goods  to  the  loading  dock. 


But  best  of  all  is  the  plant's  perfor- 
mance. A  sign  near  the  front  door  boasts 
that  workers  there  haven't  been  late  in 
shipping  a  single  order  in  70  days.  "The 
Achilles'  heel  of  our  industry  has  been 
poor  reliability,  and  we've  solved  that,"  says 


Gary  Van  Spronsen,  a  Herman  Miller  vie 
president  who  helped  launch  the  factor) 

Indeed,  the  factory  has  managed 
solve  a  host  of  other  problems  plaguii 
office  furniture  makers.  Zeeland  (Mich 
based  Herman  Miller,  the  country's  se 
ond-largest  manufacturer  of  office  furnitui 
built  the  plant  five  years  ago  to  expei 
ment  with  new  technology.  Miller  started 
new  division  to  run  the  plant:  sqa,  whic 
stands  for  "simple,  quick,  affordable."  Key 
the  effort:  linking  all  sales  and  purchasir 
operations  via  the  Internet — somethin 


"No  one  is  going  to 
lead  in  this  industry 
without  leading  in 
technology,"  says 
CEO  Mkhael  Volkei 
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Than  Desk  Space 
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OrderZone.com's  streamlined  product  searches  and  one  stop  purchasing 
save  you  time  so  you  can  focus  on  growing  your  business.  Select  products 
from  a  comprehensive  collection  of  world-class  suppliers  and  pay  just  one 
invoice.  Everything  you  need,  all  in  one  place.  Cleaning  supplies.  Uniforms. 
Office  equipment.  Industrial  supplies.  Laboratory  safety  products.  Electronic 
components.  So  clear  off  all  those  catalogs  and  log  onto  OrderZone.com. 
You'll  save  more  than  desk  space...  you'll  save  time  and  money. 
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Herman  Miller's  competitors  are  only  now 
starting  to  do.  "No  one  is  going  to  lead  in 
this  industry  without  leading  in  technology," 
says  Herman  Miller  CEO  Michael  Volkema. 
Now  Herman  Miller  managers  are  us- 
ing the  division  as  a  blueprint  for  im- 
proving    efficiency     throughout     the 

"SQA  was  the  pet ri 
dish,  and  now  we're 
reinventing  the 
entire  company" 

company  sqa  has  been  folded  back  into 
the  main  company,  and  Van  Spronsen 
and  other  top  managers  moved  to  corpo- 
rate headquarters  in  nearby  Zeeland  to 
help  engineer  the  transition.  Taking  a  page 
from  PC  giant  Dell  Computer  Corp.,  Her- 
man Miller  is  setting  up  special  Web  sites 
for  large  corporate  customers  to  order 
furniture  at  special  low  prices.  At  the  same 
time,  it's  hooking  suppliers  into  the  com- 
pany's accounting  and  order  systems  via 
the  Net  to  speed  delivery  and  slash  costs. 
"sqa  was  the  petri  dish,  and  now  we're 
reinventing  the  entire  company,"  says  Van 


Spronsen,  whose  broad  smile  and  intense 
eyes  light  up  as  he  interjects  "bingo"  every 
time  he  agrees  with  a  visitor. 

Reinvention  is  never  easy,  and  there  has 
been  plenty  of  resistance  along  the  way 
from  board  members,  dealers,  and  sales- 
people. But  after  five  years  in  which  spend- 
ing on  technology  has  grown  from  2.4%  of 
revenues  to  nearly  5%,  the  initiative  is  start- 
ing to  show  results.  Miller's  revenues  are 
expected  to  hit  $1.9  billion  in  fiscal  2000, 
ending  in  May — a  90%  increase  from  1995, 
and  up  8%  from  1999.  Operating  in- 
come likely  will  rise  to  $231  million 
this  year,  up  from  $224  million  last 
year,  according  to  First 
Union  Securities.  And 
Miller's  operating 
margins  should  be  over 
12%,  better  than  any 
other  publicly  traded 
office  furniture  maker, 
says  analyst  David  J. 
Manthey  of  Milwaukee  in- 
vestment bank  Robert  W. 
Baird  &  Co.  "In  terms  of 
technology,  they're  tops 
in  the  business,"  he 
says.  And  thanks  to 
SQA,  which  pulls  in 


Building  Furniture  on  Internet  Time 
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and  reserve  time  on  trucks  has  helped  make  SQA  furniture 
p  hit  Here  is  where  the  Web  has  made  a  difference: 


INVENTORY 


SQA  turns  over  its  inventory 
40  times  a  year,  better  than  the 
already  respectable  27  for  the 
company  as  a  whole,  far  better 
than  the  industry  average  of 
less  than  20. 


ORDERS 


Furniture  selection  and  layout 
can  be  processed  at  a  client's 
office  in  two  hours  vs.  the 
weeks  or  months  traditional 
furniture  makers  need  to 
complete  an  order. 


DELIVERY 


Delivery  is  in  three  days  to  two 
weeks — far  less  than  the  six  to 
eight  weeks  for  standard  offices. 


^ACCURACY 


Order  entry  errors  have  been 
slashed  to  almost  nil  from  more 
than  20%,  which  in  turn  has  cut 
faulty  shipments. 


*NEW   BUSINESS 


SQA  has  enabled  Herman  Miller  to 
increase  sales  to  small  companies. 


15%  of  Herman  Miller's  revenues,  the  cc 

pany  has  bolstered  its  No.  2  position  in 

industry,  moving  closer  to  leader  Steele 

Inc.  As  Van  Spronsen  would  say,  "bingo 

All  the  technology  in  the  world  woi 

not  do  Herman  Miller  much  good  if  t 

company  sold  lousy  furniture.  But  Mil 

has  won  scores  of  awards  for  excellence 

design  and  in   1968  revolutionized  t 

American  workplace — for  better  or  f 

worse — when  it  developed  the  notion 

open-plan  offices,  or  cubicl 

And  while  the  company  h 

a  current  hit  with  its  $7 

gray-and-black       Aer 

chair,  Volkema  realized  thl 

good  designs  were  no  longl 

enough    to    keep    Herm 

Miller  ahead  of  the  gam 

Competitors  such  as  Steelca 

and  Knoll  Inc.  offer  furnitu 

that    most   customers   ha 

trouble    distinguishing    fro 

Herman  Miller's.  "Going  fo 

ward,  the  advantage  isn't  going  to 

just  product  differentiation,"  sa 

the     lanky     44-year-oL 

Volkema.  So  he  looked  t 

technology   to    impro 

three  crucial  parts  of  th 

business:  Design,  order  en 

try,  and  manufacturing. 

1 

Top  Priorities.  And  SQA  provided  th 
working  plans.  When  it  was  founded  ir 
1995,  the  division  was  intended  to  serv< 
small  and  medium-size  businesses,  a  mar 
ket  Herman  Miller  had  largely  ignored 
Those  customers'  top  priority:  speedy  de 
livery  of  their  furniture.  So  sqa  set  a  goal  o! 
delivering  anything  in  its  product  line  with 
in  two  weeks,  compared  with  six  to  eight 
weeks  for  Herman  Miller  as  a  whole.  To  do 
that,  the  unit  had  to  scale  back  the  number 
of  choices  it  offered  customers.  Chair  fin 
ishes,  for  example,  come  in  only  gray  or 
black,  compared  with  1 1  color  selections  in 
the  broader  Herman  Miller  line.  Desks  and 
tables  are  offered  with  just  five  surface  fin- 
ishes, vs.  84  for  the  company.  And  cubicle 
walls  from  sqa  can  be  covered  with  160 
different  fabrics,  instead  of  284  choices, 
plus  a  virtually  infinite  number  of  special- 
order  options,  at  the  main  company. 

To  simplify  the  design  process,  the  unit 
hired  Seattle-based  Lembersky/Chi  Inc.  to; 
write  software  that  would  allow  salespeople 
to  display  3D  layouts  on  a  laptop  com 
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Whether  it's  a  single  document  that  needs  to  be  distributed  throughout  your  company,  or  a  megaproposal  that  needs 
to  be  shipped  to  your  client  by  the  end  of  the  day,  you  can  rely  on  IKON  Office  Solutions  to  provide  the  products 
and  services  that  you  need  to  get  the  job  done.  From  supplying  digital  copiers  to  outsourcing  your  document  production 
to  re-engineering  your  entire  network,  IKON's  solutions  are  designed  to  do  one  thing — help  businesses  communicate. 
We  take  the  time  to  understand  your  business  and  create  a  customized  solution  matched  to  your  needs,  and  provide 
superior  service  and  support  from  our  local  team  of  experts.  To  understand  how  IKON  and  partners  like  Canon 
and  Ricoh  can  help  your  business  communicate,  call  888  ASK-IKON  or  visit  us  at  mvw.ikon.com. 
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Introducing  EoCenter. 

A  search  engine  so  refined  and  powerful,  it  is  now  referred  to  as  a  research  engine. 

oCenter's  innovative  advanced  search  technologies  allow  you  to  deliver  quality, 
i  up-to-date  industry  content  to  your  users  as  a  seamless  extension  of  your 
brand.  Become  one  of  the  most  powerful  research  destinations  in  your  industry  with 
EoCenter  for  Healthcare,  Finance,  High-Tech,  or  Insurance — with  categories  expanding 
rapidly.  Find  out  how  our  partners  build  traffic,  improve  site  loyalty,  and  increase  new 
commerce  opportunities  with  the  EoCenter  research  engine.Visit  www.eocenter.com 
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puter  they  take  on  sales  calls.  The  system, 
called  Z-Axis,  lets  salespeople  configure  of- 
fice systems  to  a  given  floor  plan  while 
sitting  with  the  client.  The  customer  can 
choose  from  scores  of  options  and  experi- 
ment with,  say,  pink  panels  with  green 
desks  or  six  workstations  per  cluster  in- 
stead of  four — and  see  all  of  them  from 
any  angle  in  three  dimensions.  While  it 
typically  takes  weeks  or  even  months  for  a 


large  customer  to  settle  on  a  design,  Z- 
Axis  makes  it  possible  to  select  a  layout 
on  the  spot.  "Instead  of  trying  to  imagine 
your"  design,  you  can  put  it  in  three  di- 
mensions, which  shortens  the  decision  cy- 
cle dramatically,"  says  Jon  C.  Gaulding, 
who  runs  an  Internet  startup  in  Dallas 
called  Instant-EC  Solutions  Inc.  Gaulding  re- 
cently ordered  16  SQA  workstations  for  his 
employees. 


The  same  program  solves  the  th 
problem  of  order  entry.  When  the 
tomer  chooses  a  design,  the  software  at 
matically  creates  an  order  list  with  all 
necessary  parts  and  can  give  a  final  pria 
the  past  this  process  could  take  a  weel 
more  of  careful  examination  of  the  de; 
and  its  components.  Any  changes  or  an 
alies  are  taken  into  account.  If,  for  exam 
a  layout  calls  for  two  cubicles  back  to  b 


The  Making  of  SOA  Furniture 
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companies  with  five  to  150  employees.  To  accommodate  demand  for  fast  turnaround  and 
lower  prices,  the  company  has  turned  to  the  Web  to  cut  inventory,  reduce  costs,  and  slash 
delivery  times.  It  has  also  narrowed  the  number  of  options  to  just  a  few  dozen  compared  with 
the  hundreds  of  variations  available  from  the  company's  $1.6  billion  main  unit 


STEP 


STEP 


SOA  sends  salesperson 
armed  with  3D  design  soft- 
ware to  customer's  office. 
Customer  selects  furniture 
from  limited  range  of  op- 
tions, choosing  colors,  configurations,  and  styles.  Vari- 
ants are  shown  on  laptop  computer  screen  in  3D,  while 
costs  of  various  options  are  tallied  by  program. 


Customer  settles  on  furniture  and  an  office  layout. 
Salesperson  generates  a  final  bill,  logs  onto  the  Net,  and  zaps 
order  to  Herman  Miller  factories  in  Michigan  or  California. 
Within  two  hours,  customer  receives  e-mail  confirmation  of 
delivery  date.  Scheduling  software  reserves  time  and  day  for 
production,  and  space  is  re- 
served on  delivery  truck.  An- 
other e-mail  notifies  the  lo- 
cal dealer  to  schedule  a  crew 
to  install  order. 


STEP 


On  manufacturing 

day,  order  is  broken  down 
into  components,  and  em- 
ployees on  various  produc- 
tion lines  start  work  at  the 

same  time.  Factory  workers  gather  parts  for  the  order, 
staple  fabrics  on  chairs  and  screens,  and  assemble  the 
furniture.  When  delivery  truck  arrives,  components  are 
brought  together  on  loading  dock.  Several  times  a  day, 
suppliers  head  to  SOA  Web  site  to  check  order  volumes 
to  see  if  inventory  is  running  low  and  needs  restocking. 


STEP 


Furniture  is  installed  on  customer  site  between 
three  days  and  two  weeks  after  date  of  sale.  System 
provides  nearly  99%  on-time  deliveries. 


L 
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it  automatically  rejiggers  the  order  to  reflect 
only  one  wall  between  them.  "It's  miracu- 
lously foolproof?'  says  Kraig  Wellshear,  own- 
er of  Intelligent  Interiors,  a  furniture  dealer 
in  Dallas. 

The  heart  of  sqa's  success,  though,  sits 
smack  dab  on  the  manufacturing  floor. 
When  an  order  is  completed,  it  is  zapped 
via  the  Web  to  an  sqa  factory  in  Michigan 
or  in  California.  As  soon  as  the  order  is 


The  system  "has  made  life  much  easier,"  she 
says. 

And  leaner.  Inventory  turns  at  SQA — 
the  ratio  of  the  unit  sales  to  its  average 
daily  inventory,  a  measure  of  efficiency — ex- 
ceed 40,  compared  with  27  for  Herman 
Miller  as  a  whole  and  under  20  industry- 
wide. The  division  has  reduced  order  entry 
errors  to  almost  nil  from  the  more  than 
20%  that  Herman  Miller  suffered -five  years 


Herman  Miller  has  invested  nearly  $500  million 
in  technology  over  five  years 


transmitted,  another  program  schedules  a 
manufacturing  date  and  reserves  space  on 
the  truck  that  will  deliver  it  a  week  or  two 
later.  Within  two  hours,  the  dealer  and 
customer  receive  an  e-mailed  confirmation 
of  the  delivery  and  installation  time. 

The  company  developed  another  pro- 
gram to  give  its  network  of  more  than 
500  suppliers  access  to  its  ordering  system 
on  the  Web.  That  means  companies  that 
make,  say,  chair  coverings  or  laminated 
surfaces  can  check  what  the  factory's  needs 
will  be  weeks  in  advance.  As  soon  as  in- 
ventories are  expected  to  drop  below  a 
certain  level — usually  a  day's  worth  of  pro- 
duction— the  supplier  sends  more.  And  to 
give  suppliers  an  incentive  to  make  their 
deadlines,  each  is  given  a  daily  rating  based 
on  punctuality  of  deliveries  and  quality  of 
the  goods  sold.  Companies  that  perform 
consistently  below  expectations  are  warned 
and  eventually  face  termination  of  their 
contracts. 

Rave  Reviews.  The  system  is  win- 
ning rave  reviews.  Nancy  Stone,  director 
of  operations  at  textile  maker  Teknit  USA 
Inc.,  says  she  logs  on  to  the  Web  site 
every  morning  from  her  home  in 
Saugatuck,  Mich.,  12  miles  from  her 
plant.  Before  she  has  finished  her 
morning  coffee,  Stone  can  see  whether 
Teknit  has  delivered  the  chair  coverings  to 
Herman  Miller  that  it  had  committed  to.  If 
anything  is  missing,  she  can  get  it  to  the 
furniture  maker  before  she  leaves  home. 
Until  the  system  was  introduced,  Stone 
had  to  wait  for  a  Miller  employee  to  fax 
her  a  list  of  what  the  plant  had  received 
and  then  reconcile  that  by  hand — a 
time-consuming  process  that  meant 
any  missing  parts  might  not  arrive  at 
Herman  Miller  until  midafternoon. 
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ago,  which  in  turn  has  cut  faulty  ship- 
ments. Market  researcher  Wirthlin  World- 
wide says  the  unit  has  the  highest 
customer-satisfaction  rating  in  the  industry. 
That's  why  Volkema  is  trying  to  reshape 
Herman  Miller  in  sqa's  image.  He's  now 
adding  an  ever-greater  portion  of  Miller's 
product  Line  to  the  Z-Axis  system  and  has 
equipped  nearly  2,000  salespeople  with  the 
software — in  addition  to  the  1,200  SQA 
representatives  who  already  use  it.  Extend- 
ing sqa's  Internet  connection  even  further, 
Herman  Miller  is  setting  up  EZ-Connect, 
dedicated  Web  sites  for  its  best 
customers  such  as  in- 
surer Nationwide 
and  stove-builder 
Viking  Range 
Corp.  Now  clients 
around  the  world 
can  order  furni- 


ture from  a  Limited  menu  at  prevk, 
negotiated  prices.  And  EZ-Connect  za 
bill  to  the  customer's  accounts  payable 
partment  via  the  Net.  The  best  part: 
livery  is  guaranteed  within  four  weeks 
The  technological  transformation  wa 
an  easy  sell.  Early  on,  Volkema  ran  j 
resistance  from  a  board  that  was  more 
customed  to  capital  investment  proj 
for  new  products.  When  asked  to  ft 
technology    that    ultima 
would  cost  nearly  $500 
the   board   demanded 
more  detailed  assessment  of 
potential  payoff  than  was 
tomary.  "As  a  manufacturer,  you're  usi 
investments  that  produce  goods,"  s 
Volkema. 


Cultural  Problems.  He  also  faced 
tural  problems.  Dealers  and  salespeoJ 
were  afraid  they  would  be  cut  out  of 
loop  as  customers  started  to  order  direc 
from  Herman  Miller  through  the  Intd 
net.  "It  was  a  control  issue,  and  salespeoij 
felt  threatened,"  says  Jerry  Erickson,  a 
neapolis-based  vice-president  for  sal 
Miller.  To  counter  those  concerns,  Volker 
spent  many  hours  meeting  wi| 
both  groups,  reassuring  the| 
that  their  participation  was 
sential  to  the  company's  sul 
cess.  Today,  some  dealers  sa 
that  their  business  actually  h^ 
improved  since  the  technologic 
changes  were  introduced.  "Volker 
has  consistently  said  he  is  not  goi 
to  do  anything  to  disrupt  valuabl 
distribution,  but  that  leaves  it  up 
us  to  be  valuable,"  says  Dick  Kling 
man,  president  of  Charlotte  (N.  C\ 
dealer  Klingman Williams. 

The  value  of  Herman  Millerl 

foray  into  Web  technology  is  indisl 

putable.  Following  sqa's  example,  thJ 

rest  of  the  company  has  reduced  thJ 

^     amount  of  time  it  takes  to  build  an<] 

deliver  most  orders  by  more  than 
week,  and  has  boosted  on-time  shipment 
from  about  75%  five  years  ago  to  nearH 
98%  today.  But  that's  not  enough  foj 
Volkema,  who  says  he  won't  be  satisfied 
until  Herman  Miller  hits  99%  or  better) 
"We  believe  we're  at  the  threshold  ratheq 
than  any  kind  of  destination,' 
Volkema  says.  In  the  evolving 
world  of  e-business,  that's 
big  bingo.  ® 
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Big  Blue 

Gets  Wired 

'BM  is  learning  how  to  use  Web  technology  to  streamline  its  own  operations 


ichard  B.  Anderson  has  one  of  those  jobs 

that  can  make  or  break  a  career.  Along 

with  a  150-person  staff,  he  has  been  given 

the  task  of  turning  ibm  into  a  business  that 

takes  as  much  advantage  of  the  Internet  as 

any  dot-com.  Last  year,  he  helped  IBM  sell 

$15  billion  worth  of  goods  online  and 


;ave  nearly  $1  billion  by  using  the  Web  to 
rut  costs  and  boost  productivity.  But  he 
lappens  to  work  for  one  of  the  most  de- 
nanding  bosses  in  Corporate  Ameri 
za — IBM   Chief  Executive  Louis  V. 
Gerstner,  Jr.  So  who  could  blame 
Anderson  for  cold  sweats?  "I  wake  up 
every  night  worried  about  speed,"  he 
ays.  "Are  we  moving  fast  enough?  And 
the  answer  is  never,  not  in  this  world." 

That's  because  all  the  easy  stuff  is  done. 
From  1993  to  1998,  IBM  slashed  $9  billion  in 
costs  by  hacking  away  at  head  count  and 
unprofitable  operations.  Now,  Gerstner 
wants  to  turn  things  up  a  notch — or  three 
or  four.  So  he  gave  Anderson  the  onerous 
task  of  figuring  out  how  ibm  can  become  a 
model  of  efficiency. 

Gerstner  has  little  choice.  Net-sawy 
competitors  such  as  Dell  Computer  Corp. 
already  have  snatched  the  personal-com- 
puter market  from  ibm  and  others.  About 
50%  of  Dell's  $25  billion  in  sales  are  online, 
while  17%  of  IBM's  $87.5  billion  in  rev- 
enues are  over  the  Web.  And  in  the  hot- 
growth  PC  server  market,  Dell's  streamlined 
business  model  is  paying  off  with  gross 
profit  margins  of  27%,  a  good  10  points 
higher  than  IBM,  according  to  market  re- 


searcher Technology  Business  Research  Inc. 
Rivals  such  as  Hewlett-Packard  Co.  and 
Sun  Microsystems  Inc.  are  no  online  slouch- 
es, either.  They  are  turning  inward,  fo- 
cusing on  using  the  Net  to  make  their 
already  lean  organizations  even  more 
efficient.  Sun,  for  example,  has  created 
My  Sun  Web  pages  tailored  to  each 
customers'  needs,  not  unlike  what  Dell 
does,  (ibm  has  done  the  same  for  300  of  its 
largest  customers  and  expects  to  have  2,000 
set  up  by  yearend.)  Sun  also  has  launched  a 
program  to  look  for  ways  to  leverage  the 
Net  to  cut  supply-chain  costs  by  30%.  And 
Sun  is  outsourcing  many  of  its  Net  opera- 
tions. Says  Sun  President  Edward  J.  Zander: 
"This  year,  for  the  first  time,  every  one  of 
my  division  chiefs  has  to  explain  their  core 
competencies  to  me.  They  have  to  de- 
fend every  person  because  now  there's 
the  Web  and  outsourcing." 

IBM  has  a  more  fundamental 
problem.  It  has  been  trying  to  per- 
suade Old  and  New  Economy  companies 
that  it  is  a  leading  supplier  of  e-business 
knowhow.  But  how  can  customers  trust 
their  online  business  to  any  company  that 
isn't  turning  the  Web  into  an  advantage  it- 
self? "We  should  be  the  world-class  users 


and  early  learners,"  says  J.  Bruce  Harreld, 
IBM's  senior  vice-president  for  strategy.  "We 
ought  to  be,  frankly,  on  the  bleeding  edge 
here,  not  only  to  improve  our  own  business 
but  also  to  help  our  customers." 

IBM  is  trying  to  do  just  that  Nearly  90% 
of  the  company  is  wired  and  handling  op- 
erations over  the  Internet.  A  new  online 
procurement  system  has  eliminated  5  mil- 
lion pieces  of  paper  a  year.  Software  that 
streamlines  the  hiring  of  temporary  workers 
is  shaving  $3  million  off  expenses.  IBM 
bought  $13  billion  worth  of  goods  and  ser- 
vices over  the  Web  last  year,  saving  more 
than  $270  million.  And  by  automating  cus- 
tomer service — ibm.com  handled  more  than 
43  million  online  calk — the  company  saved 
an  additional  $750  million  last  year.  "I've 
been  pretty  impressed  by  what  they  have 
been  doing,"  says  Erik  Brynjolfsson,  a  pro- 
fessor at  Massachusetts  Institute  of  Tech- 
nology's Sloan  School  of  Management  who 
has  done  research  on  how  companies  use 
information  technology.  "Gerstner  is  one 
of  those  CEOs  who  gets  it." 

Especially  when  it  comes  to  his  em- 
ployees. Gerstner  is  on  a  jihad  to  make  it 
easier  for  IBM  workers  to  order  supplies 
online.  It  used  to  take  at  least  30  days 
for  a  worker  to  get  approval  to  buy 
new  equipment  such  as  a  fax  ma- 
chine or  even  pens.  That's  why  nearly 
30%  of  IBM's  employees  would  break 
the  rules,  buying  equipment  from  suppli- 
ers that  did  not  offer  preapproved  dis- 
counts or  prices.  Today,  ibm  employees  log 
on  their  PCs,  and  in  under  two  hours  they 
can  get  what  they  want. 

ibm  is  getting  smarter  about  saving 
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money  on  computer  parts,  too.  It  buys 
from  suppliers  who  may  build  only  a 
small  part  of  a  machine — say,  the  moth- 
erboard for  a  personal  computer.  But  in 
the  case  of  a  motherboard,  scores  of  mi- 
croprocessors from  other  manufacturers 
go  into  the  making  of  that  part  before 
it's  delivered  to  IBM.  So,  Big  Blue  asks  the 
company  building  the  motherboard  to 
zap  it  a  list  of  all  the  chips,  along  with 
their  prices  and  their  suppliers. 

That  may  sound  simple,  but  to  make  it 
happen,  IBM  had  to  wire  some  12,000  sup- 
pliers to  its  network  All  the  information  IBM 
gathers  is  then  dumped  into  a  huge  data- 
base that  includes  what  IBM  pays  for  every 
microchip,  or  part,  used  to  make  other 
products  the  computer  giant  sells. 

Then  IBM  starts  chewing  over  the  data. 
The  company  uses  data-mining  software  to 
see  whether,  for  example,  chip  X  used  by 
its  motherboard  supplier  also  is  used  else- 
where within  the  company.  The  software 
compares  the  price  IBM  pays  with  what 
the  motherboard  maker  spends.  If  IBM  is 
getting  a  better  deal  on  chip  X,  then  IBM 
will  go  to  the  manufacturer  of  chip  X  and 
demand  the  motherboard  maker  get  the 
same  price.  There's  a  catch:  The  mother- 
board maker  has  to  lower  its  prices  to  IBM 
by  the  same  amount.  "It  sounds  tough, 


but  it  turns  out  that  almost  all  of  the  sup- 
pliers we  deal  with  have  HP  or  somebody 
else  as  customers  too,"  says  Harreld.  The 
supplier  slashes  what  it  charges  IBM  but 
keeps  the  old  price  for  other  customers. 
"Guess  what?  We  won't  tell  HP,"  laughs 
Harreld.  IBM  has  saved  $175  million  by 
using  this  software  tool. 

Ditto  the  distributors  who  sell  IBM  prod- 
ucts. For  Savoir  Technology  Group  Inc., 
speedy  links  to  IBM  via  the  Net  will  add  up 
to  nearly  $1.4  million  in  savings  and  pro- 
ductivity gains  this  year.  New  orders  go  di- 
rectly into  IBM  computers,  eliminating  cosdy 
errors  that  used  to  happen  when  Savoir 
employees  would  mistype  purchase  orders 
to  send  off  to  IBM.  What's  more,  Savoir  can 
tap  into  ibm's  computers  to  find  the  status 
of  orders,  complete  with  serial  numbers 
and  delivery  dates.  That's  something  only 
Dell  offers  customers  who  buy  direct.  Com- 
pared with  other  computer  makers  such 
as  HP  or  Sun,  which  still  sell  mostiy  through 
dealers  and  distributors,  "ibm  is  leading  the 
pack,"  says  Savior  President  Joe  Mertens. 

That's  good  news  to  Anderson.  But 

he's  still  sleepless  at  night,  tossing  and 

turning,  worrying  whether  ibm  is  moving 

fast  enough. 

Contributing:  Peter  Burrows  in 

San  Mateo.  Calif. 


HOW  IBM  USES 
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Big  Blue  isn't  just  selling 
technology  and  services  to 
help  customers  get  on  the 
Web.  The  company  wants  to 
become  as  Net  savvy 
as  any  dot-com.  Here  are 
some  of  the  ways: 

CONTRACT  EMPLOYEES 

IBM  spends  $3  billion  a  year  to 
hire  some  45,000  temporary 
employees.  To  streamline  the 
process,  IBM  employees  now  fill 
out  a  form  on  the  Web  to  identify 
the  help  they  need. That's  sent 
to  14  temp  agencies.  Within  an 
hour  the  agencies  respond  with 
resumes  for  review.  Hiring  time 
has  been  cut  from  10  days  to  3, 
and  saved  IBM  $3  million  last  year. 


BETTER  PRICES 

Say  IBM  subcontracts  with 
XYZ  Corp.,  a  maker  of. PC 
motherboards.  IBM  asks  XYZ 
to  zap  it  a  list  of  all  the  chips  that 
go  into  that  product,  along  with 
the  prices  it  pays  for  chips  and 
components  and  the  suppliers  it 
uses.  The  info  is  added  to  a  data- 
base with  what  IBM  pays  for  all 
its  parts.  If  IBM  finds  it  uses  the 
same  chip  but  pays  less,  it  will 
approach  XYZ  and  demand  that 
its  subcontractor  get  the  same 
price  and  pass  along  the  savings. 


GETTING  SUPPLIES 

When  workers  needed  to 
buy  new  printers,  fax- 
es, or  pens,  they  went 
through  an  approval  chain  that 
took  30  days.  With  a  new  online 
procurement  system,  employees 
can  get  approvals  in  2  hours. 
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Why  make  returning  as  simple  as  buying? 

So  your  customers  come  back  to  buy  again. 


Fly  Like  an  Eagle! 


Introducing 
E-Merchandise  Return 

The  amount  of  effort  it  takes  for 
your  customers  to  return  a  pack- 
age just  might  be  the  difference 
between  getting  your  website 
bookmarked  or  badmouthed.. 
But  you  can  significantly 
increase  customer  satisfaction 
by  offering  E-Merchandise  Return 
from  the  U.S.  Postal  Service.  With 
it,  customers  can  be  authorized 
to  print  merchandise  return 
labels  directly  from  your  website. 
Packages  can  be  taken  to  any 
local  post  office  and  shipped 
quickly  back  to  you. 

It's  fast,  convenient;  and 
—i    economical.  And,  it's  a  great 
1  /  way  to  turn  customer  returns 
J  into  return  customers. 

For  more  information  about 
equipping  your  website  with 
E-Merchandise  Return,  visit 
www.USPSPriorityMail.com 
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Is  the  Big  Bucks 

Party  Over? 

With  so  much  venture  capital  chasing  Net  startups,  disappointments  are  inevital 


W 


ho  can  forget  the  ill-fated  lbo  of  rjr 
Nabisco?  More  than  a  decade  ago,  an 
intense  period  of  debt-heavy  takeover 
activity  peaked  with  the  $25  billion  buy- 
out by  Kohlberg  Kravis  Roberts  &  Co. 


Memorialized  in  the  book  Barbarians  at 
the  Gate,  the  takeover  became  synonymous 
with  excess  and  signaled  the  end  of  a  busi- 
ness phenomenon.  Well,  these  days,  some 
venture  capitalists  are  fretting  that  another 
speculative  bubble  may  be  getting  too  big — 
the  financing  of  Internet  startups.  And  they 
worry  that  the  dismal  post-IPO  performance 
of  one  company  in  particular,  Webvan 
Group  Inc.,  could  signal  the  end  of  a  sky's- 
the-limit  mood  for  the  booming  venture- 
capital  business. 


Like  rjr  Nabisco,  Webvan's  is  a  tale  of 
extremes.  The  company  raised  $275  mil- 
lion in  venture  capital  last  year,  the 
most  by  any  company  that  went  pub- 
lic in  1999.  Thus  far,  though,  the  on- 
line grocer  has  failed  to  deliver  for  stock 
traders  and  late-round  venture-capital  in- 
vestors. At  a  recent  price  of  9,  the  stock  is 
down  from  its  top  of  34,  achieved  shortly 
after  it  went  public  in  November.  That 
means  the  current  market  cap  has  sunk 
well  below  the  last  private-round  valua- 


tion, leaving  investors  such  as  Softbj 
Capital  Partners  holding  stock  that's  wd 
less  than  they  paid  for  it.  While  Cha 
Lax,  a  Softbank  general  partner,  is  still  I 
timistic  about  Webvan's  future,  in  rej 
spect,  he's  not  happy  about  the  terma 
the  financing.  "We  did  not  get  as  goo| 
price  as  we'd  now  like,"  he  admits. 

Deluge.  As  other  late-round  vc 
vestors  face  similar  fates,  the  day; 
free  and  easy  big  cash  infusions 
startups  may  be  numbered.  This  wo 
be  a  far  cry  from  last  year  when  invest 
eager  for  rich  returns  poured  an  unpre 
dented  amount  of  money  into  startup: 
bloating  their  valuations  and  setting 
companies  up  for  bucking-bronco  ini 
public  offerings.  Venture  capitalists  s 
$39.7  billion  into  information-technol 
companies  in  1999,  up  from  j 
$7.8  billion  two  years  earlier, 
cording  to  market  research 
Venture  Economics.  And,  m 
startling,  23  private  compani 
raised  $100  million  or  more 
venture  capital — including  on 
Zhone  Technologies  Inc.,  thi 
raised  a  stupendous  $500  mi 
lion  (page  EB108).  Some  coi 
panies  are  even  turning  awa 
capital.  Veridian  Corp.,  a  pri 
vate  information-security  out 
fit  based  in  Alexandria,  Va 
last  year  raised  $150  millio: 
chiefly  to  finance  acquisition 
Says  Chief  Executive  Office] 
David  H.  Langstaff:  "Raising 
capital  was  never  a  concern. 
j^^^  could  have  raised  more." 

Ik  Where's  all  the  money  com 

V      ing  from?  From  every  corn© 

With   leveraged-buyout   actio 

scarce,  players  like  KKR  and  Hick: 
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foil  have  to  ITOOK  your  eMarketplace  first. 

But,  will  you  be  prepared  for  what  might  be  on  the  11ITC  ♦ 


Forget  the   limited   method!   Nothing 
builds  your  online  business  communit 
faster  and   with   more  flexibility  the 
enableNet.    It's    the    eMarketplace 
powerhouse  that  integrates  your  buyer 
and    sellers    while    giving    you    the 
outsourcing  edge. 

enableNet  by  CommerceQuest  is 
leading  outsourced  B2B  integration 
solution  for  Net  Market  Makers.  It  not 
only  speeds  your  time  to  market,  but 
lays  the  foundation  to  handle  the  wave 
of  critical  mass  for  the  long  run. 
enableNet  protects  your  competitive 
value-add,  meeting  your  ever-growing 
customer  demand  for  integrated  access 
to  the  key  business  services  such  as 
trading  partner  management,  credit 
authorization,  and  logistics. 

Land  the  big  one  with  enableNet. 


CONNECT        THE        DOTS 


888.844.6655    x5000 


www.CommerceQuest.com 
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Muse  Tate  &  Furst  Inc.  are  investing  in 
pre-ipo  startups.  Former  mutual-fund  man- 
agers like  Larry  Bowman  of  Bowman  Cap- 
ital Management  and  Jay  Hoag  of 
Technology  Crossover  Ventures  have  raised 
war  chests  to  apply  their  stock-picking  skills 
to  startups.  Now,  add  increasingly  aggressive 
corporate  venture  funds  and  investment 
banks,  cashed-out  technology  entrepre- 
neurs, and  European  money.  Not  to  be 
outdone,  traditional  VC  firms  also  have  set 
up  their  own  late-stage  funds.  Last  year, 
$9.4  billion  was  invested  in  later-stage  fund- 
ings, compared  with  less  than  $1  billion  in 
1995,  according  to  Venture  Economics. 


VENTURE 
DARLINGS 

Here  are  the 

five  startups 

that  raised  the 
most  venture 
backing  last  year 


Zhone  Technologies 
Oakland,  Calif. 


1999  funding:  $500  million 
Total  invested:  $500  million 
Major  investors:  lbo  firm 

Kohlberg  Kravis  Roberts,  venture- 
capitalist  New  Enterprise  Associates, 
and  CALPERS  pension  fund. 

How  the  Dough  Is  Being 

Spent:  Four  acquisitions  and 
internal  development  of  equipment 
for  "last  mile"  delivery  of  voice, 
video,  and  data  over  a  single 
telecom  network. 


Until  now,  the  money  has  produced 
eye-popping  returns.  Venture  funds  deliv- 
ered a  62.5%  return  on  invested  capital 
through  the  first  nine  months  of  1999. 
Early-stage  funds  did  still  better,  yielding 
91.2%,  Venture  Economics  says.  It  used  to 
be  that  seasoned  venture  capitalists  could 
expect  to  hit  "home  runs" — a  tenfold  or 
better  return — maybe  1  in  10  times.  * 
Now,  "4  or  5  out  of  10  deals  cufrendy 
return  10  times  or  more,"  marvels  Bob 
Kagle,  general  partner  with  Benchmark 
Capital  in  Palo  Alto,  Calif. 

Sounds  great,  but  it  actually  may  be 
too  much  of  a  good  thing.  The  flood  of 


Veridian  Corp. 
Alexandria,  Va. 


1999  funding:  $325  million, 
including  $175  million  in  debt. 

Major  investors:  Monitor 

Clipper  Partners, Texas  Growth 
Fund,  and  two  banks,  CIBC  and 
First  Union. 

How  the  Dough  Is  Being 

Spent:  To  finance  three  acquisi- 
tions, to  build  up  its  business  of  pro- 
viding computer  network  security  for 
government  agencies.  Now,  it's 
boosting  its  commercial  business. 


CarsDirect.com 
Culver  City,  Calif. 


1999  funding:  $280  million 
Total  invested:  $310  million 
Major  investors:  idealabi, 

Michael  Dell's  MSD  Capital,  Goldman 
Sachs,  Morgan  Stanley  Dean  Witter, 
Hambrecht  &  Quist,  and  Soros  Pri- 
vate Equity  Partners. 

How  the  Dough  Is  Being 

Spent:  Brand-building  for  its 
Internet  auto  sales  business.  One 
example:  sponsorship  of  NASCAR 
race,  the  carsdirect.com  400  in 
Las  Vegas  on  Mar.  5. 


capital  is  raising  the  price  of  deals,  pa 
ularly  in  the  later  rounds.  "There's  so  n 
capital  available  it's  creating  inflation," 
Ed  Glassmeyer,  co-founder  of  Oak  In 
ment  Partners  LP  in  Westport,  Conn, 
it's  in  the  late  rounds  where  capital 
such  profusion  that  the  most  cosdy  r 
takes  are  made.  Webvan  was  a  g 
early-round  investment,  producir 
100-to-l  return  on  Benchmark's  ! 
million,  according  to  Kagle.  But 
last-round  investors  who  put  up  %'. 
million  have  seen  the  value  of  their 
vestments  decline  by  roughly  2£%. 
And  it  could  get  worse.  Some  beli 


Equinix  Inc. 
Redwood  City,  Calif. 


1999  funding:  $280  million, 

including  $200  million  in  debt. 

Total  invested:  $315  million 
Major  investors:  Corporate 

backers  include  America  Online,  Cisco, 
Microsoft,  and  traditional  venture 
capitalist  Benchmark  Capital. 

How  the  Dough  Is  Being 

Spent:  Building  30  megacenters 
over  the  next  four  years  that  will 
house  and  interconnect  equipment 
of  major  communications  carriers 
and  Internet  service  providers. 


Webvan  Group  Inc. 
Foster  City,  Calif. 


1999  funding:  $275  million 
Total  pre-lPO  invested: 

$375  million 

Major  investors:  Venture  capital- 
ists Sequoia  Capital,  Benchmark  Capi- 
tal, and  Softbank  Capital  Partners; 
and  individuals  such  as  ETrade  CEO 
Christos  Cotsakos. 

How  the  Dough  Is  Being 

Spent:  Building  automated  ware- 
houses for  its  Net  groceries  delivery 
business.  Expanding  from  three  to 
15  facilities  by  yearend. 
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Will  your  company  be  an  e-business  success  story? 

■  The  Internet  economy  has  changed  everything:  business  models,  relationships  with 
customers,  partners,  and  suppliers — indeed,  every  relationship  inside  and  outside  a 
company's  four  walls.  Information  rules.  Knowledge  and  relationships  drive  success.  Your 
decision  makers  need  instant  access  to  integrated  information  so  they  make  better 
decisions  in  Internet  time.  Business  Intelligence  from  Cognos  delivers  high-impact  informa- 
tion across  your  extended  enterprise.  Everyone  makes  better,  coordinated  decisions  at 
e-speed.  Now  that's  a  success  story.  SeeCognos  at  www.cognos.com/seespeed 


SeeBetterSeeBusinessSeeResults 


Cognos,  the  Cognos  logo,  and  SeeBusiness  are  trademarks  of  Cognos  Incorporated. 
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Webvan  was  grossly  overpriced  in  the  last 
round.  Richard  D.  Frisbie,  a  general  partner 
with  Battery  Ventures  in  Wellesley,  Mass., 
questions  whether  online  retailers — even 
companies  such  as  Webvan  that  are  build- 
ing extensive  distribution  networks  of  their 
own — will  ever  have  adequate  margins. 
"I'm  not  terribly  sanguine  about  their 
prospects,"  he  says.  Jim  Swartz,  a 
founding  partner  with  Accel  Part- 
ners, questions  the  wisdom  of  huge 
investment  in  what  he  terms  "brave 

"The  risk  is  if  the  pu 
stops  playing  the  ga 

new  world"  companies  such  as  Webvan. 
"You're  talking  about  modifying  human 
behavior,"  he  says  of  an  outfit  that's  betting 
shoppers  don't  need  to  smell  or  squeeze  the 
produce.  In  a  sign  of  weakness  in  the 
e-grocery  business,  online  grocer  Peapod 
Inc.  announced  on  Mar.  16  that  its  chief 
executive  had  resigned  for  health  reasons 
and  investors  had  withdrawn  a  $120  mil- 
lion package  of  funding.  Now  the  compa- 
ny is  up  for  sale. 

Bad  habits.  Other  online  retailers  have 
left  late-round  investors  disappointed,  too. 
MotherNature.com  Inc.,  an  online  seller 
of  vitamins  backed  by  incubator  CMGI  Inc., 
received  $42  million  in  a  pre-iPO  round 
last  May  that  included  new  European  and 
corporate  backers.  With  the  stock  trading  at 
$6  a  share  in  the  wake  of  a  December, 
1999,  ipo,  that  $42  million  investment  is 
now  worth  roughly  $17  million.  Pets.com 
Inc.  raised  $50  million  in  a  pre-iPO  round, 
but  the  stock  has  been  a  dog  since  going 
public.  Paul  Manca,  the  company's  chief 
financial  officer,  acknowledged  late-round 
investors  are  below  break-even  now.  He 
blames  his  company's  poor  stock  perfor- 
mance on  a  general  downturn  for  e-tailing 
stocks.  "There  are  a  lot  of  companies  out 
there  who  are  private  right  now  who  may 
have  their  valuations  up  higher  than  the 
public  market  will  support,"  he  says. 

Inflated  valuations  and  poor  returns 
aren't  the  only  problems.  The  venture  glut 
puts  so  much  money  in  the  hands  of  en- 
trepreneurs that  some  investors  worry 
they're  hard  put  to  spend  it  wisely.  "Too 
much  capital  can  lead  to  sloppy  habits," 
says  Benchmark's  Kagle.  Dozens  of  e-tailers 
spent  large  chunks  of  their  venture  money 


blic 


me 


» 


on  advertising  for  the  holiday  shopping 
season,  and  analysts  say  it's  not  clear  if 
those  bets  paid  off.  And  how  about  startup 
CarsDirect.com,  which  collected  $280  mil- 
lion in  1999  funding?  It's  debatable  whether 
the  year-old  online  auto  seller  will  get  pay- 
back from  the  $2  million  it  spent  in  March 

to  sponsor  a  NASCAR  race  in  Las  Vegas. 
^,  While  it's  an  accepted  strategy  for 

e-commerce  companies  to  remain 
profitless  while  they  build  market 
share,  some  are  taking  the  practice  to 
dangerous  extremes.  They're  ac- 
tually losing  money  on  basic  op- 
erations— before  they  spend  a 
cent  on  sales  and  marketing. 
Buy.com  Inc.,  for  instance,  has 
negative  gross  margins.  Nevertheless,  it 
poured  $70  million  into  sales  and  mar- 
keting last  year.  Pets.com  reported  $5.7 
million  in  revenue  last  year  and  $13.4  mil- 
lion in  cost  of  goods.  Atop  that  loss,  it 
spent  $42  million  in  marketing. 

The  potential  for  more  stumbles  like 
Webvan's  has  many  venture  capitalists  fret- 
ting that  the  current  venture  boom  may  be 
topping  out.  They're  incredulous  at  their  re- 
cent returns,  and  skeptical  that  they  can  be 
sustained.  "It  makes  for  a  wonderfully  en- 
joyable environment  that  isn't  going  to  last. 
It  won't  last.  It  can't  last,"  says  Battery  Ven- 
tures' Frisbie. 

What  could  burst  the  bubble?  Nasdaq 
investors  shying  away  from  tech  stocks. 
"The  risk  is  if  the  public  stops  playing  the 
game,"  says  C.  Kevin  Landry,  chief  executive 
officer  of  venture  capitalist  TA  Associates 
in  Boston.  This  has  already  happened  with 
consumer  e-commerce  offerings.  "Today, 
you  can't  give  them  away,"  says  one  venture 
investor.  The  collapse  of  the  price  of 
Pets.com,  for  instance,  is  making  it  difficult 
for  a  number  of  other  online  pet  compa- 
nies to  go  public,  says  Softbank's  Lax.  Now 
other  business  categories  may  be  in  for  a 
fall,  too,  says  Matthew  Cowan,  a  general 
partner  at  Bowman  Capital.  "In  certain 
sectors,  valuations  are  going  up  in  fright- 
ening ways,"  he  says.  "The  same  sense  of 
boundless  optimism  that  previously  existed 
in  the  business-to-consumer  space  is  now 
there  for  business-to-business  e-commerce 
and  communications." 

With  the  future  direction  of  their  mar- 
ketplaces held  in  the  balance,  both  public 
and  venture-capital  investors  can  only  hope 
Webvan's  stock  performance  is  not  the  be- 
ginning of  the  end  of  a  great  run.  <§> 


TOP 


VENTURE  FUNDIN 
FROM  YESTERYEA 


1994 


Company:  Weblink  Wireless, 

Dallas,  Tex. 

Business:  Paging  services  in 

the  U.S. 

Amount  Raised:  $63.7  million 

Status:  Went  public  June,  1996 


Company:  Conxus  Communica- 
tions, Los  Angeles,  Calif. 
Business:  Narrowband  wireless- 
communications  services 
Amount  Raised:  $53  million 
Status::  Went  into  Chapter  11  in 
May,  1999 


1996 


Company:  Global  Telesystems 
Group,  Arlington,  Va. 
Business:  International 
tele-communications  services 
for  businesses 

Amount  Raised:  $98  million 
Status:  Went  public  February, 
1998 

199T 


Company:  Formus  Communica- 
tions, Denver,  Colo. 
Business:  International  wireless- 
data  connections  for  businesses 
Amount  Raised:  $52  million 
Status:  In  registration  for  IPO 


1998 


Company:  WNP  Communica- 
tions, Earlysville,  Va. 
Business:  High-speed  wireless 
voice,  data,  and  video  services 
Amount  Raised::  $119  million 
Status:  Acquired  in  January, 
1999,  for  $695  million  by 
Nextlink  Communications 
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How  to  get  from  Midtown  to  Soho: 


Take  the  Lexington  Avenue  subway  from 
the  Upper  East  Side  down  to  Spring 
Street  Station. 

Exit  to  street. 

Time — 14  minutes. 


fig.  1 


How  to  get  from  Midtown  to  Soho: 


Pick  up  fabulous  chintz 
pillows  along  the  way 
for  extra  comfort. 


Hire  a  limo. 


Staff  it  with  an  entourage 
of  advisors  and  a  travel 
coordinator  to  point  out 
the  obvious  landmarks. 


Make  the  de  rigueur 
cappuccino  stop. 


2000  Pandesic  LLC.  All  r 


Take  prestigious 
Fifth  Avenue. 


Arrive  in  Soho  3  hours  later. 


Welcome  to  a  place  where  common  sense  reigns  and  lunch  is  a 
turkey  sandwich.  Where  your  e-business  is  given  exactly  what  it 
needs  to  sell  and  succeed  online  without  unnecessary  custom- 
ization. Improving  your  customer  service  and  productivity  is  our 
mantra.  Getting  you  there  and  keeping  you  there  is  our  mission. 
Doing  it  quickly  and  efficiently,  our  manifesto.  Know  Better. 

www.pandesic.com  or  1-888-349-ebiz  (3249) 


|   http://www.pandesic.com 


^ppandesic 

the  e-business  solution 
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4  startup  with  a  pedigree  goes  up  against  the  giants 

As  president  of  Ascend  Communications  in  the  early 
1990s,  Mory  Ejabat  had  to  hustle  to  help  the  network- 
ing startup  scrape  together  $19  million  in  venture- 
capital  funding  over  four  years.  Ejabat  pitched  the 
idea  10  times  before  he  could  persuade  the  first  investor 


to  write  him  a  check.  What  a  difference  the 
Web  makes.  Now,  as  chief  executive  of 
Zhone  Technologies  Inc.  in  Oakland,  Calif., 
Ejabat  is  swimming  in  greenbacks.  After 


word  spread  about  Zhone's  plans  to  build  a 
new  type  of  networking  gear,  investors 
started  calling  him.  Last  November,  just 
five  months  after  co-founding  Zhone,  Eja- 


bat raised  $500  million — believed  to  be 
record  for  a  private  placement. 

Zhone's  investors  are  wagering  that  thl 
company's  promising  market,  unique  techl 
nology,  and  seasoned  management  will  del 
liver  a  rich  payoff.  It's  a  good  bet — bul 
Zhone  needs  to  get  big  pronto.  And  that'J 
where  the  money  comes  in.  The  company'^ 
stash  of  cash  is  allowing  Ejabat  to  compre 
a  project  that  normally  might  take  years) 
into  a  matter  of  months.  The  goal:  to  put] 
together  a  soup-to-nuts  system  of  special- 
ized networking  gear  that  can  handle  voice,! 
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THE  DOT  IN  .COM  PRESENTS 


THE       TSOl 
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THE  GREATEST  SERVICE  PROVIDER  OF  ALL  TIME. 
i\  these  MYSTICAL  TIMES  of  net  knights  and  web  warriors,  the  SERVICE  provider  landscape  appears  DAUNTING 

AND  TUMI IITUOI IS.  WHO  DO  VOL  TRUST  WHEN  OUTSOURCING  YOUR  DATACENTER,  WEB  HOSTING  OR  CRITICAL  APPLICATIONS  LIKE  ERP? 

the  OUTSOURCERER  -  one  who  has  the  mack:  of  SUNTONE "  CERTIFICATION  from  the  dot  in  .com,  sin  microsystems. 

\  YOl  SEE  THE  SUNTONE  SEAL.  youu  KNOW  THAT  THE  OUTSOURCERER  HAS  ENDURED  RIGOROUS  TESTING  AND  PASSED  stringent 

specifications  for  NETWORK  INFRASTRUCTURE  and  operations,  so  you  get  dialtone-like  reliability  for  your 

OUTSOURCED  APPLICATIONS  AND  SERVICES.  WITH  THE  OUTSOURCERER  YOUR  PEACE  OF  MIND  IS  REAL. 
\\  in  ■'.  BECAI  SE  THE  OUTSOURCERER  IS  REAL.  AND  HES  GOT  THE  SUNTONE  SEAL  TO  PROVE  IT.  SERVICE  PROVIDERS: 


to  FIND  OUT  HOW  to  get  certified.  VISIT  SUN.COM/SUNTONE. 


■  WWW.SUN.COM.'OUTSOURCERER  iwsw*cia«vi«s.«  «<  km  i 
momw-  ww.MmaN 

■■     "  -•    ■•   " ■     ••    v«       ■  •,  '.  .'•     "    '.    \       \  ■    .::;•   ;'.     ►  ■      v  •  ■ 


Sur>JToNE 

CERTIFIED 


microsystems 
We're  the  dot  in  .com 
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Internet,  and  television  signals  in  the  so- 
called  last  mile  of  telecommunications  net- 
works that  lead  to  homes  and  businesses. 
Right  now,  local  phone  companies  must  in- 
stall and  manage  different  gear  for  each 
type  of  signal,  which  can  be  costly  and 


H  Zhone  h 

Technologies 


Location:  Oakland,  Calif. 


Founded:  September,  1999 


Business:  Creating  network- 
ing gear  that  can  handle  voice, 
Internet,  and  TV  signals  in  the 
"last  mile"  leading  to  homes  and 
businesses 


Financing:  Raised  $500  mil- 
lion through  private  placement 


investors:  Kohlberg  Kravis 
Roberts, Texas  Pacific  Group,  New 
Enterprise  Associates 


Acquisitions:  Voice  net 
working  firm  Premysis 
Communications,  hardware  de- 
veloper CAG  Technologies,  Inter- 
net-networking software  devel- 
oper Roundview,  and  wireless 
telephony-system  maker  Opta- 
Phone  Systems 

Customers:  AT&T,  Motorola, 
Gateway  Telecom 


Outlook:  One  of  the  first 
entrants  into  a  large  but  poten- 
tially crowded  field,  Zhone  could 
become  a  leader  if  it  succeeds  at 
its  strategy  of  quickly  buying 
companies  for  crucial  technology 

DATA:  VENTURE  ECONOMICS,  COMPANIES 


confusing.  "We  want  to  be  one  of  the  four 
largest  networking  companies  on  the  local- 
loop  side,"  says  49-year-old  Ejabat. 

The  nascent  market  is  expected  to  grow 
rapidly.  It  was  just  a  $90  million  field  last 
year,  but  it  should  hit  $1  billion  in  2004 
and  keep  soaring  from  there,  according  to 
rhk  Inc.,  a  telecommunications  research 
firm  in  South  San  Francisco,  Calif.  To  get 
ahead  of  the  competition,  Ejabat  is  buying 
small  companies  that  have  nifty  technolo- 
gies and  then  stitching  them  together  in  ad- 
dition to  creating  products  from  scratch. 
That  "build-and-buy"  strategy  is  what  ap- 
pealed to  C.  Richard  Kramlich,  who  in- 
vested in  Zhone  as  a  general  partner  at 
venture-capital  firm  New  Enterprise 
Associates. 


cess  potential,"  says  analyst  Hilary  Mi 
Probe  Research  Inc.,  a  communication^ 
search  firm  in  Cedar  Knolls,  N.  J. 

Early  customers  give  Zhone's  prodis 
thumbs-up.  At  local-exchange  carrierB 
Communications  in  New  Orleans,  I 
which  is  testing  Zhone's  equipment,  ■ 
Michael  Henry  is  so  pleased  with  its 
formance  that  his  company  has  agree 
purchase  and  use  the  gear  by  the  en 
this  month.  "There  are  a  lot  of  produc 
this  space,  but  the  majority  of  them  c 
work,"  says  Henry,  who  is  tearing  out 
co  equipment  to  install  Zhone's  bo 
"Zhone's  product  actually  works." 

That  is  sweet  music  to  Zhone's  invesi 
who  are  betting  that  Ejabat  will  be 
to  repeat  the  success  of  Ascend,  which 


"There  are  a  lot  of  products  in  this  spac 
but  the  majority  of  them  don't  wor 
Zhone's  product  actually  works" 


Zhone  is  on  a  buying  binge,  hi  the  past 
six  months,  it  has  spent  $150  million  to 
snap  up  four  companies,  each  of  which 
brings  a  particular  piece  of  technology  to 
the  Zhone  package.  Premysis  Communica- 
tions developed  voice  networking  systems, 
cag  Technologies  specialized  in  hardware 
design,  Roundview  developed  Internet  net- 
working software,  and  OptaPhone  Systems 
made  wireless  telephony  gear.  Meanwhile, 
Zhone's  own  engineers  have  been  concen- 
trating on  cable-TV  technologies.  In  Febru- 
ary, Zhone  released  its  first  product,  which 
connects  data  networks  with  voice  net- 
works. "We  have  all  the  pieces,  but  we  have 
to  integrate  everything  together  now,"  says 
Ejabat. 

They  had  better  do  it  fast.  "Right  now, 
they've  got  a  lot  of  competition,"  says  RHK 
analyst  Claude  Romans.  Rivals  include  Jet- 
stream Communications,  Copper  Mountain 
Networks,  CopperCom,  and  networking's 
Big  Three:  Cisco  Systems,  Lucent  Tech- 
nologies, and  Nortel  Networks. 

So  far,  Zhone  has  a  technical  edge.  Al- 
though most  of  these  competitors  have 
developed  products  that  let  local  phone 
companies  offer  voice  services  over  data 
networks,  few  are  going  as  far  as  Zhone  is 
to  also  offer  cable  TV  and  wireless.  Yet  even 
analysts  who  believe  Zhone  has  the  tech- 
nology lead  say  it  won't  easily  crush  the 
competition.  "Execution  is  90%  of  the  suc- 


sold  to  Lucent  Technologies  Inc.  last 
for  $24  billion.  "The  fact  that  he  creal 
$24  billion  in  value  in  five  years  puts 
in  a   class   that  very  few  people   ha 
achieved,"  says  Frank  Quattrone,  a  mans 
ing  director  at  Credit  Suisse  First  Bostc 
which  managed  Zhone's  private  placemei 
To  fund  Zhone,  Ejabat  tapped  a  moth 
lode  of  private  equity  from  two  leverag 
buyout  firms,  raising  $150  million  apie 
from  Kohlberg  Kravis  Roberts  &  Co.  ar 
Texas  Pacific  Group.  The  rest  of  the  douj 
came  from  former  Ascend  employees,  pei 
sion  funds,  and  venture  capitalists  such 
New  Enterprise  Associates,  which  ponied  u 
$55  million. 

Zhone's  backers  are  not  just  writing 
blank  check.  In  what  may  be  another  S: 
con  Valley  first,  the  terms  of  the  deal  spe 
ify  that  the  investors  must  quadruple  thj 
value   of  their   investment   before   th 
founders  can  sell  their  50%  ownershi 
stake.  That  means  Zhone  must  be  val] 
ued — either  through  an  initial  public  o 
fering  or  a  sale — at  $2  billion  before  Ejah 
and  his  co-founders  can  cash  out.  Ejabai 
isn't  opposed  to  selling  early.  "We  are  tryinj 
to  build  a  business,  but  we  are  a  very  op 
portunistic  company,"  he  says.  "So  if  some 
body  comes  along  and  hands  me  a  $3 
or  $40  billion  check,  I'll  take  it."  If  Ejaba 
can  pull  that  off,  he'll  probably  set  anothei 
record.  # 


EB  110    BUSINESS  WEEK  E.BIZ  /  APRIL  3,  2000 


JProcure.com 

Connecting  industrial  buyers  and  suppliers. 


^ 


The  premier  Internet 

marketplace  built  for 

industrial  supply. 


"Procurement  in  industrial 
operations  is  different. " 


Shopping  Cart 


"iProcure  is  the  smartest  way  to 
satisfy  industrial  buyers. " 


INDUSTRIAL 

STRENGTH 

PROCUREMENT 


Providing  instant  access  to  millions  of 
industrial  parts  and  supplies,  iProcure 
reduces  the  administrative  costs  of 
purchasing  and  leverages  your  buying 
power  -  saving  time  and  money  on 
costly     industrial     purchases.     Visit 


www.  i  procure,  com . 
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Is  the  Street 
Lowballing  IPOs? 

Underpricing  left  $27  billion  on  the  table  from  1990-98 

t's  a  rule  as  old  as  business:  Do  a  great  job,  and  cus- 
tomers come  back  for  more;  do  badly,  and  they  leave 
you.  But  when  it  comes  to  tech  upstarts  choosing  in- 
vestment banks  as  they  prepare  to  go  public,  the  old  rule 
seems  to  have  been  forgotten.  The  top  four  investment 


banks — Goldman  Sachs,  Morgan  Stanley 
Dean  Witter,  Merrill  Lynch,  and  Credit 
Suisse  First  Boston — have  seen  their  col- 
lective market  share  in  investment  banking 
rise,  even  though  they  don't  seem  to  be  do- 
ing a  very  good  job  of  getting  top  dollar 
for  stocks  that  go  public. 

The  numbers  are  dramatic.  The  Big 
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Four's  share  of  the  initial  public  offering 
lead  underwriting  market  has  risen  to  63% 
from  46%  since  1997.  During  the  same 
period,  all  four  have  underwritten  some 
of  the  most  underpriced  deals  on  the  mar- 
ket. The  average  first-day  gain  in  initial 
public  offerings  managed  by  Morgan  Stan- 
ley hit  178%  in  early  2000  (through  Mar. 


TIMOTHY  J.  MULLAI 

7),  up  from  24%  in  1997.  That 
the  firm's  clients  collected  a  small 
of  the  value  the  market  placed  on 
stock  on  the  first  day  of  trading. 
But  other  big  banks  aren't  d 
much  better.  Goldman  pegged 
price  of  its  deals  an  average  of  1 
below  what  investors  proved 
to  pay,  according  to  Thomson  Fin 
Securities  Data.  Merrill's  average 
rose  103%  on  Day  One.  And 
Boston's   first-day  gains  have  "b 
78.5%.  These  kinds  of  big  adva 
have  become  signs  of  success, 
failure,  which   irritates  Vii 
Khosla,  a  general  partner 
venture   capital   firm   Klei 
Perkins  Caufield  8c  Byers:  "Tj 
banks   even   go   out   and   t 
clients  how  much  they  underpric 
It  blows  my  mind." 

And  the  damage  is  mounting 
According  to  scholars  at  Notre  D; 
and  the  University  of  Florida,  I1 
companies  left  $27  billion  on 
table  between  1990  and  1998 
cause  of  underpricing  by  their  underwriti 
In  those  years,  the  average  IPO  rose  o 
14%  on  the  first  day  of  trading.  Last  ye; 
the  numbers  exploded.  Florida  finance  prl 
fessor  Jay  Patter  says  that  1999  deals  th 
doubled  on  the  first  day  topped  110- 
compared  to  39  in  the  previous  24  yea 
combined. 

Why  is  pricing  so  far  off  the  marl 
Critics  like  Ritter  say  underwriters  woul 
rather  please  their  institutional  investc 
clients  than  give  ipo  companies  a  bigge  Say  \\< 
cut.  Large  investors  who  get  to  buy  at  th  They'r 
offering  price  enjoy  the  benefit  of  a  first-da ».. . 
runup.  But  there's  a  double  whammy  fo 
startups:  A  study  of  IPO  performance  las 
year  in  the  Journal  of  Finance  showed  tha  a  i[ 
for  stocks  launched  between  1988  an< 
1995,  those  that  increased  more  than  60^  [orr, 

on  the  first  day  were  the  worst  performer:  . 

7  r  jet  I 

over  time. 

You  would  think  that  startups  wouldn' 
put  up  with  this.  But  you  would  be  wrong,  Wr 
"The  economic  analysis  says  companies  [ 
should  switch  if  there's  too  much  under- 
pricing,  but  that  isn't  it  at  all,"  says  study 
co-author  and  Dartmouth  College  busi- 
ness professor  Kent  L.  Womack,  a  former 


"I  want  it  on-line.  I  want  it  now. 


>» 


Say  hello  to  the  e-generation.  They're  not  geeks. 
They're  real  people  who  buy,  sell,  get  information  and 
want  service  on-line  and  on  demand.  Two  hundred  million 
strong,  they're  barreling  toward  e-commerce  with  nearly 
a  trillion  dollars  in  their  pockets.  And  they  won't  wait. 

Companies  that  respond  promptly  to  the  e-generation 
get  their  loyalty.  Those  who  don't  are  losers. 

Quintus  eContact  is  a  comprehensive  e-customer 
relationship  management  solution  that  allows 
business  to  deliver  consistent  customer  service 


across  multiple  communication  channels,  including  email, 
voice  and  web  interaction  over  the  Internet,  and  the  tele- 
phone. So,  now  the  e-generation  can  receive  the  service 
they've  come  to  expect,  in  the  time  frame  they've  come  to 
demand,  in  any  way  they  choose  to  make  contact. 

More  than  400  companies  including  Mercata.com,  United 
Airlines,  Ashford.com  and  Procter  &  Gamble  already  use 
Quintus.  Learn  how  we  can  help  your  business  provide 
personalized  sales  and  service  to  the 
e-generation.  Talk  to  us  at  www.quintus.com, 
1-877-eContact,  or  sales@quintus.com. 


Quintus 

Turn  the  e-generation  into  loyal  customers. 
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Goldman,  Sachs  &  Co.  executive.  In  fact, 
startups  seem  to  ignore  pricing,  and  choose 
their  underwriters  based  on  an  entirely 
different  set  of  criteria.  The  ability  to  help 
grab  media  attention  is  near  the  top  of 
the  list.  "These  days  an  IPO  is  a  branding 
event,"  says  Mark  L.  Walsh,  ceo  of  Vertical- 
Net  Inc.,  a  business-to-business  e-com- 
merce  portal  whose  stock  nearly  tripled 
on  IPO  day  in  February  of  last  year.  "I  was 
interviewed  on  CNBC  and  you  don't  get 
that  unless  there's  a  first-day  pop,"  he  says. 


upstart  with  technology  that  eases  congestion 
on  the  Net:  "Akamai  got  a  lot  of  publicity, 
but  only  $200  million  in  cash.  But  $600 
million  would  have  bought  a  lot  of  adver- 
tising." Dozens  of  e-tailing  and  Web  media 
companies,  which  depend  most  heavily  on 
branding,  have  stocks  trading  way  below 
where  they  closed  on  IPO  day. 

Underwriters  defend  their  IPO  track 
records.  They  argue  that  the  New  'Economy 
requires  a  less  quantitative  vision  of  what 
an  investment  bank  does.  More  than  sim- 


Large  investors  who  buy  at  the  offering 
price  benefit  from  the  first-day  runup 


Underwriters  with  powerful  brands  of 
their  own  have  the  best  shot  at  creating 
buzz  for  their  clients.  According  to  Wom- 
ack's  survey  of  62  companies  that  went 
public  between  1993  and  1995,  when  start- 
ups switched  underwriters  for  secondary  of- 
ferings, they  typically  traded  up  to  firms 
with  tonier  reputations — like  Morgan, 
Goldman,  Merrill,  and  CSFB. 

Being  associated  with  one  of  the  white- 
shoe  firms  brings  instant  credibility  to  up- 
starts that  typically  have  very  short  track 
records.  Wall  Street's  giants  can  afford  to 
employ  large  research  and  marketing  staffs 
that  track  and  promote  a  company's  stock. 
They're  particularly  good  at  attracting  at- 
tention to  a  stock  on  ipo  day — boosting  its 
chances  for  a  strong  takeoff. 

But  it's  not  clear  that  good  PR  is  paying 
off  for  startups.  Says  Ritter  of  Akamai,  an 


ply  raising  money  for  the  short  term,  they 
argue,  an  ipo  banker's  job  is  to  position 
companies  for  a  longer  run  in  the  public 
markets.  Some  even  argue  that  with  Net 
business  models  still  in  flux,  Wall  Street 
analysts  should  be  valued  more  for  their 
ability  to  grasp  a  vision  than  their  skills  at 
crunching  numbers.  "Issuers  are  looking 
for  analysts  who  are  good  storytellers,"  says 
Paul  E.  Chamberlain,  co-head  of  Morgan 
Stanley's  West  Coast  technology  investment 
banking  group. 

That  doesn't  mean  newly  public  com- 
panies are  easy  to  please,  though.  They 
often  switch  underwriters  for 
their  second  offerings.  More 
than  50%  of  the  com- 
panies   surveyed 
by  the  authors  of 
the      Journal      of 


Ranking  the  Bankers 


Big-name  investment  banks  get  the  lion's  share  of  initial  public  offerings — 
even  though  they  often  shortchange  companies.  A  huge  first-day  gain  for  an 
IPO  means  the  startup  didn't  get  anything  close  to  what  its  shares  were 
worth.  Here  are  this  year's  IPO  leaders  in  first-day  gains,  through  Mar.  7. 


FIRM 

MARKET 
SHARE  (%) 

AVERAGE  1ST  DAY 
STOCK  GAIN  (%) 

Morgan  Stanley  Dean  Witter 

20.7 

178.3 

Goldman,  Sachs  &  Co. 

18.2 

141.3 

Merrill  Lynch 
Salomon  Smith  Barney 

15.3 
10.2 

103.1 

83.8 

CS  First  Boston 

8.4 

78.5 

TOP  10  (TOTAL) 

88.4 

122.8 

DATA:  THOf 

ASON  FINANCIAL  SECURITIES  DATA 

Finance  study  said  they  were  only  "rela 
ly  happy"  with  the  ipo  underwriter, 
nearly  one-third  switched  when  they 
a  secondary  deal.  Even  stellar  stock  per 
mance  over  time  doesn't  guarantee  loy 
Of  the  20  best-performing  high-tech 
since  1997,  five  companies  switched  un 
writers  for  a  later  deal.  Tellingly,  the  cq 
parties  whose  IPOs  were  priced  the  lowesj 
their  investment  bankers  have  virtuallyl 
stood  by  their  banks.  They  include  Mori 
Stanley  client  Vignette  Corp.  and  Goldn| 
loyalists  eBay  Inc.  and  DoubleClick  Inc 

Why  doesn't  pricing  matter  more?  P| 
ly  because  CEOs  market  their  shares  o| 
time,  not  just  on  the  day  of  the  IPO. 
makes  initial  pricing  less  important.  Vertid 
Net's  Walsh  says  companies  can  make 
the  money  later,  in  a  second  offering  a| 
higher  price.  He  argues  that  it  helps  starttl 
to  have  institutional  investors  on  thl 
side — even  if  that  means  a  lower  ipo  pril 
Typically,  CEOs  of  startups  whose  I 
shares  were  underpriced  don't  fault 
underwriters.  They  blame  volatility  instep 
and  say  pricing  low  is  a  safe  approac 
"You  don't  know  how  much  of  it  is  bet 
driven  by  day  traders,"  says  Commerl 
One  Inc.  ceo  Mark  B.  Hoffmal 
who  stuck  with  a  $21  price  dj 
spite  the  knowledge  that  the 
derwriting  group  led  by  Firl 
Boston  had  received  25  ordej 
for  each  available  share.  The  stc 
nearly  tripled  on  its  first  day. 

Still,  a  sizable  number  of  newly  publi 
companies  trade  up  to  a  more  glitterir 
underwriter  when  they  go  back  to  the  ma 
ket  for  secondary  offerings — even  wheJ 
their  stocks  performed  well  during  and  ajj 
ter  the  IPO.  For  example,  Network  Soluj 
tions  added  Morgan  Stanley  to  a  team  firs 
headed  by  Hambrecht  &  Quist.  "You  asM 
yourself,  how  do  we  become  a  top-tier  Inl 
ternet  company?"  says  Network  Solution! 
chief  financial  officer  Robert  J.  Korze-j 
niewski.  "Look  at  the  top  25  and  ask  your-j 
self  how  many  are  with  Morgan  anc 
Goldman?  It's  a  very  high  percentage." 

Perhaps  it's  not  that  surprising  that  Net] 
companies  base  investment  banking  deci- 
sions on  image  more  than  how  effectivel) 
banks  initially  raise  money.  After  all,  or 
the  Web,  swapping  early  losses  for  long- 
term  hopes  is  a  way  of  life.  But  if  expect-l 
ed  shakeouts  in  dot-com  industries  arrive,! 
some  companies  may  wish  they  had| 
grabbed  the  money  while  they  could.  9 
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Roland  N.  Di'Niro 

Master  Lemonade 
Merchant 
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Hard  work,  dedication  and  an  entrepreneurial  spirit.  It  takes  more  to 
expand  and  thrive  in  the  world  of  e-commerce.  From  venture  funding, 
strategic  consulting  and  back-end  integration  to  web  development 
and  indelible  branding,  it's  rare  to  find  a  company  that  knows  the 
medium  as  well  as  we  do.  If  you  want  a  partner  that  can  help  you 
master  the  most  powerful  tool  in  business,  talk  to  Rare  Medium. 

Building  the  blockbuster  companies  of  the  future.™ 
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rare    medium    inc 


(888)  rmedium  •  www.raremedium.com  ■  Rare  Medium  Group  Inc.  (NASDAQ:  RRRR) 


ATLANTA  •  DALLAS  •  DETROIT  •  HOUSTON  •  LOS  ANGELES  •  NEW  YORK  •  ORANGE  COUNTY  •  PHOENIX  •  SAN  ANTONIO  •  SAN  FRANCISCO  •  SYDNEY  -TORONTO 

O2000  Rare  Medium,  Inc. 
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JOAN  HAMILTC 


At  Icarian,  it's  all  work  and  some  play 

n  Silicon  Valley,  startups  that  are  growing  faster 
than  a  speeding  bullet  don't  have  time  to  read 
the  old  management  textbook.  So  out  go  rules, 
rigidity,  and  red  tape.  One  Internet  outfit  that  il- 
lustrates this  with  a  lot  of  pizzazz  is  three- 

year-old  Icarian  Inc.  Formed  by  Doug  Merritt  and  his  wife  Rani  Hublou  Mer- 
ritt,  the  company  provides  online  software  that  helps  companies  hire  and  man- 
age their  workforces.  Like  Hair  Club  for  Men,  Icarian  is  not  only  the  seller  of 
this  service,  it's  a  customer.  The  founders  use  their  software  to  foster  a  cor- 
porate culture  that  attracts  and  keeps  workers  in  these  volatile  times. 

A  quick  walk  around  Icarian's  Sunnyvale  (Calif.)  offices  shows  just  how 
friendly  an  environment  they  have  created.  Roller-hockey  gear  and  balloons  are 
everywhere.  There's  a  foosball  game  roaring  in  the  lunchroom.  Dogs  frolic  in 
the  hallways.  But  this  is  no  Animal  House.  It's  all  about  letting  employees 
balance  their  lives  with  their  intense  work  schedules,  and  recognizing,  says  Mer- 
ritt, "that  the  best  and  most  productive  ideas  often  come  from  serendipity — 
a  bike  ride  or  a  cup  of  coffee  with  a  friend." 

Icarian  isn't  just  a  fun  place  to  work.  The  business  is  taking  off,  too,  thanks 
to  deals  with  the  likes  of  AT&T  and  Chemdex  Corp.  The  staff  has  doubled,  to 
160,  in  eight  months.  The  company's  in  that  hyperactive  pre-IPO  period — hop- 
ing to  file  in  April  and  go  out  by  June.  Combine  Icarian  employees'  antici- 
pation of  possible  riches  and  their  need  to  hunker  down  and  deliver,  and 
you've  got  an  intensity  that's  as  palpable  in  the  hallways  as  static  electricity. 
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CEO  Doug  Merritt: 

Managing  in  Internet  time  demands 
stamina.  And  Doug  Merritt  lacks 
nothing  in  that  department.  At 
35,  he  starts  many  a  16-hour  day 
early,  with  a  run  with  his  dogs,  Jax- 
on  and  Slate.  But  he  doesn't  think 
a  pressure-cooker  work  environment 
helps  a  company  run  better.  Success 
hinges  on  building  trust  among 
managers  and  staff.  "The  way  you 
get  superior  performance  is  to  get 
peoples'  passionate  loyalty  and 
belief,"  he  says.  That  means  being 
flexible  and  giving  your  people 
what  they  need  to  do  a  great  job. 


om 


NET  CULTURE    Business  Week  e.biz 


ithit 


Icarian's  special  culture: 

Icarian's  philosophy  is  simple:  grow, 
share,  and  celebrate.  People  are 
encouraged  to  rise  in  the  ranks.  Pez 
fan  Loren  Schaffzin,  assistant  to  CEO 
Merritt,  is  moving  up  to  the  creative 
services  department.  In  gratitude  for 
hard  work,  the  company  hands  each 
employee  50  "Icarian  bucks"  each 
month  to  be  spent  on  gestures  such 
a  massage  for  a  colleague.  When  the 
spirit  so  moves,  employees  move  with 
it.  Somebody  pops  in  a  music  CD  and 
everybody  gets  up  to  dance. 


The  place  you  made 
your  last  big  presentation. 


■  MSHI  >W.com2000  Ml  rights  i 
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The  place  you'll  make 
your  next  big  presentation. 


Introducing  MSHOW.  It's  the  most  advanced  way  toniake  live,  online,  interactive  presentations.  Share  ideas, 
get  to  market  faster,  unify  your  company.  For  a  demonstration,  visit  our  web  site  at  www.mshow.com. 


Answer  audience  questions  in  real 
tune  Im  text  or  voice. 
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eting  Plan 

Share  multimedia  presentations, 
including  streaming  video, 

with  up  to  5,000  participants. 


Get  instant  vote  tabulation  from  the 

entire  online  audience. 
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Move  the  idea. 
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"iGXtimC:  A  balanced  life  isn't  just  just  an  empty  pror 
at  Icarian.  Business-development  analyst  Adam  Nelson,  a 
shot-putter  who  is  trying  to  make  the  U.S.  Olympic  Team,  gf 
time  off  to  train.  Employees  are  encouraged  to  work  at  homl 
And  volunteerism  is  rewarded:  Marketer  Debi  Memmolo  tak] 
off  early  every  Wednesday  to  help  inner-city  kids. 
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NLY  WALL  STREET 
LAUNCHES  MORE  START-UPS. 

They  are  the  young  companies  changing  the  world. 

And  before  their  Wall  Street  debut,  they  come  to  us. 


We're  Siegelgale.  We  he' 
what  they  do,  and  how  they  do  i 


)s  define  who  they  are, 
ng  ideas  into  IPO's, 


visions  into  ventures. 


Siegelgale  has  been  building  brands  and  businesses  for  over  thirty  years. 
From  the  Fortune  500  to  young  companies  seeking  their  fortunes, 

we're  helping  all  kinds  of  businesses  succeed 
in  the  new  and  ever-changing  reality  of  the  information  economy. 

To  learn  what  we've  done  for  these  companies  and,  more  important, 
how  we  can  help  you  create  a  lasting  brand  Voice'  and  thriving  e-business, 

call  1  888  267  6551  or  visit  siegelgale.com. 
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siegelgale  com 


ideas  that  transform 

E-BUSINESS    STRATEGY  |  BRAND    D  E  V  E  L  O  P  M  E  N  T  |  I  N  F  O  R  M  AT  I  O  N    A  RC  H  I  T  E  CT  U  R  E  |  U  Si  R    E  X  P  E  R  I  E  N  C  E    DESIGN 
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FUll:  Among  Icarian's 
corporate  principles  is  this: 
"Regular  ping-pong  in- 
creases productivity."  So, 
apparently,  do  roller-hock- 
ey, wine-tasting  and  chess. 
Employees  work  hard,  and 
at  break  time  they  play 
hard.  Even  the  bosses.  Co- 
founder  Rani  Hublou  Mer- 
ritt,  who  left  management 
in  January  to  take  an  ex- 
ecutive position  at  Broad- 
vision,  takes  the  puck  to 
the  net  in  a  parking  lot 
hockey  game. 
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The  only  tool  that  lets 

MRO  buyers 

work  in  half  the  time. 
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Kaman  Industrial  Technologies 


V*V/  .com 

"  The  sourco  tor  MRO  Buyers 


SUPPLIER  SERVICES 


Search  our  MRO  Catalog 

Find  brands  like:  Sandvik,  General  Electric, 
Allen-Bradley,  Square  D,  Cutler-Hammer, 
Philips,  3M,  Baldor,  Sloan,  and  more.. 


New  Product  Showcase. 


Klein  Tools  -  66142  Cold  Chisel 

This  cold  chisel  is  heat  treated  and  is  made  of 

high  carbon  steel.  It  measures  6  inches  long. 

American  Electric  -  L18C  Searchlight 
This  searchlight  is  120  volts  and  175  watts.  It 
features  a  die  cast  aluminum  housing.. 

Daniel  Woodhead  -  925  Cord-Reel 

This  cord-reel  has  automatic  spring  retraction, 


Request  a  Quote  Online 

Compare,  automate  RFO  process 


•Resources 

Find  Reference  Materials  and  Links 

Application  notes,  usage  guides  and  more. 


Special  Reports  

E-Commerce 

UIM/SPSC  Improving  E-Commerce 

Supply  Chain  Management 

Lean  Manufacturing  Basics 

Negotiation 

Negotiation  Tactics  and  Ploys 

Legal 

Organizations  Work  Towards  Internet  Standards 

Careers 

Education  Helps  Buyers  Stay  on  Top 


^J 


fk  Local  intranet 
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And  still  save  money  on  every  buy. 


You  know  how  important  MRO  supplies  are  to  making 
your  business  run.  But  sourcing,  ordering  and  tracking 
those  supplies  can  be  time-consuming.  Now  buyers 
can  work  more  efficiently  with  PurchasingCenter.com, 
the   Internet-based   service   that's   fast,   affordable 


and  easy  to  use.  Buyers  can  save  time  and  money 
by  using  our  negotiated  contracts,  online  tools,  and 
convenient  new  features.  With  PurchasingCenter.com 
MRO  buyers  will  get  a  lot  more  done  in  a  lot  less  time. 


Purchasing 


•  com 


Log  on  to  www.PurchasingCenter.com 
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Sheraton  Premiere  at 
Tysons  Corner,  Vienna,  VA 
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Mark  Spognolo, 

president  and  CEO, 

UUNET 


Debora  J.  Wilson, 
president  and  CEO, 

Online  Services, 
The  Weather  Channel 


Michael  J.  Mulligan, 
chairman  and  CEO, 
MapQuest.com,  Inc. 


Michael  J.  Soenen, 

president  and  CEO, 

FTD.com 


Ted  Leonsis, 

president, 

Interactive  Properties, 

America  Online 


April  11, 2000 

SHERATON  PREMIERE  AT  TYSONS  CORNER 
VIENNA,  VA 

Winning  strategies 
for  the  e-biz  revolution. 

What  will  upcoming  regulation  do  to  your 
e-business?  How  does  Linux  change  the  whole  picture? 
What  is  the  future  for  clicks  and  mortar  companies? 
Now  you  can  learn  the  practical,  relevant  information 
that  you  will  need  to  compete  today  and  tomorrow. 

You  will  hear  the  latest  news  from  Richard  M.  Lee, 

director  of  e-GM,  General  Motors  Corporation  and 

Ed  Kilroy,  general  manager,  E-Commerce,  IBM  Software  David  R.  Bliss, 

vice-chairman, 

Solutions  Division,  among  others.  You'll  explore  evolving    Delta  Consulting  Group 

e-business  models,  the  cultural  impact  of  e-business, 

enhancing  customer  experiences,  technical  solutions, 

supply  chain  integration  or  security  issues.  You'll  work 

with  the  strategists,  marketers,  operations,  fulfillment, 

customer  service  and  logistics  people  that  will. take 

e-commerce  to  the  next  level. 

Only  a  limited  number  of  professionals  will  be 
able  to  take  part  in  this  event.  For  more  information, 
or  to  register: 

Go  to:  www.conferences.businessweek.com/2000/ebiz2 
e-mail:  ebiz_conference@businessweek.com 
phone:  800-821-1329 

fax  on  demand:  800-821-1329,  document  #140 

Chris  Tice, 

senior  vice-president, 

Marketing  and  Advertising  Sales, 

Sony  Online  Entertainment 


Michael  J.  Saylor, 

founder,  president  and  CEO, 

MicroStrategy,  Inc. 


PRESENTED    BY: 
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sponsored  by:    BMC  Software  ■  Compaq  Computer  Corporation 
MicroStrategy  ■  OpenSite  "UUNET 
with  the  support  of:    IDA  Ireland  -  Industrial  Development  Agency  of  Ireland 
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After  hOUrS    Icarian 
encourages  employees  to  get 
together  when  work  is  done.  And, 
if  romance  blooms,  so  be  it.  "How 
do  you  meet  people  when  you're 
working  60  hours  a  week?"  asks 
Merritt.  Social  gatherings  result  in 
long  days,  though.  Here,  Merritt 
yawns  on  the  way  to  a  marketing 
department  barbecue. 
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into  60-hour  workweeks 
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We 

Deliver 


The  RAS  in  .com 

Reliability  Availability,  Scalability 


DMR 


An  Amdahl  Company 


cP 


www.amdahl.com 
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BY 
JOAN  O'C.  HAMILTON 

joan_hamilton@ebiz.businessweek.com 


The  Panic 

Over  Hiring 

There's  not  much  Silicon  Valley  recruiters  won't  offer  in  their  "war  for  talent" 

t s  7:30  a.m.,  and  a  two-hour  pickup  basketball  session  at  Silicon  Valleys  tony  Pacific  A| 
letic  Club  is  winding  down.  Nine  guys  and  Amy  Vernetti  are  drenched  in  sweat,  their  i 
cabularies  reduced  to  grunts  and  four-letter  words.  "We  gotta  give  Amy  some  s — ,"  sm 
one  guy.  "She  worked  us  over."  A  player  charges  straight  at  Vernetti,  a  32-year-old  for 
college  hoops  player,  who  lands  on  her  rear  but  pops  back  up  smiling — and  holding  the 


Funny  thing  is,  this  basketball  workout  is  probably  the  least 
competitive  thing  Vernetti  will  do  all  day.  She's  the  chief  recruiter 
at  Garage.com,  an  incubator  for  startups  that  helped  40  companies 
raise  more  than  $100  million  last  year.  But  getting  money  is  the 
easy  part  in  the  Valley  these  days.  Vernetti's  job  is  nabbing  some- 
thing far  scarcer:  human  capital. 

Garage.com  has  joined  a  slew  of  venture-capital  firms  and 
others  to  bring  in  experienced,  professional  recruiters  such  as  Ver- 
netti, a  former  whiz  kid  at  Heidrick  &  Struggles  International 


Inc.  "She's  a  pistol,"  says  Garage.com  Chief  Executive  Guy  Kawa 
ki,  a  former  Apple  Computer  Inc.  exec  and  fellow  hoopster. 
stats  show  it:  In  four  months,  she  has  helped  bring  50  people  I 
Garage's  portfolio  companies — and  17  to  Garage.com  itself. 
Established  companies  and  startups  alike  need  all  the 
they  can  muster  in  what  has  become  known  as  Silicon  Valley's  "v 
for  talent."  Unemployment  in  most  towns  in  Santa  Clara  Cour 
and  San  Mateo  County  is  between  1%  and  2%,  less  than  half 
national  average.  Signs  of  the  panic  to  find  "great"  people 
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Vernetti  teaches  entre- 
preneurs recruiting  and 
team-building  skills 
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If  Your  Site 

Isn't  Running  Like  Clockwork, 

Consider  This 

Your  Wakeup  Call. . 


Internet  site  traffic  is  increasing  daily.  Your  company  is  creating  the  buzz  you  always  dreamed  of-  about  the  only  thing  on  your  mind  is 
reaching  your  next  million  visitors.  Then  it  hits  you.  Can  your  Internet  site  scale?  Are  you  vulnerable  to  a  security  problem  or  dependent  on  a  single  network  that 
could  experience  an  outage?  Real  reasons  to  lose  sleep  at  night.  Enter  SiteSmith,  the  people  with  the  experience  and  tools  to  put  your  worst  Internet  nightmare 
to  rest.  SiteSmith  manages  Internet  site  operations  for  some  of  the  hottest  new  Internet  start-ups  as  well  as  the  best-known  industry  leaders.  SiteSmith  is  your 
best  assurance  that  your  site  will  continue  to  run  like  clockwork.  Visit  our  website  at  www.sitesmith.com  or  call  toll  free  1-877-748-3002  The  sooner  you  do,  the 
sooner  you  can  stop  worrying  and  start  catching  up  on  your  sleep. 


site 


smith 


SITES  DON  T  WORK  WITHOUT  US. 
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DoDots'  co-founding  Kembel  brothers  troll  for  new  hires  at  a  Stanford  job  fair 


everywhere.  Movie  theater  screens  flash  recruiting  ads  before  all  the 
main  attractions.  Microsoft  Corp.  recently  raised  salaries  for  Silicon 
Valley  employees.  Interwoven  Inc.  is  luring  engineers  with  a  two- 
year  lease  on  a  spiffy  BMW  Z3  as  a  signing  bonus.  OnLink  Tech- 
nologies Inc.,  a  Redwood  City  (Calif.)  startup  that  makes  online 
customer-decision-support  software,  hires  an  airplane  to  fly  above 
rush  hour  traffic  jams  with  a  banner  that  says:  "Way-cool  Start-Up 
Now  Hiring,  www.onlink.com." 

That's  not  even  the  weirdest  recruiting  action  in  the  fast 
lane:  Lu  Cordova,  CEO  of  Acteva  Inc.,  a  San  Francisco  online 
events-ticketing  company,  says  she  once  recruited  a  driver  who 
rear-ended  her  car  on  the  freeway  because  she  was  so  im- 
pressed with  the  woman's  efficiency  in  resolving  the  mishap.  "I 
hired  her  boyfriend  two  weeks  later,"  says  Cordova. 

Elite  players  are  working  overtime  to  score  new  hires.  Some  ven- 
ture capitalists  have  even  taken  to 
showing  up  at  a  candidate's  home 
on  a  Friday  afternoon  and  offering  H^.  Garage.com's  Amy  Vernetti  offers 


co-author  Robert  I.  Sutton  say  know,  but  don't  fol  A 
simple  established  business  practices.  A  classic  case  of  \m 
Pfeffer  argues,  is  the  "free  agent"  labor  market  that  V« 
companies  have  created  with  their  IPO  funny  mol 
and  frenzied  hiring.  "The  myth  is,  you  build  an 
and  effective  company  by  hiring  only  great  people,"  :■ 
Pfeffer.  "Well,  great  companies  build  systems  that  brl 

out  the  best  in  ordinary  people I  hate  the  'war  fl 

.  people'  imagery.  It's  a  trend  the  companies  have  brou 
on  themselves.  They're  paying  people  to  switch  j< 
and  wondering  why  they  switch  jobs  so  much." 

Although  Vernetti  feels  that  a  "great"  candid 
can  absolutely  make  or  break  a  startup,  she  does: 
fundamentally  disagree  with  Pfeffer.  Part  of  her  ml 
sion  at  Garage.com  is  to  educate  entrepreneurs  abc 
the  basics  of  team -building.  Many  don't  have  a  ch 
For  example,  a  single  interview  goes  well,  and 
company  assumes  it  has  filled  the  job.  "Candidates 
trained  to  tell  you  in  interviews  they  think  you  ha 
a  cool  company,"  she  says.  But  often  the  top  choi 
bails  at  the  last  minute,  and  the  company  makes  a  d 
fault  hire  it  later  regrets.  "Recruiting  is  about  stead 
consistent  pressure,"  until  the  candidate  shows  i 
for  work  the  second  day,  she  says. 


POINTERS 


use  of  his  or  her  private  jet  so  the 
family  can  get  away  for  the  week- 
end and  think  over  the  offer.  Where 
will  all  this  stop? 

"All  he  offered  you  was  a  jet?"  I 
imagine  the  second-in-line  VC  at  a 
candidate's  door  stammering,  before 
shouting  into  his  cell  phone:  "Don 
Pardo,  what  do  we  have  in  store  for 
the  fabulous  Fenwick  family?" 

Stanford  University  School  of  Busi- 
ness professor  Jeffrey  Pfeffer  has  some 
refreshing  plain  talk  about  all  this. 
He's  co-author  of  the  provocative  new 
book,  The  Knowing-Doing  Gap.  The 
book  scolds  companies  that  he  and 


hiring  advice:  Never  decide  in  advance 
what  you're  going  to  pay  a  candi- 
date. Find  the  right  candidate,  and 
then  figure  out  what  you  need  to 
pay.  For  more  of  Vernetti's  tips,  check 
out  www.garage.com/bootcamp/ 
seattlestuff/ 


Stanford  B-school  professor 
Jeffrey  Pfeffer's  book  The  Knowing- 
Doing  Cap  (co-authored  by  Robert 
Sutton)  argues  it's  great  business  prac- 
tices, not  individuals,  that  make  great 
companies,  www.hbsp.harvard.edu/ 
hbsp/prod_detail.asp?i240 


Right  now,  many  entrepreneurs  are  desperate.  At  a  recent  job  fa 
at  Stanford  University  on  a  rainy  Sunday  morning,  more  than  10 
dot-com  companies  jostled  inside  two  huge  tents,  many  flashin 
signs  screaming  "Pre-ipo!"  To  lure  college  kids  to  discuss  thei 
companies'  hiring  needs,  some  dumped  half-foot-high  piles  of  can 
dy  on  folding  tables.  (In  Silicon  Valley,  candy-wielding  dot-coms  ar> 
the  strangers  your  mother  warned  you  about.)  George  and  Johi 
Kembel,  the  identical  twin  founders  of  DoDots  Inc.,  a  Palo  Altc 
startup,  tag-teamed  the  job  fair  on  behalf  of  their  Softbank  Ventun 
Capital-backed  company.  DoDots  offers  technology  that  lets  com- 
panies repackage  Web-site  services  by  theme — say,  sports  schedules 
online  ordering,  and  live  Webcasts.  In  the  past  year,  they've  gone 
from  3  to  40  people — and  three  of  them  are  full-time  recruiters.  Says 
John:  "We  see  people  whose  resumes  show  they  stayed  just  to  the  end 
of  their  cliff  at  the  last  job  [Valley  parlance  for  the  point  where  em- 
ployees can  cash  out  their  ipo  shares].  Those  people! 
are  immediately  discarded.  We're  building  this  to  last." 
I  know  they  mean  that  sincerely,  but  competition  is 
so  intense,  nobody's  easily  discarded  these  days.  "They 
say  Silicon  Valley  has  1%  unemployment,"  says  Lu  Cor- 
dova "But  I  say  it's  100%.  Everybody's  looking  for  a  bet- 
ter opportunity."  And  every  company  thinks  it  has  got 
one  to  offer.  As  she  downs  a  postgame  orange  juice,  Ver- 
netti grins:  "Friday's  a  great  day  to  close  a  candidate.  I 
think  I'll  go  close  one  today." 

I  e-mail  her  later:  "Did  you  land  your  fish?" 
"Yes,  was  there  ever  a  doubt?"  she  replies.  Not  if 
you've  seen  Vernetti  play.  9 


e.biz  online 


Read 


I  a  chapter  from  The  Knowing-Doing  Cap.  And  on 
Mar.  28,  take  a  look  at  kforce.com,  a  startup  that  helps 
with  hiring  problems,  at  ebiz.businessweek.com. 
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Business  Model  #001 

"How  do  you  integrate 
brick-and-mortar 
with  e-commerce?" 


take  a  bold  step 


Click  or  brick,  you've  got  a  foundation  —  we'll  show  you  a  way  to  build  on  it.  Manage  it.  Profit  by  it. 
We're  Extraprise"  At  the  intersection  where  creative  and  technology  put  strategy  into  action. 
Take  a  look  at  our  executive  briefing,  "Beyond  e-Business, "  at  www.extraprise.com/ebiz 
or  call  toll-free  1-877-368-9150.    Extraprise.  Where  online  meets  offline.™ 


» 


extraprise 


Strategy.   Creative.    Technology. 


www.extraprise.com 
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Analyze  This: 


BY 
TIMOTHY  J.  MULLANEY 

tim_mullaney@ebiz.businessweek.com 


Rules! 

Its  21  million  customers  don't  care  what  the  critics  say — they  like  the  content  | 


as  there  ever  been  any  occupation  more  popular  among 
Internet  cognoscenti  than  dumping  on  America  Online 
Inc.?  It  has  been  happening  since  I  began  covering  high 
tech — back  in  the  olden  days  when  I  walked  six  miles 
through  the  snow  to  get  to  press  conferences.  The  bashing 


Web  reviews 


AOL  vs  The  Web's  Best 

►  AOL  Health 

►  AOL  Personal  Finance 

►  AOL  Computing 


continues  to  this  day.  There's  only 
one  problem:  AOL  has  all  the  cus- 
tomers, and  the  critics  don't. 

It's  not  just  that  21  million  people 
buy  Web  access  from  AOL:  They  also 
use  AOL  content.  Every  month,  Media 
Metrix  puts  out  Web  audience  ratings, 
and  aol  sweeps.  The  top  personal  finance 
site  is  the  aol  Personal  Finance  chan- 
nel. The  top  health-care  site  is  AOL 
Health  channel,  aol  is  tops  in  trav 
el,  sports — you  get  the  picture 
How  can   the  "Internet   on 
training  wheels,"  as  AOL  has 
been  called,  hand  out  these 
beatings    so    routinely? 
Could  it  actually  know 
something? 

In  a  word,  yes.  I 
compared    three 


aol  channels — aol  Computing,  aol  Personal  Finance,  and  AOL 
Health — to  top-rated  non-AOL  sites  in  Media  Metrix'  January  rat- 
ings. The  comparison  sites  are  ZDNet  in  computers,  OnHealth.com 
in  health,  and  Microsoft  MoneyCentral  in  finance,  aol  isn't  better 
in  every  case.  On  balance,  MoneyCentral  tops  aol's  channel.  ZD- 
Net isn't  better  or  worse,  it's  just  different.  The  truly  bad  OnHealth 
makes  the  comparison  for  aol  a  little  too  easy.  Either  way,  AOL  is 
always  solid.  Why?  AOL  knows  its  audience  and  knows  how  to 


pitch  programming  that  meets  its  needs,  aol  has  wj 
a  lot  of  the  Web  lacks:  discipline. 

AOL  Personal  Finance  vs.  Mon 

Central.  Both  sites  are  solid, 

Personal  Finance  is  a  good  exam 

of  aol's  Tom  Sawyer  approach 

serving  online  use 

Just  as  Twain's  h 

convinced  pal: 

would  be 

to  whitew; 

Tom's  fen 

for  him 

aol  has  pe 

suaded  some  of  the  Web 

best  business-information  pre 

viders  to  pay  aol  for  the  privilege  ( 

making  aol  personal  finance  as  good  as  an 

leader  in  this  niche. 

Everyone  wants  to  deal  with  AOa 
because  everyone  wants  aol 
customers,  aol  chalks 
the  payments  as  ad  rev 
enue.  Want  tax  informa 
tion?  aol  gets  its  fron 
Intuit  Inc.,  which  also  is  ; 
competitor.  Insurance?  aol  i: 
teamed  with  InsWeb.  Real  Estate?  AOI 
has  Realtor.com's  listings,  Quicken's  online  mort 
gages,  and  interest-rate  information  from  bankrate.com.  And  so  on, 
through  a  long  list  of  brands  as  good  as  the  Web  can  offer.  AOL  ha 
them  because  aol  has,  bluntly,  you.  Until  aol  loses  its  control  of  th< 
customer,  it'll  have  all  the  content  it  needs.  Its  job  is  to  organize  it, 
Microsoft  covers  a  lot  of  the  same  ground,  but  it  paints  its  own| 
fence,  thanks  very  much.  It  has  partnerships  both  with  information 
companies  and  with  financial  services  providers.  But  what  makes  it| 


u;  Why  si 


I 
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It 


A  41%  Increase  in  Buyers... 

Now  That's  Music  to 

Anyone's  Ears! 


\ 


Vhen  your  customers  are  shopping  on  your  Web  site, 
iow  often  do  their  product  searches  produce  zero  results? 
Impty  search  results  can  drive  customers  from  your  site 
vithout  buying.  If  they  can't  find  it,  they  can't  buy  it.  That's 
<vhy  smart  e-commerce  merchants  like  CDNOW  use  Verity's 
^ward-winning  search  application. 


CDNOW 


cdnow.com 


After  implementing  Verity,  CDNOW's  online  store  experienced 
a  15%  reduction  in  empty  result  pages  and  an  enviable  41% 
increase  in  buyers.  These  kinds  of  results  are  music  to  every 
e-tailer's  ears.  Contact  Verity  now  to  find  out  how  the  power 
of  precision  search  can  add  to  your  site's  bottom  line. 


faimarket 


TIMEX 


all  us  at  800.935.6246  ext.  2237  or  visit  us  online 


^^r^^H 


ana  learn  now  to  turn  your  browsers  into  buyers. 


iwww.verity.com/ecommerce 


Business  Week  e.biz    CLICKS&MISSES 


different  from  aol  Personal  Finance  is  that  it  has  news  and  opin- 
ion you  can't  find  anywhere  else.  MoneyCentral  offers  more  diverse 
voices  and  perspectives  while  covering  pretty  much  the  same  e- 
commerce  bases  as  AOL.  It's  closer  to  the  pleasant,  brainy  cacoph- 
ony that  is  the  Web  at  its  best. 

AOL  Health  VS.  OnHealth.COm.  Alice  Roosevelt  Long- 
worth  had  embroidered  on  her  favorite  couch  pillow:  "If  you 
haven't  got  anything  nice  to  say,  come  sit  next  to  me."  Do  that,  and 
I'll  talk  about  OnHealth.com. 

Most  health  sites,  including  these  two,  offer  news,  chat  areas  for 
people  who  share  medical  problems,  and  background  research 
on  common  illnesses.  The  difference  is 
the  stories  they  pick  and  what  that  says 
about  how  each  views  its  audience.  At 
OnHealth,  which  aims  for  a  chatty  tone 
and  a  New  Age  view  of  health,  the  front 
page  was  anchored  by  a  story  headlined  "Bowl  That  Man  Right 
Out  of  Your  Life."  The  point  was  that  having  fun  reduces  stress,  but 
me,  I  think  of  bowling  alleys  as  places  where  I  get  very  little  exer- 
cise and  a  great  number  of  nachos.  Not  healthy.  Which  brings  me 
to  OnHealth's  second  lead  story:  "Flatulence:  It's  No  Laughing 
Matter."  Complete,  I  might  add,  with  an  interactive  poll  on  what 
one  should  do  if  one  passes  gas  in  a  crowded  room.  Now,  is 
anyone  still  arguing  that  it's  AOL  dumbing  down  the  Web? 

aol's  top  health  story  the  same  day  was  about  a  federal 
crackdown  on  gene  therapy  trials,  aol's  poll  was  on  users'  ex- 
perience with  medical  errors,  which  a  recent  study  found 
cause  almost  100,000  U.  S.  deaths  annually.  The  approach  fits 


AOL's  audience,  which  is  61%  more  likely  to  have  a  college  del 
than  Americans  generally,  and  73%  more  likely  to  earn  $100,0^ 
year.  It's  smart  news  for  smart  people. 

AOL  VS.  ZDNet.  On  the  surface,  they  don't  have  mucr 
common,  but  here's  what  they  share:  Both  know  their  target 
dience.  Which  you  prefer  depends  on  why  you  follow  comput! 
ZDNet  is  for  serious  computer  users.  You  would  rarely  fine 
views  of  e.nterprise-grade  encryption  systems  or  analyses  of  i 
less  network  protocol  disputes  on  aol,  but  they  make  sense  I 
ZDNet's  audience.  AOL,  instead,  looks  a  lot  like  consumer-orien 
CNET.com.  In  fact,  aol  Computing  more  or  less  is  cnet.cI 


AOL  knows  its  audience  and  how  to 
pitch  programming  that  meets  their  ne< 


repackaged.  It's  one  of  those  Tom  Sawyer  deals.  People  whose 
terest  in  computing  is  buying  dot-com  stocks  and  home  compl 
ers  will  find  aol  more  useful  and  less  intimidating  than  ZDNet| 

Now  here's  the  real  question:  Does  aol's  pending  merger 
Time  Warner  Inc.  help  improve  aol's  content  ?  The  answer:  nol 
lot.  Since  AOL  gets  most  of  its  content  from  partnerships  (inch 
ing  one  with  business  week),  it's  hard  to  believe  content  hi 
much  to  do  with  paying  $165  billion.  AOL  already  can  get 
Time  Warner  content  it  wants.  Rivals  think  AOL  paid  to 
Time  Warner's  cable  companies  and  the  broadband  access 
comes  with  them.  Why?  It's  simple.  Tom  Sawyer  neec 
pay  painters  when  painters  pay  to  work  for  him.  ® 


HOW'S  AOL  DOING? 


It's  fashionable  to  disrespect  America  Online.  But  month  after 
month,  the  online  service's  18  content  channels  more  than  hold 
their  own  against  the  Web's  most  popular  sites.  Having  21  million 
customers  will  do  that.  But  does  AOL  deliver  the  goods  in  key 
areas  like  personal  finance,  computing,  and  health  news? 


AOL 
Health 


AOL 

Personal 

Finance 


AOL  owes  a  debt  of  gratitude  to  its  nearest  rival  health 
Web  site,  the  truly  ludicrous  OnHealth.com.  AOL  makes 
solid  use  of  partnerships  with  big  hospitals  like  Hopkins 
and  Mayo;  OnHealth  runs  polls  about  what  people  do 
when  they  pass  gas  in  a  crowded  room. 


c\Q*  c\£U  cyQ* 


AOL  turns  in  a  solid  performance.  Excellent  access  to  on- 
line trading  sites  that  partner  with  AOL,  and  excellent 
organization  of  investment  research  channel.  Personal 
finance  content  looks  a  lot  like  lntuit.com  because  that's 
where  a  lot  of  it  comes  from.  But  Microsoft  MoneyCentral 
offers  better  original  content. 


Mk  c\£U:c\£U 


AOL 
Computing 


Through  a  partnership  with  CNET,  AOL  delivers  a  useful 
consumer-oriented  computing  site  that  delivers  news, 
shopping,  and  price-comparison  help.  It's  not  necessarily 
better  than  ZDNet,  the  highest-rated  independent  com- 
puting site,  it's  just  different.  ZDNet  is  aimed  at  the  pros. 


cvQ*c\Q*c\&* 
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iebel  Customer  Satisfaction  Report 


[Exceptional  Revenue  and  Productivity  Gains 

{  Surveyed  by  a  leading  market  research  firm,  Siebel  Systems  customers  were  asked 
j  to  quantify  the  actual  business  impact  of  using  Siebel  eBusiness  Applications." 


Revenue 

Growth 


+  15% 


Customer 
Satisfaction 

Increase 


Employee 
Productivity 


Gains 


+20% 


Return  on  Siebel  Investment:  10  Months 


THE    LEADER    IN   eBUSINESS   APPLICATIONS 


For  more  information,  visit  us  at  www.siebel.com  or  call  1-800-273-9913  ext.  102063 


kN  MATEO    CHICAGO    NEW  YORK    LONDON   TORONTO   SYDNEY    PARIS    MUNICH   TOKYO    HONGKONG    MEXICO  CITY   SAO  PAULO 

ased  on  responses  to  the  August  1999  Customer  Satisfaction  Survey  directed  to  customers  with  fully  deployed  Siebel  eBusiness  Applications.  Calculations  derived  from  all  respondents 
/ho  volunteered  quantitative  impact  estimates  in  at  least  one  of  the  above  categories. 


Business  Week  e.biz    CUTTING  EDGE 


BY 
ROBERT  D.  HOF 

rob   hof@ebiz.businessweek.com 


E-Marketplaces 

A  Bloodbath 

There  are  600  sites  to  link  buyers  and  sellers.  But  two  per  industry  is  plenty 

s  it  just  me,  or  does  it  seem  as  if  somebody  announces  a  new  online  marketplace  aboi 
every  three  seconds?  In  the  past  few  weeks,  countless  companies — from  General  Motbi 
and  DuPont  to  Sears  Roebuck  and  Sabre — have  announced  Web  sites  to  connect  buyei 
and  sellers.  They  clearly  hope  to  recreate  the  incredible  growth  and  fast  profits  of  eBay  Inc 
the  consumer  auctioneer  that  proved  the  power  of  e-marketplaces. 


But  eBay  fooled  everyone  by  making  it  look  easy.  It's  one  thing 
to  get  consumers  to  auction  off  Beanie  Babies  and  Joe  DiMaggio 
jerseys  to  one  other.  It's  quite  another  to  persuade  purchasing 
managers  at  General  Motors  to  buy  600  tons  of  steel  online,  sight 
unseen.  Getting  those  business-to-business  (B2B)  deals 
rolling  takes  a  lot  more  time,  as  well  as  wrenching 
changes  in  corporate  cultures.  That's  why  I  think 
many,  if  not  most,  of  the  e-marketplaces  will  fail  or  sell 
out. 

Problem  is,  the  investors  funding  these  companies 
have  no  idea  they're  headed  for  a  cliff.  There  are  a 
dozen  publicly  held  B2B  e-marketplaces  valued  at  an 
astonishing  total  of  $110  billion,  and  dozens  more  are 
IPO-bound.  Yet  most  experts  think  there  will  be  only  one 

Investors  have  no  idea 
they're  heading  for  a  cliff 

or  two  big  winners  in  each  industry,  as  buyers  and 
sellers  gravitate  to  where  all  the  action  is.  As  a  result,  says 
Mohanbir  Sawhney,  a  professor  at  Northwestem's  J.  L. 
Kellogg  Graduate  School  of  Management,  "there's  going 
to  be  a  lot  of  dead  bodies." 

Why?  The  old  chicken-and-egg  dilemma.  You  need  buyers  to  at- 
tract sellers,  and  sellers  to  attract  buyers,  so  it's  tough  to  get  start- 
ed. That's  why  most  of  the  600  or  so  e-marketplaces  have  yet  to 
conduct  their  first  transaction.  E.  Russell  Braziel,  chairman  of  gas 
marketplace  Altra  Energy  Technologies  Inc.  in  Houston,  for  instance, 
got  nowhere  until  he  phoned  suppliers  and  buyers,  imploring 
them  to  check  out  his  Web  site.  Says  Braziel:  "It  was  hard  work  to 
jump-start  the  process." 

And  now,  these  e-marketplace  upstarts  face  the  arrival 
of  big  guns  such  as  GM  and  DuPont  suddenly  rushing  in 
to  take  back  their  turf.  As  a  result,  they  have  less  of  the 
head  start  that  e-tailers  such  as  Amazon.com  Inc.  had 
against  traditional  book  chains.  Says  Morgan  Stanley 


Dean  Witter  analyst  Mary  G.  Meeker:  "It  will  be  harder  to  Am 
zon  the  entrenched  players." 

The  big  companies  face  their  own  challenges.  It's  tough  enoug 
for  suppliers  to  swallow  the  need  to  share  space  on  an  e-marke 
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place  with  archrivals.  Even  when  buyers  join  together,  as  carmakers 
GM,  Ford,  and  DaimlerChrysler  did,  meshing  the  corporate  cultures 
and  conflicting  goals  will  be  a  monumental  job.  Says  Accel  PartnersI 
venture  capitalist  James  W.  Breyer:  "Many  of  these  B2B  exchanges  will 
simply  crater  because  there's  no  independent  management."  David 
Perry,  ceo  of  e-marketplace  holding  company  Ventro  Corp.,  predicts 
only  20  exchanges  will  be  left  standing  in  five  years. 

The  winners  will  have  to  go  beyond  just  announcing  space  for 
rent  in  a  virtual'  swap  meet.  They  must  offer  valuable  new  services 
that  help  corporations  smooth  and 
compress  their  supply  chain — from 
raw-materials  purchases  to  customer 
shipments.  And  that's  not  something 
that  will  happen  in  Internet  Time.  • 


See  what  Mark  Walsh,  CEO  of 
VerticalNet,  has  to  say  in  a  O&A 
at  ebiz.businessweek.com. 
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III 


^Doctor 

Global  Network 

THE  CURE  FOR 
INTERNET  VIRUSES 


U  S  WEST1  joins  forces  with  Trend  Micro 

to  offer  Internet  subscribers  an  antivirus  service. 


It's  a  groundbreaking  way  of  staying  virus- 
free.  U  S  WEST  '  is  teaming  up  with  Trend  Micro 
to  provide  customers*  with  value-added 
Internet  antivirus  services.  Through  Trend  Micro's 
eDoctor  Global  Network,  U  S  WEST1  Anti-Virus 
Service  cleans  email  of  virus-infected  attachments  long  before  it 
reaches  the  subscriber's  desktop.  No  installation  or  updates  by 
the  subscriber  necessary.  And  round-the-clock  virus  scanning 
services  offer  real-time  protection.  U  S  WEST"   put  antivirus 


security  in  the  hands  of  Trend  Micro.  Shouldn't  you?    fwww.antivirus.conrT) 


www.trend.com 


% 


TREND 

MICRO 


your  Internet  VirusWall 


S  WEST  n«!    Internet  Acctti  S«rvlc#  cuitomtrt 
2000  Tr«nd  Micro.  Inc    Trond  Micro  and  all  product  names  are  registered  trademarks  rjl  '  Inc 

/ice  available  only  to  residential  customers  subscribing  to  U  S  WEST  net*  with  an  active  '      . 


LES  TRAFFIC  SEEMED  THE  HEIGHT  OF  WISHFUL  THINKING. 


BUT 


OPEN  MINDS 


MADE  IT 

CLICK. 

Multiple  Zones  International  faced 
a  massive  challenge.  Their  100,000- 
computer  products  site  had  to  achieve 
new  heights  of  customer  service, 
capacity  and  security  to  capture 
vital  sales.  And  with  just  76  davs  to 
go,  the  clock  was  ticking. 

With  razor-sharp  planning, 
precision  execution  and  unmatched 
client  collaboration,  CSC  lit  up  the 
dynamic  site  in  time  for  peak  sales 
season.  Customers  poured  in.  Orders 
shot  up.  And  Web  sales  increased 
over  60%.  Today,  CSC  continues  to 
work  closely  with  Multiple  Zones 
International  to  sustain  success. 

CSC  applies  e-business  innovation, 
enterprise  best  practices  and  Internet 
technologies  to  speed  companies 
from  clicks  to  commerce.  In  700 
locations  worldwide,  our  57,000 
quick  minds  are  ready  to  make 
business  click  right  into  place  for 
your  company. 

www.csc.com/econsult 


THIS  IS  NO  TIME  FOR  CONVENTIONAL  THINKING1 


The 

network  will  always  be  the 

underpinning  of 

e-business. 


It's  a  simple  point  of  fact.  The  communications  network  is  the  vital  contact  between 
every  one  of  your  suppliers,  distributors,  sales  force  and  customers. 

So  consider  the  company  that's  provided  clear,  simple  contact,  from  the  first  time  the 
world  heard  a  pin  drop,  to  when  we  introduced  the  incredible  connective  power  of 
Sprint  ION",  Integrated  On-Demand  Network. 

Sprint  ION  integrates  voice,  video  and  data,  bringing  a  new  level  of  seamless 
collaboration  to  your  e-business,  strengthening  every  relationship  inside  and  outside 
your  company. 

You'll  also  find  Internet  service  that's  as  secure  as  it  is  reliable.  And  since  we've 
just  been  rated  top  collocation  host  along  with  attaining  the  leading  position  in 
managed  hosting  services*,  we  can  put  you  in  a  position  to  see  your  revenue  grow. 

Which  can  happen  when  you  have  the  network  that  was  ready  for  e-business, 
before  it  was  even  called  e-business.  Sprint. 

1-877-495-3501  or  visit  www.sprint.com/e-biz 


Sprint 


The  point  of  contact" 
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IIARMACEUTICALS 


MAKING  STRIDES 
AGAINST  STROKES 

]  ^searchers  are  starting  to  unravel  the  mystery 


r 


he  odds  weren't  good  for  Ann 
Yazgoor.  Two  years  ago,  Yazgoor 
suffered  a  major  stroke,  and  her 
doctors  figured  she  wouldn't  sur- 
-e.  But  Yazgoor  was  lucky.  When  the 
oke  hit,  she  was  at  Yale-New  Haven 
>dical  Center,  being  examined  after 
*at  had  probably  been  a  minor  stroke 

0  days  earlier.  Doctors  quickly  gave 
r  some  tissue  plasminogen  activator 
'A),  recently  approved  for  busting  up 
»od  clots  in  strokes.  Yazgoor  is  now 
le  to  walk  and  has  regained  almost 

1  use  of  her  arms.  While  the  stroke 
t  her  with  impaired  vision,  Yazgoor  is 
ateful:  "I  was  supposed  to  be  dead." 
Unfortunately,  tales  such  as  Yazgoor's 
i  rare.  In  the  past  few  years,  a  num- 
r  of  experimental  stroke  drugs  have 
oved  ineffective  in  human  trials. 
\  is  the  only  one  on  the  market 
.*   the   treatment    of  strokes 
used  by  blood  clots,  but  few- 

than  5%  of  patients  receive 
i  in  part  because  it  must 

given    within    three 
iurs  of  the  attack.  Doe- 
rs must  also  first  deter- 
ne  the  type  of  stroke, 
nee  TPA  can  be  danger- 
s  for  a  stroke  caused 
'  hemorrhage  instead 
a  clot. 

)MPLEX.     Scientists 
tve  come  to  realize 
at  stroke  is  a  devil- 
lly  complicated  cas- 
de   of  events.    But    | 
e  good  news  is  that 
ey  are  beginning  to 
'cipher  the  complexi- 
.  Researchers  are  de- 
Hoping    a    number    of 
eatments  aimed  at  differ- 
it  targets  within  that  cas- 
de  so  that   they  can  short- 
rcuit   the  process,  making  an 
tiitual  treatment  of  the  damage 
lused   by    stroke    feasible.    Drugs 

FTER  A  STROKE:  Tin   damaged  cells 

•c  shown  in  yellow 


are  being  developed  to  protect  brain 
tissue  from  being  irreversibly  damaged 
from  blood  deprivation  and  to  prevent 
the  damage  that  can  occur  when  blood 
rushes  back  into  certain  areas  of  the 
brain  after  stroke.  There  is  research  on 
ways  to  bust  up  clots  in  the  brain,  with 
new  drugs  or  lasers.  There  is  even  some 
early  work  on  transplanting  cells  into 
the  brain  to  aid  recovery  (page  86). 

Because  a  stroke  sets  off  so  many 
different  responses,  the  search  for  treat- 


menl    i     I  hoi   much  tOUg  '  anh<r- 

have  learned,  lor  example,  thai     imply 

restoring  blood  to  the  damaged  part  of 

the  brain  can  cause  the  body  to  counter 
attack  with  tissue-kilhng  white  blood 
cells.  "We  had  this  naive  idea  thai 
could  find  one  drug  to  block  this  entire 
cascade,"  says  Dr.  Anthony  J.  Furlan, 
head  of  the  stroke  unit  at  the  Cleveland 
Clinic  Foundation.  "Most  people  think 
we  are  going  to  need  some  cocktail  ap- 
proach and  not  one  magic  drug." 
TRIGGERS.  New  options  are  desperately 
needed.  Strokes  occur  when  blood  is  cut 
off  to  part  of  the  brain,  either  because 
of  a  clot  that  blocks  blood  flow  or,  in 
about  15%  of  cases,  from  the  rupture  of 
a  blood  vessel,  or  hemorrhage.  The  trig- 
ger could  be  an  irregular  heart  beat, 
high  blood  pressure,  or  a  number  of 
other  factors — that  often  strike  with  no 
warning.  The  result  can  be  widespread 
brain-cell  death  that  leaves  the  patient 
seriously  impaired.  The  National  Stroke 
Assn.  says  that  about  750,000  Ameri- 
cans   suffer   strokes   each   year,   and 


BRAINSTORMING 

Researchers  try  many  approaches  to  forestall  strokes  and  curb  their  damage 


CLOTBUSTERS  Genentech's  TPA,  if 
used  soon  after  a  stroke,  can  break 
the  clots  quickly.  Researchers  are 
also  studying  lasers  and  sound  waves 
for  swifter-clotbusting. 


BLOCKING  CALCIUM  BUILDUP 

Bristol-Myers  Squibb  and  Astra- 
Zeneca  are  developing  drugs  that 
prevent  high  levels  of  calcium 
from  accumulating  in  brain  cells 
after  stroke,  which  can  lead  to 
cell  death. 

STOPPING  INFLAMMATION 

COS,  Pfizer,  Millennium  Phar- 
maceuticals, and  others  are  de- 
veloping ways  to  block  the 
inflammation  that  is  triggered 
when  blood  rushes  back  into 
an  area  of  the  brain  that  had 
been  cut  off. 

GIVING  NEW  LIFE  TO  CELLS 

Layton  BioScience  and  the  Uni- 
versity of  Pittsburgh  are  studying 
whether  neurons  can  be  trans- 
planted into  damaged  brain  tissue. 

GENOMIC  WEAPONS  Researchers 

are  studying  which  genes  are  involved 
in  cell  death.  This  could  lead  to  the 
creation  of  new  drugs  and  preventive 
therapies  to  ward  off  widespread  cell 
death  after  stroke. 
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MOLINOFF:  Bristol-Myers'  compound 
changes  brain  cells'  electrical  charge 

160,000  die  annually.  About  4  million 
Americans  live  with  the  consequences  of 
a  stroke,  costing  the  U.S.  $30  billion 
annually,  the  association  estimates. 

In  the  past  decade,  researchers  have 
gained  a  better  understanding  of  a 
stroke's  destructive  force.  Areas  where 
brain  cells  are  so  damaged  by  the  loss 
of  blood  that  they  can't  be  saved  are  re- 
ferred to  as  the  core  of  the  stroke.  Out- 
side of  the  core,  in  the  so-called  penum- 
bra of  the  stroke,  blood  flow  is  severely 
curtailed,  but  brain  cells  can  still  be  sal- 
vaged. The  drug  industry  is  focusing 
primarily  on  finding  treatments  that  can 
rehabilitate  those  less  damaged  cells. 
ROUGH  ROAD.  Progress  has  not  always 
been  straightforward.  Take  what  was 
thought  at  the  outset  to  be  one  of  the 
most  promising  therapies:  blocking  one 
of  a  cell's  entryways,  the  nmda  (N- 
methyl-D-aspartate)  channel.  Certain 
chemicals  released  during  a  stroke  cause 
the  channel  to  open,  letting  calcium  into 
the  cell.  Too  much  calcium  can  be  dead- 
ly, though,  sending  enzymes  into  action 
that  in  effect  digest  the  cell.  The  hope 
was  that  by  blocking  the  nmda  chan- 
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With  7,000  customers,  including  70%  of  the 
Fortune  100,  JetForm  is  a  trusted  supplier 
of  leading  e-process  software  solutions. 


)  2000  JetForm  Corporation.  JetForm  is  a  registered  trademark  arid  e-processes  to  automate  <your>  busin 
•(Form  Corporation.  Other  product  and  compahy  names  herein  may  be  trademarks  or  registered  trademarks  i 
C:  Business,  Week  -  e-process 


_3  Industry] 
Solution 
Nr  Awards 


■  '■1,  the  drugs  could  ward  off  cell  death. 

|    Great    t henry,    hut    the    reality    has 

nved  to  be  a  lot  tougher.  Cambridge 

anroBcience  Inc.  halted  work  in  1998 

i  its  nmda  candidate,  Cerestat,  after 

ials  revealed  the  drug  wasn't  show- 

|g  a  benefit.  Then,  at  the  American 

Lroke  Assn.'s  25th  International  Stroke 

lonference  in  February,  Glaxo  Well- 

iine  PLC  also  reported  that  its  drug 

asn't  showing  effectiveness  in  an  1,800- 

litient  European  trial.  Glaxo  is  still 

vaiting  results  from  a  U.S.  trial  of 

lie  drug  involving  1,600  patients. 

JeLAYS.  Part  of  the  problem  is  the  dif- 
Lulty  of  designing  human  trials  for 
roke  drugs.  The  NMDA-channel  drugs 
orked  beautifully  in  animal  studies, 
ut  humans  often  don't  get  to  a  hospital 
>r  many  hours  after  their  stroke,  so 
lost  of  the  trials  have  involved  giving 
le  drugs  as  late  as  six  hours  after  a 
Toke.  Experts  warn  that  this  may  sim- 
ly  be  too  late.  "I  think  that  is  the  most 
ovious  explanation  for  the  failures," 
lys  Dr.  John  R.  Marler,  associate  di- 
jctor  for  clinical  trials  at  the  National 
istitute  of  Neurological  Disorders  & 
troke. 

Despite  the  challenges,  drug  compa- 
ies  are  forging  ahead.  One  promising 
pproach  under  study  is  to  block  calcium 
ntry  by  controlling  the  normal  electric 
narge  of  the  cell.  When  cells  become 


inure  negatively  charged,  certain  calcium 
gateways  do  not  open.  Astra/eneca  is  in 

Anal  testing  of  the  drug  clomethiazole, 

which  stimulates  a  site  on  brain  cells 
Called  the  GABA,  receptor.  Once  stimu- 
lated, the  receptor  allows  chloride  ions 
to  enter  the  cell,  giving  it  a  negative 
charge.  A  European  trial  of  clomethia- 
zole was  less  than  definitive,  but  Astra- 


Most  victims  don't  get 

help  till  many  hours  after 

a  stroke-when  much 

harm  is  irreversible 


Zeneca  is  betting  a  U.  S.  trial  will  prove 
the  drug's  effectiveness. 

Taking  a  slightly  different  tack,  Bris- 
tol-Myers Squibb  Co.  is  in  final  human 
testing  of  a  compound  that  lets  posi- 
tively charged  potassium  out  of  the  cell, 
giving  it  a  more  negative  charge.  "In 
animals,  we've  seen  up  to  a  30%  reduc- 
tion in  resulting  volume  of  tissue  death," 
says  Dr.  Perry  Molinoff,  head  of  pre- 
clinical neuroscience  at  Bristol-Myers. 

Both  of  these  compounds  are  aimed 
at  preserving  brain  tissue  deprived  of 
blood  within  several  hours  of  a  stroke. 


Bui   there  i     another  danger  When 

blood  come-  ni  hing  back  to  ai 
where  the  blood  How  had  been  cut  off,  it 
appear  to  trigger  a  scrambli  by  the 
body  to  repair  the  tissue.  White  blood 
cells  rush  to  the  blood-deprived  rite 
which  they  >ee  as  damaged  and  begin 
wiping  out  the  healthy  tissue. 

Several  companies,  including  Millen- 
nium Pharmaceuticals,  Pfizer,  and  start- 
up [COS,  are  developing  treatments  that 
block  the  white  blood  cells  from  get- 
ting at  brain  tissue.  [COS  Corp.'a  product, 
called  LeukArrest,  is  moving  into  the  fi- 
nal phase  of  human  testing.  The  drug 
binds  to  certain  receptors  on  the  surface 
of  white  blood  cells.  When  those  sites 
are  blocked,  the  white  blood  cell  can't 
attach  to  the  blood  vessel  wall,  the  first 
step  to  making  its  way  into  the  brain. 

Perhaps  even  greater  progress  could 
be  made  if  physicians  had  better  tools  to 
break  up  clots  before  they  cause  wide- 
spread brain  damage.  Abbott  Labora- 
tories has  a  new  clotbusting  drug  in  de- 
velopment that  is  being  delivered  by 
catheter  directly  to  the  brain,  in  the 
hope  that  it  will  wTork  more  quickly  than 
tpa,  which  is  delivered  intravenously. 

There  are  other  ways  to  bust  a  clot, 
though.  Dr.  Wayne  M.  Clark  and  col- 
leagues at  the  Oregon  Stroke  Center 
in  Portland  are  trying  lasers.  A  catheter 
with  a  laser  tip  is  threaded  through  the 
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patient's  blood  vessels  and  aimed  at  the 
clot.  Light  and  energy  are  created  only 
where  there  is  red  matter,  so  the  white 
surface  of  the  blood  vessel  isn't  affected. 
Only  the  blood  clot  is  vaporized. 
"FORECAST."  Just  five  patients  have 
been  treated  to  date,  but  Clark  is  opti- 
mistic that  the  laser  technology  will 
soon  be  moved  into  a  larger  trial.  Oth- 
ers are  looking  at  mini-vacuums  or 
sound  waves  to  break  up  clots.  Clark 
says  the  speed  of  such  mechanical  ap- 
proaches may  wind  up  making  them 
more  useful  than  drugs.  "You  can  get 
results  in  seconds,  vs.  hours,"  he  says. 


Much  further  out  is  work  to  harness 
the  brain's  own  power  at  fighting  stroke. 
In  recent  years,  researchers  have  dis- 
covered that  patients  who  have  had 
small  strokes  often  suffer  less  damage 
from  a  major  stroke  than  patients  who 
had  been  stroke-free.  Those  smaller  at- 
tacks may  actually  prep  the  brain  for  a 
future  stroke.  "That  permits  the  brain 
to  get  the  weather  forecast  ahead  of 
the  hurricane,"  surmises  Dr.  Roger  P. 
Simon,  director  of  neurobiology  research 
for  the  Legacy  Health  System  in  Port- 
land, Ore. 

Scientists    are    searching    for    the 


genes    that    might    help    battle    t 
storm.  Simon,  for  example,  has  blocfl 
in  rats  the  action  of  a  gene  called  B( 
known  to  prolong  the  life  of  a  cell, 
mon  found  the  stroke  damage  in  th 
rats  was  double  in  those  who  did 
have  the  BCL2  gene  blocked.   If 
searchers  can  identify  genes  that  s 
press  or  induce  cell  death,  they  mi 
even  be  able  to  develop  drugs  that  [ 
vent  stroke.  That's  still  many  years 
But  at  least  now,  scientists  have  so 
solid  targets  to  aim  for  against  a  fl 
midable  foe. 

By  Amy  Barrett  in  Philadelp 


FIGHTING  STROKES  WITH  CANCER  CELLS 


It's  like  something  out  of  a  sci- 
ence fiction  novel.  Some  20 
years  ago,  a  22-year-old  man 
was  being  treated  at  New  York's 
Memorial  Sloan-Kettering  Can- 
cer Center  for  testicular  cancer. 
The  cancer  had  spread  to  a  lung, 
and  when  it  was  removed,  some 
of  the  tissue  was  sent  to  re- 
searchers at  the  Wistar  Institute 
in  Philadelphia  for  study.  Now 
those  same  cells  are  the  source 
of  brain  cells  being  transplanted 
into  stroke  patients  in  the  hopes 
that  some  brain  function  will  be 
restored. 

The  tale  begins  in  the  late 
1970s,  when  Peter  W.  Andrews, 
an  Oxford-educated  scientist, 
was  at  Philadelphia's  Wistar  In- 
stitute studying  certain  cancers 
known  as  teratocarcinomas:  tu- 
mors consisting  of  embryonic- 
like  cancer  cells  found  in  the  re- 
productive system.  These  cells 
either  continue  to  grow  uncon- 
trollably into  a  tumor  or  differentiate 
into  normal  cells. 

MANIPULATED.  When  some  of  those 
cells  turn  deadly,  the  resulting  tumor 
can  have  pieces  of  bone,  hair,  or  teeth 
among  the  cancerous  tissue.  Andrews 
was  studying  such  tumors  for  clues 
about  how  the  cells  of  an  embryo  get 
their  cues  to  turn  into  a  heart  cell, 
for  example,  vs.  an  arm. 

In  1978,  Andrews  got  the  cells 
from  Sloan-Kettering's  cancer  pa- 
tient. The  idea  was  to  identify  which 
of  the  cells  turned  into  non-cancerous 
tissues.  Early  on,  the  Sloan  cells  in 
his  lab  did  not  look  promising.  When 
Andrews  went  on  vacation  in  1982,  a 
lab  technician  thought — incorrectly,  it 


HEAD  LIGHTS:  Can  brain  neurons  be  replaced? 


turns  out — that  Andrews  wanted  her 
to  inject  the  cell  line  into  a  mouse 
with  a  suppressed  immune  system 
for  testing.  When  he  returned,  the 
mouse  had  developed  a  tumor. 

Amazingly,  study  of  the  tumor  re- 
vealed it  contained  some  brain  cells, 
known  as  neurons.  Andrews  and  his 
team  then  found  a  way  to  hit  the  can- 
cer cells  with  certain  chemicals  to 
make  them  develop  into  human  neu- 
rons. "We  had  been  looking  for  four, 
years,"  says  Andrews,  now  a  profes- 
sor at  the  University  of  Sheffield  in 
England.  "So  this  was  quite  exciting." 

Andrews  teamed  up  with  Virginia 
M.Y.  Lee  and  Dr.  John  Q.  Trojanow- 
ski  at  the  University  of  Pennsylva- 


nia, who  came  up  with  a  process 
for  separating  and  purifying  the 
neurons  produced  from  the 
Sloan  cancer  line.  In  1991,  Lay- 
ton  BioScience  Inc.  was  formed 
to  commercialize  Lee  and  Tro- 
janowski's  work.  And  in  June, 
1998,  doctors  at  the  University 
of  Pittsburgh  Medical  Center 
used  those  cells  for  the  first 
time  to  treat  a  stroke  patient. 
Dr.  Douglas  Kondziolka  has 
since  transplanted  neurons  de- 
rived from  that  original  cancer 
line  into  12  patients,  and 'he 
plans  a  more  extensive  trial  in 
up  to  100  patients. 

While  Kondziolka  says  it  is  too 
early  to  say  if  the  transplants 
are  working,  some  patients  have 
shown  improvement  after  the 
treatment.  The  hope  is  that 
these  transplanted  neurons  are 
somehow  helping  brain  tissue 
damaged  by  stroke  to  become 
more  functional.  "This  would  be 
a  quantum  leap,"  Kondziolka  says. 
Just  as  important,  if  the  Layton 
approach  does  prove  successful,  it 
will  pave  the  way  for  scientists 
working  on  stem  cells  that  are  pre- 
cursors to  neurons.  Neural  stem  cells 
hold  great  promise  for  treating  con- 
ditions such  as  Parkinson's  disease 
and  spinal  cord  injuries,  but  re- 
searchers are  struggling  with  how  to 
grow  them  in  large  enough  numbers. 
Only  then  can  they  determine 
whether  transplanting  them  helps  re- 
store brain  function.  The  cancer  cells 
Peter  Andrews  started  studying 
more  than  20  years  ago  may  hold  the 
answer  to  that  crucial  question. 

By  Amy  Barrett  in  Philadelphia 
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COMMENTARY 


By  Paul  Raeburn 


GENE  RESEARCHERS,  HOLD  YOUR  HYPE 


GET  REAL 


Progress  requires 
sober  assessment 
-not  distortion 
and  inflation-of 
new  test  results 


A  vigorous  competition  is  now  un- 
der way  to  develop  a  new  class 
of  gene  therapies  and  genetically 
engineered  drugs  that  hold  great 
promise  for  treating  heart  disease. 
The  treatments  trigger  the  growth  of 
new  blood  vessels  in  the  heart,  pro- 
viding a  detour  around  clogged  arter- 
ies. Indeed,  early  results  suggest  that 
so-called  angiogenesis  drugs  might 
one  day  become  an 
important  alternative 
to  the  500,000  bypass 
operations  and  400,000 
angioplasties  per- 
formed in  the  U.  S. 
every  year. 

Lately,  however, 
researchers  seem  to 
be  offering  more 
hype  than  help.  At 
the  annual  conference 
of  the  American  Col- 
lege of  Cardiology 
from  Mar.  12-15  in  Anaheim,  Calif., 
researchers  distorted  and  inflated 
test  results  that  were,  at  best,  incon- 
clusive. That's  unfortunate.  The  pay- 
off from  the  new  treatments  is  likely 
to  be  high,  but  progress  depends  on 
sober  assessment  of  new  results — not 
clumsy  spin  control. 

Consider  Chiron  Corp.'s  report  in 
Anaheim  on  Mar.  12.  After  small 
tests  showed  promise,  the  Emery- 
ville (Calif.)  biotech  company 
launched  a  study  of  337  patients  to 
see  whether  a  naturally  occurring 
substance  called  fibroblast  growth 
factor-2  (FGF-2)  would  boost  the  time 
heart  patients  could  exercise  on  a 
treadmill,  a  key  measure  of  heart 
health.  It  was  the  largest  and  most 
important  test  of  an  angiogenesis 
drug  yet. 

The  study  was  a  failure.  After 
three  months,  researchers 
found  no  signifi 
cant  difference 
between  the 
exercise  toler- 
ance of  pa- 
tients and  an 
untreated 


control  group.  Did  Chiron  admit  de- 
feat? Not  quite.  After  conceding  that 
the  study  didn't  meet  its  "primary 
efficacy  objective,"  Chiron's  press  re- 
lease saw  only  sunny  skies.  "We  are 
encouraged  by  the  positive  trends 
relating  to  reduction  in  angina  fre- 
quency" (chest  pain),  said  Chiron's 
chief  scientific  officer,  Dr.  Lewis  T 
Williams.  One  of  the  study's  co-direc- 
tors, Dr.  Michael  Simons 
of  Beth  Israel  Dea- 
coness Medical  Center 
in  Boston,  said,  "Seeing 
the  favorable  trends 
recorded  independently 
by  patients  and  doctors 
increases  our  optimism." 

Watch  out  for 
"trends."  It's  a  code 
word  that  means  the  re- 
sults were  so  modest 
they  could  have  been 
due  to  chance — they 
were  not  statistically  significant. 
Trends  may  offer  intriguing  hints  for 
further  study,  but  they  don't  prove 
anything.  Yet  Chiron  denied  that  it 
was  overselling  its  study.  "It  would 
be  inappropriate  to  characterize  it 
any  differently,"  said  spokeswoman 
Julianna  R.  Wood. 

Investors  were  hardly  fooled. 
Chiron's  stock  sank  25%,  to  45% 
a  share,  the  day  after  the  announce- 


ment and  closed  at  40lMe  on  Mar.  21 

Chiron  wasn't  alone  in  its  bullish 
approach.  Dr.  Jeffrey  M.  Isner  and 
his  colleagues  at  St.  Elizabeth's  Med 
ical  Center  of  Boston  reported  suc- 
cess with  gene  therapy  using  a  sy- 
ringe to  inject  a  gene  for  vascular 
endothelial  growth  factor-2,  or  VEGF- 
2,  directly  into  the  hearts  of  30  pa-  i 
tients.  Twenty-one  of  them  reported 
reduction  in  chest  pain.  Exercise  tol- 
erance also  improved. 
NO  CONTROLS.  That  sounds  encourag- 
ing, but  Isner  didn't  compare  the  pa- 
tients with  a  control  group.  There  is  a 
good  reason:  Control  patients  would 
have  had  to  undergo  so-called  "sham" 
chest  surgery  without  any  benefit. 
But  the  lack  of  controls  makes  the 
study  difficult  to  evaluate.  Some  pa- 
tients, for  example,  might  have  im- 
proved without  the  treatment. 

Isner  acknowledges  the  shortcom- 
ing but  says  early  studies  like  this 
one  are  aimed  only  at  showing  safety 
and  establishing  proper  doses  and 
delivery  methods.  "It's  a  fair  point 
that  a  placebo-controlled  trial  'gives 
you  the  most  definitive  answer,"  he 
says.  Adding  to  the  confusion,  the 
Food  &  Drug  Administration  halted 
Isner's  research  a  few  weeks  ago  as 
part  of  a  nationwide  review  after  the 
death  of  a  gene-therapy  patient  last 
September  at  the  University  of 
Pennsylvania.  The  FDA  says  it  needs 
more  data  before  Isner  can  continue. 
The  agency's  questions  shouldn't 
obscure  the  promise  of 
these  new  heart-disease 
treatments.  Angiogene- 
sis research  continues 
to  generate  excitement. 
But  progress  depends 
on  careful,  controlled 
studies  and  unbiased 
interpretations  of  the 
results.  What's  called 
for  is  clarity — not 
confusion. 


Senior  Editor 

Raeburn  covers 

science. 


«H    RIKIMl--^   WFFK    /   APPII     1     9finn 


I  8  M    \€)  b  n^  isnxsi  i    SjL*-v**r~3  .   ^ iL^A^*^<r^-jL^j  .    \ tv^^rv oju^n^  .  M  +^9^* 


IBM     IS     Dfi/VfR/A/6r     UNIX    for     TK 

next   Generation    of  "e-gt/s/^fs* 

\\  ith  the  next-generation  Internet,  your  Web  site  absolutely  has  to  deliver  what  it  promises:  cookbooks,  downloads 
music,  tuition  payments,  stock  transactions,  streaming  video,  million-dollar  aircraft  components,  everything. 

It's  a  whole  new  Internet.  And  online  visitors  and  customers  expect  perfection. 

Clearly,  the  most  critical  component  in  this  Web-based  environment  is  the  server.  It's  the  most  important  tol 
point  between  you  and  your  customers.  II  the  server  can't  handle  sudden  spikes  in  traffic,  it  will  crash.  And  wh( 
goes  down,  it  takes  everything  with  it:  sales,  service,  reps  in  the  field,  your  reputation,  the  works.  The  server  got] 
down,  the  phones  light  up.  If  you're  big  enough,  it  winds  up  on  national  news. 

This  is  win  those  Web  sites  ol  most  consequence  are  powered  by  UNIX*:  their  portals,  their  transaction  servJ 
their  storage  servers.  Why?  UNIX  is  amazingly  powerful,  enormously  scalable  and  extremely  reliable.  UNIX  is  tl 
foundation  of  the  next  Internet.  Those  who  adopt  the  fastest  and  most  reliable  UNIX  technology  will  rule  the  Wei 

Over  150,000  companies  around  the  world,  from  fortune  500  companies  to  net-gen  companies  like  2TheMc 
VoicePlanet.com  and  Quik  Inter  net.  rely  on  IBM  UNIX  systems. 


IBM  IS  DELIVERING  ON  PIZZA  BOXES.  For  Web  hosting,  the  IBM  B50  is  the  ultimate  rack-ready, 

pizza-box-sized  I  \l\  server.  It's  last  becoming  the  choice  lor  kSI's.  Affordable  IBM  BSU  Web  portal 
servers  are  among  the  fastest  single-processor  Web  servers  available  and  have  scalability  that 
makes  it  difficult  lor  an  ISP  to  outgrow.  You  can  rack  and  stack  them  as  vou  gain  traffic. 


IBM  IS  DELIVERING  ON  THE  MOST  POWERFUL  WEB  SERVERS.  IBM's  S80  UNIX  server  is  the  fastest, 
most  powerful  UNIX  server  anywhere?  Nearly  twice  as  fast  at  Web  serving  as  HP's  fastest  server. 
With  more  processing  power  than  the  former  leader.  Sun,  at  roughly  hall  the  cost  per  transaction. 
This  speed  allows  for  the  enormous  broadband  data  flows  that  are  just  over  the  horizon. 

IBM  IS  DELIVERING  ON  INTEL-BASED  UNIX  SERVERS.  IBM  NUMA-Q9 data  center  servers  are  the  only 
Intel®  based  UNIX  solution  that  can  scale  up  to  256  processors,  providing  the  headroom  companies 
need  to  sustain  a  growing  e-business.  It's  been  called  the  world's  first  Intel-based  mainframe. 

IBM  IS  DELIVERING  ON  UNIX  DOWN  THE  ROAD.  IBM,  working  with  Intel  and  SCO,  is  developing 
the  UNIX  operating  system  for  the  new  64-bit  Intel  Itanium  chipset,  code  name  Monterey/64. 
Were  planning  to  have  IBM  Itanium-based  UNIX  servers  on  the  market  when  this  new  chipset 
becomes  available  in  volume  -  as  early  as  this  fall.  Uater  in  the  year,  we  plan  to  offer  enhanced 
versions  of  S80,  using  silicon-on-insulator  technology.  We  anticipate  performance  benchmarks 
that  many  believed  impossible  even  just  a  few  months  ago. 

RfAD  on.    LEARa/  AioRf. 

IBM,  DB2  Universal  Database.  RS/6000.  Netfinity.  S/390,  VisualAge,  WebSphere  and  the  e-business  logo  are  trademarks  or  registered  trademarks  of 
International  Business  Machines  Corporation.  Java  and  all  Java-related  trademarks  and  logos  are  trademarks  or  registered  trademarks  of  Sun 
Microsystems.  Inc.  in  the  United  States  and  other  countries.  Lotus  and  Domino  are  trademarks  or  registered  trademarks  of  Lotus  Development 
Corporation.  UNIX  is  a  registered  trademark  of  The  Open  Group.  Intel  is  a  registered  trademark  of  Intel  Corporation.  All  other  products  or  company 
names  are  or  may  be  trademarks  or  registered  trademarks  of  their  respective  companies.  "S80  performance  claims  based  on  SPECweb96  (as  of 
02/23/00)  (webservmg)  and  TPC-C  benchmark  (as  of  02/23/00)  (performance).  See  www.specbench.org  and  www.tpc.org  for  further  details.  'Price 
of  Netfinity  3500  M10  model  865511Y  with  open  bay  is  based  on  estimated  reseller  price  as  of  2/17/00  and  does  not  include  hard  drive,  operating  systems 
or  other  options.  Actual  reseller  price  may  vary.  Prices,  specifications  and  availability  may  change  without  notice.  ©2000  IBM  Corp  All  rights  reserved. 
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Russia's  historic  museum  uses  I  KM  Digital  Library 
software,  high-resolution  imaging  and  IBM  I  M\ 
servers  to  pul  2,000  pieces  of  art  online. 
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A  magic  box  optimized  for  Linux: 
IBM  Netfinity  3500  M10.  $1,475+ 


IBM 


Open  standards  are  the  kev  to  the  next-generation  Internet.  The  long-term  growth  of  the  Internet  is 
about  common  application  platforms  and  integration.  We  believe  Linux  represents  tremendous  progress 
in  both  of  these  directions.  On  the  e-business  Richter  Scale,  Linux  is  an  8.9  shift  in  the  technology  world. 
Linux  is  here  to  stay.  IBM  is  making  an  enormous  commitment  to  Linux  (compare  it  to  Sun's  and  HP's), 
to  the  advancement  of  the  open  source  movement  and  to  customers  who  are  betting  their  e-businesses  on 
the  World  Wide  Web  and  the  next-generation  Internet. 

•  Already,  we  have  alliances  with  Red  Hat,  Caldera,  SuSE,  TurboLinux  and  Yellow  Dog. 

•  Today  we  have  Linux-ready  RS/6000f  Netfinity"  and  S/390~  server  platforms. 

•  IBM  has  already  delivered  the  core  of  our  application  framework  for  e-business  on 
Linux,  including  DB2S  Universal  Database^  WebSphere" application  server,  Lotus® 
Domino"  and  VisualAge?  for  Java." 

The  IBM  Linux  story  is  exciting  and  still  developing.  The  IBM  UNIX  story  is  as  complete  as  anyone  else's 
in  the  industry.  To  learn  more  about  IBM  UNIX  solutions,  special  trade-in  and  upgrade  offers  and  Start  Now 
packages,  go  to  www.ibm.com/magicbox/unix. 
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Developments  to  Watch 


)ITED  BY  ELLEN  LICKING 


NEW  WAY 
D  BRING  COLOR 
D  LEDs? 

IREE  YEARS  AGO,  PAUL 
iivisatos  and  a  team  of  re- 
archers  from  the  Universi- 

of  California  at  Berkeley 
lilt  a  single-electron  tran- 

tor  using  microscopic, 
emically  pure  nanocrystals, 
ibbed  "quantum  dots."  Be- 
use  of  their  small  size — 
tout  a  billionth  of  a  meter — 
e  dots  have  an  unusual 
operty:  When  zapped  by  a 
ser,  the  crystals  emit  dif- 
rent  colors  depending  on 
eir  size.  A  two-nanometer 
)t  glows  green,  while  a  five- 
inometer  dot  radiates  red. 
lie  team  envisioned  using 
e  dots  in  electronic  devices 
ich  as  light-emitting  diodes 
,EDs).  There  was  just  one 
lag:  The  light  emitted  from 

single  quantum  dot  is  too 
m  to  be  seen. 

Alivisatos  may  have  a  so- 
tion  to  that  problem.  In 
ork  published  Mar.  2  in  Na- 
ive, he  describes  how  to 
row  nano-rods  of  precise 
ngths  and  diameters  from 
1  individual  dots.  With  the 
ght  chemistry,  these  quan- 
im  rods  line  up  in  neat 
nvs,  generating  different  col- 
's Ik  used  on  the  width  of  the 
xls.  Based  on  preliminary 
xperiments,  Alivisatos  be- 
eves the  rods  should  be  20 
tins  more  powerful  than  the 
nts.    That    probably    isn't 

lOUgh  for  use  in  LEDS,  but 
t's  a  step  in  the  right  di- 
sction,"  he  says.  d 


BUILDING  A 
BETTER  EYELID' 
FOR  CAMERAS 

A  HOSTILE  LASER  ATTACK  CAN 
blind  fighter  pilots  or  the 
cameras  and  electronic  sen- 
sors of  a  military  satellite  in 
the  blink  of  an  eye.  To 
counter  that  threat,  Paul  H. 
Holloway  and  a  team  of  engi- 
neers from  the  University  of 
Florida  in  Gainesville  have 
developed  an 
"artificial  eyelid" 
for  lenses,  a  thin 
film  that  can 
"blink  shut"  in 
just  one-10,000th  | 
of  a  second.  Hol- 
loway unveiled  a 
working  proto- 
type in  early 
March  at  a  con- 
ference of  the 
International  So- 
ciety for  Optical  Engineering. 
To  build  their  high-tech 
eyelid,  Holloway's  team  bor- 
rowed thin-film  technology 
from  the  semiconductor  in- 
dustry. Six  layers  of  poly- 
mers and  conductive  materi- 
als are  laid  down  in  patterns 
producing  a  protective  coat- 
ing that  contains  thousands 
of  tiny  apertures  per  square 


inch.  When  closed,  the  aper- 
tures are  impervious  to  a 

broad  swath  of  the  light 
spectrum — from  ultraviolet  to 
infrared  rays.  When  open, 
the  apertures  allow  light  to 
be  easily  transmitted  through 
the  glass  wafer.  A  battery- 
operated  sensor  controls  the 
apertures'  openings  and  clos- 
ings. When  the  sensor  de- 
tects a  laser  beam,  it  gener- 
ates a  voltage  signal  that 
shuts  the  apertures. 


While  the  primary  appli- 
cation for  Holloway's  artifi- 
cial lids  is  military,  he  sees  a 
multitude  of  potential  con- 
sumer uses.  They  range  from 
better  video  camera  lenses 
that  could  eliminate  glare 
from  the  sun  and  bright 
lights  to  "smart"  glasses  that 
instantly  adjust  to  changing 
light  conditions.  □ 


HURRICANE  FLOYD  IS  STILL  DANGEROUS 

NORTH  CAROLINA  AND  OTHER  SOUTHEASTERN  STATES  COULD 

face  a  nasty  side  effect  from  last  year's  Hurricane 
Floyd:  West  Nile  encephalitis.  Although  the  virus  that 
causes  it  has  not  been  detected  in  the  U.  S.  outside  the 
New  York  vicinity,  it's  spread  by  migratory  birds  that 
are  common  in  other  states.  The  birds  pass  the  virus  to 
mosquitoes,  which  transmit  it  to  humans. 

In  New  York,  where  as  many  as  2.6%  of  people  in 
some  neighborhoods  have  been  exposed  to  the  virus, 
health  authorities  hope  to  control  the  disease  through 
stepped-up  surveillance,  public  spraying  of  larvacides, 
and  a  campaign  to  get  residents  to  chlorinate  swimming 
pools  and  drain  water  in  roof  gutters.  Now,  the  North 
Carolina  Health  &  Human  Services  Dept.  is  following 
suit.  Worried  about  mosquitoes  breeding  in  fields  and 
ditches  that  were  flooded  by  record  rains  during  the 
hurricane  last  September  and  whopping  winter  storms, 
authorities  are  screening  blood  from  flocks  of  "sentinel" 
chickens  they  maintain  as  an  early  alert  system,  and  en- 
couraging drainage  of  standing  water.  Neil  Gross 


A  NUCLEAR 
ATTACK  ON 
ARTHRITIC  PAIN 

MILLIONS  OF  AMERICANS 
suffer  from  rheumatoid  ar- 
thritis, a  potentially  crippling 
disease  caused  by  inflamma- 
tion of  the  synovium,  the 
membrane  that  surrounds 
knee,  hip,  and  other  joints. 
Drugs  help  check  the  inflam- 
mation, but  in  severe  cases, 
the  only  way  to  slow  the 
damage  is  to  scrape  out  the 
synovium,  an  invasive  proce- 
dure that  scars  the  joints. 
But  thanks  to  a  new 
technique  pioneered  by 
Jacquelyn  C.  Yanch,  a  nuclear 
physicist  at  Massachusetts  In- 
stitute of  Technology,  there 
may  soon  be  a  gentler  way 
to  ease  the  pain  of  rheuma- 
toid arthritis. 

Yanch's  approach,  called 
boron  neutron  capture  syn- 
ovectomy, may  be  difficult  to 
say,  but  it  is  quite  easy  to 
do.  A  few  drops  of  boron  are 
injected  into  the  arthritic 
joint,  followed  by  exposure 
for  several  minutes  to  a  beam 
of  neutrons.  Some  of  the  neu- 
trons will  be  "captured"  by 
the  boron  molecules,  making 
them  radioactive.  The  ra- 
dioactivity kills  the  inflamed 
tissue  and  then  quickly  de- 
cays away.  Yanch  says  the 
procedure  is  very  safe — the 
radioactive  particles  travel 
only  a  few  millionths  of  me- 
ter before  they  decay,  so  they 
can  kill  only  the  cells  that 
were  injected  with  boron  in 
the  first  place. 

Preliminary  studies  in  36 
arthritic  rabbits  support  the 
claim.  Yanch  has  shown  that  a 
20-minute  blast  of  neutrons  of 
intermediate  intensity  kills 
all  the  damaged  synovium 
but  leaves  the  surrounding 
healthy  cartilage  unharmed. 
More  animal  tests  must  be 
done  before  the  procedure  is 
tried  in  humans.  But  Yanch 
believes  the  day  will  come 
when  her  technique,  done  as 
an  outpatient  procedure,  will 
ease  the  pain  of  patients,      a 
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Why  is  Viewlocity  at  work  in  more  online  trading  communities  worldwide  than  any  other 
e-infrastructure  application? 

Because  Viewlocity  works  the  way  you  already  work.  There  are  no  rules  everyone  must  conform  to. 
Viewlocity  lets  everyone  connect,  communicate  and  collaborate  like  no  other  application  can. 

It  lets  you  synchronize  with  your  trading  partners- suppliers,  distributors  and  customers  - 
so  you  get  the  critical  information  you  need  to  make  better  decisions,  earlier. 

The  sooner  you  put  it  to  work,  the  sooner  you'll  realize  the  value  it  can  create. 

Join  the  other  Fortune  500  companies  who've  learned  how  fast  and  simple  e-business  migration 
can  be.  Visit  www.viewlocity.com,  or  call  1-877-51 2-8900. 
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Leading  the  World   in   BSB   Integration. 

www.viewlocity.com 
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SELLING  SOFAS  ONLINE 
IS  NO  SNAP 

The  market's  getting  crowded,  and  delivery  costs  are  a  killer 


When  Mark  and  Rebecca  Warner 
of  Wheeling,  W  Va.,  were  in  the 
market  to  buy  a  $2,000  enter- 
tainment center  last  fall,  the  two-in- 
come, two-child  couple  decided  to  try 
the  Internet.  "We  were  able  to  do  it  at 
9  or  10  at  night  when  the  kids  were  in 
bed,"  says  Mark,  a  pilot  who  travels 
about  two  weeks  a  month.  "It  was  fun." 
Indeed,  they  returned  two  months  later 
to  pick  up  a  bedroom  set  for  $4,000. 

Any  uncertainty  about  whether  con- 
sumers would  drop  thousands  of  dollars 
on  chairs  and  sofas  they  could  not  try 
out  is  rapidly  vanishing.  Stories  like  the 
Warners'  have  helped  launch  the  latest 
gold  rush  in  online  retailing:  the  $200 
billion  home  furnishings  business.  The 
Warners'  site  of  choice,  Furniture- 
find.com,  is  just  one  of  many  upstarts 
battling  it  out  for  Web  supremacy.  Plus, 
some  of  the  biggest  bricks-and-mortar 
furniture  outfits,  including  Ethan  Allen 
Inc.,  are  coming  online. 


Building  the 
Virtual  Showroom 

Online  furniture  merchants 

are  scrambling  to  grab 

market  share 

LIVING.COM 

Pumping  millions  into  an  exclusive 
portal  alliance  with  Amazon.com 

GOODHOME.COM 

Buying  up  rivals  such  as 
nHabit.com  and  Furniturefind.corh 

ETHANALLEN.COM 

Pairing  online  customers  with  store- 
based  service  and  delivery 

DATA:  BUSINESS  WEEK 


The  delectable  demographics  of  I 
furniture  business  are  enough  to  I 
these  companies  to  suffer  headaches  | 
delivery  difficulties  and  balky  mam 
turers.  Baby  boomers,  now  in  their  p] 
earning  years,  are  buying  not  only 
ger  homes  but  also  second  homes. 
Xers,  meanwhile,  are  just  entering 
market.  And  so  far,  the  online  furnitl 
business  is  virgin  territory.  Last  yJ 
cybersales  reached  just  $595  million  I 
What's  more,  land-based  furnitl 
sellers  provide  a  less-than-stellar  shl 
ping  experience.  The  furniture  rel 
market  is  fragmented — even  Etl 
Allen,  the  nation's  largest  cha 
has  less  than  2%  market  sha 
That    means     shoppers    mi] 
schlep  from  store  to  store 
then  often  wait  months  for 
livery.  Internet  furniture  pld 
ers  have  a  chance  to  snag  cc 
sumers  by  bringing  speed  aj 
convenience  to  the  table,  sal 
Shelly  Hale,    an    analyst    wi| 
Banc  of  America. 
W0  BARGING  IN.  But  luring  those  ci 
^^.     tomers  won't  come  cheap.  To 
L  tract  attention,  many  of  the  pi 
Internet  plays  are  spending  mo| 
ey  like  Presidential  candidate 
Living.com  Inc.  recently  inked 
exclusive  five-year,  $145  millic 
portal  deal  with  Amazon.cor 
guaranteeing  access  t©  Amazor 
16  million  Net-savvy  shoppers| 
GoodHome.com   LLC   is   als 
spending  big,  including  $20  millic 
on  portal  deals  plus  a  print  anl 
online  advertising  blitz.  The  site  oj 
fers  customer  service  via  live  chai 
phone,  or  e-mail,  and  the  company's  tec! 
nology  allows  shoppers  to  check  out  pre 
prietary  furniture  in  various  upholsteries' 
That  sold  Brenley  Morris,  a  telecommul 
nications   manager  in   Marin   CounUi 
Calif.,  who  has  a  new  home  to  furnishl 
"We're  really  hooked  on  it  because  o] 
the  time  aspect,"  she  says.   Douglas 
Mack,  ceo,  says  monthly  sales  top  $i 
million,  thanks  in  part  to  a  recent  merg-j 
er  with  Furniturefind.com,  and  he  hopes^ 
to  see  profits  in  two  to  three  years. 

Now,  traditional  retailers  are  starting 
to  barge  their  way  into  the  online 
marketplace.  Ethan  Allen's  Web  sitel 
will  begin  taking  orders  this  spring.! 
Chief  Executive  M.  Farooq  Kathwari| 
has  crafted  a  program  that  lets  con- 
sumers shop  online  with  help  froml 
store-based  staffers.  "Our  advantage  is| 
90%  brand  recognition  and  3,000  pro- 
fessionals in  our  stores,"  he  says.  Crate  I 
&  Barrel  has  already  rung  up  sales  of 
$13  million  since  its  Web  site  was ' 
launched  last  fall,  and  it's  already  mak- 
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something    Keeping   Ydu    From    Ydur    Clients? 

Wish  you  could  spend  less  time  on  all  that  non  billable  stuff? 

Check  out  Portera.com  for  complete  web-hosted  solutions  to  automate 

your  professional  services  infrastructure.  Cut  loose,  and  spend 

more  time  doing  what  you  do  best. 

OUTSOURCE     YOUR     INFRASTRUCTURE 


II 


How  to  Spot  When 
the  Market  Bottoms 


NATIONAL     BEST-SELLER! 


Bear  markets  and  corrections  create  uncertainty  for 
most  investors.  After  a  correction,  the  market  will 
eventually  rebound,  and  the  first  stocks  out  of  the 
gate  are  typically  your  big  winners.  Identifying  the 
market  bottom  is  key  to  locating  these  winners.  It's 
just  one  of  the  unique  but  proven  lessons  found  in 
William  J.  O'Neil's  latest  book,  24  Essential  Lessons 
for  Investment  Success. 

In  this  one  accessible  guide,  the  founder  of 
Investor's  Business  Daily  puts  his  popular  and 
easy-to-follow  techniques  for  building  a  profitable 
portfolio  firmly  in  your  hands-and  the  goal  of  long- 
term  financial  security  easily  within  your  reach. 
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From  the  founder  of 


Investor's  Business  Daily 


24 

Essential 
Lessons  for 
Investment 
Success 


Learn  the  most  Important  Investment  techniques 
from  the  founder  of  Investor's  Business  Dally 


Available  Everywhere  Books  Are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 
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William  J.  O'Neil 

Author  of  the  million-copy  b**Mell*f  How  to  Mmkm  Money  In  Stocks 
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A  Division  of  The  McGraw-Hill  Companies 
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ns  of  our  children. 


,e  strong  one. 


The  ocean,  rambunctious  and  untamed. 
The  sky,  the  absolute  dreamer. 


jose  the  tree  over  me  ocean 
oould  be  like  choosing  one  child  over  the  next. 

ility  as  large  as  the  world  itself. 

JLhe  worlds  leading  environmental  groups  are  working  together. 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 
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ing  money,  says  Gordon  Segal,  the 
But  even  as  the  big  players  rr 
online,  the  hurdles  are  high.  Many 
furniture  makers  are  wary  of  let 
their  goods  go  to  online  retailers 
fear  of  undermining  their  store  \  I 
ners.  They  also  don't  want  the  bothe 
the  cost  of  shipping  "onesies"  to  i 
vidiuals.  "We  don't  believe  the  in 
structure  over  the  Internet  makes  sc 
at  this  time,"  says  Wilbert  G.  "Mick 
Holliman,  ceo  of  Furniture  Brands 
ternational  Inc.,  maker  of  Thomas 
and  Lane  brands. 
"NIGHTMARE."  In  fact,  delivery  is  p 
ably  the  single  biggest  barrier  to 
business.  Stores  traditionally  handle' 
minute  assembly  chores,  such  as  putt| 
on  handles,  that  factories  don't  wan 
take  on.  "It's  a  customer-service  ni 
mare,"  says  Michael  West,  ceo  of  Ho: 
Point.com,  which  acts  as  an  online 
dleman   between   manufacturers 
retailers.  Recently  he  abandoned  an 
tempt  to  sell  direct  to  consumers, 
livery  is  also  expensive.  Most  virt 
furniture  merchants  use  free  shipping 
a  marketing  come-on — a  service  i 
cost  one  retailer,  Furniture.com  Inc 


sum  equal  to  one-third  of  sales  last  ye? 

Even  the  big  players  such 
Williams-Sonoma  Inc.  have  hit  a  fe\ 
snags  building  Web  businesses.  Whill 
the  Williams-Sonoma  Web  site  generatf 
ed  $10  million  in  sales  in  just  the  lasl 
two  months  of  1999,  an  inventory  glul 
pressured  first-quarter  earnings.  That'l 
the  sort  of  snafu  that  has  some  tradil 
tional  retailers  taking  their  time.  Ikea 
International  has  a  Web  site  but  isn'l 
planning  e-commerce  until  next  year. 

When  Ikea  does  go  online,  it  will  fine 
the  virtual  furniture  mall  crowded.  The 
coming  year  will  be  critical,  participants! 
say.  "We're  running  a  marathon,  anc 
the  first  400  yards  are  at  a  sprint  pace,'j 
says  living.com's  ceo,  Shaun  Holliday  It 
remains  to  be  seen  who  will  be  sitting 
pretty  once  the  e-dust  settles. 

By  Janet  Ginsburg  in  Chicago\ 
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MuchMore 


WINDOWS  I'l  UIM  II  Vl.(  Al  INDAK 

li'iiliuvs:  ISK  while  m  rose  lm>IiI  case    Mechanical  hand-assembled  movement.  25  jewels.  I  imiicd  product  in 
tmiiltthk  ai  (  KI.I.IM.  Hotel  Waldorf  Astoria.  Park  Avenue  al  l(>ih  Stremi  No*  fork.  NY  KM) 
&  509  Madison  Vvrnuv  al  S3rtl  Slrcel.  New  Y<»rk.  NY  10022 
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Visit  our  website  www.nbr.com  and 


Nightly  Business  Report  is  produced  by  WPBT2/  N 

Nationally  underwritt 
Compaq  Computer  Corporation,  A.G.  Edwards,  Inc. 
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tUCATION 


iO  TO  THE  HEAD 
IF  THE  CLASS 


i  New  York  City's  interim 
hools  chancellor, 
tigroup's  Harold  Levy 
getting  results 

t's  Mar.  16,  and  Citigroup  Inc.  Di- 
rector of  Global  Compliance  Harold 
0.  Levy  fields  questions  before  a 
packed  audience  of  business  leaders 
.nidtown  Manhattan.  But  these  aren't 
?ries  about  mergers  or  quarterly  re- 
ts. Instead,  Levy  is  being  asked 
■)ut  teacher  training  and  recruitment 
1  about  his  ideas  for  improving  New 
rk  City's  troubled 
slic  schools. 
Dnce  again,  the 
»ic  comes  up  that 
i  dogged  him 
ce  he  was  named 
w  York's  interim 
tools  chancellor  in 
mary  over  the  ve- 
Tient     objec- 


tion of  Mayor  Rudolph  W.  Giuliani: 
Should  a  business  leader  run  the  na- 
tion's largest  school  system?  And  does 
he  really  want  the  job?  Levy,  47, 
hedges,  as  he  has  done  since  a  four-to- 
three  school  board  vote  made  him  the 
first  non-educator  ever  to  hold  the  post. 
"I've  got  a  system  to  run,"  he  insists. 

If  Levy  isn't  making  his  intentions 
clear,  he's  working  furiously  to  shake 
things  up.  His  day  starts  shortly  after 
dawn,  when  he  rides  a  sluggish  elevator 
up  the  crumbling  Board  of  Education 
headquarters  and  scans  the  garbage 
bins  to  see  if  they  have  been  emptied. 
In  his  first  week,  Levy  declared  the 
place  "an  absolute  pigsty"  and  threat- 
ened to  fire  the  janitor.  Since  then, 
cleaning  house  has  become  a  metaphor 
for  his  war  on  bureaucratic  incompe- 
tence in  a  system  of  1.1  million  chil- 
dren, 84%  of  them  minorities,  where 
almost  1  in  3  is  in  danger  of  failing. 
Levy's  insistence  that  the  schools 
have  "customers,  like  any  other  orga- 
nization," is  a  dose  of  culture  shock  in  a 
system  that  has  churned  through 
five  chancellors  in  11  years. 
But  Levy  is  no  stranger 
to  institutional  turmoil. 
During  the  1998  merger 
of  Citicorp  and  Travel- 
ers, he  emerged  as  a 
calm  negotiator  who 
distinguished  himself 
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"by  his  unique  abilities  to  get  along 
with  anyone,"  says  Citigroup  General 
Counsel  Charles  O.  Prince  III. 

Levy's  take-charge  approach  and  pas- 
sion for  urban  education — he  headed  a 
1995  commission  that  slammed  the  city's 
shoddy  school  conditions — is  already  im- 
pressing business  and  education  lead- 
ers. Editorials  in  three  New  York  pa- 
pers called  on  the  board  to  suspend  its 
search  for  a  new  leader  and  keep  Levy 
in  the  $245,000  position.  But  he  is  still 
under  attack  from  the  mayor, 
who  on  Mar.  16  ridiculed  as 
gimmicky  an  idea  that  Levy 
and  the  powerful  Unit- 
ed Federation  of 
Teachers  (uft)  came 
up  with  to  help  recruit 
17,000  summer-school 
teachers.  They  wanted 
to  promise  those  whose 
students  perform  well 
a  plane  ticket  to  any- 
where in  the  continen- 
tal U.S.  at  summer's 
end.  'We're  talking  about  a  tra- 
ditional business  kind  of  perk," 
says  Levy,  who  needs  summer- 
school  instructors  to  help  some 
320,000  students  who  aren't 
meeting  state  standards. 

Undaunted,  Levy  says  he'll 
try  something  else.  "The  sum- 
mer program  is  a  huge,  huge 
challenge,"  says  Board  of  Ed 
President  William  Thompson.  In- 
deed, Levy's  predecessor,  Rudy 
Crew,  was  ousted  in  part  be- 
cause he  bungled  last  year's 
summer-school  effort.  Thompson 
says  he's  already  seeing  benefits 
from  putting  a  business  leader  in  charge. 
"I  like  the  accountability  he  has  brought." 
SPRAWLING.  At  Citigroup,  from  which 
Levy  took  a  six-month  leave  of  absence, 
he's  responsible  for  making  sure  the 
company  complies  with  regulations  in 
140  countries.  While  his  school  portfolio 
is  at  least  as  sprawling,  Levy  has 
moved  quickly  to  establish  himself  as  a 
demanding  boss.  Appalled  at  the  board's 
outdated  computer-messaging  system, 
Levy  demanded  the  ability  to  e-mail  to 
more  than  1,000  city  principals.  Told  it 
would  take  six  months,  Levy  insisted 
that  the  board  speed  up  plans  to  install 
new  software.  Now,  his  office  is  elec- 
tronically linked  to  every  school. 

Levy  is  the  first  to  admit  how  tough 
his  job  is.  Some  problems — lagging  test 
scores,  a  looming  teacher  shortage,  and 
massive  overcrowding — lend  themselves 
to  the  kind  of  action  plans  some  execs 
like  Levy  crave.  Others,  like  the  public 
attacks  from  Giuliani,  are  thornier.  The 


mayor,  New  York's  likely  Republl 
U.  S.  Senate  candidate,  wanted  a  busil 
leader  to  ran  the  schools.  But  he  df 
want  Levy,  a  Democrat  who  wants 
er  teacher  pay  and  is  the  favorite  of 
uft,  which  is  backing  Hillary  Rodl 
Clinton's  Senate  bid  against  the  maj[ 
Outside  the  system,  Levy  is  es| 
lishing  a  corporate  advisory  group 
turning  for  advice  to  everyone  from 
estate  developers  to  marketing  sped 
ists.  "I'm  trying  to  find  the  right  ped 


HAROLD  LEVY 


BORN  Dec.  14,  1952,  in  Was 
ington  Heights,  New  York  City. 

JOB  Interim  New  York  City 
Schools  chancellor.  On  leave 
director  of  global  compliance 
for  Citigroup,  where  he  manag 
more  than  1,000  employees  ir 
140  countries. 

EDUCATION  Bronx  H.S.  of  Sc 
ence,  1969;  BS,  industrial  anc 
labor  relations,  Cornell  Univ.,  1974;  JD,  Co 
nell  Univ.  Law  School,  1979;  master's  in 
politics,  philosophy,  and  economics,  Oxford 
Univ.,  1981.  Clerked  for  U.S.  District  Cour 
Judge  John  T.  Curtin. 


ON  HIS  NEW  JOB  "I'm  trying  to  treat  the 
board's  78,000  teachers  and  130,000-odd 
employees  as  a  very  complex,  managerial 
challenge.  But  I  can't  tell  you  how  many 
days  I've  wished  I  had  been  a  teacher." 


FAMILY  Married  to  Patricia  Sapinsley,  an  ar 
chitect.  Children  Hannah,  8,  and  Noah,  6, 
attend  private  school  in  Manhattan. 


in  the  business  community  to  give  n 
their  best  thoughts,"  he  says. 

Levy  was  sadly  prescient  on  the  19£ 
commission,  which  called  for  major  buik 
ing-repair  spending  to  prevent  injurie 
A  Brooklyn  girl  died  in  1998  when 
brick  from  her  school  building  fell  an 
hit  her.  Levy,  a  graduate  of  the  city 
public  schools — although  his  kids  are  i 
private  ones — has  served  since  1997  o 
the  New  York  State  Board  of  Regent: 
which  sets  education  policy.  But  becausi 
he  lacks  the  necessary  teaching  creden 
tials,  he  had  to  seek  a  waiver  from  tfu 
state  education  commissioner. 

Indeed,  some  Education  Dept.  staffer; 
fear  that  education  issues  will  be  losi 
in  Levy's  emphasis  on  management.  But 
they  acknowledge  his  effectiveness  thu: 
far.  One  small  sign:  The  janitor  at  boarc 
headquarters  is  taking  the  house-clean- 
ing message  seriously.  These  days, 
there's  no  trash  in  sight. 

By  Liz  Willen  in  New  York 
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stay  ahead  of  the  curve.  Someone 
who  can  combine  strategy  with  a 
deep  understanding  of  business 
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than  a  hot  cup  of  global  domination. 


ATKEARNEY 

an    EDS   company 


« 


Social  Issues 


INVESTING 


POURING  OIL 
ON  THE  FLAMES 

The  IPO  of  a  Chinese  petroleum  company  galvanizes  U.S.  foes 


Can  the  anti-China  crowd  put  a 
crimp  in  Beijing's  access  to  Western 
capital  markets?  In  recent  weeks, 
some  of  the  same  labor  and  human- 
rights  groups  battling  China's  entry  into 
the  World  Trade  Organization  have 
mounted  a  furious  campaign  to  block 
an  initial  public  offering  by  PetroChina 
Co.,  a  newly  formed  subsidiary  of  Chi- 
na's mammoth  state-owned  oil  company. 
Already,  the  afl-cio  has  persuaded  in- 
vestors and  public  pension  funds  that 
control  more  than  $1  trillion  in  assets  to 
put  out  statements  saying  they  won't 
invest  in  the  deal. 

Opponents  have  also  prodded  politi- 
cians on  Capitol  Hill  to  badger  the  Se- 
curities &  Exchange  Commission  to  de- 
lay or  kill  the  IPO.  The  underwriter, 
Goldman,  Sachs  &  Co.,  started  the  of- 
fering's roadshow  in  Asia  and  Europe 
on  Mar.  13  and  planned  to  begin  the 
U.S.  leg  Mar.  22  after  sec  approval  of 
the  prospectus.  But  already,  the  target 
amount  to  be  raised  has  plunged  from  $7 
billion  last  fall  to  about  $3  billion  today, 
resulting  in  part  from  the  opposition, 
says  Prudential  Securities  political  risk 
analyst  James  Lucier.  "I've 
been  handicapping  investment 
risk  in  Washington  for  20  years, 
and  I've  never  seen  a  deal  with 
this  level  of  political  risk,"  he 
Goldman  declined  to  comment. 
SETBACK.  If  critics  succeed,  they  could 
set  back  China's  efforts  to  tap  Western 
capital  to  help  restructure  its  inefficient 
state-owned  industries.  PetroChina  is 
the  first  in  a  series  of  ipos  planned  for 
China's  chemical,  steel,  and  other  sec- 
tors, all  of  which  could  face  a  similar 
firestorm.  The  campaign  also  could  help 
critics  marshal  opposition  to  China's  en- 
try into  the  WTO.  More  broadly,  it  marks 
the  first  effort  by  activists  to  scuttle  an 
IPO  for  human-rights  reasons.  "Petro- 
China is  an  inappropriate  investment 
for  Western  capital  markets,  and  bring- 
ing China  into  the  wro  would  entrench 
its  ability  to  do  similar  deals,"  says  Bill 
Patterson,  head  of  the  afl-cio's  Office  of 
Investment. 

To  prepare  for  the  IPO  the  state- 
owned  China  National  Petroleum  Corp. 


last  year  spun  off  its  best  assets  into 
PetroChina.  The  new  company  controls 
more  than  two-thirds  of  China's  oil  and 
gas  production  and  took  480,000  of 
cnpc's  1.5  million  workers.  The  ipo  will 
sell  off  15%  of  PetroChina,  with  CNPC 
retaining  the  rest.  The  proceeds  will 
help  to  support  the  million  workers  left 
on  cnpc's  bloated  payroll. 

Opponents  have  blasted  the  IPO  with 


a  host  of  financial  and  human-rights  r- 


PetroChina 

1 


FURIOUS  CAMPAIGN 

Labor  and  human-rights  groups 
are  campaigning  to  scuttle  an  ipo 
by  PetroChina,  a  spin-off  of  Chinas 


says. 


state-owned  oil  company,  China  National  Pe- 

trol™™.Co.W[f.CN.^  rights  activists  and  enviro 


guments  (table).  In  early  March, 
terson  put  out  a  report  aimed  at  < 
vincing  investors  that  the  deal  is 
risky.  It  points  out  that  because  1 
jing  owns  100%  of  cnpc,  which  will 
tain  85%  of  PetroChina  after  the 
government  officials  will  effectively  < 
trol  PetroChina's  board  and  major  < 
porate  transactions.  The  report  quo 
PetroChina's  prospectus,  saying  the  i 
"will  be  controlled  by  cnpc,  whose 
terests  may  differ  from  those  of 
other  shareholders.  As  a  result,  we  n 
face  significant  constraints  on  our  al 
ty  to  implement  our  business  strata 
or  to  maximize  our  profitability." 
TIBET  ACTIVISTS.  The  AFL-CIO  spel 
out  all  these  objections  in  a  mid-Ma 
conference  call  for  several  dozen  lar 
investment-fund  managers.  So  far,  ma 
funds  shunning  the  IPO  include  V: 
guard,  CalPERS,  tiaa-cref  ( 
$250  billion  teachers'  pens 
fund),  and  the  public  emplo; 
pension  funds  of  New  Y< 
City,  New  York  State,  and 
ifornia.  "The  larger  questio 
how  safe  an  investment  is 
countries  that  do  not  have  fh 
dom  or  democracy,"  says  C 
fornia  State  Treasurer  Phi: 
Angelides,   who   sits   on 
board    of    the    $172    bill 
CalPERS. 

Other  groups  oppose  the  I 
for  more  openly  political  r« 
sons.  Religious  and  consen 
tive  groups  complain  abo 
cnpc's  joint-venture  investme 
in  a  $2.3  billion  oil  project 
the  Sudan,  a  country  co 
demned  by  the  U.  S.  for  alio 
ing  slavery  and  supporti: 
alleged  terrorists.  And  huma 


CNPC  will  retain  85% 
of  PetroChina,  leaving 
Beijing  in  control  and 
possibly  imposing  "sig- 
nificant constraints  on  our  ability  to  imple- 
ment our  business  strategies... or  to  maxi- 
mize our  profitability,"  according  to  the 


Corporate 
Governance 


mentalists  say  that  cnpc  m: 
use  ipo  bucks  on  environme 
tally  damaging  oil  projects 
Tibet.  "We're  concerned  b 
cause  the  potential  for  righ 
abuses  there  is  enormous,"  sa 
John  Ackerly,  head  of  the  I 
ternational  Campaign  for  Tib 


company's  preliminary  prospectus.  in  Washington. 

Tibet 


Some  groups  worry  that  the  com- 
pany will  use  proceeds  to  build  a 

pipeline  in  Tibet,  leading  to  labor  abuses 

and  environmental  damage: 

CNPC  is  part  of  an  oil  joint  ven- 
ture in  Sudan.  In  February,  the 
U.S.  imposed  sanctions  on  Sudan  because 
it  allows  slavery  and  supports  terrorism. 

DATA:  BUSINESS  WEEK 


Sudan 


Even  if  critics  scare  off  U 
investors,  Goldman  can  prob 
bly  complete  the  public  offerir 
in  Asia  and  Europe,  whei 
there  is  less  opposition.  But 
opponents  make  the  issue  h< 
enough,  it  will  provide  or 
more  flash  point  in  the  alreac 
troubled  U.S.-China  relations 
By  Aaron  Bernstei 
in  Washingto 
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ENTREPRENEURS 


SIX  PARTIES  A  NIGHT? 
ITS  A  LIVING 

E-columnist  Courtney  Pulitzer  puts  zing  in  cyber  society 


It's  Thursday  at  twilight,  prime  party 
time  in  the  New  York  cyber  circuit, 
and  Courtney  J.  Pulitzer  is  scram- 
bling. Armed  with  pen,  paper,  and 
Lancome  lipstick,  she  faces  yet  another 
night  of  free  bubbly  and  fawning  mil- 
lionaires. But  forget  fun.  Pulitzer,  30, 
has  only  three  hours  to  get  enough  fod- 
der from  six  dot-com  parties  to  fill  The 
Cyber  Scene,  a  gushing  online  newslet- 
ter that  she  distributes  free  to  more 
than  20,000  readers  each  week.  Then 
she  has  to  ditch  the  silk  scarf  and  heels. 


try  events,  and  teaches  adult-ed  courses 
on  spotting  Web  trends.  She  says  a  Cy- 
berScene  cable-TV  show  is  in  the  works. 
Then  there's  her  signature  Cocktails 
with  Courtney  parties,  where  hundreds 
of  New  York  Netheads  meet  and  mingle 
each  month.  "Courtney  definitely  knows 
everybody  in  the  industry,"  says  Kevin 
J.  O'Connor,  ceo  and  chairman  of  Dou- 
bleClick  Inc.  Pulitzer  is  expanding  her 
turf,  with  recent  parties  in  San  Fran- 
cisco, Los  Angeles,  and  London.  She 
gets  sponsors  including  Hoover's  Inc., 


TEXAS  BASH:  write  her  report,  and 
Pulitzer  hosts  pack  before  boarding 
a  cocktail  par-  an  early-morning  flight 
ty  in  Austin  to  host  her  own  Cock- 
tails  with  Courtney 
party  and  gather  gossip  in  Austin,  Tex. 
"Friends  sometimes  ask  to  join  me,  but 
the  pace  is  so  crazy  that  they  never 
want  to  do  it  again,"  says  Pulitzer. 
"KNOWS  EVERYBODY."  Meet  a  profes- 
sional socialite  of  the  Net  set.  While 
dishing  out  gossip  and  tossing  parties 
might  sound  like  a  trivial  pursuit, 
Pulitzer  says  she's  serious  about  building 
a  business.  Along  with  the  sugary 
sweet,  ad-sponsored  newsletter,  she  con- 
tributes to  magazines,  speaks  at  indus- 


Renaissance  Multimedia,  and  Kozmo.com 
to  cover  the  cost  of  drinks,  food,  and 
her  fee  of  up  to  $7,500  per  party. 

Why  do  people  attend  Pulitzer's  par- 
ties and  read  her  newsletter?  TJie  Cyber 
Scene  makes  no  pretense  of  being  any- 
thing other  than  a  chronicler  of  who  at- 
tended which  dot-com  party,  but  for  a 
fragmented,  rapidly  evolving  industry 
in  which  the  players  are  young  and  the 
companies  rich,  that's  enough.  "The  auto 
industry  doesn't  need  a  social  commen- 
tator. We  do,"  says  Gary  Hoover, 
founder  of  Hoover's,  which  provides  fi- 
nancial data  online.  When  Pulitzer  gid- 
dily notes  what  various  "curly-topped" 
entrepreneurs  confided  to  her  between 


bites  of  "melt-in-your-mouth  hazej 
parfait,"  though,  she  insists  she's 
just  stroking  egos.  "I'm  going  below  I 
radar  screen  to  put  faces  on  what's  | 
ing  on,"  she  says. 

Pulitzer  is  not  the  first  person  to  I 
the  party  scene  for  profit:  Every! 
from  the  Industry  Standard  to  hun| 
entrepreneurs  now  throws  regular 
working  events.  But  she  is  one  of  I 
few  to  make  glad-handing  her  full-tta 
career.  She  owns  and  runs  Courtj 
Pulitzer  Creations  as  well  as     seva 
Web  sites,  including  www.pulitzer.cj 
So  far  she  hasn't  lacked  for  spons«J 
"Everybody  comes  here,  and  her  pa 
are  fun,"  says  an  executive  from 
mo.com.  "It's  a  great  venue  for  us." 
Her  name  alone  carries  cachet, 
though  Pulitzer  is  only  a  distant  relatl 
to  the  newspaper  clan.  But  it  harl 
opened     doors.     She     moved     fr| 
Skaneateles  in  upstate  New  York! 
Manhattan  in  1989.  She  studied  actil 
but  concluding  she  "would  rather 
anything  other  tl 
memorize    a    moil 
logue  or  go  to  at 
tions,"  she  moved  I 
freelance  Net  pr| 
ects.   Then   she 
her    big    break 
April,  1997,  writing 
social  column  for 
newyork.com,  a  Si 
con  Alley  news  sij 
Late    the    followil 
year,  she  relaunch! 
her  column  alone  a| 
began  hosting  spc 
sored  cocktail  partiJ 
DRINK  UP.  Since  thi 
business  has  pick] 
up     so     much    th| 
Pulitzer     dared 
have  a  cash  bar  aftl 
the  first  hour  at  h| 
most     recent     N« 
York  bash  for  almc 
500  people.  In  such  a  party-steep^ 
crowd,  not  everyone  was  thrilled, 
came  here  to  get  drunk,"  grumbk 
Matt  Vailey,  a  27-year-old  consultant. 
Still,  even  rivals  seem  impresse| 
"She  has  made  a  real  business  of 
which  is  what  I'd  like  to  do,"  says  Sih 
Cavallini,  who  recently  started  a  nel 
working  club,  Liquid  Assets.  But  almol 
anyone  can  start  a  business  these  day| 
For  Pulitzer,  the  question  is:  How  lor 
can  she  make  the  party  last? 

By  Diane  Brady  in  New  Yo>\ 


BusinessWeek  OMLIHL 


For  more  about  Courtney  Pulitzer,  see  the 
April  3  issue  online  at  www.businessweek.confj 
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It  could  spell  trouble  for  investors 

Bv  Marcia  VickPrS  David  Talevi  wanted  to  take  hold  of  his  finan- 
qtiH  Cvr\T  Wmee  '  c^  ^ure — an(^  ne  did.  ^ne  32-year-old  Talevi, 
ana  viaiy  WCISS       who  rung  a  trailer  park  in  Wells,  Me.,  decided 

to  open  an  online  brokerage  account.  It  was  easy — just  as  it  was  in  the 
TV  commercials.  "They  talked  about  low-cost  trades  and  ease  of  use.  You 
can  make  a  bunch  of  money — you  heard  them  all,  they're  still  playing 
them,"  he  says.  In  the  words  of  the  young  woman  in  the  Ameritrade  bro- 
kerage ad,  he  didn't  just  want  to  beat  the  market,  he  wanted  to  "throt- 
tle its  scrawny  little  body  to  the  ground  and  make  it  beg  for  mercy." 

Talevi  put  a  TV  near  his  computer.  He  started  buying  and  selling- 
stocks  featured  on  cnbc — only  to  find  that  the  stocks  moved  in  the 
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PUSHING 
STOCKS 

One  message, 
multiple  media: 
Investing 
on  Wall  Street 
is  a  game 
that  even 
amateurs  can 
sometimes  win. 
Who  needs  a 
broker?  Do 
it  yourself, 
or  buy 
a  tip  sheet 


little  bodj 
to  the  ground 

be$  lor  neroy 


ADVERTISING 


Commercials  for 
do-it-yourself  trading 
suggest  that  even  the 
regular  working  guy 
or  gal  can  become 
a  market  millionaire 


wrong  direction  by  the  time  his  trades  were  executed. 

He  listened  carefully  to  the  cnbc  pundits  when  the  market 
turned  sour  in  September,  1998.  "All  the  panelists  they  had 
on  the  TV  were  saying,  'This  is  it,  we're  finally  right.  The 
bubble's  going  to  burst.'"  So  he  bought  a  mutual  fund  de- 
signed to  move  in  opposite  direction  to  the  market.  And 
sure  enough,  the  market  went  up — and  his  portfolio  went 
down.  He  kept  on  watching  cnbc  and  trading  stocks  through 
1999.  By  the  time  he  gave  up  in  disgust,  a  few  months  ago, 
he  had  lost  $40,000. 

Welcome  to  the  Wall  Street  Hype  Machine.  True,  there 
have  always  been  losers  as  well  as  winners  in  the  stock  mar- 
ket. But  never  before  has  Wall  Street  raised  expectations 
quite  so  high — and  never  before  have  the  media  joined  in 

quite  so  willingly 
as  cheerleaders  and 
stock-pushers.  Accord- 
ing to  Competitive 
Media  Reporting,  a  New  York  research  firm,  brokerage-firm 
advertising  zoomed  95%  last  year,  to  $1.2  billion,  and  is  now 
three  times  ad  spending  five  years  ago. 

The  brokerage  campaigns  that  lured  Talevi  are  part  of  a 
marketing  juggernaut  whose  dominant  message  is  simple: 
Wall  Street  can  make  you  rich — and  fast.  There  is  only  one 
problem  with  this  message.  For  most  people,  it's  just  not  true. 
So  far  the  pain  has  been  limited  by  the  market's  overall  ad- 
vance. But  if  the  market  turns  south,  the  disappointment — 
and  wreckage — will  be  considerable. 

The  media  and  marketing  deluge  has  spawned  a  new  type 
of  Wall  Street  loser:  the  armchair  momentum  player.  These 
are  novice  investors  who  engage  in  short-term  stock  buying 
and  selling  based  on  media  reports  or  an  expert's  enthusiasm. 


Cover  Story 


You're  already 
up  $75. 

You  savvy 
investor  you 
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It's  an  investing  phenomenon  that's 
far  more  widespread,  faster-grow- 
ing, and  more  troubling  than  day 
trading.    Robin    Dayne,   a   trading 
coach  in  Nashua,  N.  H.,  says  investing  has  practically 
come  a  sporting  event.  And  all  too  often,  investors  are  gettid 
knocked  out  of  bounds.  Says  Dayne:  "Amateur  moment 
players  are  do-it-yourselfers  who,  unlike  day  traders,  use 
discipline  or  real  trading  strategy.  They  buy  on  the  short-te  I 
tip  and  overwhelmingly  get  burned." 

PUBLIC  FUNCTION.  The  bull  market  has  caused  a  revolution!  g 
the  role  of  the  analyst,  who  is  fast  becoming  less  of  a 
searcher  than  a  celebrity  pitchman — for  both  his  emploiutj 
and  the  stocks  he  or  she  follows.  In  this  world,  nearly  evi  jij 
stock  is  a  buy.  And  the  analysts,  in  turn,  feed  on  another 
pect  of  the  hype  machine — the  cable-television  outlets  and 
exploding  number  of  personal-finance  Web  sites,  such 
TheStreet.com  and  Marketwatch.com,  that  feed  investor 
appetite  for  up-to-the-minute  information.  To  be  sure,  si  ;elf  wd 
media  outlets  serve  an  important  public  function  by  giving  tetts,  A 
vestors  prompt  updates  on  market  and  economic  activi  s  aril  - 
But  some  have  become  conduits  for  stock  hype.  d  cas 

Broadcasts  from  the  floor  of  the  New  York  Stock  imfa 
change  have  propelled  once-obscure  financial  journalists  su  le,  the 
as  Maria  Bartiromo  to  celebrity  status  and  made  cnbc  and  si 
investors  what  ESPN  is  to  sports  fans.  The  stock  exchang  rgan  § 
themselves  have  vied  for  airtime  almost  as  much  as  the  s  i  o^ 
alysts.  The  Nasdaq  stock  market  will  soon  open  a  D:  i critic 
neyesque  visitors'  center  adjoining  its  glitzy  media  sho  trill  L 
case  on  Times  Square — where  huge  stock  tickers  fro  4 
Morgan  Stanley  Dean  Witter  already  compete  for  attenti  n. 
with  billboards  featuring  half-clad  supermodels.  "Wall  Strete-Oj, 


On  the  Silicon  Investor  Web  site,  there  are  2; 
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PRINT   MEDIA 


A  proliferation  of  person- 
al-finance magazines  and 
columns  regularly  pick 
stocks — but  they  don't 
have  the  high-speed 
market-roiling  power  of 
cable  TV  and  the  Internet 


IWIMUMUmill /..,*. in»^.., 


CHASING  CHAMPION  ^~ 


literally  become  embedded  in  our  culture  and 
yday  lives.  The  effect  of  the  media  on  investor 
.•hology  is  undoubtedly  one  of  the  driving  factors 
nd  the  bull  market,"  says  Robert  J.  Shiller,  an  economics 
fessor  at  Yale  University  and  the  author  of  a  just-re- 
ed book  called  Irrational  Exuberance  (page  20). 
f  course,  not  all  of  Wall  Street's  pitchmen  are  peddling 
ant  riches.  A  good  deal  of  Street  advertising  promotes 
kind  of  long-term  investment  strategies  that  have 
'ed  investors  well  during  the  bull  market — prudent 
f  such  as  putting  money  in  individual  retirement  ac- 
lts  and  401(k)  plans. 

ut  all  too  often,  the  pitchmen  are  selling  the  notion  that 

)u  gain  "control"  over  your  financial  destiny — pick  your 

stocks  and  execute  your  own  trades — it  will  be  the 

step  on  a  short  road  to  riches.  "There  is  an  intellectual 

ponent,  which  is,  'Hey,  I'm  getting  a  great  deal,'  and 

n  re's  an  emotional  component,  which  is  how  I  feel  about 
elf  when  I  take  charge  of  my  finances,"  says  J.  Peter 
:etts,  Ameritrade  Holding  Corp.'s  senior  vice-president  foi- 
ls and  marketing. 

D  CASH.  By  now,  the  message  is  familiar,  as  are  the 
BO-hidden  persuaders — the  ubiquitous  Stuart  at  Ameri- 

i|ie,  the  Charles  Schwab  commercials  showing  tennis  play- 
and  sports  stars  spouting  financial  terminology,  and  the 

l  gan  Stanley  Dean  Witter  ad  showing  the  truck  driver 
owns  an  island.  (The  ad,  which  is  no  longer  running, 

)(J  criticized  by  the  Securities  &  Exchange  Commission.) 
rill  Lynch  is  unveiling  an  ad  campaign  for  its  online 

if'ice  at  the  Academy  Awards  telecast  on  Mar.  26,  and 
n  staid  J.  P.  Morgan  &  Co.  is  getting  in  on  the  act.  The 

if  Le-shoe  firm  has  begun  promoting  its  new  Morgan  Online 
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Web-based    private 

banking  service  in  a 

campaign   that   will 

include  TV  ads,  newspaper  promotions,  and  even  roadside 

billboards. 

To  get  new  accounts,  brokerages  have  resorted  to  tactics 
ranging  from  saturation  TV  advertising  to  buying  the  right  to 
putting  their  names  on  sports  stadiums,  such  as  the  TD  Wa- 
terhouse  Centre  in  Orlando.  E*Trade  Group  Inc.,  a  heavy 
broadcast  advertiser,  has  also  entered  into  tie-in  arrange- 
ments, offering  new  customers  goodies  such  as  subscriptions 
to  America  Online,  tax  software — and,  at  times,  cold  cash.  It 
has  offered  rebates  on  merchandise  of  up  to  $400  in  return  for 
opening  accounts  with  as  little  as  $1,000. 

The  firm  that  arguably  has  the  largest  stake  in  the  online 
marketing  war  is  Schwab,  and  it  has  fought  the  online  up- 
starts by  using  the  time-tested  route  of  celebrity  endorse- 
ments. It  has  Ringo  Starr  working  financial  terminology  into 
song  lyrics,  and  tennis  player  Anna  Kournikova  and  other 
sports  figures  supposedly  obsessing  over  price-earnings  ratios 
and  portfolio  theory  "What  they're  trying  to  communicate  is 
that  really  anybody  can  become  smart  about  how  to  manage 
their  money,"  says  Susanne  D.  Lyons,  Schwab's  chief  mar- 
keting officer. 

Investors  certainly  need  more  knowledge  to  manage  then- 
money.  Numerous  academic  studies  have  shown  that  ama- 
teur investors  make  poor  traders — buying  stocks  for  the 
wrong  reasons,  holding  losers  for  too  long,  and  acting  on 
whims  and  emotions.  According  to  the  Consumer  Federation 
of  America,  only  38%  of  investors  know  that  when 
interest  rates  go  up,  bond  prices  go  down.  The  CFA  says  that 
fewer  than  one  in  six  investors  understands  that  higher 
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It's  frustrating  when  y 
have  to  call  your  401(k)  p 
provider  three  times,  talk 
four  different  people,  just 
get  one  answer.  Not  with 
Principal  Financial  Groupf 
you  call  us  with  a  questio 
get  a  quick,  accurate  resp 
from  one  familiar  voice. 
Someone  who  is  directly 
accountable  for  your  plan 
Combine  t 
personalized  se 
with  our  low  fees  lnt|[[ 
an  impressive  array 
investment  options  - 
including  name  brand 
funds.  That's  one  great  > 
from  a  company  with  ove  J 
century  of  financial  experti  jives 
No  wonder  more  employe 
choose  us  for  their  401  (k)  j 
than  any  bank,  mutual  fun 
or  insurance  company* 
us  a  call  at  1-800-986-3343 
for  your  present  provider, 
them  a  lengthy  retirement.  *  ^ 
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)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  1 
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(ANCIAL  TVS  BOOM  CNN,  CNBC,  and  others  broadcast  from  the  Nasdaq  Marketsite  in  Times  Square 


>enses,  like  commissions,  can  lead  to  lower  returns. 
Moreover,  investors  are  fueling  their  purchases  with  bor- 
'ed  money.  Margin  borrowing  has  climbed  to  record  highs, 

at  yearend,  margin  debt  represented  nearly  3%  of  per- 
al  income,  three  times  the  historical  norm,  according  to 
iford  C.  Bernstein  &  Co.,  a  New  York  investment  bank, 
nvestors  are  taking  on  unprecedented  risk — and  often, 
y  have  no  idea  what  they're  doing.  "Control  is  put  forth  as 
unquestioned  gpod,  and  the  simple  fact  is  that  investors 

not  in  control  of  the  stock  market,"  says  Terrance  Odean, 
nance  professor  at  the  University  of  California  at  Davis 
I  co-author  of  numerous  studies  on  investor  behavior. 
)R  TRADERS.  Odean  and  his  colleagues  have  found  that 
it  investors  trade  poorly  and  perform  worse  the  more 
y  trade — systematically  buying  and  selling  the  wrong 
?ks.  And  the  move  toward  armchair  momentum  investing 
ans  investors  are  trading  more  and  holding  stocks  for 
rter  time  periods.  A  recent  study  by  Sanford  Bernstein 
us  that  investors  now  hold  an  average  Nasdaq  stock  for 
■  months,  vs.  two  years  a  decade  ago. 
The  media  at  times,  including  BUSINESS  WEEK,  have  fueled 

explosion  in  do-it-yourself  stock-picking  and  short-term 
;ling  by  amateurs.  This  magazine's  Inside  Wall  Street  col- 
n,  written  by  Gene  Marcial,  features  three  stocks  per 

•k.  and  the  magazine's  frequent  personal-finance  pieces 
m  provide  investment  advice.  In  addition,  in  recent  years 


a  wide  variety  of  personal-finance  magazines  have  come  on 
the  scene,  and  all  provide  stock  selections  that  often  move  the 
market.  But  the  old-media  financial  news  outlets  lack  the 
immediate  market-roiling  potential  of  the  cable  and  Internet 
stock-pickers.  , 

There's  no  escaping  cnbc.  It  is  on  almost  everywhere  dur- 
ing the  day — from  health  clubs  and  airports  to  banks  and 
bars.  The  popularity  of  the  network,  which  features  nonstop 
financial  news  during  the  day,  has  grown  almost  in  tandem 
with  the  bull  market.  In  the  past  three  years,  viewership  has 
more  than  doubled. 

CNBC  is  more  than  popular — it  has  become  a  cultural  phe- 
nomenon. There  are 
Internet  discussion 
boards  where  in- 
vestors can  chat  about 
the  network.  On  the  Silicon  Investor  Web  site,  there  are  26 
message  boards  with  thousands  of  messages  devoted  entire- 
ly to  chat  about  CNBC,  with  names  like  CNBC — Hunks  of  Fi- 
nancial TV  and  Squawk  Box  Trading. 

cnbc  provides  prodigious  up-to-the  minute  info  and  analy- 
sis on  the  stock  market  and  investing.  But  it  has  become  a 
mainstay  of  armchair  momentum  investors.  Indeed,  CNBC  is 
sometimes  a  conduit  for  hype  by  its  guests,  who  are  pre- 
dominantly analysts  and  money  managers.  Guests  are  ex- 
pected to  give  stock  tips.  "One  of  my  worst  experiences  was 
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182-horsepower,  3.0-liter  V-6    , 

Hour-wheel  disc  brakes 

Power  sunroof 

Anti-lock  brakes  with 
Traction  Control 

Four-speed  automatic 
Leather  Appointments 
Six-way  power  driver's  seat 
Heated  front  seats 

AM/FM/CD/Cassette  with 
amplifier,  sub-woofer 
and  premium  speakers  , 

Power  windows,  locks  and 
heated  exterior  mirrors 

Remote  keyless  entry 

Cruise  control 

Alloy  wheels 

Sport-tuned  suspension 

Rear  spoiler 

Dent-resistant  polymer 
doors  and  fenders 

M.S.R.R  $23,860 
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A  Different 


Kind  of  Company. 


A  Different 


Kind  of  Car. 


About  ten  years  ago, 

an  American  car  company  named  Saturn 

did  what  no  one  expected  they  could. 

They  succeeded.  And,  like  anyone  who's 

experienced  a  bit  of  success,  they  got  a  taste 

for  some  of  the  finer  things. 

Maybe  that's  why  they  designed  their  new 

car  line  to  be  faster,  roomier,  more  luxurious 

and,  yes,  more  expensive. 

But  not  too  expensive.  Because,  like  we  said, 

that  company's  name  is  Saturn 
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Wall  Street  advertising  zoomed  95%  last  yea 
to$1.2billion-Z  times  what  it  was  $  years  age 


when  a  new  guest  host,  a  strategist,  told  me  he  couldn't 
talk  about  individual  stocks  right  before  we  went  on  air,"  says 
Mark  Haines,  anchor  of  the  popular  three-hour  morning  show 
Squawk  Box.  "I  thought,  how  are  we  going  to  kill  the  time?" 
In  fact,  many  of  the  30  or  so  cnbc  guests  a  day  on  shows 
like  Squawk  or  Power  Lunch  are  money  managers  who 
own  the  stocks  that  they  discuss  on  air.  "This  puts  people  on 
the  line;  if  they  own  a  stock,  they  should  be  able  to  defend 
it,"  says  Haines.  But  cnbc  has  grown  wary  of  money  man- 
agers who  pump  stocks  on  the  airwaves  and  then  dump 
them,  and  has  enacted  an  ethics  code  to  help  prevent  such 
mm_m»>^^^^^     abuses. 

WAI  I    ^TRFFT  Catering  to  traders, 

»*pJ-L  01  nCCI  amateurs,     and     pros 

MEDIA  STARS  alike    has    long    been 

KO.OFTVAPPEAM.CESORME.fT.ONS*        gj C.\ **?.    d'*tTf 
Its  inherent  in  CNBCs 

ABBY  JOSEPH  COHEN  259  business  model  that 

Goldman  Sachs  they're   short-term- 

•MMntu  saT-MMM  •■  ^A«  trading-oriented,  since 

JOSEPH  BATTIPA6LIA  238  what  they  provide  is 

Gruntal current  or  short-term 

HENRY  BLODGET  211  news  events  anc*  analv- 

Merrill  Lynch  sis."  says  Yale's  Shiller. 

It  comes   as   no   sur- 

RALPH  ACAMPORA  200  prise  that  cnbc's  tag 

Prudential  Securities  line  is  "Profit  from  it." 

"■j™       So  dR;„TwimrcBoisrs 

^G-.E^wards "In  1956,  a  select  few 

*From  1/1/99  to  3/21/00  on  ABC  News,  NBC  News,  CNBC,      on   Wall   Street   would 
CNN.  CNNfn,  and  Nightly  Business  Report  haye    gossiped    about 

DATA:  LEXIS/NEXIS  ,  ,  .&  „         r    .  . 

the  information  we 
give  out  on  Squawk 
Box.  We've  democra- 
tized the  whole 
process,  and  that  irritates  the  big  shots." 

Maybe  so.  But  some  day  traders  use  cnbc,  and  Squawk 
Box  in  particular,  as  a  trading  strategy — that  is,  buying  or 
selling  stocks  when  they  are  mentioned  on  the  network,  de- 
pending on  the  professed  sentiment.  Ken  Wolff,  the  author  of 
Momentum  Trading  and  the  owner  of  a  Paradise  (Calif.) 
day-trading  firm,  says  he  trades  off  cnbc  info  and  instructs 
his  clients  how  to  do  so.  "CNBC  is  a  hot  momentum-trading 
tool.  We  play  it  often — especially  in  biotechs,  China  plays, 
wireless,  and  fiber  optics." 

Former  CNBC  commentator  James  Cramer  has  opined  in  his 
columns  on  TheStreet.com  about  the  virtues  of  trading  a 
stock  when  it  is  mentioned  on  the  show.  In  a  December  col- 
umn, he  wrote:  "You  take  stock  when  you  hear  somebody  is 
on  Squawk"  and  he  says  that  he  bought  5,000  shares  of  Vit- 
ria  Technology  Inc.  and  profited  in  a  matter  of  hours  when 
"Haines  was  promoting  tomorrow's  vitr  appearance." 

The  impact  of  a  positive  mention  on  the  cnbc  show  has 
spawned  a  catchphrase  in  stock-trading  circles:  The  "Squawk 
Bounce"  is  the  quick  upward  momentum  the  stock  gets  be- 
hind it.  "Joe  Kernen  can  make  a  biotech  stock  double  in  10 
minutes,"  says  Wolff.  A  recent  "Squawk  Bounce"  example:  OSI 
Systems,  an  optical  component  maker,  was  mentioned  by 
Squawk  Box  on  Mar.  17  after  a  favorable  newswire  report, 


Cover  Story 


and  swiftly  jumped.  Wolffs  traders  bought  the  stock  ai 
and  sold  at  28 — less  than  an  hour  after  Kernen  mentione 
stock.  Then  they  shorted  it  when  it  started  to  fall.  The 
is  now  trading  around  $18  a  share.  "At  least  one  oi 
traders  made  $12,000  on  that  CNBC  mention,"  says  Wolf 

But  what  about  the  amateur  investors  who  were  or 
other  side  of  that  trade?  "They  lost  their  shirts,"  cone 
Wolff,  who  emphasizes  that  a  strategy  that  can  make  m 
for  professional  traders  can  prove  lethal  for  amateurs.  Tl 
especially  true  when  novices  trade  small  stocks  with  scan 
uidity  that  are  mentioned  on  Squawk. 

According  to  a  study  by  Bing  Liang,  a  finance  profess 
Case  Western  Reserve  University's  Weatherhead  Scho 
Management,  when  "experts"  recommend  a  stock  in  the 
dia,  the  resulting  abnormal  returns  and  trading  volumes 
driven  by  "noise  trading  from  naive  investors."  And  or 
erage,  investors  following  the  recommendations  lose  3.8C 
a  risk-adjusted  basis  over  a  six-month  holding  period 
study  looked  at  stock  recommendations  from  experts  who 
ticipated  in  the  Walt  Street  Journal's  "Dartboard"  coli 
And  Liang's  study  shows  that  a  typical  stock  recommer 
by  one  of  these  star  analysts  has  higher-than-average  vol 
ity  and  price-earnings  ratios. 
TV  TALENT.  TV  is  also  fueling  the  trend  toward  the  ultir 
stock-pickers  and  bull-market  cheerleaders — "celebrity" 
lysts  and  strategists.  Whereas  once  the  analyst  role 
filled  largely  by  nerdy  finance  types  who  pored  over  num 
in  virtual  obscurity,  analysts  have  become  media-sa 
spokespeople  for  their  firms.  When  you  think  Goldman  S; 


THE  MEDIA  TRAINER  For  $3, 500  a  day,  Deirdre 
Peterson  turns  analysts  into  TV  personalities 
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m  "Buyer  Beware"  to  "Buyer  fluiare"  in  one,  simple  moue. 


ie  products  you  want  to  sell  online  more  complex  than  books?  Do  their  variables  require 
f  explanation?  Do  your  customers  depend  on  advice  at  every  step?  Does  your  eCommerce 
lequire  phone  calls?  Do  delays  during  the  transaction  cost  you  eCommerce  sales? 

turn  to  OnLink  eCommerce  software  and  sell  anything  online:  simple  or  complex,  products 
rvices,  even  with  millions  (literally)  of  variations.  It  works  because  OnLink  software 
jmes  the  customer's  perspective,  providing  instant,  expert  sales  advice  at  every  choice.  Don't 
v/e  it?  Neither  did  our  Global  1000  clients,  until  they  saw  it.  Look  at  the  world  from  a  new 

lective-  the  customer's. 

ionlink.com,  or  call,  1-888-229-3623. 


o 

OnLink 

BECAUSE  CUSTOMERS  DECIDE 


I  OnLink  Technologies,  Inc. 


&  Co.,  you  think 
Abby  Joseph  Cohen 
(whose  market  calls 
have  been  correctly 
bullish).  When  you 
think  Prudential  Se- 
curities Inc.,  you 
think  Ralph  J.  Acam- 
pora  (whose  market 
sentiments  have  been 
more  mercurial).  "It's 
a  great  promotion 
tool  for  Wall  Street 
firms.  It's  much 
cheaper  to  put  an  an- 
alyst in  front  of  a  TV 
camera  and  reach 
millions  than  to 
spend  millions  on  ad- 
vertising," says  Erik 
Gustafson,  a  fund 
manager  at  Stein 
Roe  &  Farnham  Inc. 
in  Chicago.  What's 
more,  a  study  shows 
that  companies  are 
increasingly  ditching 
the  Wall  Street  firms 
that  underwrote  their 
ipos  when  arranging 
subsequent  stock  is- 
sues, opting  for  bro- 
kerages that  have  a 
star  analyst  cover 
their  company. 
ENDANGERED.  Ana- 
lysts have  long  been 
criticized  for  their 
overly  rosy  view  of  the  stocks  they  cover.  It  is  an  article  of 
faith  on  Wall  Street  that  a  sell  recommendation  by  a  bro- 
kerage analyst  has  become  about  as  rare  as  profits  on  an  In- 
ternet outfit's  financial  statement.  Studies  show  that  buy 
recommendations  outnumber  sells  by  a  staggering  72  to  1. 
The  ratio  10  years  ago  was  10  to  1.  All  the  difference  cannot 
be  explained  by  the  bull  market. 

What's  more,  analysts  are  increasingly  lobbing  "absurdly 
extreme"  calls  that  attract  big-media  attention  and  encourage 

momentum  investing, 
says  Dartmouth  Col- 
lege Professor  Kent 
L.  Womack.  Witness 
PaineWebber  Inc.'s  Walter  Piecyk,  the  29-year-old  analyst 
who  tagged  an  eye-popping  12-month  price  target  of  $1,000  a 
share  on  Qualcomm  Inc.  in  December,  when  it  was  trading  at 
560.  It  remains  to  be  seen  whether  Piecyk's  call  will  pan 
out:  After  a  4-for-l  stock  split,  Qualcomm  is  trading  at  134 — 
536  before  the  split. 

But  the  estimate  has  already  paid  off  for  Piecyk  in  the  at- 
tention-grabbing department.  Since  making  the  call,  he  has 
been  featured  in  at  least  85  newspaper  and  magazine  articles 


THE  AD  CAMPAIGN  Brokerages  use  time-tested  tactics  of  persua- 
sion, including  celebrity  endorsements 
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and  has  been 
tioned  11  times  c 
"When  analysts  n 
seeming  outla: 
calls,  they're  try! 
make  a  name 
themselves," 
Gustafson.  A; 
Dartmouth's 
ack:  "These  dajl 
driving  motiva! 
behind  analysts 
be  known  as 
spokesman  in  1 
industry.  It  m 
promotions  and 
money.  And 
they  reach  this 
there's  no  quesl 
about  their  impac| 
stock  prices 
ack  says  an  extr< 
call  tends  to  hun 
analyst  only  if 
both  off  the 
and  bearish:  "If  i 
bullish  call,  it  o 
doesn't  matter 
much  it's  off." 

When  it  come 
celebrity  analy; 
few  can  move  stc 
like  Mary  G.  Mee 
the  chief  Internet 
e-commerce  ana' 
at  Morgan  Stan 
Dean  Witter.  M< 
er  is  one  of  the 
lysts  most  in  demand  by  the  media,  to  the  point  that  a  o 
pany  spokeswoman  says  the  firm  is  now  more  selective  ab 
interview  requests  because  "Mary  has  to  focus  on  her  clien 
Meeker  says  her  celebrity  status  sometimes  distorts  the  \ 
she  is  presented  by  the  press,  which  often  magnifies  st; 
ments  she  considers  innocuous.  Says  Meeker:  "It's  not  alw 
comfortable  being  sound-bited  on  things  that  are  comp 
and  highly  risky." 

But  her  persona  as  a  media  darling  still  flourishes.  Fort\ 
named  her  the  third  most  powerful  woman  in  American  bi 
ness  last  year.  Meeker  has  been  on  the  mark  about  a  vari 
of  Internet  stocks  for  years.  Her  first  famous  call  was  bad 
1993,  when  she  put  a  buy  on  AOL,  which  was  trading  at  j 
52(2  (split-adjusted). 

When  dealing  with  Net  stocks  that  have  no  earnings, 
course,  stock-picking  can  be  a  tricky  proposition.  Meeker  see 
undaunted.  Even  though  she  stated  in  December  that  90% 
Internet  stocks  are  overvalued,  she  has  never  placed  an  ac 
al  sell  on  a  Net  stock.  "We've  been  extremely  selective  on  bi 
companies  we've  taken  public  and  recommended.  It  wouldn't 
prudent  to  downgrade  them,"  she  says.  In  fact,  she  has  a  b 
on  all  but  one  of  the  15  stocks  she  covers,  such  as  eBay, 


Buy  recommendations  outnumber  sells  by 
12 to  1 .  The  ratio  1 0  years  ago  was  1 0 1 o  1 
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[Dmmunications  Solutions 
For  Businesses  with 


Big  Plans 


For  a  successful  architect,  just  having  the  right  blueprint  isn't  enough. 
He's  constantly  going  to  and  from  job  sites,  talking  with  clients,  consulting 
with  his  partners  and  discussing  changes  with  the  builders.  So  when  he's 
evaluating  total  communication  solutions,  he  will  look  for  a  company 
who  can  link  all  his  offices  into  a  seamless  network,  with  tools  that 
will  improve  both  his  collaboration  and  productivity.  That's  exactly  what 
Comdial  provides.  With  a  unified  messaging  solution  from  Comdial,  he 
and  his  partners  can  manage  fax,  voice  mail  and  e-mail  messages  from 
anywhere— the  office,  a  client's  conference  room,  even  a  building  site. 
With  Comdial,  he'll  get  the  right  system  tailored  to  his  specific  business 
needs.  Because  Comdial  has  practical,  reliable  communications  solutions 
just  for  businesses  like  his— businesses  with  a  master  plan. 

When  evaluating  communications  solutions  for  your  growing  business, 
consider  the  RISING  STAR.  Consider  Comdial. 


COMDIAL 

The  Rising  Star 


Call  1-800-COMDIAL  for  more  information  on  Comdial's  business  communications  solutions. 
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Jeeves,  and  Martha  Stewart  Omnimedia.  The  exception  is  AOL, 
which  is  restricted  because  of  the  pending  merger. 

That  bothers  some  critics.  "When  your  job  is  to  convince 
folks  that  a  company  with  no  earnings  is  a  buy,  and  your  rea- 
sons are  pretty  much  all  hypothetical,  that's  tough,"  says 
Charles  Hill,  director  of  research  at  First  Call.  At  least 
Meeker  is  well  compensated:  She  is  said  to  have  received  a 
$15  million  pay  package  last  year. 

Bullish  sentiment  or  brilliant  prognostications — or  being  the 
top  analyst  of  the  hottest  stock  sector — aren't  the  only  things 

that  make  a  media 
darling.  "You've  also 
got  to  be  able  to  de- 
liver in  a  television 
format,"  says  Deirdre  Peterson,  a  media  trainer  who  works  al- 
most solely  with  Wall  Street  clients.  Although  Peterson,  a  for- 
mer vice-president  for  communications  at  Merrill  Lynch,  re- 
fuses to  comment  on  her  clientele,  sources  say  she  deals 
with  blue-chip  firms  such  as  Deutsche  Bank  and  Prudential 
Securities.  Peterson  says  business  has  never  been  better. 
"The  whole  CNBC  phenomenon  and  the  bull  market  have  re- 
ally made  my  business  boom,"  she  says.  Peterson  charges 
$3,500  a  day  for  her  services. 
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Peterson  is  struck  by  the  fact  that  many  analyst? 
trains  are  already  media-savvy.  "I'm  constantly  blown 
by  how  good  these  people  are.  They're  used  to  doing 
morning  calls  that  are  broadcast  live  via  closed-circuit  I 
vision  around  the  world  to  their  clients  and  brokers."  Ind 
most  brokerage  firms  and  investment  banks  now  have 
own  state-of-the-art  TV  studios  for  analysts  to  broadcas 
ternally.  They  also  have  cameras  set  up  on  their  tra] 
floors  for  analysts  and  strategists  to  provide  impromptu 
feeds  to  cnbc  and  CNNfn. 

"LIKE  A  PIZZA."  Corporations'  growing  spin  campaig 
push  their  stock,  especially  around  the  time  they  rell 
earnings,"  also  spur  on  the  armchair  momentum  investoij 
vestor-relations  departments  used  to  handle  routine  si 
holder  requests  and  dealings  with  analysts.  "Now,  inv1 
ment-relations  people  are  supposed  to  dress  their  stocl] 
and  sell  it — like  it's  a  washing  machine  or  a  pizza," 
Matthew  J.  Greco,  editor  of  Investor  Relations  Businesi 

Blame  it,  in  part,  on  the  proliferation  of  stock  optl 
says  Greco.  IR  officers  are  now  charged  with  maximij 
"shareholder  value" — i.e.,  driving  their  company's  stock 
upward.  Because  of  this,  ir  pros,  especially  at  Internet 
panies,  have  become  masters  of  the  press  release — eil 


SO  YOU  WANT  TO  BE  A  TALKING  HEAD 


It's  Tuesday,  Mar.  7,  at  9:49  a.m., 
and  the  Nasdaq  has  just  crossed 
the  5000  mark  for  the  first  time. 
CNNfn 's  director  of  guest  booking, 
Andrew  Breslau,  and  five  assistants 
are  frantically  fielding  pitch  calls 
from  Wall  Street  firms  who  want  to 
get  their  strategists  on  the  air  to 
chat  about  Nasdaq's  new 
record  for  the  6:30  p.m. 
Moneyline.  "In  just  two 
years  since  I've  been 
here,  financial  media  has 
exploded.  Is  it  because  of 
the  bull  market,  or  have 
we  helped  cause  the  bull 
market?  I  think  it's  a  lit- 
tle of  both,"  he  says. 

Breslau,  40,  is  one  of 
the  most  in-demand  play- 
ers in  all  of  media  these 
days.  He  fields  some  120 
phone  calls  and  up  to  200 
e-mails  a  day  from  bro- 
kerages, investment 
banks,  and  public-rela- 
tions agencies  who  are 
looking  for  airtime.  The 
pitches  range  from  the 
ordinary,  such  as  a  call 
for  analysts  to  discuss 
major  corporate  mergers, 
to  the  extraordinary,  such  as  stock 
market  astrologers.  "Put  it  this 
way — I  have  100  ways  of  politely 
saying  'no,' "  he  says.  And  especially 
with  the  stock  market  hitting  so 
many  noteworthy  highs  and  lows  of 
late,  Breslau  says  his  job  has  a  per- 
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petual  air  of  frenetic  uncertainty. 

On  a  desktop  computer  in  CNN-fn's 
newsroom,  Breslau  has  a  stash  of 
some  1,000  names  of  stock  market 
experts.  He  prefers  to  use  "proven 
talent" — that  is,  Wall  Streeters  who 
won't  get  that  "deer  in  the  head- 
lights" look  in  front  of  a  camera.  "We 


TALENT  SCOUT  Breslau  fields  120  phone  calls  and  up 
to  200  e-mails  a  day  from  CNNfn  wannabes 


look  for  'popularizers'  at  CNNfn,"-  he 
says.  That  means  analysts  who  have 
credibility  but  are  able  to  distill  com- 
plex issues  into  simple  language — in 
other  words,  spokespersons  who  can 
popularize  the  stock  market.  "I 
ask  myself  this  question:  Can  this 


person  move  the  market?"  he  says. 
Sometimes  Breslau  is  the  one  on 
bended  knee,  scrambling  at  the  last 
minute  to  book  hard-to-get  market 
mavens  such  as  Goldman  Sachs's 
Abby  Joseph  Cohen  or  Lehman 
Brothers'  Jeffrey  Applegate.  Indeed, 
his  biggest  coup  so  far  at  CNNfn  was 
nabbing  Prudential  Se 
curities'  Ralph  Acam- 
pora,  the  famous  Dow 
prognosticator,  on  Mar. 
29,  1999— the  day  the 
Dow  closed  above 
10000.  "We  got  him 
and  cnbc  didn't,"  Bres 
lau  says  with  gloating 
held  in  check. 

But  on  this  day 
(Mar.  7)  at  3:45  p.m. 
the  sudden  big  news  i 
not  the  Nasdaq,  which 
is  falling  short  of  5000, 
but  the  Dow,  which 
will  likely  close  below 
10000  for  the  first 
time  since  last  April. 
Breslau  and  his  team 
scramble  to  get  going 
on  a  "Dow  under- 
10000"  special.  Can  he 
get  Acampora  to  come 
on  for  a  repeat  performance? 
"Acampora's  temporarily  out  of  com- 
mission," says  Breslau.  Turns  out 
he's  currently  holed  up,  penning  a 
book  about  the  bull  market. 

By  Marcia  Vickers 
in  New  York 
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NO     MIRACLES     REQUIRED 


ACAFEE.COM    , 

I'lic  Forces  of  e\  il  are  oul  to  nci  your  computer.  ( )nce 
those  viruses  t ;i k«-  hold,  there's  little  you  wouldn  i  do 
t<>  get  free.  Will,  don'i  panic. 

PROTECT  YOUR  PC  FOR  $  29.95/  YEAR 
McAfee.com,  the  world's  onlj  online  PC  manager,  fei 
tures  an  always-up-to-dat< 
\\  ili  version  ol  \  irusScan. 
\n\\  tin-  iiru  r^i    nastiest 
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Online  virus  detection  and 
cleaning,  plus  valuable 
virus  inlormation  and  more 


SflflB 


\  ini-c-  and  w  iiiiii>  are 


J 


all  history. 


EASY  ONLINE  PC  REPAIRS 

Packed  full  of  award-winning  repair  products,  tlii- 
-i i c-  anhiinaiiralK  diagnoses  your  -n-n|>  then  fixi 
kinds  of  software  and  hardware  problems. 
UPDATE  AND  UPGRADE  FAST 
(,)uiikl\  download  the  latest  software,  hardware 
upgrades  you  need  most.  McAfee.com  delivers.  I* 
automatically  updates  your  currenl  software. 
FREE  14-DAY  TRIAL  SUBSCRIPTION 
Gel  "in  lull  l'(    management  and  protection  free  for 
14  tla\-.  Sign  mi  at  w  w  w  iin  alri   com 
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inundating  the  public  or  spinning  the  wording  to  de-emphasize 
negatives.  Market  darling  MicroStrategy  is  known  as  a  press 
release  "blaster."  It  has  issued  33  press  releases  so  far  this 
year — more  than  one  every  other  business  day.  The  soft- 
ware company's  shares  tumbled  62%  on  Mai-.  20,  with  the  an- 
nouncement that  it  was  restating  its  earnings." 

First  Call's  Hill  says  the  thing  he  sees  most  is  tricky 
press  release  wording:  "It's  designed  to  obfuscate — like  lead- 
ing people  to  look  at 
numbers  that  aren't 
necessarily  the  ones 
they  should  look  at." 
Hill  points  to  a  press  release  that  Walt  Disney  Co.  put  out  in 
January  that  focused  solely  on  the  rosy  fmancials  of  the  "Old 
Disney" — that  is,  without  including  the  company's  bleeding  In- 
ternet or  "New  Disney"  divisions,  which  have  their  own  sep- 
arate tracking  stock,  Go.com.  Still,  Disney  retains  72%  of 
Go.com. 

And  companies  now  put  out  bad  news  before  their  earnings 
are  announced.  Analysts  then  lower  their  estimates,  and  the 
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announced  earnings  become  positive  "surprises."  Says  Jot 
Abbott,  research  director  at  i/b/e/s  International  Inc. 
way,  the  company  stays  on  investors'  radar  screens,  espeo 
those  who  do  quantitative  screening  for  companies  with 
ings  surprises,"  Abbott  says.  Companies  are  also  increa^ 
ly  putting  out  press  releases  when  their  stock  dips,  reaaj 
ing  investors  that  everything  is  fine,  says  Abbott.  Accor 
to  a  source,  the  sec  is  looking  into  how  companies  cha 
terize  their  fmancials  in  press  releases. 

As  long  as  the  bull  market  roars  forward,  the  press  rele 
will  continue  to  spew  forth,  the  brokerage  ads  will  continu 
offer  images  of  easy  money,  the  business-TV  pundits  will  I 
tinue  to  pontificate — and  the  public,  with  its  growing  pro! 
sity  for  short-term  trading,  will  continue  to  lap  it  up.  Bi 
the  market  stumbles,  the  hype  machine  will  have  a  sen 
problem.  After  all,  "taking  control  of  your  financial  dest| 
makes  a  lot  of  sense — but  only  when  stocks  are  going  uj 


BusinessWeek  ONLINE, 


Too  much  Wall  Street  hype?  Cast  your  votel 


our  online  poll  in  the  April  3  issue  at  www.businessweek.com. 


BRANDING  A  BULL,  KEMPER-STYLE 


You  might  be  soon  calling  Robert 
J.  Froehlich  the  Frank  Perdue  of 
the  mutual  fund  industry. 
Froehlich,  who  also  goes  by  the 
moniker  "Dr.  Bob," 
is  the  global  invest- 
ment strategist  at 
Chicago-based  Kem- 
per Funds,  a  divi- 
sion of  Scudder 
Kemper  Invest- 
ments. The  firm's 
marketing  people 
describe  him  as 
"plainspoken,"  "in- 
telligent but  not  in- 
timidating," and  "utterly 
Midwestern."  These  are  some  of 
the  reasons  that  Scudder  Kem- 
per has  decided  to  turn 
Froehlich  into  a  star.  The  firm 
will  soon  release  a  $4  million 
print  advertising  campaign 
featuring  Froehlich. 

Undoubtedly 
another  rea- 
son Scudder 
Kemper  is 
"branding"  it- 
self by  featur- 
ing Froehlich 
is  that  he's  an 
unabashed  bull. 
He  has  produced 
a  series  of  audio 
tapes  called  From  Wall 
Street  to  Mam  Street  that 
extols  the  great  benefits  of 
investing  in  stocks.  He  has 
penned  a  recent  book,  The 
Three  Bears  are  Dead!,  which 
makes  the  case  that  the  "three 


bears"  of  investing — inflation,  inter- 
est rates,  and  government  spend- 
ing— all  died  in  1997.  And  Froehlich 
is  a  big  believer  in  "Boomer- 
awiii.      nomics" — that  is,  that  baby 
boomers  are  just  starting  to 


the  money  to  be  made.  One  of  those 
is  Robert  Froehlich." 

In  addition  to  the  upcoming  ads, 
Froehlich's  face  graces  a  Kemper 
Funds  coffee  mug,  flashlight, 
mousepad,  and  notepad.  His  visage  i; 
even  etched  upon  an  aromathera 
py  candle  in  the  shape  of  Mt. 
Rushmore  that  has  been  re- 
christened,  for  promotional  pur- 
poses, "Mt.  Rush-to-Save-More." 
"The  candle's  scent  is 
meant  to 


PAGING  DR.  BOB  Froehlich's  face 
is  on  everything  from  cups  to 
aromatherapy  candles 


drive  the  economy  and  stock 
market  and  that  their  impact  will 
be  much  greater  than  anyone 
thought,  prolonging  the  bull  market 
well  into  the  2010s.  The  Chicago 
Tribune  wrote  about  Froehlich, 
"There  are  [those]  who  have  the 
eyes  to  see  the  dust  in  the  distance, 
ears  to  hear  the  hoofbeats  of  the 
thundering  herd,  and  noses  to  smell 


calm  in- 
vestors who  are 
agitated  by  all  the  market 
volatility,"  says  Susan  Craw- 
shaw,  director  of  marketing  at 
Kemper  Funds. 
Froehlich  has  appeared  regularly 
on  cnbc's  Squawk  Box  and  CNNfn. 
He  has  also  been  on  Wall  Street 
Week  with  Louis  Rukeyser.  Says 
Crawshaw,  "There  are  so  many  in- 
vestment vehicles  out  there.  We  just 
want  people  to  to  be  able  to  identify 
with  Kemper.  And  folks  just  love 
Bob  because  he's  a  real  person." 

By  Marcia  Vickers  in  New  York 
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VENTURE  CAPITAL 


WHAT'S  REALLY  DRIVING 
BANKS'  PROFITS 

Their  venture-capital  units 
are  pulling  in  record 
gains,  but  competition 
is  getting  stiff 


The  high-tech,  biotech,  and  Inter- 
net market  boom  has  launched  a 
golden  era  for  bank  venture-capital 
units.  They're  pulling  in  a  good 
chunk  of  their  parent's  profits,  often 
while  relying  on  their  traditionally  tiny 
staff.  Wells  Fargo  &  Co.,  for  example, 
got  16%  of  its  fourth-quarter  1999  net 
income,  or  $721  million,  from  deals  vet- 
ted by  just  14  partners  in  its  venture- 
capital  unit.  The  bank  has  92,000  em- 
ployees overall.  First  Union  Corp.,  with 
a  total  payroll  of  70,000,  garnered  13%  of 
its  fourth-quarter  net  income,  or  $228 
million,  from  deals  


captured  by  the  16 
people  in  its  unit. 

Venture  capital  is 
nothing  new  for  big 
banks.  Many  have 
been  active  players 
in  the  business  for 
decades.  Citicorp, 
after  all,  put  up  the 
seed  money  for 
Essence  magazine  in  1970,  while  Chase 
Manhattan  Corp.  bankrolled  Internet 
search  engine  Lycos  in  1998.  Fleet- 
Boston Financial's  vc  unit,  BancBoston 
Ventures  claims  to  be  the  oldest  regis- 
tered small-business  investor  in  the 
country,  with  41  years  of  experience, 
and  Wells  Fargo's  unit  has  nearly  40 
years  under  its  belt. 
WEATHERPROOF.  Banks  and  regulators 
alike,  though,  know  that  the  vc  industry 
is  getting  more  competitive.  So-called 
angel  investors  are  flush  with  cash, 
while  hedge  funds  that  once  concentrat- 
ed on  initial  public  offerings  are  hun- 
grily eyeing  vc  profits.  Banks  are  re- 
acting by  trying  to  create  their  own 
new-business  incubators.  The  rah-rah 
nature  of  the  market  and  its  importance 
to  bank  profits  even  prompted  the  Fed- 
eral Reserve  to  tighten  capital  require- 
ments and  lay  down  ground  rules  on 


Concerned  about  VC 

mania,  the  Fed  has 

tightened  banks' 

capital  requirements 


Mar.  17  that  require  banks  to  set  aside 
capital  equal  to  50%  of  their  VC  invest- 
ments, and  limiting  their  duration  to 
eight  years.  Nonetheless,  banks  are  un- 
likely to  be  deterred — most  are  aver- 
aging returns  on  their  investments  near 
40%,  vs.  10%  to  15%  on  traditional  com- 
mercial lending. 

To  be  sure,  some  missteps  in  the 
risky  venture-capital  business  are  al- 
most inevitable.  Although  their  ap- 
proaches vary,  the  big  banks  contend 
that  they  are  capable  of  weathering 
storms.  If  there  are  any  victims,  they 
say,  they're  likely  to  be  the  newcomers 
to  the  business.  "If  you're  just  starting 
to  invest  in  early-stage  venture  deals,  I 
pity  you,"  said  Jeffrey  C.  Walker,  the 
senior  managing  partner  of  Chase  Man- 
hattan Corp.'s  venture-capital  unit, 
Chase  Capital  Partners. 

As    the    biggest 

bank-owned  unit, 
Chase  argues  that 
its  worldwide  pres- 
ence protects  it 
from  a  downturn  in 
any  one  market. 
"We're  the  only  firm 
that's  truly  global," 
says  Walker.  The 
bank  currently  has 
investments  in  570  companies  in  25 
countries,  is  the  leading  investor  in  the 
Latin  American  Internet,  and  is  the 
largest  venture  capitalist  in  India.  Chase 
invested  $2.3  billion  last  year  in  the  unit 
and  recorded  $2.52  billion  in  venture- 
capital  gains.  Chase's  Walker  says  that 
the  units  "presence  and  patience"  are 
the  keys  to  its  ongoing  success.  Chase 
has  been  pounding  the  table  for  its  vc 
shop,  hoping  investors  will  value  the 
bank  stock  higher. 

Chase  certainly  isn't  alone  in  its  VC 
emphasis.  FleetBoston's  venture-capital 
unit,  BancBoston  Ventures,  together 
with  BancBoston  Capital,  invested  $1 
billion  in  1999,  a  $300  million  jump  from 
the  year  before.  Like  Chase,  the  bank 
has  a  heavy  overseas  presence,  with 
nearly  30%  of  its  investments  outside 
the  U.S.  But  finding  exclusive  deals  is 
"the  name  of  the  game"  says  Frederick 
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'Yitz,  president  of  FleetBoston's  pri 
equity  units.  The  bank  lias  inv< 
ts  in  500  companies  today  and  often 
g  mi  the  chief  executives  of  those 
to  miff  out  venture-capita]  deals  in 
respective  industries.  Banc-Boston 
tures  gets  about  15%  of  its  deals 
ugh  the  parent  bank's  corporate 
ts.  Fritz  concedes  that  there  are  a 
t  dollars  chasing  hot  sectors  such  as 
•ommunications  and  non-U.  S.  Web 
vorks  but  says  the  competition 
t't  cut  into  profits.  "We're  having 
tesl  quarter  of  our  history,"  he  says, 
ime  bank  VC  units  are  investing  at 


a  record  pace,  often  withoul  staffing 
up.  For  example,  Wells  Fargo's  vc  unit, 

has  just  14  partners  who  evaluate 
deals.  All  the  same,  it  invested  $425 
million  last  year.  "We  have  a  different 
investment  focus,"  says  John  P.  Whaley, 
chief  financial  officer  of  the  division, 
explaining  that  the  unit  favors  consoli- 
dation and  management-led  buyouts.  A 
huge  amount  of  capital  has  moved  into 
private  equity  and  VC  investments  in 
the  past  three  or  four  years,  Whaley 
concedes,  increasing  competition.  But, 
for  the  time  being,  "a  high  tide  is  rais- 
ing all  boats,  and  it's  a  good  time  to  be 
invested." 

Bank  venture-capital 
units  can  get  a  big  lift  if 
other  divisions  of  the 
bank  feed  them  deals. 
First  Union  Capital  Part- 
ners culls  new  deals  from 
First  Union  Securities 
Inc.  and  wrote  $800  mil- 
lion in  venture  capital 
and  leveraged  deals  last 
year.  Credit  Suisse  First 
Boston  is  expecting  to 
find  deals  for  its  newly 
launched  $2.75  billion  pri- 
vate equity  fund  from  its 
1,100  bankers,  says  Ed- 
ward Johnson,  a  director 
of  csfb  Private  Equity. 
The  unit,  which  has  been 
in  the  business  since 
1979,  compensates  these 
bankers  with  a  direct 
stake  in  the  company. 

In  response  to  height- 
ened competition,  banks 
are  finding  innovative 
ways  to  back  new  start- 
up businesses.  "We're 
seeing  a  whole  new  play," 
says  Sarah  Diamond, 
managing  director  with 
kpmg's  consulting  prac- 
tice. "What  banks  are  do- 
ing is  generating  ideas 
and  becoming  incuba- 
tors." J.  P.  Morgan  & 
Co.'s  LabMorgan,  Chase 
Manhattan's  Chase.com, 


and  ( 'it igroup'  E  ' !iti  wen-  designed 
a  e  finance  petri  di  hes,  intenl  on  turn 
ing  good  idea-  into  good  inv< 

whether  they're  generated  within  the 
bank  or  from  an  outside  BOUTCe.  Then, 
the  bank's  venture-capital  unit  may  in- 
vest in  the  business  plan.  "Banks  are 
expanding  their  role  in  the  market- 
place," Diamond  says. 

The  downside?  Some  may  wind  up 
with  a  portfolio  of  investments  that 
aren't  understood  by  some  on  the  tra- 
ditional side  of  the  bank.  Negative  fall- 
out is  "more  potential  than  reality"  at 
this  point,  Diamond  says.  But,  she  says, 
the  last  time  she  saw  a  similar  rush 
to  invest  in  a  popular  sector  was  the 
mid-1990s  boom  in  real  estate  invest- 
ment trusts.  The  sector  nearly  went 
belly-up  in  1998,  after  it  was  shunned 
by  the  capital  markets  and  stock  prices 
tumbled. 

NO  SUCKERS.  Although  most  VC  veter- 
ans agree  that  the  increase  in  competi- 
tion is  leading  some  to  make  risky  in- 
vestments, picking  those  out  against  the 
backdrop  of  phenomenal  market  growth 
is  nigh  impossible.  Besides,  the  level  of 
disclosure  varies  widely.  Chase  Manhat- 
tan and  Wells  Fargo  both  have  Web 
sites  detailing  individual  venture-capi- 
tal investments,  for  example,  while 
BankOne  Corp.  and  Bank  of  America 
Corp.  don't  break  down  the  businesses' 
profits  in  their  earnings  statements,  or 
detail  transactions.  "There's  no  one  com- 
pany out  there  that  we  can  call  the 
suckers,"  says  Nam  Ho,  a  10-year  ven- 
ture-capital veteran  and  general  partner 
of  Altos  Ventures,  a  Menlo  Park  (Calif.) 
VC  firm.  "There's  a  lot  of  deals  that  I've 
seen  that  looked  crazy  in  the  last  few 
years — and  they're  all  making  a  lot  of 
money." 

Normally,  venture  capital  is  a  game  of 
hits  and  misses.  But  the  almost  unin- 
terrupted run  of  success  in  the  busi- 
ness is  now  unnerving  pros.  "These  days 
there  are  fewer. ..  losses  because  of  a 
good  market,  but  in  the  end  it  will  still 
go  back  to  that  cycle,"  warns  Chase's 
Walker.  Most  of  his  competitors  are  hop- 
ing he's  wrong. 

By  Heather  Ti))i»wns  in  New  York 


Juiced  on  Venture-Capital  Profits 


BANK 

VENTURE-CAPITAL 
EARNINGS  IN  1999 
MILLIONS 

SHARE  OF 
NET  INCOME* 

1999  VC 
INVESTMENTS 

MILLIONS 

CHASE  MANHATTAN 

$2,522 

22% 

$2,300 

WELLS  FARGO 

1,008 

13 

425 

J.P.  MORGAN 

646 

15 

550 

FIRST  UNION 

578 

8 

800 

FLEETBOSTON 

494 

9 

1,000 

"INCLUDES  1/3  EXPENSE  AND  35%  TAX 

DATA  CREDIT  SUISSE  FIRST  BOSTON.  COMPANY  REPORTS 
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INVESTMENT  BANKING 


THIS  HYBRID 

IS  LOOKING  PLENTY  TOUGH 

Nikko  Salomon  Smith  Barney  has  Citi's  clout,  Japan  Inc.'s  trust 


It's  only  a  year  old.  And  from  the  start, 
the  betting  was  that  a  hybrid  invest- 
ment bank — part  American,  part 
Japanese — would  have  a  tough  time  in 
Japan  Inc.  But  take  another  look.  Nikko 
Salomon  Smith  Barney  has  nabbed  some 
of  the  biggest  underwriting  and  merger 
business  of  the  past  12  months.  Now  the 
fledgling  is  taking  on  the  likes  of  Morgan 
Stanley  Dean  Witter,  Goldman  Sachs, 
and  J.  P.  Morgan — the  big  foreign  houses 
that  dominate  the  Tokyo  market  for 
merger  and  underwriting  advice.  Says 
Toshiharu  Kojima,  Nikko  Salomon's  chief 
executive:  "We're  now  a  global  bank  of- 
fering one-stop  shopping." 

When  ailing  Nikko  Securities  bolted 
from  Bank  of  Tokyo-Mitsubishi  Ltd.,  its 
longtime  keiretsu  ally,  a  lot  of  Tokyo 
bankers  wondered  whether  BTM  would 
try  to  shut  out  its  new  rival.  Although 
relations  are  strained,  that  didn't  hap- 
pen. Instead,  Nikko  Salomon  has  come 
into  its  own  with  surprising  speed.  After 
a  big  push  last  fall,  it  beat  out  Daiwa 
Securities  Group  Inc.  as  one  of  three 
global  coordinators,  together  with  Gold- 
man and  Warburg  Dillon  Read  LLC,  for 
a  $15  billion  share  offering  by  telecom 


colossus  Nippon  Telegraph  &  Telephone. 
That  deal,  plus  a  stream  of  big  initial 
public  offerings,  enabled  the  bank  to 
dislodge  giant  Nomura  Securities  Co. 
as  Japan's  top  equity  underwriter  last 
year.  "This  firm  has 
infinite    resources," 
boasts  David  Hatt, 
Nikko        Salomon's 
managing  director  of 
equity  capital  mar- 
kets.   Indeed,    the     Nissan/Renault  alliance  point)  k^^  wor 


NIKKO  SALOMONS 
TROPHY  DEALS 

►  Adviser  in  the  $5.8  billion 


ization,  seek  alliances  and  acquisil 
Of    course,    Nikko    Salomon 
launched  just  as  Corporate  Japai 
gan  to  reshape  itself.  Last  year, 
$85  billion  worth  of  mergers  took 
and  $65  billion  was  raised  in  equit; 
convertible  bonds.  Also,  a  record 
ber  of  startups  went  public,  and  tl 
no  letup  in  sight.  After  taking  0 
Corp.  Japan  public  last  year,  Nikk 
lomon  was  chosen  on  Mar.  22  to  ui 
write  a  $9  billion  secondary  offeri 
the  company's  stock. 

Kojima  figures  that  a  hybrid  ba 
perfectly  suited  to  the  times.  As  pa 
Citigroup,  it  has  Salomon  Smith 
ney's  global  reach  and  Citi's  expert: 
such  products  as  debt  securities.  N: 
domestic 
NOT  QUITE  EQUAL:  ence  gives 

Co-CEO  Okano  (right)    edge  with 
reports  to  Kojima  nese  compa 

uncomfortl 
with  an  exclusively  foreign-run  m\ 
ment  bank. 
SHUFFLED  DECK.  Nonetheless,  the 
bank  has  been  a  managerial  chalk 
Although  Nikko  is  a  51%  partner,| 
U.S.  side  is  in  charge.  Citigroup 
9.5%  of  Nikko  Securities'  equity 
convertible  bonds  that  could  hike 
stake  to  25%,  giving  it  veto  power, 
group's  Deryck  C.  Maughan,  an  e> 
lomon  Japan  ceo,  sits  on  Nikko's  be 
To  even  up  things,  every  major 
ness  is  managed  by  people  from 
sides.  And  at  the  top,  Jun  Okanol 
ex-Nikko  man,  holds  the  title  of  co-J 
though  he  is  under  Kojima. 

Skeptics  wonder  whether  the  t{ 
approach  works.  Stuart  D.  Pearce, 
of  HSBC  Securities  Japan  Ltd.,  adi 
the  venture 
thinks  "the  man; 
ment  of  cultural 
sues"  will  be  en 
to  the  bank's  I 
term  success.  At 


clincher  in  these 
deals  is  a  distribution 
base  that  spans  the 
U.S.  and  much  of 
Europe.  "We  have 
people  in  Madrid 
selling  Japanese  eq- 
uities," Hatt  says. 
GOOD  TIMING.  Nikko 
Salomon  has  also 
done  some  trophy 
merger  work,  including  the  $5.8  bil- 
lion tie-up  between  Nissan  and  Re- 
nault. Toru  Mio,  managing  director  for 
M&A,  sees  richer  opportunities  as  mo- 
bile-phone and  Net  startups,  now  en- 
joying huge  runups  in  market  capital- 


►  Consultant  for  Japan  Tobac- 
co's $8  billion  takeover  of  RJR 
Nabisco's  foreign  tobacco  assets 

►  Global  coordinator  of  NTT's 
$15  billion  equity  offering 

►  Underwriter  of  $1.1  billion 
IPO  of  computer  service  startup 
Itochu  Techno-Science  Corp. 

■      DATA:  BUSINESS  WEEK 


more  about  burr  I 
than  turf  battles.  I 
smooth  cross-cull 
al  relations  are  < 
cial,  given  the  de: 
tions  and  talent  ij 
bedeviling  every  : 
jor  investment  b 
in  Tokyo. 

Kojima,  who  sti 
ed  out  as  a  b< 
trader  with  Salomon  in  the  1980s,  ck- 
ly  wants  Nikko  Salomon  to  swim  in 
global  pond.  But  right  now,  at  lei 
this  East-West  partnership  is  h\ 
enough  at  home. 

By  Brian  Bremner  in  Tok 
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BUYOUT  FIRMS 


KKR  IS  SEEKING 
GREENER  PASTURES 

And  Europe-especially  Germany-looks  particularly  lush  now 

Edward  A.  Gilhuly  is 
surprisingly  soft-spoken, 
even  genteel,  for  an 
American  buyout  specialist. 
That  may  be  why  Kohlberg 
Kravis  Roberts  &  Co.,  the 
U.  S.  buyout  firm,  sent  him 
to  London  at  the  end  of 
1998  to  head  its  European 
operations.  Gilhuly,  40, 
seems  just  the  kind  of  per- 
son to  put  skeptical  corpo- 
rate chieftains  at  ease — and 
everybody  else  on  notice. 
He's  not  shy  about  saying 
that  kkr  wants  to  be  a  big 
player  in  Europe's  fast- 
growing  buyout  industry. 
And  with  24  years  of  expe- 
rience, a  new  $3  billion  Eu- 
rope fund  in  hand,  and  three 
deals  worth  about  $2.2  bil- 
lion on  the  books  so  far,  kkr 
makes  competitors  plenty 
nervous. 

kkr,  of  course,  is  eager 
to  broaden  its  range  of  tar- 
gets beyond  the  U.  S.  More 
than  half  of  the  firm's  rough-  " 
ly  $6  billion  in  uncommitted  capital  is 
now  aimed  at  Europe.  That's  because 
the  center  of  gravity  of  the  buyout  in- 
dustry has  shifted  across  the  Atlantic. 
European  private-equity  deals  came  to  a 
record  $45  billion  in  1999;  the  U.  S.  figure 
was  just  $32  billion. 

RESPECT.  Attitudes  are  changing,  too. 
European  industrialists  used  to  consider 
buyout  pros  little  more  than  opportunists. 
But  as  pressure  grows  to  bust  up  con- 
glomerates, it  is  buyout  firms  that  are  of- 
ten the  most  avid  bidders.  And  young 
executives  seem  to  respect  the  kkr 
brand  name  in  particular. 

But  replicating  its  U.  S.  success  won't 
be  easy  for  KKR.  In  Europe,  it  faces  at 
least  a  dozen  U.  S.  and  local  rivals  with 
some  $30  billion  to  invest.  And  some 
competitors  are  none  too  impressed  with 
kkr's  recent  buys.  Says  one:  "They 
haven't  done  a  single  creative  deal  so 
far."  kkr  is  also  subject  to  the  usual  crit- 
icism of  Americans:  insensitivity  to  Eu- 
ropean business  culture.  In  this  case, 


IN  THE  MONEY:  KKR  has  bought  ATM  maker  Wincor  Nixdorf 


however,  seven  of  Gilhuly's  nine-strong 
team  are  European. 

kkr  has  had  its  successes,  though.  In 
1999,  it  roughly  tripled  a  $166  million  in- 
vestment in  a  British  newspaper  busi- 
ness called  NewsQuest  PLC  when  it  was 
bought  by  Gannett  U.  K.  And  rivals  call 
kkr's  $1.6  billion  acquisition  in  1998  of 
Willis  Corroon  Group,  a  British  insur- 
ance broker,  a  smart 
buy.  Both  these  deals, 
though,  were  handled 
from  the  U.  S.  before 
Gilhuly's  arrival. 

Gilhuly  is  focusing 
on  Germany,  which  he 
believes  will 


Making  Its  Mark:  KKR's 
Recent  European  Deals 


COMPANY 


WASSALL,  BRITAIN         Pending      $980 
one  day      Lighting  only 


such  rivals  as  Be  Partners  and  Schr 
Ventures.  It  lost  out  to  bc  Partners  I 
$1  billion  deal  for  Friedrich  Grohe,  al 
ily-controlled  bathroom-fixtures  coj 
ny,  even  though  kkr's  bid  was  supp<| 
ly  higher. 

"A  DOG."  Still,  Gilhuly  has  won 
business  in  Germany.  In  October, 
and  the  private-equity  wing  of  Gok 
Sachs  &  Co.  paid  $720  million 
Siemens  unit,  renamed  Wincor  Nixl 
which  produces  automated  teller  [ 
chines  and  cash  regis) 
Gilhuly   says   he   likes 
strong  growth  prospects 
management  team.  Hoi 
er,  competitors  call  the 
ness  a  "dog"  that  is  tool 
nerable  to  new  technolq 

KKR  also  acquired  a 
ness  phone  switches 
from  Robert  Bosch  in 
ary.  kkr  plans  to  reshap 
unit,  which  it  renamed 
vis,  into  a  supplier  of  Iij 
net-related  services.  Gill 
justifies  paying  a  fairly  I 
price,  about  $500  million| 
cause  Tenovis   has  ne| 
150,000  customers — far 
than  some  European 
corns,  such  as  Jazztel, 
have  multibillion-dollar 
ket  capitalizations.  Few 
ers  bid  for  the  Bosch 
but  kkr  saw  the  making 
a  major  New  Economy  ( 
pany.  "You  have  to  tal 
creative  approach  that  j 
beyond  just  buying  so 
"  thing,"  Gilhuly  says. 
In  another  talked-about  deal,  KK 
acquiring  Wassail  PLC,  a  British  n  | 
conglomerate,  for  $980  million  and  tal 
it  private,  kkr  plans  to  join  Wass 
main  asset,  Thorn  Lighting  Group, 
Austria's  Zumtobel,  a  family-owned  oi pjr! 
Bankers  appreciate  kkr's  ability  to  c 
bine  these  businesses  to  create  a 
rope-wide  firm.  They  also  say  that  KK 
paying    a    very 
price.  However, 
val   says    that    "¥«■ 
mediocre  busines 
don't    add    up    tcp 
good  one." 
Not    usually, 
when  kkr 


DATE 


AMOUNT 

MILLIONS 


SIEMENS-NIXDORF, 
GERMANY  Retail  and 
banking  systems 


October, 
1999 


off  these  investing 
five  to  seven  ye 
from  now  will 

BOSCH.  GERMANY  I  ,n,,,         Mm  *>«*  kn™  f° V 

Telecom  networks  2000  whether  Gilhuly  or 

But  kkr  is  still  thin      critics  are  right. 

on  the  ground  in  Ger-      *Estimate  By  Stanley  R  \ 

many  compared  with        DATA;  K0HLBERG  KRAVIS  R0BERTS  &  co - BUSINESS  WEEK  in  Lorn  E 


be  the  hottest  buyout 
zone  in  Europe,  sur- 
passing Britain,  which 
accounted  for  59%  of 
the  market  last  year. 
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HOLD  YOUR  MEETING  AT  HYATT, 


AND  YOU  CAN  BASK  IN 


MORE  THAN  COMPLIMENTS 


1 


n 


The  meeting  was  a  success.  Your  boss  is  thrilled.  And  you're 
solutely  golden.  Because  you  chose  Hyatt  to  put  it  all  together 
>wn  to  the  last,  stress-free  detail,  while  you  earned  bonus  points 
u  can  use  for  a  luxurious  Hyatt  getaway. 
Don't  know  much  about  planning  meetings?  Don't  worry, 
irting  with  a  quick  response  to  your  inquiry,  you'll  get  step-by-step 
idance  and  expert  advice.  Plus  your  own  Hyatt  Meeting 
jncierge^'  beside  you  throughout  the  event  to  check  setups  and 
ticipate  last-minute  needs.  Which  makes  your  meeting  almost  as 
axing  as  your  vacation. 


Call  any  Hyatt  listed,  visit  us  at  www.hyatt.com  or  call 

18005431818 


ARIZONA 

Hyatt  Regency  Phoenix  602  252  1234 

Hyatt  Regency  Scottsdale  Resort  480  991  3388 

CALIFORNIA 

Hyatt  Regency  Alicante  (Anaheim)  714  750  1234 

Hyatt  at  Fisherman's  Wharf  415  563  1234 
{San  Francisco) 

Hyatt  Grand  Champions  Resort  760  341  1000 
(Indian  Wells) 

Hyatt  Regency  Irvine  (Orange  County)  949  975  1234 

Hyatt  Islandia  (San  Diego)  619  224  1234 

Hyatt  Regency  La  Jolla  (San  Diego)  858  552  1234 

Hyatt  Regency  Long  Beach  562  491  1234 

Hyatt  Regency  Los  Angeles  213  683  1234 

Hyatt  Regency  Monterey  831  372  1234 

Hyatt  Newporter  (Newport  Beach)  949  729  1234 

Hyatt  Regency  Suites  760  322  9000 
Palm  Springs 

Hyatt  Rickeys  (Palo  Alto)  650  493  8000 

Hyatt  Regency  Sacramento  916  443  1234 

Hyatt  Sainte  Claire  (San  Jose)  408  885  1234 

Hyatt  Regency  San  Diego  619  232  1234 

Grand  Hyatt  San  Francisco  415  398  1234 

Hyatt  Regency  San  Francisco  415  788  1234 
Hyatt  Regency  San  Francisco  Airport     650  347  1234 

Hyatt  San  Jose  408  993  1234 

Hyatt  Valencia  (Santa  Clanta  Valley)  661  799  1234 

Hyatt  West  Hollywood  323  656  1234 

Hyatt  Westlake'  Plaza  (Thousand  Oaks)  805  497  9991 

COLORADO 


Hyatt  Regency  Beaver  Creek' 
Resort  &  Spa  (Vail  Valley) 

970  949  1234 

HAWAII 

Hyatt  Regency  Waikiki  Resort  &  Spa 

808  923  1234 

NEVADA 

Hyatt  Regency  Lake  Las  Vegas  Resort 
Hyatt  Regency  Lake  Tahoe 
Resort  &  Casino 

702  457  1234 
775  832  1234 

NEW  MEXICO 

Hyatt  Regency  Albuquerque 

505  842  1234 

WASHINGTON 

Hyatt  Regency  Bellevue  (Seattle  area) 

425  462  1234 

CANADA 

Hyatt  Regency  Vancouver 


604  683  1234 


Call  for  eligible  dates  during  2000  and  2001. 

Offer  also  available  at  other  participating  Hyatts  in 

the  U.S.  and  Canada. 


H^AU 
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Feel  the  Hyatt 


ting  Dividends'*"  program  is  available  in  conjunction  with  meetings  or  group  incentives  that  include  10  or  more  paid  guest  rooms  The  calculation  of  free  nights  is  based  upon  award  subject  to  change.  The 

points  earned  depends  on  number  of  paid  guest  rooms  utilized,  day  of  the  week  and  whether  your  event  is  held  at  a  hotel  or  resort.  Planner  can  receive  twice  the  bonus  points  (up  to  100,000  points)  (hey  would  otherwise 
junction  with  the  Hyatt  Meeting  Dividends  program  when  meeting  is  held  during  select  Hyatt  Extra  Value  Dates.  Dates  vary  per  participating  location  Call  am  Hyatt  listed.  I  800  543  1818.  or  visit  us  at  www.hyatt.com  for 
es.  Promotion  dates  not  available  beyond  December  31.  2001  The  earning  of  points  or  miles  in  conjunction  with  Hyatt  Meeting  Dividends  is  subject  to  Hyatt  Meeting  Dividends,  applicable  Hyatt  Gold  Passport®  and  airline 

I  conditions  Offer  not  valid  in  conjunction  with  any  other  offer(s),  discount  programs  or  previously  booked  and  held  meetings.  Meeting  or  incentive  is  subject  to  availability  of  meeting  date(s).  space  and  guest  rooms 
aookmg  Bonuses  will  be  credited  to  planner's  account  six  to  eight  weeks  after  the  event  has  been  held  and  paid  for  in  accordance  with  the  Sales  Contract  Hyatt  reserves  the  right  to  alter  or  withdraw  this  program  at  any  time 

'••sorts*  encompasses  hotels  and  resorts  managed,  franchised  or  leased  by  two  separate  groups  of  companies  -  Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation  ©2000  Hyatt  Corp 
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TECHNOLOGY 
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e-Networks:  Communications  Strategies 
for  the  e-Business  Economy 


MAY  9,  2000  ■  SHERATON  NEW  YORK  a  NEW  YORK  CITY 


John  W.  Sidgmore 

Vice  Chairman, 

MCI  Worldcom; 

Chairman,  UUNet 


James  Yost 
Vice  President  &  CIO 
Ford  Motor  Company 


Kevin  O'Connor 

CEO  &  Co-founder 

DoubleClick 


What  decisions  will  you  need  to  make  to  survive 
in  the  next  generation  of  e-business'  How  do  you 
integrate  voice,  data  and  Internet  communications 
into  the  most  effective  global  network7  What  are 
the  most  successful  strategies  and  business  models 
today?  And  even  more  important,  what  will  those 
strategies  be  tomorrow? 

Find  out  at  The  2nd  Annual  Business  Week 
Technology  Leadership  Summit  in  New  York.  On 
May  9,  you'll  learn  why  the  right  technological 
advantage  is  the  best  strategic  advantage. 

You'll  also  hear  real- world  solutions  and  insights 
from  pacesetters  in  the  e-business  economy  including: 

■  Peter  A.  Jacobson,  Chief  Technology  Officer 
and  Senior  Vice  President,  United  States 
Postal  Service 

■  Scott  Charney,  Principal,  Pricewaterhouse- 
Coopers  LLC,  Former  Chief,  Computer 
Crime  Section,  Department  of  Justice 

■  Jay  Rolls,  Vice  President,  Engineering, 
Excite@Home 

■  Thomas  A.  Lesica,  Senior  Vice  President, 
CIO,  J.Crew  Group,  Inc. 

■  Mark  H.  Goldstein,  President  and  CEO, 
BlueLight.com 

among  others 

To  guarantee  that  this  conference  is  a  valuable 
experience  for  each  executive,  reservations  are  ex- 
tremely limited.  To  reserve  your  place  at  this  strate- 
gic, hands-on  conference  for  top-level  executives: 
Go  to:   www.conferences. 
businessweek.com/ 
2000/enetworks/ 
e-mail:   enetworks@businessweek.com 
phone:    1-800-682-6007 
fax  on  demand:    1-800-682-6007,  document  #150 


Charles  S.  Feld 

CIO 

Delta  Air  Lines,  Inc. 


Art  Kranzley 

SVP  Electronic 

Commerce 

MasterCard  International 


John  Keast 
CTO  &  CIO 
Branders.com 


PRESENTED    BY: 


BusinessWeek 


A  Division  ofThc McGrawHM Compania 

IN    PARTNERSHIP   WITH: 

aPPNBT 

the  power  of  e-business 


CO-PRODUCED    BY: 

MCI  WORLDCOM 


SPONSORED    BY: 


Hector  Gorosabel,  Thunderbird  '87 

Vice  President-Argentina/Uruguay  Region  Manager 

The  Coca-Cola  Company 


I    chose   Thunderbird   because  ademas   de 

estudios   de   negocios,    ensenan   idiomas   y 

estudios    internacionales.1 

When  Hector  Gorosabel  decided  to  become  a  global  manager,  he  decided  to  become  a  Thunderbird. 
Because  Thunderbird,  the  world's  leading  school  of  global  management,  is  a  unique,  multicultural 
community  of  students  and  faculty.  With  a  curriculum  that  includes  language  and  international  studies 
as  well  as  business.  And  a  support  network  of  31,000  alumni  in  130  countries.  To  really  learn  the 
language  of  business,  visit  www.t-bird.edu 


'...they  teach  Language  and  international 
studies  as  well  as  business. 


THUNDERBIRD 

The  American  Graduate  School 
of  international  management 
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Professionals  who  are  serious  about 

moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 


The  Business  Week  Executive 

Education  &  MBA  Directory  offers 

valuable  information  on  leading 

institutions  and  educational  programs. 

For  information  on  advertising 

in  The  Fall  2000  BusinessWeek 

Executive  Education  &  MBA  Directory 

please  call  1-800-424-3090. 
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A  global  leader  in  graduate  business 
and  executive  education. 


*fc> 


Executive  MBA  programs  start  annually  in 
Guayaquil,  New  Orleans,  Santiago,  Shanghai,  and  Taipei. 


Contact  us: 

(504)  865-5481,  (800)  827-3622 

executive.ed@tulane.edu 

http://freeman.tulane.edu/emba 
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*  *  *  *      THE  PATH  TO 

GREATNESS  IS 

FORGED,  NOT 

FOLLOWED. 
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FULL  TIME  MBA 

EXECUTIVE  MBA 

EXECUTIVE  MASTER  OF  MANUFACTURING  MANAGEMENT 

PROFESSIONAL  MBA 

EMBA  IN  HEALTH  SERVICES  MANAGEMENT 

(800)622-3622 

www.olin.wustl.eriu 


1914  Founding  Member 


Greatness  is  not  the  easl 

choice.  It  requires  that  yo| 

make  your  own  way. 

choosing  to  earn  a  degree  i 

an  Olin  MBA  programl 

you  will  have  chosen  tJ 

torge  your  path  at  a  topi 

i  I 

ranked  business  school! 

Upon  completion  of  youl 

Olin  MBA,  you  will  be  ready! 

for  the  next  step  in  youij 

career.  And  you  will  have 

done  something  only  true! 

leaders  can  do.  Forge  your] 

own  path.  /*  '\ 
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UCATION-UFETIME  ACHIEVEMENT! 


American  Assembly  of  Collegiate  Schools  of  Business 


UNIVERSITY 


O     F 


JUL  SOLJIH(7\ROUNA 


A  complete  portfolio  of  graduate  business 
programs  emphasizing  a  global  perspective  makes 
The  Darla  Moore  School  of  Business 

a  distinctive  learning  experience,  attracting 
students  and  faculty  from  around  the  world. 

Master  of  International  Business  Studies  (MIBS),  featuring  intensive 
language  training  and  a  six-month  overseas  internship 
International  Master  of  Business  Administration  (IMBA),  a  15-month 
MBA  joint  venture  with  the  Wirtschaftsuniversitat  Wien  in  Vienna,  Austria 
Master  of  Business  Administration  (MBA),  a  comprehensive  MBA  with 
consulting  and  international  exchange  opportunities 
Specialized  master's  programs  in  accounting,  taxation,  human 
resources,  information  systems,  and  economics 


Phone       803-777-4346  E-mail       gradadmit@darla.badm.sc.edu 

Fax  803-777-0414  Internet     www.business.sc.edu 
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EXECUTIVE    EDUCATION 


Iraduate  School  of  Business 
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In  the  Heart  of  Silicon  Valley 


Powerful 

Ideas, 

novative 

Practice 


For  more  information  contact: 

Mary  Mayfield 
Office  of  Executive  Education 
Stanford  Graduate  School  of  Business 
Phone:  (650)  723-3341  (worldwide) 
Fax:  (650)  723-3950  (worldwide) 

E-mail: 

Executive_EducationiSGSB.Stanford.edu 

Web  Site: 

www.gsb.stanford.edu/exed 


GARDEN... 

SM 

Changing  the  way  you  think 

•  Innovation 

I  Transformation 
•Globalization 

•  Value  Creation 

^ome  to  The  Executive  Program 
't  Dardenfor  results! 


or  information  on  all  oar 

Wrograms: 

pone:  (877)  833-3974  U.S. /Canada 
(804)  924-3000  Worldwide 
Fax:  (804)  982-2833 
nail:  Garden  Exed@Virginia.edu 

ww  darden.virginia.edu/execed/ 


DARDEN 

Graduate  School  of 
Business  Administration 
University  of  Virginia 

Executive  Education 


General  Management 
Programs 

Stanford  Executive  Program 

June  18  -  August  1, 2000 

Executive  Program  for 
Growing  Companies 

July  16-28,  2000 

Stanford-NUS  Executive  Program 

July  30 -August  18,  2000 
(in  Singapore) 

Specialized  Programs 

Negotiation  and  Influence 
Strategies 

April  16-21,  August  21  -26, 
and  October  22  -  27,  2000 

Strategic  Uses  of  Information 
Technology 

April  30  -  May  5,  2000 

Leading  and  Managing  Change 

lune  18-30,2000 

"nancial  Management  Program 

ly  2 -14,  2000 

Excellence  in  Developing  and 
nufacturing  Products 

9-15,2000 


Executive  Program  in  Strategy 
and  Organization 

July  30- August  11, 2000 

Marketing  Management  Program 

July  30  -  August  1 1,  2000 

Supply  Chain  Management 

August  27  -  September  1,  2000 

Human  Resource  Executive  Program: 
Leveraging  Human  Resources  for 
Competitive  Advantage 

September  10  -  15,2000 

Credit  Risk  Modeling  for 
Financial  Institutions 

October  15-20,2000 

Managing  Technology  and 
Strategic  Innovation 

November  5-10,  2000 

Advanced  Negotiation  Program 

February,  2001 

Managing  Teams  for 
Innovation  and  Success 

March,  2001 

MS  Degree  Program 

Stanford  Sloan  Program 

September  5,  2000 -July  15,2001 
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www.gsb.stanford.edu/exed 


AUBURN'S  EXECUTIVE  MBA 


Study  Virtually  Anywhere.  Anytime. 

Finally,  there's  a  program  that  works  the  way  you  do! 

Most  EMBA  programs  for  working  professionals  seem  to  forget 
one  big  thing  —  busy  people  have  demanding,  often 
unpredictable  schedules.  So  we  designed  our  distance-learning 
EMBA  to  fit  the  way  you  work  and  play. 

•  MBA  PROGRAM  RANKED  IN  TOP  10  PERCENT  OF  U.S.  PROGRAMS. 

•  21  MONTH  PROGRAM;  FIVE  1-WEEK  CAMPUS  SESSIONS- 
EXTENSIVE  USE  OF  INTERNET,  VIDEOTAPE,  AND  CD-ROM. 

•  OVER  10  YEARS  DISTANCE-LEARNING  EXPERIENCE  WITH 
STUDENTS  FROM  CALIFORNIA  TO  PENNSYLVANIA. 

•  25TH  LARGEST  COLLEGE  OF  BUSINESS  IN  THE  U.S. 


AUBURN 


UNIVERSITY 


334  844-4060 

www  emba  business  auburn  edu 
e  mail  embaPbusiness  auburn  edu 
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The  Spring  2000 

BusinessWeek  Executive 

Education  &  MBA  Directory 

COMPANY       INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  two  easy  options  listed  below  through  BizLin 

Companies  will  be  found  in  the  April  3,  2000  issue. 


BizLmk 

www.businessweek.com/BizLink 


Internet      You  can  request  information  and/or  link  directly  to  company 
websites  through  our  electronic  reader  service  program 
@www.businessweek.com/BizLink 

Mail  Fill  out  the  attached  postage-paid  reader  service  card  and 

simply  drop  in  the  mail. 


1.  Auburn  University 

2.  Bentley  College-Graduate  School  of  Business 

3.  Boston  University 

4.  Cranfield  University 

5.  ESCP-EAP  Graduate  School  of  Management 

6.  Fordham  Graduate  School  of  Business 

7.  Georgetown  University-The  McDonough  School  of  Business 

8.  Georgia  State  University 

9.  Heriot-Watt  University 

10.  ISIM  University 

11.  Loyola  University  Chicago 
12  Marquette  University 

13.  Nova  Southeastern  University 

14.  Ohio  University 
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MBA 


Executive 
MBA 


Professional 
MBA 


EMMDS 


Areas  of  emphasis  include  E-Business, 

Finance,  International  Business, 
Telecommunications  and  Marketing, 
hull  or  Part-time  matriculation 


Comprehensive  21 -month  curriculum 
Admission  requires  a  minimum  often 
years  management  experience.  Meets 
alternate  Fridays  and  Saturdays. 
International  study  tour  included. 


Accelerated  1 5-month  program  for  the 
mid-career  professional  held  at  USF's 
Santa  Rosa  Campus 


Executive  Masters  of  Management  and 
Disability  Services.  A  unique  21 -month 
graduate  program  devoted  to  the  disabil- 
ity area.  Incorporates  distance  learning. 


Accredited  by  AACSB 

For  more  information  about  USF's  MBA  programs, 

please  call  (415)  422-6314 

or  visit  our  website  at  www.usfca.edu/mclaren 


Executive  Education  Programs         UCLA 

UCLA  Executive 
Education  Programs 

Developing  Management  Leaders  for  the  Global 
Information  Age 


More  than  40  executive  development  programs 

delivering  the  cutting-edge  technologies,  critical 

management  skills  and  business  strategies  required 

to  lead  your  organization  in  the  21st  century. 

Strategic  Leadership 
Institute 


July  25  -  August  30,  2000 


A  four-week  program 
designed  for  general 
managers  from  organizations 
worldwide,  featuring: 

•  Global  Environment  and 
Business  Strategy 

•  Industry  Analysis  and 
Company  Positioning 

•  Leadership  and 
Organizational  Alignment 

•  Key  Management  Topics 
with  a  Strategic 
Technology  Focus 


For  more  information 
and  to  enroll: 

(310)  825-2001 

execed@anderson. 

ucla.edu 

www.anderson.ucla.edu/ 

programs/execed 


The  Anderson 
School  at  UCLA 


A 
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Boost  your  career 

xecutive  MBA  Program     I 


•  For  mid-to-senior-level  managers  and  professionals 
with  at  least  eight  years  work  experience 

•  Class  sessions  meet  alternate  Fridays  and  Saturdays 
for  22  months 

•  Thematic  curriculum  addesses  practical  business 
issues 


xecutive  Development 
\ 

When  you  have  specific  areas  of  learning  you 
want  to  target  in  your  organization,  finding 
the  right  executive  program  can  be  a  difficult 
task.  Our  office  can  help  your  company 
achieve  its  goals  through: 

•  Custom  Programs 

•  Distance  Learning  Programs 

•  Open  Enrollment  Programs 


Take  the  next  Step  with 
Marshall  Executive  Programs 


University  of  Southern  California 

Marshall  School  of  Business 

(213)  740-8990  Fax:  (2 1 3)  749-3689 

www.marshall.usc.edu 


An  MBA  from  the  UC  Irvine  Graduate  School  of 
Management  maximizes  your  leadership  skills 
and  gives  you  the  edge  in  using  information  and 
technology  to  make  critical  business  decisions 
in  today's  rapidly  changing  global  environment. 

The  UC  Irvine  Graduate  School  of  Management 
is  ranked  as  a  top  business  school  by 
Business  Week,  U.S.  News  &  World  Report, 
Computerworld  and  Financial  Times  of  London. 

Executive  MBA 

Fully  Employed  MBA 

Health  Care  Executive  MBA 

Full  Time  MBA 

For  more  information  on  UCTs  MBA  programs, 
call  (949)  824-4622  or  visit  www.gsm.uci.edu. 


TOMORROW'S   MBA  TODAY 


UNIVERSITY  OF  CALIFORNIA,  IRVINE 

Graduate  School  of  Management 
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With  your  help,  the  right  choice  will  always  be  made.  This  is  just  one  of  over  6  million  endangered  acres  of  America's  parklands  that  can  be 
saved  when  you  participate  in  the  National  Park  Trust  Land  Donor  Program.  A  charity  that  will  sell  your  unused  land  and  invest  the  proceeds  into 
strengthening  and  protecting  our  country's  national  treasures.  Donating  your  property  to  the  National  Park  Trust  also  offers  significant  tax  advantages 
and  a  great  way  to  create  a  lasting  legacy.  Just  ask  your  financial  advisor.  To  learn  more  about  donating  your  land,  give  us  a  call  at  1-877-299-PARK. 
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BUSH  IS 
SECURITY 


GOP  front-runner 
l.es  to  seize  the 

ground  staked  out 
KcCain  and  Gore 

ohn  McCain's  insurgency  lured 
armies  of  independents  and  Rea- 
gan Democrats  into  the  Repub- 
lican primaries.  But  as  a  policy 
al     for    gop     standard-bearer 
e  W.   Bush,  McCain's  crusade 
t  seem  to  have  made  much 
ark.  Asked  by  The  New 
Times  on  Mar.  15  if 
al's  reform  platform 
1  him  to  reconsid- 
own  stands,  Bush 
:No,  not  really." 
,t  set  some  teeth 
ing  in  Bushdom, 

party     elders 

a    rapproche- 

between    the  i 
/  Arizona  sen-  | 
ind  the  brash 
governor    is 
le.  But  despite  '' 
irt  dismissal,  it 
rs  Bush  is  mov- 

embrace  some 
Cain's  most  po- 
eform  rhetoric. 
iRTS.     Bush     is  ^ 
•cnown  on  the  eco- 

front  for  his  call  for 

trillion  tax  cut,  but 
mer  had  ballots  been 
id  after  Super  Tues- 
primaries  than  he  be- 
nderlining  his  pledge 
)re  up  the  retirement 
n.  "I  will  reach  across 
lines  to  strengthen  and 

ve  Social  Security,"  he 

n  Mar.  7. 

v    thought    the    timing 

•cidental.  Tliroughout  the 

rii-s,   McCain   won 

by  contrasting  his  call 


for  reserving  two-thirds  of  fu- 
ture surpluses  for  retiring 
baby  boomers  with  Bush's  sur- 
plus-gobbling tax  cut.  Even  as 
Bush  was  grinding  McCain 
down,  polls  showed  that  a  ma- 
jority of  gop  voters  considered 

the  idea  of  paying  down  the 
national  debt  more  prudent. 
Since  the  specter  of  tax 
cuts  threatening  Social  Se- 
curity was  first  raised  by 


SOCIAL 


Mises:  Bush  says  he'fR 
;i  'in  funds  as  a  "lockbox 


('resident    Clinton,   Al   Gore   knew  the 

chili.  Playing  off  McCain'.-  message,  he  i- 
telling  voters  that  Bush's  lax  plan 
amounts  to  "economic  snake  oil"  that 
puts  retirement  benefits  at  risk.  "Bu 
internal  polls  show  just  how  much  dam- 
age McCain  has  done  on  Social  Securi- 
ty," says  one  gop  strategist.  "With  Gore 
poised  to  do  even  more  harm,  they're 
trying  to  inoculate  Bush." 

Still,  vowing  to  fix  Social  Security  is 
one  thing.  Devising  a  concrete  strategy 
for  doing  it  is  another.  Thus 
far,  Bush  has  been  reluctant 
to  unfurl  his  reform  blueprint. 
According  to  the  fund's  actu- 
aries, the  system  faces  its  next 
crisis  in  2032.  That's  when  the 
government  could  be  forced 
into  raising  payroll  taxes,  slashing  ben- 
efits, or  both.  On  Mar.  31,  the  actuaries 
are  expected  to  issue  a  new  forecast. 

So  far,  Bush  says  he  will  treat  the 
Social  Security  surplus  as  an  inviolable 
"lockbox"  despite  fellow  Republicans' 
repeated  raids  on  it.  He  pledges  not  to 
trim  benefits  for  retirees.  He  promises 
to  boost  investment  return  via  voluntary 


George  W.  Bush  claims  that  he  hasn't 
changed  his  policy  views  as  a  result  of 
John  McCain's  insurgent  campaign. 
But  in  his  attempt  to  woo  indepen- 
dents, Bush  squnds  as  though  he 
has  been  taking  notes  in  the  back  of 
{Ml\  ^e  Strai9ht  Talk  Express 

,  SAVIOR  OF  SOCIAL  SECURITY 

McCain  scored  big  with  independents 
and  moderate  Republicans  by  mini- 
mizing tax  cuts  in  favor  of  a  plan  that 
sets  aside  two-thirds  of  future  surplus- 
es for  Social  Security,  Medicare,  and 
paying  down  the  national  debt.  Now, 
Bush  is  telling  seniors  he  will  invest 
"major  political  capital"  to  push 
through  a  bipartisan  Social  Security 
fix  in  his  first  six  months  in  office. 

NEW  REPUBLICANISM 


t 


During  the  hard-fought  GOP  primaries. 
Bush  stressed  themes  that  appealed  to  the 
Religious  Right,  gun  owners,  and  supply- 
siders.  Now  he  talks  of  an  inclusive  New  Re- 
publican majority  that  opens  its  arms  to  mi- 
norities, Reagan  Democrats,  pro-choice 
women,  and  political  independents.  Bush's 
"reform  and  renewal"  platform  highlights 
open  immigration,  improved  schools  for  inner- 
city  kids,  and  tax  relief  for  working  moms. 
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"personal  savings  accounts."  And  he  in- 
sists he  will  forge  a  bipartisan  solution 
for  the  festering  problem — in  his  first 
six  months  in  office. 

One  path  Bush  may  choose  to  follow 
has  been  laid  out  by  Harvard  Universi- 
ty economist  Martin  S.  Feldstein,  a 
member  of  his  advisory  team.  Feldstein 
proposes  that  the  government  earmark 
part  of  future  surpluses  to  finance  "per- 
sonal retirement  accounts"  that  individ- 
uals could  use  to  buy  stocks  and  bonds. 
Taxpayers  would  get  a  government  de- 
posit amounting  to  2.3%  of  annual  wages 
to  start  their  accounts. 

The  former  chief  White  House  econ- 
omist reckons  his  plan  would  be  self-fi- 
nancing by  2030  because  of  higher  re- 
turns. To  limit  investors'  risk,  regulators 
would  guarantee  a  minimum  benefit  lev- 
el. "Bush  has  a  commitment  to  protect 
[current]  retirees  completely,"  says 
Feldstein.  "They  should  stop  worrying 
about  it." 

The  principal  difference 
between  this  proposal  and 
President  Clinton's  1999  re- 
form plan  is  that  Feldstein 
doesn't  let  the  feds  directly 
enter  the  financial  markets. 
Senate  Banking  Committee 
Chairman  Phil  Gramm  (R- 
Tex.),  whom  Bush  is  count- 
ing on  to  spearhead  entitle- 
ment reform,  is  interested 
in  the  Feldstein  approach. 

But  questions  remain. 
Will  the  retirement  age 
have  to  go  up?  And  does 
the  Bush  tax  cut  leave 
enough  of  a  cushion  for  the  transition  to 
a  self-financing  retirement  system?  For 
now,  Bushies  refuse  to  get  drawn  into 
details,  although  the  Texan  is  expected 
to  make  a  speech  soon  on  his  philosophy 
of  entitlement  reform.  "The  real  reason 
they  don't  have  a  plan  is  that  they  want 
to  privatize  with  a  version  of  the  Feld- 
stein plan,"  says  one  economist  familiar 
with  discussions  in  the  Bush  camp. 
"They're  afraid  Gore  is  going  to  hit  them 
over  the  head  with  it." 
"END  ZONE."  Bush's  problem,  however,  is 
that  he  needs  details  to  convince  Mc- 
Cain supporters  that  he's  serious  about 
reform.  Democrats  will  be  an  even  hard- 
er sell.  Exit  polls  show  Democrats  with 
a  huge  advantage  over  Republicans  on 
the  issue  of  which  party  will  do  more  to 
protect  Social  Security.  A  new  survey 
released  on  Mar.  17  by  pollsters  Ed- 
ward Goeas  and  Celinda  Lake  found 
that,  among  all  voters,  Gore  leads  Bush 
49%  to  36%  on  Social  Security.  "Any 
Republican  starts  out  deep  in  his  own 
end  zone  on  this  issue,"  says  Brookings 


Institution  economist  Henry  J.  Aaron. 
To  complicate  matters,  neither  Bush 
nor  McCain  seems  willing  to  forgive 
and  forget.  The  still-smoldering  sena- 
tor is  weighing  the  creation  of  a  new 
Straight  Talk  America  organization  to 
rally  his  Third  Force  supporters  behind 
his  agenda.  That  could  give  him  a  plat- 
form to  keep  lobbing  missiles  at  Bushon- 


omics.  Gore,  for  his  part,  has 
that  he'll  stop  at  nothing  to  ma 
opponent  look  menacing  to  senior 
Bush  to  convince  voters  that  he's  I 
ble  as  a  Social  Security  savior,  he'l 
to  navigate  some  of  the  most  tre^ 
ous  waters  of  his  campaign. 

By  Lee  Walczak  and  Rich  Mi\ 
Washington 


BUSH'S  MAN  WITH  A  PLAN 
(DETAILS  LATER) 


Si* 


Lawrence  B.  Lindsey,  chief  eco- 
nomic adviser  to  candidate 
George  W.  Bush,  spoke  with 
Senior  Writer  Rich  Miller  on  Mar. 
17  about  Social  Security  reform, 
Bush-style. 


that  we  have  a  pay-as-you-go  sys 
tern.  As  soon  as  the  money  goes 
it  flows  out  in  the  form  of  benefit 
What  we  need  is  a  system  where  f' 
there  is  a  buildup  in  dividends  ar 
interest,  the  way  private  pension 
counts  work. 


Q:  Why  won't  Bush  provid 
more  details? 
A:  To  get  tough  compromis 
you  need  to  force  people  to 
move  from  well-established 
sitions.  If  you  lay  down  har 
and-fast  rules  first,  you  can 
do  that.  Clinton  could  have 
solved  this  problem  any  tim 
in  the  last  eight  years,  but  i 

11  Clinton  coul 
have  solved  thiis 
problem  any  time  in  the  last  eight  years, 
but  he  chose  not  to  pay  the  political  capita 
Bush  is  different  7  J 
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chose  not  to  pay  the  political  capita 
Bush  is  different. 


—  LAWRENCE  LINDSEY 

Q:  George  W  Bush  says  Social  Secu- 
rity reform  is  a  top  priority.  Really? 
A:  He  is  going  to  spend  the  political 
capital  to  knock  heads  together  to 
get  a  solution.  That  contrasts  sharply 
with  Vice-President  Gore's  head-in- 
the-sand  approach. 

Q:  What  principles  will  guide  Bush's 
Social  Security  overhaul? 
A:  The  key  one  is  that  there"  will  be 
no  reduction  in  benefits  for  current 
retirees  or  people  nearing  retire- 
ment. Period.  [He  also  favors]  vol- 
untary personal  accounts.  The  rea- 
son Social  Security  is  a  problem  is 


Q:  The  Social  Security  actuaries  at 
a  gloomy  bunch — maybe  too  gloom 
— ivhen  it  comes  to  the  fund's  futur 
If  you're  sxich  big  optimists  on  the 
tax  and  growth  side,  why  are  you 
such  pessimists  on  Social  Security? 
A:  I  don't  think  it's  a  crisis.  We're 
not  the  ones  who  are  gloomy.  We'r 
just  reading  what  the  actuaries  saj 

Q:  Might  Bush  empanel  anotlier  So 
cial  Security  commission  of  the  typ* 
once  fieaded  by  Alan  Greenspan? 
A:  We  have  had  something  like  a  co; 
mission  for  half  of  the  years  since 
World  War  II....  So,  no  commission 
This  is  brass-tacks  time. 
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SPECIAI       ADVERTISING      SECTION 

The  Winning  Strategies  for 
the  e-business  Revolution 


For  anyone  questioning  the  transfor- 
mational power  of  the  Internet, The 
Patriot's  Trail  Girl  Scout  Council  in 
Boston  may  provide  a  good  lesson. 
Five  years  ago,  the  Girl  Scout  troops 
began  selling  its  cookies  online,  revolu- 
tionizing the  concept  of  the  fundraiser 
and  inspiring  other  troupes  to  do  the 
same.  The  teens,  now  e-business  veter- 
ans, saw  sales  rise,  and  found  a  new 
customer  base  beyond  supermarket 
parking  lots  and  far  beyond  their  own 
neighborhoods. 

For  any  corporate  executive, 
business  strategist  or  sales  person,  this 
story  is  food  for  thought.  In  one  sense, 
you  too  could  be  like  that  group  of 
young  girls  and  take  advantage  of  the 
opportunity  of  e-commerce.  On  the 
other,  those  same  young  girls  could 
have  been  competing  against  you. That's 
the  promise  and  the  peril  of  e-business. 

Never  before  have  the  opportunities 
been  so  vast  and  the  competition  and 
risks  so  high.  Small  startups  can  no 
longer  be  considered  crushable  under- 
dogs, and  established  companies  can 
no  longer  rest  on  their  established 
customer  base.  Indeed,  the  only  means 
to  manage  in  this  new  age  of  business 
is  to  let  the  Internet  transform  your 
business  and  the  way  you  think. 

The  opportunities  and  risks  of 
e-business  were  the  focus  of  eBiz 
Live,  a  unique  all-day  summit  held  last 
October  in  Chicago  by  Business  Week. 
In  an  entire  day  of  discussion  and 
deliberations,  some  of  the  brightest 
minds  in  e-business  addressed  the  criti- 
cal issues  facing  e-businesses  and  the 
New  Economy.  Well  over  600 
delegates  -  some  from  far  off  cities, 
and  many  from  nearby  towns  in  the 
Midwest  -  landed  at  McCormick  Place 


convention  center  to 
participate  in  12  sessions 
all  centered  on  how  to 
succeed  in  the  brave 
new  world  of  e-business. 

"There  are  a  lot  of 
companies  out  there  being 
funded  to  take  business 
away  from  many  of  the 
companies  represented 
here  today,"  underscored 
USWeb/CKS  chairman 
Mark  Kvamme  in  his 
opening  address,  "one  of 
their  key  differentiators  is 
speed  -  their  ability  to 
tackle  a  problem  uniformly, 
effectively  and  immediately." 

But  rather  than  fear 
the  change,  Kvamme  sug- 
gested, executives  should 
embrace  it.  "You  need  to 
understand  what  you're 
really  good  at  to  use  the  Internet  for 
transformation,"  Kvamme  said,  "we 
believe  companies  need  to  do  two 
things  very,  very  well  -  they  need  to 
differentiate  who  they  are  and  what 
they  are  doing  in  the  marketplace,  and 
they  have  to  be  extremely  efficient." 
Indeed,  if  money  was  once  the  scarce 
resource  for  businesses,  time  is  today, 
Kvamme  stressed.  Ultimately,  speed  and 
agility  are  at  the  center  of  everything 
that  is  eBiz. 

Marketing  for  Survival 

No  matter  how  novel  the  business 
plan,  the  pivotal  quest  for  most  e- 
businesses  will  remain  brand  and 
marketing.  Network  issues,  legacy 
systems,  even  business  models  pale  in 
comparison  to  the  need  for  market 


"You  need  to 
understand 
what  you're 
really  good 
at  to  use  the 
Internet  for 
transformation." 

-  Mark  Kvamme, 

chairman, 

USWeb/CKS 


"You  have  to  understand  your  business 
processes  and  apply  them  to  what's  underneath." 

-  Bob  Kruger,  vice-president,  e-Business,  BMC  Software,  Inc. 
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recognition.  Much  as  it  transformed 
business,  the  Internet  has  redefined 
marketing  methodologies,  calling 
on  companies  to  market  themselves 
in  completely  different  ways. 

"Unlike  TV,  which  combines  an 
active  channel  with  a  passive  consumer, 
or  print,  which  is  an  exact  opposite, 
the  Internet  offers  both  by  providing 
an  active  channel  to  reach  consumers 
and  inviting  the  participation  of  those 
consumers  in  the  activity,"  explained 
David  Rosenblatt,  vice-president  and 
general  manager  of  Closed  Loop  Mar- 
keting, at  DoubleClick.  "The  use  of  tech- 
nology offers  marketers  the  ability  to 
have  unprecedented  control  over  the 
delivery  of  their  marketing  strategy." 

The  key  is  a  very  high  degree  of 
reporting,  Rosenblatt  says,  so  that  the 
marketer  can  know  not  just  who 
clicked  on  an  ad  -  which  is  how  people 
used  to  measure  the  effectiveness  of 
online  advertising  -  but  what  they  did, 
what  they  bought  or  what  they  down- 
loaded. "In  the  Internet,  it  may  still 
be  true  that  more  than  50  percent  of 
advertising  is  probably  wasted,  but  at 
least  you  know  exactly  who  it's 
wasted  on  and  why." 

Good  examples  of  companies  that 
saw  the  future  of  marketing  include 
players  like  Dell,  Rosenblatt  says. 
"They  use  Double  Click  technology  and 
through  Double  Click  they've  been  given 
the  ability  to  measure  how  consumers 
are  responding  to  their  messages." 

But  advertising  and  marketing  a 
business  need  not  happen  completely 


The  Logistics  Challenge 


"If  you're  trying  to  build  awareness,  banners 
are  good,  but  if  you're  trying  to  drive  commel 
there  are  much  better  ways."  -William  e.  donaho] 

vice-president,  marketing,  CyberSource  Corporation 


online.  At  one  time,  many  considered 
website  banners  the  best  means  of 
Internet  advertising. The  ads  that  often 
appear  to  one  side  of  a  site  or  at  the 
top  or  bottom  of  a  page  were  seen  as 
the  panacea  to  boosting  sales.  But 
increasingly,  e-business  marketers  are 
shying  away  from  banners,  which 
can  be  inefficient  and  ineffectual.  In  a 
survey  of  attendees  at  the  summit, 
close  to  80  percent  said  their  banner 
advertising  has  been  a  failure. 

"If  you're  trying  to  build  awareness, 
banners  are  good,"  says  William  E. 
Donahoo,  vice-president  of  marketing 
at  CyberSource  Corporation,  "but  if 
you're  trying  to  drive  commerce,  there 
are  much  better  ways." 

Donahoo  points  to  techniques  like 
targeted  e-mail  and  contextual  com- 
merce, in  which  potential  customers 
who  use  a  search  engine  are  given  links 
directly  to  a  commerce  site.  "In  a  way, 
contextual  commerce  leaves  banners  in 
the  dust  because  it  changes  the  entire 
paradigm  of  buying  online,"  Donahoo 
says.  Equally  important  is  marketing 
offline,  which  is  considerably  more  effec- 
tive. Donahoo  points  toWrenchead.com, 


While  marketing  sits  at  the  top  of  e-business  agendas,  the 
mechanics  of  web  business  and  customer  fulfillment  are  proving 
no  small  feat  either.  Once  bits  are  turned  into  material  goods, 
things  get  considerably  more  complicated,  e-business  players 
have  quickly  discovered. 

"What's  the  biggest  problem  with  e-commerce?  The  logistics  in 
P\|     the  customer  service,  the  non-glamorous  part  of  the  business," 
emphasized  David  A.  Goudge,  vice-president  of  marketing  at 
Boise  Cascade  Office  Products.  "Companies  spend  all  their  money 
building  a  beautiful  website  and  then  they  can't  get  the  stuff,  to 
the  customers.  That's  Amazon.com,  probably  the  biggest  thing  to 
make  life  quicker  and  easier  and  even  a  little  bit  more  fun  on  the 
selling  side.  And  what's  their  biggest  issue?  This  multi-gazillion- 

aire?  He's  worrying  about  getting  the  books  to  people's  houses.  And  you  know  what? 

He  really  should  worry  about  that.  That  is  a  major  problem." 


David  A.  Goudge, 

vice-president, 
marketing, 
Boise  Cascade 
Office  Products 


an  auto  supply 
service,  which 
gave  up  on  banner 
ads  and  focused 
most  of  its  adver- 
tising in  the  real 
world.  "We  can't 
overlook  going 
backward  to  go 
forward,"  he  says. 

E-Loan  Inc. 
has  also  given 
up  on  banners. 
Says  Joseph  J. 
Kennedy,  senior 
vice-president  for 
marketing  and 
business  develop- 
ment, "We're  not 
beyond  banners, 
we're  without 
them."  He  points 
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to  more  useful  tools  like  public  rel;  Scessari 
tions  for  telling  the  company's  stor  Sthatwi 
in  addition  to  good  customer  servi 
for  retaining  customers. 

"Everything  old  is  new  again," 
Kennedy  notes,  "just  because  we're 
e-commerce  doesn't  mean  we  have 
to  do  everything  e-marketing. 


Price:  The  Next  Generation 


One  of  the  most  profound  impacts  fa, 
of  e-business  is  on  price  and  pricing 
structure. The  frictionless  environm 
of  the  Net  has  turned  price  from  a 
fixed  quantity  set  according  to  marl 
projections  into  a  malleable  measur 
of  value  at  a  specific  time.  For  most  \{ 


e-businesses,  pricing  prowess  now 
centers  on  harnessing  the  vagaries  ( 
the  marketplace. 

"What  the  Internet  has  done  is  m 
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prices  transparent,"  said  Sheldon  Lai  us 
Chairman  and  CEO  of  Centerbeam,"lle.r 
the  first  time,  consumers  can  comps^r 
prices  on  objects  instantly. This  price  |,  a 
transparency  has  never  been  possibly 


SPECIAl       ADVERTISING      SECTION 


a  Day's  Work 


i  Parks 

-president, 
•keting,  Expedit- 
'ackage  Services, 
ted  Postal  Ser- 


Kim  Parks,  vice-president  of  marketing  in  the  Expedited  Package 
Services  division  of  the  United  States  Postal  Service,  notes 
that  there  are  only  about  six  primary  concerns  when  it  comes  to 
shipping  issues,  and  only  three  are  most  critical  for  e-businesses 
to  master:  speed,  customer  service  and  price.  "When  you  look  at 
speed,  you  have  to  ask  yourself,  when  is  a  day  not  a  day?  A  day 
is  not  a  day  when  a  carrier  counts  days  as  business  days,  so  if 
you're  shipping  something  on  Monday,  Tuesday  or  Wednesday, 
you  actually  do  get  two  day  delivery,  but  if  you  ship  on  Thursday 
or  Friday,  you  may  not  get  delivery  for  three  or  four  days.  In 
addition  to  that,  you  have  to  calculate  in  the  amount  of  time  in 
your  operation  that  will  be  spent  for  pick-and-pack  and  how  long 
will  it  be  moving  through  your  own  system  before  it  makes  it  to 
the  back  dock  and  out  the  door.  So  what  you  need  to  do  is  the 
whole  end-to-end  analysis  that  really  calculates  what  they  will  take. 


-e  because  who  had  the  time  to 
id  check  50  stores?  Now  at  your 
:op  you  can  find  the  lowest  price." 
owhere  are  those  effects  more 
linent  than  in  business-to-business 
Timerce.  "Pricing  negotiations  in 
e  real-time  dynamic  systems  result 
u-ket  pricing,"  said  Anne  Perlman, 
dent  and  CEO  of  Moai."ln  other 
Is,  it's  not  necessarily  the  so- 
li best  negotiator  that  wins.  It's 
necessarily  a  specific  negotiating 
:  that  wins.  It's  really  the  market 
that  wins." 

he  slew  of  startups  and  models 
have  seized  on  the  new  dynamics 
>e  just  the  beginning  of  the  change, 
'  agreed.  "Over  time  you're  going 
:e  a  menu  of  pricing  for  these 
;  of  industrial  services  because  the 
el  is  going  to  become  more  com- 
We're  still  at  the  stage  today  that 
•y  Ford  was  in  when  he  offered 
:olor  you  wanted  as  long  as  it 
black,"  said  Michael  Levin, 

mf  der,  chairman,  and  CEO  of  e-Steel. 
nk  what  you'll  see  over  time,  is 

iri'sers  moving  to  these  sites  because 

ifl  l^rribly  efficient." 
hat  environment  has  allowed 
'usiness  models  never  thought 

itfible  to  thrive. While  companies 
\mazon.com  and  E.bay  are  prime 

in  mmerce  plays,  many  business- 
jsiness  models  defy  established 

I  >ess  concepts. 

I  ike,  for  example,  Homebid.com, 

id  h  offers  real  estate  auctions 
e.  Kevin  Hickey,  Homebid's 


president  and  CEO,  says  the  heart 
of  the  business  is  service,  convenience, 
and  access  to  price.  "Our  whole 
thought  process  is  not  towards  tradi- 
tional real  estate,  but  more  toward 
driving  the  consumer,  and  making  sure 
they  understand  what  we  have  to  offer 
and  what's  out  there."  Hickey  says, 
"any  Internet  company  with  regard  to 
the  pricing  piece  has  to  look  at  the 
service,  the  convenience,  and  the  cost. 
And  the  lower  cost  has  to  be  there." 

Like  many  e-business  startups, 
Homebid's  model  is  unique,  for  now. 
"The  marketplace  that  we're  trying  to 
serve  is  basically  non-existent,"  Hickey 
notes,  "I  don't  know  of  any  competitor 
and  we'd  like  to  have  competitors  in 
this  space,  from  a  perspective  of  the 
pricing  and  what  we  have  to  offer." 

But  by  any  indication,  models  like 
Homebid.com  are  working.  In  a  test 
case,  Homebid.com  had  148  homes  for 
sale  in  Connecticut  in  the  middle  of  a 
snow  storm.  Hickey  recounts,  "we  sold 
1 36  of  the  homes,  we  closed  on  over 
90%  of  them,  and  got  nearly  97%  of  the 
last  list  price  and  140%  of  the  reserve 
price  that  was  out  there." 

Equally  notable  is  e-Steel's  attempt 
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"You're  creating 
an  environment 
that  is  a  com- 
bination of  old 
stuff,  not  so 
old  stuff  and 
very  new  stuff." 


-  Mike  Kaul, 

former  vice-president,  Busi 
ness  Solutions  Group, 
Attachmate  Corporation 


to  construct  an 
online  market- 
place for  the 
heaviest  of  indus- 
tries, big  steel.  "A 
commodity,  by  definition  is  that  which 
is  sold  only  on  the  basis  of  price  and 
weight.  Steel  is  not  a  commodity  in 
that  sense  because  it  has  a  very  com- 
plicated set  of  attributes  that  must  be 
negotiated  in  order  for  a  transaction 
to  occur,"  says  Levin.  "We  are  a  negoti- 
ated environment.  Precisely  because  of 
that,  brand  matters.  If  you  win  a  con- 
tract to  build  a  bridge,  you  can  come 
on  our  site  and  look  for  beams.  If 
you're  a  producer  of  beams  and  you 
think  there's  going  to  be  some  softness 
in  your  market,  you  can  come  on  our 
site  to  sell  those  beams." 


Look  at  Your  Back  End 

"The  theme  that  we  have  taken  on 
in  the  marketplace  is  that  it's  not  just 
about  ERR  it's  not  just  about  CRM 
servers,  it's  not  just  straight-forward 
client  server,  but  it's  about  all  of  that 
stuff  back  there,"  said  Mike  Kaul,  for- 
mer vice-president,  Business  Solutions 
Group,  Attachmate  Corporation. 
"There's  a  lot  of  stuff  that's  legacy 
information.  Whether  it's  in  the  host 
or  not  it  doesn't  really  matter.  You're 
creating  an  environment  out  there  that 
is  a  combination  of  old  stuff,  not  so 
old  stuff,  and  very  new  stuff." 

Of  all  the  most  critical  issues 
facing  companies  integrating  legacy  and 
e-business  systems,  availability  is  the 
most  important,  said  Bob  Kruger. 


"Pricing  negotiations  in  online  real-time 
dynamic  systems  result  in  market  pricing. 

-  Anne  Perlman,  president  and  CEO,  Moai 
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The  XML  Promise 


A  variety  of  emerging  technologies  and  integration  innovations 
promise  to  ease  the  stress  of  logistics  and  general  e-business 
management.  None  offers  as  much  potential  as  XML,  the 
extensible  markup  language,  a  new  standard  in  data  delivery 
over  the  web.  XML  is  more  than  a  web-monkey's  design  tool; 
it's  the  key  to  individualized  products  and  services  online",  and 
may  provide  the  building  blocks  for  the  new  superhighway  on 
which  shopping  "bots"  and  other  services  will  run. 

John  Magee,  "XML  allows  us  to  organize  and  format  information  in  a  way 

director,  Internet  that  is  similar  to  traditional  document  tagging  languages.  But  the 

Platform  Marketing,      thing  about  XML  that's  different  is  that  it  is  self-describing  and 
Oracle  Corporation        can  describe  hierarchical  data,"  explained  John  Magee,  director 
of  Internet  Platform  Marketing  at  Oracle  Corporation.  "It  turns 
out  that  this  is  one  of  the  basic  requirements  for  e-commerce,  the  ability  to  describe 
hierarchical  data.  Think  of  any  paper  form  in  your  company's  current  processes,  any 
on-line  form  or  screen  in  a  data-entry  application.  XML  is  a  great  way  to  represent 
that  information,"  XML  allows  an  e-business  to  describe  critical  data  in  a  format  that 
can  be  easily  shared  across  applications.  According  to  Magee,  companies  like  Oracle 
are  adding  XML  support  to  their  products  to  allow  customers  and  trading  partners 
to  more  easily  exchange  critical  documents  and  data. 


vice-president  of  E-business  Solutions 
at  BMC  Software.  "They  need  to  make 
sure  that  they  can  provide  immediately 
accessible,  continual,  non-stop  service. 
The  alternative  is  to  simply  hang  out  a 
sign  saying  "Business  Closed."    Even 
performance  is  a  measure  of  availability," 
Kruger  says.  "We  found  through  vari- 
ous studies  that  if  it  takes  more  than 
eight  seconds  to  respond  to  someone 
who  has  quick  network  access,  they 
just  move  on  to  the  competition." 
As  for  evolution,  many  activities 
today  are  very  host-centric,  Kruger 
warns,  with  very  little  remote  intelli- 
gence occurring  on  systems.   But  that 
will  soon  change. "You'll  find  greater 
use  of  remote  and  mobile  devices, 
with  intelligent  agents  built  into  those 


devices  to  accomplish  business  objec- 
tives. You'll  find  a  lot  of  systems 
interacting  with  one  another,"  Kruger 
predicts.  "Therefore,  it  will  become 
even  more  important  to  look  beyond 
individual  systems  or  processes  in 
isolation,  and  instead  take  a  compre- 
hensive, holistic  approach  across  the 
entire  enterprise." 

But  the  changes  occurring  may 
point  to  an  even  bigger  sea  change. "I 
think  we're  seeing  business  transition 
between  generations,"  said  Brent 
Meyers,  managing  director,  eSupply 
Chain  Consulting  Services,  FDX  Cor- 
poration. "The  people  up  there 
in  the  one-to-one  marketing  are 
expecting  quality,  they're  expecting 
service,  and  they  want  it  now." 


Business  Week  Presents 

April  11,  2000  •  Vienna,  Virginia 

July  24,  2000  •  San  Jose,  California 

September  12,  2000  •  London,  England 

November  9,  2000  •  Atlanta,  Georgia 

For  more  information,  call  Business  Week  Exectuive  Programs  at  212-512-2184 


e.biz  Live  Poll  Result: 


The  following  are  the  results  of  an 
anonymous  polling  of  delegates  at 
e.biz  Live  meeting  held  on  October 
1999  at  Chicago's  McCormick  Plat) 
Each  had  access  to  a  keypad  and  w| 
able  to  answer  each  of  the  questionj 
asked  during  the  conference. 

I'm  approaching  the  issue  of 
return-on-investment  in  company 
e-commerce  initiatives  from  the 
perspective  of... 

The  BU  manager 

The  CF0 

The  CEO  or  senior  manager 

The  outside  investor  13 

Internet  sales  to  the  consumer  will 
outperform  catalog  retailing... 

This  Christmas 

In  2000  U 

In  2001  or  2002  47 

In  2003  or  2004  2 

The  mailed  catalog  will  continue 
to  outperform  online  retailing 
for  more  than  5  years. 


I  built  a  banner  and... 

They  didn't  come!  I  never  got 

ANY  responses  AT  ALL!    ~  12| 

They  didn't  come!  A  couple 

of  clicks  but  NO  SALES!  24 

Some  clicks,  some  sales,  but 

the  campaign  underperformed.       42 

Performed,  but  only  OK!  10 

Really  worked!  6 

Was  a  fabulous  investment 

that  paid  off  bigtime!  6 


In-hall  polling  provided  by  Meridia,  Plymouth  Mee 
ing,  PA 
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iner's  daughter,  Shari,  is 
ing  an  increasingly 
e  role  in  the  world's 
1-biggest  media  company 

luii-  are  some  things  only  a  daugh- 
ter can  know.  Consider  the  tele- 
phone call  Shari  E.  Redstone  re- 
ceived from  her  father  last  August. 
;r  M.  Redstone,  CEO  and  controlling 
lolder  of  Viacom  Inc.,  had  just  been 
ached  by  Mel  A.  Karmazin,  the 
>f  cms  Corp.,  who  offered  to  sell  the 
casting  giant  to  Viacom.  "Dad,  this 
lone  deal,  isn't  it?"  Shari  asked, 
ve're  just  looking  at  it,"  he  replied. 
she  shot  back.  "I  can  hear  it  in 
voice."  Sure  enough,  barely  two 
i  later,  the  $10  billion  acquisition 
mnounced — a  whopper  of  a  deal, 
bv  Simmer  Redstone's  standards. 


As  part  of  the  merger,  Karmazin,  56, 
is  set  to  become  ceo  of  Viacom  with 
the  deal's  expected  close  in  April.  Red- 
stone, 76,  will  remain  chairman,  but  his 
two  longtime  deputies  will  resign.  That 
adds  up  to  a  plan  for  Viacom,  though 
family-controlled,  to  be  run  by  outsiders 
for  the  forseeable  future.  With  annual 
revenue  of  $20  billion  and  assets  in- 
cluding Paramount  Communications' 
movie  and  TV  studios,  cable  channels 
MTV  and  Nickelodeon,  publisher  Simon 
&  Schuster  Inc.,  the  most-watched 
broadcast  TV  network,  and  the  coun- 
try's second-biggest  radio  group,  it  cer- 
tainly is  a  hefty  task. 

But  quietly — and  surprisingly — Shari 
Redstone  is  emerging  from  the  shad- 
ows at  Viacom's  much  smaller  parent 
company,  poised  to  play  a  key  role  both 
in  the  entertainment  industry  and  in 
the  world's  third-biggest  media  con- 
glomerate. A  onetime  criminal  defense 
attorney,  Redstone,  45,     has  been  on 


Viacom's  board  since  ROLL  'EM:  Red- 
1994  and  has  been  sit-  stone  is  strife- 
ting  in  on  its  execu-  ing  deals  with 
tive  committee,  roles  Net  outfits 
she'll    continue    after  " 


the  merger.  And  in  December,  she  was 
made  president  of  National  Amusements 
Inc.,  the  private  movie-theater  chain 
through  which  the  Redstone  family 
holds  its  VtiV/i  voting  interest  in  Viacom, 
valued  at  about  $11  billion.  "This  isn't 
my  job — this  is  my  life,"  she  says.  "I 
love  being  the  parent  company." 
ROUGH  PATCH.  At  National,  her  day-to- 
day task  is  to  guide  a  theater  chain 
with  some  1,400  screens  and  more  than 
$500  million  in  revenues  through  the 
toughest  patch  in  the  industry's  recent 
memory.  That  means  spending  to  refur- 
bish theaters  at  a  time  of  rising  interest 
rates  to  ensure  that  moviegoing  can 
compete  with  the  explosion  of  enter- 
tainment choices  online  and  off.  Cer- 
tainly her  father  has  no  doubt.--  she  will 
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succeed.  "She  is  relentless,"  he 
says.  "Frankly,  I  like  to  think 
of  Shari  as  my  clone."  Not  quite 
a  clone,  says  Karmazin.  "She 
seems  to  me  to  be  as  smart  as 
her  father,"  he  says,  "and  a  lot 
better-looking." 

Certainly  the  driven,  outspo- 
ken Bostonian  whose  accent 
makes  "partner"  sound  like 
"pahtner"  does  evoke  her  father 
when  describing  her  work  last 
month  at  an  industry  convention 
in  Las  Vegas.  There,  she  sealed 
two  Internet  deals  for  National; 
in  one,  the  chain  bought  a  33% 
stake  in  movietickets.com,  and 
half  of  the  other,  a  Web-based 
venture  for  theaters  she  says  is 
too  hush-hush  to  talk  about.  "I 
slept  11  hours  in  four  days — a 
new  record,"  she  says.  "Sleep  is 
something  you  can  eventually  get 
to,  but  a  missed  deal  is  lost 
forever." 

It  might  seem  that  if  Nation- 
al Amusements  misses  a  few 
deals,  it's  little  skin  off  the  Red- 
stones'  backs.  After  all,  what 
other  theater  chain  has  a  con- 
trolling stake  in  a  media  colossus 
on  its  balance  sheet?  But  Red- 
stone's quiet  ascension  comes 
amid  deep  changes  in  the  em- 
pire and  its  controlling  family. 
Not  only  is  it  a  question  mark 
how  well  the  CBS  and  Viacom 
cultures — and  personalities  at 
the  top — will  mesh,  but  in  De- 


SHARI ELLIN  REDSTONE 

BORN  1954,  Washington,  D.C. 

EDUCATION  BA,  Boston  University,  1976;  law  de- 
gree, 1978;  master's  in  law,  1980. 

FAMILY  Divorced;  daughter,  18;  sons,  16  and  14. 

CAREER  Criminal  defense  attorney,  then  home- 
maker,  was  studying  to  become  a  social  worker  in 
1994  when  father  Sumner  suggested  she  try  work- 
ing at  National  Amusements.  Named  president  in 
December,  1999. 


FIRST  EXPERIENCE  IN  HOLLYWOOD  A  decade 
before  her  father  bought  Paramount  Communica- 
tions, worked  at  the  studio  as  a  summer  intern  on 
cember,  her  mother,  Phyllis,  filed      TV  snows  Love>  American  Style  and  Mannix.  have  been  caused  by  overl 


tional's  headquarters — bij 
the  site  of  one  of  its  form1 
ve-ins  in  a  Boston  subu 
though  she  was  then  sti 
for  a  master's  degree  in 
work,  Redstone  quickly  < 
ered  showbiz  was  in  the  t 
Soon  she  was  at  Nation 
time,  pushing  forward  l 
tions  of  existing  theaters 
stadium  seating  and  extr 
cessions.  She  has  also  spea 
ed  plans  to  expand  into  B 
Chile,  and  Argentina.  Typ 
her  influence,  a  multiplex  h 
dolph,  Mass.,  today  offers 
Kool"  kids'  birthday  partie 
a  person  for  a  ticket,  s 
Happy  Birthday  sung  b 
ushers,  and  a  chance  fo 
guest  of  honor  to  turn  th 
jector  on  to  start  the  filn 
even  free  wine  tastings  o 
tain  nights.  It's  part  of  wh 
calls  "programming"  to  kee 
pie  coming  back.  Redston 
wants  to  organize  forun 
families  when  controversia 
ual  or  violent  fare  is  run.  "£ 
team  player  and  a  student 
industry  who  gets  better 
every  day,"  says  Lawrer 
Ruisi,  president  and  chief 
tive  of  rival  chain  Loews 
plex  Entertainment  Inc 
EMPTY  SEATS.  St»  far,  th 
her  best  efforts  haven't  pn 
ed  National  from  an  indt 
wide  slump.  Mostly,  those 


for  divorce  from  Sumner  after 
53  years  of  marriage.  ("Life  hap- 
pens," is  all  Redstone  says.) 
NO  BUSINESS  LIKE...  Meanwhile, 
Shari's  brother,  Brent,  49,  a  for- 
mer assistant  district  attorney 
in  Suffolk  County,  Mass.,  re- 
cently began  working  at  Via- 

corn's  Showtime  Networks  Div.      ^S. home.for.dinner.vv,th..rTiy.klds: 

PERK  OF  BEING  A  REDSTONE  Flies  to  New  York 
to  meet  teen  heartthrobs  'N  Sync  at  MTV  studio:  "I 
love  them." 


GREATEST  PASSION  New  England  Patriots  foot- 
ball games,  which  she  attends  religiously  with  her 
children.  "I  go  and  yell  and  scream." 

SECRET  AMBITION  To  own  the  New  England  Pa- 
triots— or  at  least  coach  them. 

ON  BALANCING  FAMILY  AND  WORK  "I  am  al 


in  what  his  father  calls  a  "learn- 
ing stage."  One  family  intimate 
says  Brent,  who  spent  the  past 
several  years  at  a  law  firm  in 
Colorado  and  has  been  on  Viacom's 
board  since  1991,  is  "more  laid  back" 
than  his  sister.  "I  believe  in  having  a 
professional  management  team,"  says 
Sumner  Redstone.  "Is  it  possible  my 
kids  may  play  a  larger  role  at  Viacom? 
Yes.  Of  course,  I  never  ruled  out  any 
possibilities  in  my  own  life." 

After  all,  it  was  only  13  years  ago 
when  Redstone  went  from  the  obscurity 
of  running  National,  which  his  father 
founded,  to  buying  Viacom  Inc.  He  fol- 
lowed that  up  in  1994  with  deals  for 


Paramount  and  Blockbuster.  During  the 
heated  takeover  battle  for  Paramount, 
Shari  was  a  fixture  by  her  father's  side, 
having  recently  joined  Viacom's  board. 
Although  she  had  practiced  as  a 
lawyer  like  her  father  and  brother,  Red- 
stone spent  several  years  raising  her 
three  children.  By  1994,  she  was  ending 
her  marriage  to  Rabbi  Ira  Korff,  who 
had  served  as  National's  president  since 
1987  and  is  now  the  publisher  of  the 
Jewish  Advocate  newspaper.  Sumner 
suggested  she  work  part-time  at  Na- 


ing  of  multiplexes   by  r 
leading  to  too  many  empty 
and  little  leverage  over  I 
wood  to  cut  a  better  dea 
though  she  won't  disclose 
tional's     earnings,     she 
"depressed  for  three  days 
National's  yearend  perform 
Redstone  is  now  betting 
movie    theaters    will    ha^ 
bright  future  in  three  or 
years.  She  recently  expl 
this  to  Karmazin,  who  has 
been  sitting  in  on  high-level  meetin 
Viacom.  "It  doesn't  sound  like  a 
good  investment,"  she  recalls  Karn 
saying.  Her  response:  "Mel,  if  you 
spend  the  money,  it's  over."  And  ck 
Ms.  Redstone  is  just  getting  starte 
By  RicJiard  Siklos  in  Dedliam,  A 


BusinessWeek  ONLINE* 


For  an  interview  with  Shari  Redstone 
see  the  April  3  issue  at 
www.businessweek.com. 
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B-to-B  commerce  is  finally  heading  in  the  right  direction. 


Credit 


com 


There  is  one  company  playing  a  significant  role  in  changing  the  direc- 
tion of  e-business  and  revolutionizing  the  way  commerce  is  transacted. 
That  company  is  eCredit.com.  eCredit.com  makes  e-business  possible 
on  a  scale  never  before  imagined.  We  have  removed  the  boundaries 
between  business  commerce  transactions  by  uniting  businesses  with 
global  information  sources  and  financing  partners.  Now,  e-business 
credit  and  financing  transactions  can  be  consummated  through  the 
eCredit.com  Global  Financing  Network    — the  first  Internet-based 
network  of  its  kind. 

In  the  Internet  Economy,  eCredit.com  keeps  global  business  moving. 

Move  your  business  in  the  right  direction.  Visit 
www.ecredit.com  or  call  toll-free,  1-877-247-1 146  for  your 
guide  to  the  eCredit.com  Global  Financing  Network. 

«  2000H  irdii  nun.  [i¥      IV  r<  irdu  com  lop>  and  ihe  e<  redit  i<>m  t  .lolul  hinjniin^  Network  arc  trademarks  of  cGrcdit.com.  Inc.  All  rights  reserved. 


Information-it  can  drive  an  organization  ioni  _ 
Inspire  companies  to  be  more  productive,  ex 
expectations  and  achieve  greater  goals.  That's 
power  of  i-business.  It  provides  you  with  an  i  , 
ligent,  real-time  view  of  your  overall  business, 
companies  worldwide  can  immediately  intej 
and  leverage  data  from  disparate  systems  and  de 
it  as  useable  information  via  the  Web.  Every  j 
of  critical  data-accessible  instantly  and  on-den 
so  employees,  customers,  and  partners  have 
information  they  need  to  make  better  decisi 
Information  Builders'  i-business  software  solut 
add  more  intelligence  to  e-business,  enabling  yc 
outperform  competitors  and  dominate  markets.  L 
in  today's  fast-paced,  global  arena  that  puts  yo  m 
a  truly  inspiring  position-out  in  front.  O 

i-business  changes  everytl   ft 
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www.informationbuilders.com/incred 

1.800.969.1 

11999    Information  Builders.  Inc.    All  trademarks,  registered  marks  and  service 
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Teaching  New  Executives 
Some  Old  Tricks 

B-schools  offer  Web  entrepreneurs  the  knowledge  they  lack 


BY  MICA  SCHNEIDER 

Cross-fertilization  between  the  New  and 
Old  Economies  is  the  idea  behind  busi- 
ness-school marketing  these  days.  B- 
schools  have  sunk  big  money  over  the 
past  three  years  into  researching  e-com- 
merce,  entrepreneurship,  and  technology 
in  order  to  bring  bricks-and-mortar  man- 
agers up  to  speed.  Now  they  want  to  ply  their 
expertise  in  reverse — training  dot-com  execs  in 
traditional  management  theories,  financial  mod- 
eling, and  other  areas  where  they  fall  short.  <cWe 
can  teach  a  dot-com  about 
logistics,  alliances,  access 
to  sources  of  innovation, 
or  globality,"  declares  C.  K. 
Prahalad,  a  University  of  Michigan  professor  of 
business  administration.  "Everyone  has  to  learn 
new  tricks,  including  dot-com  companies.  There's 
a  lot  [to  understand)  beyond  the  IPO." 

To  be  sure,  dot-com  execs  are  self-starters 
with  invigorating,  challenging  jobs.  They  are 


recognized  and  rewarded  with  lucrative  com- 
pensation packages.  But  they  frequently  overlook 
the  importance  of  strategic  partnerships,  under- 
estimate the  impact  of  logistics,  or  just  forget  to 
say  "thank  you"  to  top  employees.  Neal  E. 
Thornberry,  professor  at  Babson  College's  School 
of  Executive  Education  in  Wellesley,  Mass.,  ob- 
serves that  Web  entrepreneurs  sometimes  ne- 
glect to  pass  to  underlings  the  secrets  of  their 
success.  Whatever  the  case,  New  Economy  man- 
agers need  just  as  much  guidance  as  executives 
from  older  businesses  who  are  cramming  to  get  a 
handle  on  e-commerce. 


Executive  Education 


B-schools  have  certainly 
been  busy  getting  into  the 
e-commerce  field.  Last 
year  Stanford  University  set  up  a  $25  million 
Center  for  Electronic  Business  &  Commerce, 
and  the  University  of  Michigan  established  a 
$10  million  center  for  entrepreneurship.  North- 
western University's  Kellogg  Graduate  School 
of  Management  started  a  technology  and  e-com- 
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BABSON  COLLEGE 

781  239-4354 
www.babson.edu 


Forte  is  entrepreneurship. 
New  courses  should 
attract  dot-com  execs. 


DUKE'S  FUQUA  SCHOOL 
OF  BUSINESS 

919  660-8011 
www.fuqua.duke.edu 


Classes  aren't  for  the 
dot-com  savvy.  But  plans 
are  in  the  works  to  add 
B2B  courses. 


HARVARD  BUSINESS 
SCHOOL 

617  495-6555 
www.exed.hbs.edu 


NORTHWESTERN'S 
KELLOGG  SCHOOL 

847  467-7000 
www.kellogg.nwu.edu 


THUNDERBIRD 

602  978-7634 
www.t-bird.edu 


UNIV.  OF  MICHIGAN 
BUSINESS  SCHOOL 

734  763-1003 
www.bus.umich.edu 


merce  major  for  mba  students  last 
fall,  just  as  University  of  Penn- 
sylvania's Wharton  School  intro- 
duced an  MBA  major  in  managing 
electronic  commerce.  To  win  over 
dot-com  managers,  a  slew 
of  schools  are  putting  simi- 
lar programs  online  or  open- 
ing locations  in  Silicon  Valley. 
Trouble  is,  the  dot-commers  aren't  yet 
showing  up  in  droves.  Lack  of  time  is  one 
reason.  And  it  probably  hasn't  yet  dawned  on 
a  lot  of  young  entrepreneurs  that  there's  any- 
thing they  can  learn  from  professors.  But  that 
could  change  as  some  who  have  taken  courses 
spread  the  word. 
Take  Mark  Evans, 

Back  to  School         *£/  ™SS£; 

Technologies,  a  40- 
person  business  that 
creates  software  for 
mutual-fund  compa- 
nies. He  had  solid 
grounding  in  tech- 
nology and  e-com- 
merce,  but  was 
looking  for  "some 
magical  clues  as  to 
how  to  win  in  the 
Internet  game." 

Evans  didn't  get 
magic,  but  by  the 
end  of  a  $4,950,  five- 
day    course    called 
Strategies  for  Elec- 
tronic Commerce  at 
Pittsburgh's  Carnegie 
Mellon    University, 
he  knew  where  to 
start:  by  determin- 
ing precisely  where 
his  company  added 
value  in  the  financial 
services       market. 
After    taking    the 
course,  he  rewrote  a 
third  of  his  company's  business  plan.  Says  Evans: 
"It  allowed  me  to  focus  on  where  we  were  ex- 
perts." He  now  says  hell  send  his  product  man- 
agers to  the  same  course.  "It's  hard  to  find  the 
time  to  think  about  the  way  you're  developing  a 
business,"  adds  Scott  Pitasky,  Amazon.com's  di- 
rector of  strategic  growth.  He  still  raves  about 
a  course  he  took  at  Cornell  a  few  years  ago. 
"At  the  executive  courses,  professors  ask  why 
your  company  does  things  one  way,  and  they 
make  you  think." 

No  school  intends  to  segregate  dot-com  and 


Select  courses  with  high- 
growth,  high-tech  focus 
offered  in  Silicon  Valley 
through  the  end  of  2000. 


Popular  course  Winning 
Strategies  for  e-Business 
(70  people  per  class)  sold 
out  through  2000. 


Highly  popular  new  global 
e-commerce  course  sold 
out  through  May. 


E-giants  like  Amazon.com 
are  helping  to  create  a 
special  course  for  high- 
growth  companies. 


I 


r 


traditional  executives;  the  aim  is  to  bring  te 
together.  Many  dot-commers,  in  fact,  are  jt'; 
eager  as  old-style  managers  to  catch  up  oijl 
latest  big-picture  theories  about  where  eh 
merce  is  heading.  Some  professors  iir 
founders  of  young,  fast-growing  companitt 
lecture  grad  students;  others  focus  case  sfc 
on  New  Economy  companies. 

Courses  are  becoming  more  specialize 
the  novelty  of  e-commerce  wanes.  At  the 
versity  of  Michigan,  Theresa  M.  Welbournt 
sociate  professor  of  organization  behavior 
human  resources,  is  gearing  up  to  laun 
course  on  people  management  in  high-gri 
companies.  "When  companies  are  small, 
ing  with  people  comes  naturally,"  she  says, 
as  a  company  grows,  that's  easy  to  lose."  M 
gan  will  offer  her  course  in  late  2000.  F 
though,  she  intends  to  put  the  final  touch' 
her  course  after  getting  feedback  from  ex 
tives  at  such  e-commerce  companies  as 
zon.com,  priceline.com,  and  Drugstore.com 

The  Kellogg  School  is  also  zeroing  in  or 
ternet  managers.  Anthony  J.  Paoni,  clinical 
fessor  of  information  technology  at  Kellog: 
one  of  the  teachers  of  the  sold-out  Win 
Strategies  for  e-Business  course,  which 
$3,800  for  three  days.  "People  think  that 
corns  have  it  all  right,"  says  Paoni.  But 
corns  have  to  understand  how  to  coexist  l 
existing  business  models.  They  don't  apprec 
the  challenges  and  opportunities  of  the 
Economy." 

THE  MOTHERLAND.  By  the  end  of  2000,  P. 
says,  Kellogg  will  take  its  act  to  the  dot 
motherland  and  offer  courses  in  Silicon  Va 
Carnegie  Mellon  is  crafting  a  new  array  of  th 
day  courses  and  could  ink  a  deal  to  offer  then 
year's  end  at  the  nasa  Ames  Research  Cente 
Moffett  Field,  Calif.,  Harvard  Business  Sch 
meanwhile,  inaugurated  a  West  Coast  presenc 
the  end  of  February,  offering  a  course  in 
Jose,  Calif.,  called  Leading  Product  Developm 
in  Internet  Time. 

As  e-commerce  goes  global,  B-schools  are 
looking  beyond  the  U.  S.  Martin  Diano,  assoc 
director  of  executive  education  at  the  Ameri 
Graduate  School  of  International  Managem 
(Thunderbird)  in  Glendale,  Ariz.,  is  putting 
final  touches  on  Global  Management  in  a  Dig 
World,  a  course  that's  sold  out.  for  May. 
school  plans  to  offer  another  section  later  t 
year.  New  York  University's  Stern  School,  me 
while,  will  present  its  latest  course,  Electro 
Commerce:  Reinventing  Business,  in  Milan 
May)  and  New  York  (in  October).  For  dot-c  I 
execs  looking  to  move  their  companies  forwa 
a  little  scholarly  perspective  may  be  just  1 
boost  they  need. 


4 


"Dot-coms  have  to  understand  how  to  coexist  with  existing  business  models,"  says  Kellogg  Professo 
Anthony  J.  Paoni.  "They  don't  appreciate  the  challenges  and  opportunities  of  the  Old  Economy" 
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Executive  Education 


The  B-School 
On  Your  Desk 

How  online  management  courses 
can  accelerate  a  career  climb 


BY  LARRY 
ARMSTRONG 


V 

1 
I    t 


Grading  Virtual 
Classrooms 


PROS 


MORE  ENGAGING  Animations  and 
movies  make  for  more  realistic 
simulations  and  role-playing 

MORE  EFFICIENT  You  can  skip 

material  you  already  know,  and 
there  are  no  travel  and  lodging 
expenses 

LESS  INTIMIDATING  Only  you 

(and  maybe  the  instructor)  see 
your  mistakes 

MORE  COLLABORATIVE  FOR 
STUDENTS  There's  no  classroom 
instructor  to  monopolize 
attention 


CONS 


LESS  STRUCTURED  You  need 
more  self-discipline. 

LESS  PERSONAL  You  don't  get 

any  face-to-face  interaction 
with  classmates  or  instructor 


ou  need   some  training  in 
corporate  finance  to  get  you 
ready  for  your  next  move 
up  the  ladder.  But  rather 
than  travel  to  a  business 
school's  executive  program  for 
several  weeks,  you  sit  down  at 
your    computer    and    log    on    to 
UNext.com,  an  online  management 
education  center. 

In  a  trice,  you're  transported  to  a 
role-playing  game:  Asset  Valuation. 
You're  a  new  employee  at  Panhandle 
Energy,  and  your  boss  has  asked  you 
to  figure  out  which  of  four  different 
oil  fields  the  company  should  invest  in.  He  thinks 
you  should  use  the  net  present  value  method  to 
estimate  profit  potential.  The  chief 
financial  officer  prefers  you  to  use 
the  internal  rate  of  return.  Which  is 
better?  To  find  out,  UNext  takes  you 
to  learning  modules  with  such  names 
as  "future  value"  and  "perpetuities." 
Welcome  to  the  virtual  classroom. 
Asset  Valuation  is  the  first  in  a  series 
of  five  online  courses  that  make  up 
the  corporate  finance  curriculum  at 
UNext. corn's  Cardean  University. 
UNext  is  one  of  scores  of  companies 
trying  to  move  executive  education 
out  of  the  classroom  and  on  to  the 
Net.  It's  difficult  to  comparison-shop 
these  courses — most  are  only  mar- 
keted to  companies  for  in-house 
training  sessions,  at  $500  per  person 
and  up.  But  if  you  are  a  corporate 
employee  and  have  yet  to  take  a 
course  online,  you're  bound  to  do  so 
sometime  soon. 

"ENGAGING."  Companies,  which  pay 
for  most  of  the  management  educa- 
tion in  the  U.S.,  spend  more  than 
half  their  training  budgets  on  travel 
and  housing  just  to  get  instructors 
and  students  in  the  same  room.  Then 
there's  time  off  the  job.  In  this  whirl- 
wind economy,  enterprises  are  reluc- 
tant to  give  up  an  employee  for  a 
two-  or  three-week  course.  "It's  time, 
not  money,  that's  the  precious  com- 
modity in  business  these  days,"  says 


Wv 


Jeff  Oberlin,  vice-president  for  course  d 
ment  and  sourcing  at  Motorola  Universitj] 
The  best  online  courses  are  better  than 
room  teaching.  You'll  find  them  rich  in  vm 
dia  and  full  of  role-playing  and  real-life  s: 
tions.  Look  at  a  course  in  situational  lead 
offered  by  Ninth  House  Network,  for  ex 
You're  running  a  mine  during  th 
fornia  Gold  Rus 
need    to    fire 
foreman.  Mu 
the  six-hour 
is    a    movie 
endings   that 
depending  on 
decisions.  I 
make  the 
choice,  your 
tronic    mentor 
plains  why  and  r« 
you  to  th 
propriat 
cision 
You 
custom 
courses 
your  own  lea 
style,  calling  up  video  clips  of 
professors  or  industry  pundits,  if 
your  wish,  or  dig  out  the  details  on 
own  if  you're  the  quantitative  type.  Yoi; 
skip  parts  you  already  know.  Many  course 
quire  collaboration  among  students,  which 
can  handle  by  phone  or  e-mail,  for  some  as 
ments.  If  you  get  stumped,  there's  usually 
instructor  to  field  your  queries  by*  e-mail. 
If  you  have  a  choice,  don't  sell  the 
courses  short.  First  Union  offers  both  live 
online  versions  of  the  situational  leadei 
course,  and  sees  a  significantly  higher  rete 
level  for  the  online  version.  "It's  engaging," 
John  W  Parker,  dean  of  the  New  Leadei  §. 
college  at  the  32,000-employee  financial-ser 
company  in  Charlotte,  N.  C.  "We  have  p« 
months  later  talking  about  the  characters 
they're  characters  from  Seinfeld."  The  teachi] 
more  consistent,  too,  he  says.  "There's  no 
thing  as  an  instructor  having  a  bad  day."  I] 
cally,  corporate  educators  say,  some  of  the  w 
online  courses  are  from  the  top-ranked  B-sch 
which  offer  little  more  than  text-on-screen 
sions  of  books  and  manuals,  and  live  \ 
streams  of  their  classroom  talking  heads. 
B-schools  don't  get  it  yet. 

Online  education  is  not  for  everyone.  S 
hands-on  skills,  such  as  presentation  or  com 
nications  proficiency,  require  attention  to 
contact  and  body  language,  talents  better  i 
tered  in  face-to-face  encounters.  And  tech-h 
learning  has  been  slow  to  move  up  the  corpo  >: 
ladder,  in  part  because  older  managers  are  k 
comfortable  with  computers  and  the  Net 
younger  ones.  But  for  execs  who  are  comfort 
with  pes  and  the  Web,  the  virtual  classroom, 
fers  learning,  entertainment,  and  cost  savii... 
That's  one  powerful  combination. 


; 
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Qualify  for  1T6 6 

online  trading 

iiere  are  now  two  more  reasons 
i  open  an  American  Express®  IRA. 

th  a  $25K  minimum  investment  you'll  qualify  to 

j  y  stocks  online  for  free*  And  when  you  roll  over 

i  transfer  $10K  by  April  17,  2000,  you'll  pay  no 

nual  IRA  fees  for  life!  American  Express  also 

jies  you  24-hour  access  to  a  variety  of  powerful 

line  investment  tools,  professional  research 

d  investment  options?  Allowing  you  to  actively 

anage  and  customize  your  IRA  portfolio  as  your 

a  vestment  strategy  changes.  So  you  can  invest 

]  ,th  confidence  -  online,  in  person  or  by  phone  - 

I 

nichever  you  prefer.  Knowing  American  Express 

|  always  there  to  help  you  do  more  with  your  IRA. 


line  trading           advice  &  planning           investments 
i i 


pay  Zero  IRA  fees. 


OMERIC^Nl 

1-800-297-8004  americanexpress.com/trade  I 

_j 


to  3,000  shares  per  trade.  Trades  of  more  than  3,000  shares  are  $0.03/share.  Free  online  stock  buys  and  sells  with  $100,000  or  more  in  account  assets, 
lis  of  stocks  bought  on  the  same  day  are  $14.95.  Free  online  stock  buys  with  $25,000  or  more  in  account  assets  (sells  are  just  $14.95).  Online  stock 
des  cost  $14.95  at  lower  asset  levels.  Assets  defined  as  cash,  money  market  funds,  mutual  funds,  stocks,  and  bonds  held  in  your  American  Express 
)kerage  account.  'IRA  fee  waiver  pertains  to  the  individual  client  making  investment.  SEP  SIMPLE  and  Educational  IRAs  are  not  included.  The  annual 
i  waiver  is  the  custodial  fee  and  does  not  include  product  fees.  Market  volatility  and  volume  may  cause  delays  in  system  access  and  trade  execution, 
ades  will  be  executed  during  market  hours.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company  is 
mate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2000  American  Express  Financial  Corporation.  All  rights  reserved. 


OLD  SIGNATURES, 
TELECOM,  RISK 
ASSESSMENT,  A 
LOW-TECH  BUY 


Want  To  Buy 
A  Piece  of  History? 

The  Net  has  made  document-collecting  easier 


BY  THANE  PETERSON 

What  hooked  William  Steiner  was  a 
Sotheby's  auction  12  years  ago  of  Al- 
bert Einstein  letters.  The  chairman  of 
Dryclean  USA,  a  Miami  dry-cleaning 
gear  and  franchise  company,  wound 
up  buying  two  letters  for  $2,800 
apiece.  He  has  since  built  an  eclectic 
collection  of  some  1,500  documents.  "I  realized  I 
could  own  things  signed  by  people  I  regard  as 
the  heroes  and  villains  of  history,"  says  Steiner. 
"I  just  kept  getting  in  deeper  and  deeper." 

Steiner  has  company.  Historical  documents 
have  shaken  off  some  of  their  musty  image  with 
the  emergence  of  celebrity  collectors  such  as 
Bill  Gates.  And  some  segments  of  the  market, 
such  as  early  Americana  and  Civil  War  docu- 
ments, are  jumping  (table).  Steiner,  for  example, 
last  year  sold  a  July  1,  1776  letter  from  John 
Adams  about  the  Declaration  of  Independence. 
The  sale  price:  $635,000.  Meanwhile,  Web  auction 
sites  have  brought  a  flood  of  new  material  and 
opened  the  hobby  to  a  new  au- 
dience. "Before  eBay,  most  peo- 
ple just  didn't  know  you  could 
buy  a  letter  by  someone  like 
Harry  Truman  for  a  few  hundred  dollars,"  says 
Chicago  collector  James  Berland. 

But  the  hobby  can  be  fraught  with  peril.  Me- 
chanical pens  and  the  practice  of  secretaries  sign- 
ing letters  mean  that  signatures  on  many  20th 
century  documents  are  not  authentic.  "We  just  as- 
sume that  after  1965,  anyone  who  could  afford  to 
use  an  auto-pen  used  one,"  says  Kenneth  Rendell, 
a  dealer  in  Boston  and  author  of  Forging  History: 
The  Detection  of  Fake  Letters  &  Documents  (Uni- 
versity of  Oklahoma  Press,  $24.95). 

Sports,  rock  'n'  roll,  and  Hollywood  memora- 
bilia are  so  rife  with  fakes  that  many  experts 
recommend  collecting  only  such  documents  as 
contracts,  which  are  relatively  easy  to  verify. 
And  it's  far  from  certain  that  a  document  will 
gain  value.  For  every  Jane  Austen,  whose  surge 
in  popularity  has  caused  prices  for  her  letters  to 
spike,  there's  a  William  Makepeace 
Thackeray,  whose  prices  have  bare- 
ly budged  since  1900,  says  Polly 
Beauwin  at  leading  London  dealer 
Maggs  Bros. 

How  can  a  novice  avoid  the  pit- 
falls? The  best  insurance  is  to  buy 
from  reputable  dealers  or  auction 
houses     such     as     Sotheby's     or 


Collecting 


Christie's.  Top 
dealers  tend  to 
belong  to  profes- 
sional groups 
such  as  the  Pro- 
fessional Auto- 
graph Dealers 
Assn.,  which  pub- 
lish membership 
lists  and  codes  of 
ethics  on  their 
Web  sites  (table). 
Good  dealers  also 
give  references 
and  guarantee 
refunds  on  items 

that  come  into  question,  even  years  after  a 
sale. 

The  next  step:  Focus.  "Pick  a  subject  yo 
love,"  says  Nathan  Myhrvold,  who's  on  sab 
batical  from  his  post  as  Microsoft's  chiel 
technology  officer.  A  science  buff,  Myhrvol 
is  delighted  with>  a  trove  < 
letters  by  British  paleonb 
ogists  he  recently  acqui 
They   discuss   the   Piltd 
man,  a  supposed  new  species  of  human  dis 
ered  in  1912  that  proved  to  be  a  hoax.  Colle 
magazines,  such  as  Pen  &  Quill,  can  spark 
Collectors  also  peruse  dealer  catalogs  and  i 
tor  auction  sales.  Ernest  Hemingway  buf 
ready  are  salivating  over  a  May  19  Chri 
auction  in  New  York  of  newly  uncovered 
ments  by  the  author. 

In  the  old  days,  the  signature  was  the 
valuable  element  of  many  documents — so  : 
so  that  signatures  were  regularly  excised  an 
letters  thrown  away.  But  these  days,  valu  iRS.  poi 
pends  heavily  on  the  historical  importan  'S  acti\ 
the  contents,  as  shown  by  the  nosebleed 
fetched  by  the  Adams  letter.  Still,  you  can 
a  collection  on  a  budget.  A  less  significant  A 
document  might  sell  for  $4,000.  And  certain  I  War 
ments  of  the  market,  such  as  documents   Is,  a 


To  find  reputable  dealers, 
check  out  these  groups 


Int'l  Autograph 

Collectors  Club  & 

Dealers  Assn. 

www.iacc-da.com 


Universal 

Autograph 

Collectors  Club 

www.uacc.org 


Professional 
Autograph  Dealt 
Assn 

www.padaweb.o 
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:rs,  poets,  presidents,  and  civil 

■S  ACTIVISTS:  ( C lock  icise  from  bottom) 

■iii-iits  with  the  signatures  of  Hemingway, 
i  {son,  Washington,  anil  King 


: 


War  II,  are  fairly  inexpensive.  Claude 
ns,  a  collector  in  suburban  Kansas  City, 
hinks  World  War  II  soldiers'  letters  home 
A  great  value  because  they  can  be  had  for  $5 
each,  and  demand  for  them  seems  likely  to 
Similar  letters  from  the  Civil  War  go  for 
0  $2,000,  up  from  $1  apiece  15  years  age. 
)  Net  is  a  good  place  to  look  for  inexpen- 
OCUments,  in  part  because  dealers  use  the 
0  sell  items  that  aren't  worth  putting  in 
gs.  Jim  Smith,  owner  of  Remember  When 


b.| 


Auctions  in  Wells,  Me.,  recently 

sold  on  eBay  a  short  note 

signed  by  the  late  Supreme 

Court  Chief  Justice  Earl 

Warren  for  just  $36. 

Dealers  claim  it's  not 
hard  to  root  out  fakes  if 
you  scrutinize  documents 
carefully.  In  Forging  Histo- 
ry, Rendell  says  crooks  tend 
to  make  obvious  errors.  He 
cites  a  note  purportedly 
signed  by  Einstein  done 
on  an  IBM  Selectric,  a 
machine   introduced   iri 
1961,  six  years  after  the 
physicist's  death.  There  are 
less  obvious  giveaways,  too. 
Machine-made  signatures,  for 
example,  don't  leave  an  inden- 
tation in  the  paper,  as  real  ones 
do.  Of  course,  you  may  not  be  able 
to  do  these  checks  when  buying  on 
the  Net.  And  tons  of  material  of 
doubtful  authenticity  have  been  pour- 
ing onto  Web  sites.  So  it's  best  to  buy 
only  from  the  online  arms  of  established 
dealers  and  auction  houses.  Sothebys.com 
and  sothebys.amazon.com  guarantee  the  au- 
thenticity of  what  they  sell  and  offer  refunds  if 
a  document  proves  to  be  a  fake.  Many  prominent 
dealers  also  are  now  doing  land-office  business  on 
eBay  or  via  their  own  sites. 

Most  serious  collectors  worry  far  more  about 
finding  key  items  to  fill  out  their  collections  than 
they  do  about  fakes.  Some  search  for  years  for, 
say,  an  ultrarare  Button  Gwinnett  to  fill  out 
their  collections  of  signers  of  the  Declaration  of 
Independence.  For  Steiner,  the  Holy  Grail  would 
be  a  Mozart  letter  or  musical  manuscript,  now  al- 
most impossible  to  find.  But  even  for  those  of 
more  modest  means,  this  is  one  field  of  collecting 
where  you  can  say  proudly  that  you're  holding  a 
bit  of  history  in  your  hand. 


Handicapping 
the  Market 


CIVIL  WAR  A 

letter  by  Robert  E. 
Lee  tops  $5,000. 

SPORTS  Soaring 
but  prone  to  fakes. 
A  signed  Babe 
Ruth  photo  goes 
for  $2,500. 

■HJ.riiMil'lLTl 

WORLD  WAR  II 

You  can  still  get 
signed  photos 
of  some  generals 
for  $300. 

WOMEN  A  Susan 
B.  Anthony  letter 
can  still  be  had 
for  $1,000. 


WORLD  WAR 

Has  never  been 
popular  with 
collectors. 

THE  ARTS  Com- 
posers, writers, 
and  artists  are 
cheap:  An  Igor 
Stravinsky  letter 
goes  for  $400. 

DATA  REMEMBER  WHEN  AUCTIONS 
INC ..  BUSINESS  WEEK 
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Dollars  for  Dialing 

Warburg's  hot  telecom  fund  hunts  across  the  globe 


BY  SAM  JAFFE 


I 


Warburg  Pincus 
Global  Telecom  (wpgtx) 


assets* 

ytd*  total  return 

12-month*  total  return 


3-YEAR    ANN.  TOTAL  RETURN 
EXPENSE  hATIO 
MORNINGSTAR/S&P  RTG 


LARGEST  HOLDINGS  NTT  DoCoMo, 
Telecom,  Telmex,  NextLink 


*Mat.  1? 


DATA:  MOPNINGSTAR  INC..  STANDARD  &  POOR'S  CORP. 


emember  when  investing  in  telecommuni- 
cations meant  buying  just  one  boring  stock 
in  a  heavily  regulated  industry — Ma  Bell? 
Today,  as  phone  deregulation  spreads 
around  the  world,  telecom  stocks  have  be- 
come some  of  the  hottest  plays  around.  But 
which  one?  AT&T  is  still  with  us,  of  course, 
but  is  it  a  cable  company  or  a  phone 
provider?  Do  you  want  to  invest  in  wired 
or  wireless?  Europe  or  Asia?  To  Scott 
Lewis  and  Vincent  McBride,  co-managers 
of  the  Warburg  Pincus  Global  Telecom- 
munications Fund,  the  answer  is  simple: 
Spread  your  bets 
around. 

The  duo's  strategy 
has  worked  splendidly 
(table).  Warburg  Pincus 
Global  Telecom  returned 
nearly  157%  in  1999  and 
has  averaged  85%  annu- 
ally over  the  three 
years  ending  Mar.  17. 
Its  three-year  perfor- 
mance is  nearly  double 
that  of  other  telecom 
funds,  says  Morningstar, 
and  better  than  five 
times  that  of  the  Stan- 
dard &  Poor's  500-stock  index. 
What's  more,  the  fund  is  one 
of  only  five  mutual  funds  to 
have  returned  more  than  75% 
during  the  three-year  period. 


Mutual  Funds 


$575  million 
19% 
159% 


85% 
1.65% 


•••••/••••• 


SK 


Lewis,  39,  and  McBride,  35,  approac 
oms  broadly  to  reduce  the  effect  of  the 
volatility.  "We  don't  mind  avoiding  t 
^  tremely  high  spikes  if  we  can  also 
jg^  the  downward  swings,"  says  Lewi 
means  balancing  their  positions 
gion,  market  capitalization,  and  se 
within  the  industry.  As  a  result, 
the  fund's  120  stocks  can  lay  cl 
more  3%  of  its  assets. 
The    duo    also    eschews    over 
I  takeover  stocks.  February's  $180 
I  takeover  of  Germany's  Mannesma 
'  Britain's  Vodafone  AirTouch  open 
'    gates  to  merger  activity  througho 
'   rope.  But  Lewis  is  avoiding  the  stocks 
W  cently  privatized  European  national 
f   monopolies  because  "investors  have  bid 
up  to  incredible  proportions."  The  fun 
shuns  the  Baby  Bells,  even  though  on  av 
they  trade  at  an  estimated  price-earnings  r 
20  for  this  year — a  quarter  that  of  De 
Telekom.  "We're  worried  about  how  much  g 
they  have  left,"  says  McBride. 
FOOTHOLD.  Instead,  McBride  and  Lewis  an 
ing  emerging  U.  S.  phone  providers  called 
petitive  local  exchange  carriers  (clecs) 
ing  that  European  telecoms  shopping  in  the) 
will  see  more  value  in  clecs  than  in  the 
Bells.  The  fund  favors  well-capitalized 
with  established  track  records:  McLeod 
NextLink  Communications,  and  Time  W] 
Telecom,  a  spin-off  from  the  media  giant. 

The  fund  is  also  into  emerging  markets,) 
as  Brazil  and  South  Korea.  In  Brazil,  the 
owned  Telebras  monopoly  was  split  into  11 
panies  in  1998.  The  privatized  "Baby  Bras' 
until  2002  to  establish  a  foothold,  and  then 
be  allowed  to  seek  merger  deals. 
2002,  "someone  is  going  to  come  i; 
join  together  what  was  broken.  W 
don't  know  who,"  says  McBride. 
want  to  own  those  stocks  now,  r 
than  wait  to  buy  after  a  runup  late 
the  fund  has  bought  stakes  in  dat; 
long-distance  provider  Embratel,  u 
la  stock  Telebras,  and  wireless  pro 
Tele  Centro  Oeste. 

South  Korea's  competitive  m 
earns  even  higher  marks  from  the 
ners.  "Demand  for  phone  time  is 
sive,"  says  McBride.  Their  largest  Kc 
holding  is  SK  Telecom,  the  coun 
biggest  cellular-service  supplier,  w 
revenues  have  been  rising  50%  ann 
over  the  past  five  years.  But  thei 
vorite  Korean  play  is  Samsung  Elect 
ics,  the  world's  largest  maker  of 
chips  for  computers — and  its  third-lai 
handset  maker.  "By  next  year,  eel 
handsets  could  make  up  40%  of 
sales,"  McBride  says.  Yet  Samsung's  p-e  of 
only  a  fifth  of  Nokia  and  Ericsson,  the  No.  1 
No.  2  handset  makers — which  the  fund  also  o 
In  the  hot  telecom  scene,  this  fund  has 
ringing  all  the  right  numbers. 
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#1    Rated  Internet  Backbone    -8oarcWc/i  Magazine,  7999 
#1    Rated  Managed  Security    -  Network  Computing  Magazine,  1 998 

#1  Rated  Customer  Service  -  Jeiechoke,  inc.  Survey  1 998  and  1999 
Now  that's  confidence. 


INTERNET         LOCAL/LONG   DISTANCE  PHONE   800-250-2222 


Intermedia  Business  Internet 
is  the  first  tier-one  Internet 
carrier  to  be  designated  a 
Cisco  Powered  Network. 


"ASDAQ:   #% 


•  nnect  with    Confidence 

e'medto  Communications  Inc  AH  r.gnis  (•served.  The  Intermedia  toflo  is  a  trademark  ol  Intermedia  Communications  Inc. 
i  Powered  Network  mark  is  a  registered  trademark  of  Cisco  Systems,  Inc 
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Hers 


BY  TODDI  GUTNER 


PLAYING  IT  TOO  SAFE 
HAS  ITS  OWN  RISKS 

Taking  on  too  much  or  too  little  risk  in  your 
portfolio  is  a  genderless  issue,  but  the  im- 
plications of  that  decision  are  not.  "An  in- 
vestment mistake  is  especially  devastating  fof 
women,"  says  Sue  Stevens,  Morningstar's  finan- 
cial-planning specialist.  "Because  women  tend  to 
earn  less  than  men,  it's  often  harder  for  them  to 
bounce  back  from  a  big  loss  in  the  market."  Yet 
women  do  need  to  be  risk-takers:  They  live 
longer  than  men,  and  thus  must  build  up  more 
capital  for  retirement. 

But  how  much  risk  is  appropriate? 
"The  best  way  to  choose  the 
right  risk  level  for  you  is  to 
understand  how  the  choices 
you  make  today  affect  your 
chances     of    reaching     your 
goals,"  says  Christopher  Jones, 
a  strategist  at  Financial  Engines 
(www.financialengines.com).  As 
an  investment  adviser,  Finan- 
cial Engines  offers  retirement 
forecasts  for  free  and  cus- 
tomized advice  for  $14.95  a 
quarter  via  the  Internet. 

Financial  Engines  and 
other  interactive  planning 
services  can  help  you  as- 
certain your  risk  toler- 
ance and  create  an  in- 
vesting strategy.  They 

How  Much  Risk  Can  You  Take? 

A  40-year-old  single  female  earns  $75,000  a  year 
and  wants  to  retire  at  65  on  the  same  level  of  in- 
come. Assume  that  her  salary  increases  at  1.5%  each  year  over 
inflation  and  that  she  contributes  12%  to  her  401(k),  with  a  company 
match  of  6%.  Her  retirement  portfolio  currently  is  $150,000.  How  should 
she  invest  to  achieve  her  goal  of  $75,000  a  year  in  retirement  income? 


CASH  BONDS  ■  LARGE-CAP  STOCKS  H SMALL-CAP  STOCKS 

LOW  RISK  AVERAGE  RISK 


I  INTERNATIONAL  STOCKS 
HIGH  RISK 


CHANCE  OF  REACHING  GOAL 

42% 

72% 

75% 

MEDIAN  EXPECTED  RETIREMENT  INCOME 

|     : 

$72,400 

$92,900 

$112,000 

WORST  CASE  EXPECTED  RETIREMENT  INCOME 

$53,900 

$51,800 

$47,400 

DATA:  FINANCIAL  ENGINES  COM 

can  forecast  the  income  you're  likely  to  hav 
retirement,  or  how  your  asset  allocation  an 
the  likelihood  you'll  meet  your  goal.  There  i 
service  yet  that  can  help  you  with  short- 1 
goals  or  assets  that  aren't  tax-deferred. 

To  demonstrate  why  risk  assessment  is  cri 
I  asked  Financial  Engines  to  create  a  hypot 
ical  portfolio  for  a  40-year-old  single  female 
earns  $75,000  a  year  and  wants  to  retire  a 
with  the  same  level  of  income  from  savings 
Social  Security.  We  assumed  her  salary  rise 
1.5%  a  year  over  inflation  and  she  contrib 
12%  of  it  to  her  401(k),  with  a  company  mate 
6%.  She  already  has  $150,000  in  her  401(k). 
MISSED  GOAL.  The  three  pie  charts  show 
our  investor  might  fare.  If  she  invests  conse 
tively  (74%  of  her  portfolio  in  cash  and  bo 
the  rest  in  stocks),  she'll  have  only  a  42%  ch 
of  meeting  her  goal.  There's  a 
small  risk  of  losing  money  in 
next  year  if  the  markets  tank, 
the  bigger  risk  is  her  not  mee 
her  goal,  rather  than  how  n 
she'll  lose  in  the  coming  year," 
Jones.  Even  with  a  conserva 
investment  strategy,  she  still  h 
50%  chance  of  reaching  a  re 
ment  income  of  $72,400  and  a 
likelihood  at  retiring  with  $5c 
or  more  a  year. 

With  a  moderately  risky  si 
egy  (74%  stocks,  26%  bonds), 
has  a  72%  chance  of  meeting 
target.  But  what  if  she  folio1 
high-risk  strategy  (83%  sr 
cap  and  17%  big-cap  stocks 
cash  or  bonds)?  Her  chanc 
reaching  her  goal  inches  u] 
75% — not  much  better  than 
moderate  approach.  The  high- 
strategy  also,  however,  delive 
50%  chance  of  her  earning  $112 
in  retirement  income.  But  she  f 
a  much  greater  chance  of  lo 
money,  too.  Meanwhile,  the  worst- 
income  scenarios  are  all  within  the  same  R 
($53,900  to  $47,400),  regardless  of  risk  level 
the  downside  for  the  moderate-  and  high-[ 
options  isn't  so  terrible.  And  they  can  prodv 
lot  higher  returns.  If  you  can  handle  somel 
market  swings  and  have  a  long  time  hori 
consider  increasing  your  risk  level. 

Most  women  tend  to  invest  too  conservati 
to  generate  enough  income  for  their  life  s  ^m 
That's  because  they  don't  understand  what  , 
happen  over  the  long  run.  Do  your  own  fore< )[(] 
Then  you'll  know  where  you  are  and  what 
need  to  change. 
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For  an  alternative  analysis  with  Morningstar  Clearfu 
or  to  join  our  forum,  see  hers.online  at 
www.businessweek.com/investor/ 
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sporfcs.  weather,  and  horoscopes  not  included, 


Push  never  really  disappeared.  It  just  went  to  work  for  companies 

like  Compaq,  Tech  Data,  and  Robertson  Stephens.  To  get  these 
stories  and  more,  go  to  www.backweb.com.  Or  call  1-800-863-0100. 


PUSH    FOR   E-BUSINESS    SOLUTIONS. 


aq  Computer  Corporation 

)  BackWeb*  Compaq  delivers 
rmance  enhancements  and  soft- 
updates  to  Presario  customers.  By 
tively  handling  technical  support 
s,  Compaq  increases  customer 
action  in  a  cost-effective  manner. 


Tech  Data 

Using  BackWeb,  Tech  Data  pushes  product 
information,  promotions,  pricing  ond 
training  videos  to  resellers.  Simply  by 
eliminating  broadcast  faxes,  Tech  Data 
saves  millions  per  year.  Not  to  mention 
the  ability  to  deliver  more  targeted 
information,  which  establishes  mindshare 
and  increases  revenues. 


Robertson  Stephens 

Using  BackWeb,  Robertson  Stephens 
pushes  market  updates  and  critical 
information  to  stock  traders.  By 
accelerating  the  delivery  of  information, 
Robertson  Stephens  helps  traders  react 
faster  to  market  changes,  which 
ultimately  results  in  increased  revenues 
and  improved  customer  service. 


onies  Using  BockWeb:  Fidelity  Investments,  H e w le tt  -  P a c k o r  d  ,  SAP,  U  S  West,  Cisco  and  more 


D3000  Bockweb  Technologist,    Inc.  Rll  rlgh 


ed     BackWeb  I 


egntered  trademark  of  BackWeb  Technologies     nil  other  trade 


the  property  of  their  respective  < 
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The  Barker  Portfolio 


LOW  TECH, 
HIGH  POTENTIAL 


BY  ROBERT  BARKER 


Did  you  nab  Qualcomm  at  200?  Amazon.com 
at  113?  E*Trade  at  72?  If  so,  you  don't 
need  me  to  point  out  that  they're  now  down 
more  than  30%,  40%,  and  60%,  respectively.  So 
as  these  and  other  intergalactic  fliers  look  Earth- 
ward, I'm  betting  you  are  curious  about  some 
stocks  a  little  closer  to  the  ground. 

The  one  I  want  to  tell  you  about,  Chart  House 
Enterprises,  operates  the  39-year-old  chain  of 
restaurants  known  for  seafood,  mud  pies,  $6  ar- 
tichokes, and  choice  locations  along  beaches  and 
ski  slopes,  in  spots  such  as  Monterey  and  Aspen. 
Naturally,  Chart  House  comes  with  caveats.  It 
has  nothing  to  do  with  the  Internet.  Or  the  hu- 
man genome.  No  analyst  recommends  it.  Fund 
managers  aren't  talking  it  up  on  TV.  It  trades  on 
the  New  York  Stock  Exchange,  but  volume  is 
light.  And  if  all  this  hasn't  turned  you  off,  you 


Hi 


turnaround  is  Thomas  Walters.  Zell  hirec 
in  1998  from  the  Morton's  of  Chicago  gro 
upscale  steakhouses,  where  he  had  been 
dent.  Walters  has  closed  17  slow  Chart  Hot 
cations,  is  nearly  done  remodeling  39  other: 
has  overhauled  the  menu,  which  he  says  "1 
changed  in  15  years."  After  years  of  dwir 
results,  sales  per  location  first  turned  uj: 
in  last  year's  second  quarter,  growing  3% 
1998.  In  the  next  quarter,  they  grew  4%;  i 
one  after  that,  nearly  5%.  Walters  expects 
store  sales  this  year  to  keep  up  that  pace 
there  will  be  fresh  revenue  from  a  couj 
new  Chart  House  restaurants. 
BIG  JUMP.  For  faster  sales  growth  and 
profitability,  Walters  is  building  a  second 
Angelo  and  Maxie's  Steakhouse.  Last  ye 
Manhattan  prototype  saw  more  than 
sales  and  a  gross  profit  margin  of  24%- 
percentage  points  higher  than  the  average 
House  in  1999.  A  second  Angelo  and  Max 
due  to  open  this  year  in  Manhattan,  plus  at 
four  more  in  other  cities,  including  Atlant; 
Washington.  The  company  expects  the  one: 
side  Manhattan  to  gross  at  least  $4  million 

to    start 

TASTY:  Revamping 

the  menu  helped 

turn  sales  upward 


the  typical 
House     col 
just     undej 
million. 


CHART  HOUSE 
STOCK  HAS  SUNK. 
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also  should  know  that 
Chart  House  is  con- 
trolled by  a  shrewd 
guy  who  goes  by  a 
scary  sobriquet,  The 
Grave  Dancer. 

That  would  be 
Samuel  Zell.  The 
Chicago  mogul  "made 
his  first  fortune  by  tap 
dancing  on  the  tombs 
of  real  estate  projects," 
says  Hilary  Rosenberg 
in  her  newly  revised 
book,  The  Vulture  Investors  (John  Wiley  &  Sons, 
$29.95).  In  1996,  Zell  danced  into  a  debt-heavy 
Chart  House  and  soon  saved  it  with  nearly  $20 
million  in  cash.  In  return,  he  became  chairman 
and  took  a  29%  stake.  His  cost  per  share:  $5.75. 
Today,  the  stock  trades  near  5.  Yet  the  com- 
pany is  back  on  course  (charts),  financially  fit,  and 
"firmly  in  the  black,"  Zell  says.  Directing  the 
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Adding  it  all  up,  Walters  expec| 
tal  revenues  to  top  $135  millior 
year  and  to  climb  30%,  to  morel 
$175  million,  in  2001.  Because  o| 
panding  margins,  profit  comparl 
could  wind  up  looking  even  b( 
From  a  1999  pretax  profit  of  5(2  a 
(not  counting  write-offs  and  a  onel 
gain),  I  figure  Chart  House  could  [ 
ly  see  pretax  income  of  about 
share  this  year. 

Will  growth  in  sales  and  profits  | 
Chart  House  shares  beyond  the  Milky 
Doubtful.  We're  talking  food,  not  photons, 
all.  Yet  they  also  aren't  likely  to  sink  30%,  | 
60%.  At  5,  the  shares  sell  below  book 
And  on  recent  dips,  there  has  been  a  ready  | 
er.  In  January,  Zell  added  110,300  shares 
average  cost  of  $4.64.  In  February,  he  be 
213,800  more  at  $5.93.  The  new  pure! 
brought  his  Chart  House  stake  to  nearly  3!  »~»s 
When  might  Zell  unload?  He  has  wi:S: 
through  three  rebuilding  years,  so  selling  **'- 
with  a  payoff  in  sight,  would  surprise  me. 
doesn't  surprise  me  is  his  view  that  the  com! 
should  enjoy  a  market  value  much  higher 
its  current  $58  million.  "That's  obviously  $ 
goal,"  he  says.  And  that's  what  I  call  a  stoc  > 
the  ground  floor,  ready  to  rise. 
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For  barker.online,  go  to  www.businessweek.com/inve 
or  AOL  keyword:  BW  Daily 
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It  takes  powerful 

software 

to  turn  an  Internet 

strategy 

into  an  Internet 

business  in  60  days. ' 
That's  the  software 

IBM  makes. 


[  I,  WebSphere,  the  e-business  logo  and  Software  is  Ihe  soul  ol  e-busmess  are  trademarks  ol  International  Business  Machines  Corporation  in  the  United  States  and/of  other  countries  ©  2000  IBM  Corp  All  rights  reserved 
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BusinessWeek  ONLINE. 


Today's  highlights.  Tomorrow's  trends.  Cut 
through  the  clutter  and  get  the  breaking  news 
you  need  to  drive  your  business.  Business  Week's 
Daily  Briefing  instantly  delivers  the  stories  that 
impact  you  and  your  business.  Whether 
you're  looking  for  business  data,  market  news 
or  investment  tools,  you'll  find  it  first  on 
Business  Week's  Daily  Briefing. 


WWW 
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IS  IS  SOARING 


THE  STOCK  HAS 
TAKEN  WING 


Hedge  fund  manager  Jeffrey  Puglisi  is  hot: 
Puglisi  Capital  Partners  chalked  up  a  451% 
gain  in  1999.  This  year,  the  fund  is  up 
80%.  Puglisi's  forte  is  technology.  And  he  con- 
tinues to  be  bullish  on  techs,  despite  their  recent 
sell-off.  The  less  known  and  more  arcane  the 
technology,  the  more  Puglisi  hankers  after  it. 
This  year,  despite  market  volatility,  Puglisi's 
picks  have  boomed:  LSI  Logic  is  up  91%,  Prosoft- 
Training.com  79%,  and  Scientific-Atlanta  86%. 

His  top  bet  for  2000:  Ibis  Technology  (ibis), 
which  makes  what  Puglisi  and  others  say  is  a 
"revolutionary"  semiconductor  chip  that  runs  at 
higher  speed,  lower  volt- 
age, and  with  less  power. 
Ibis  is  the  leading  supplier 
of  Ibis  1000  equipment  that 
makes  silicon-on-insulator 
(soi)  wafers.  Early  Ibis  cus- 
tomers include  IBM,  Mo- 
torola, and  Mitsubishi.  IBM 
is  "on  a  very  aggressive 
plan  to  convert  its  micro- 
processor products  to  Ibis' 
soi  wafer,"  says  analyst 
Michael  O'Brien  of  SoundView  Technology  Group. 
He  sees  Ibis  selling  10  machines  in  2001. 

IBM  has  bought  five  Ibis  machines,  while  Mo- 
torola and  Mitsubishi  have  each  purchased  one. 
"They  are  also  buyers  of  Ibis'  soi  wafers,"  adds 
Puglisi.  Other  chipmakers  that  are  buyers  of 
Ibis  wafers  include  Advanced  Micro  Devices,  Na- 
tional Semiconductor,  and  Fujitsu.  Giant  chip- 
maker  Intel  is  said  to  be  testing  the  Ibis  product. 

No  wonder  Ibis'  stock  was  also  a  huge  winner 
in  1999,  zooming  402%.  Ibis  is  up  more  than 
60%  so  far  this  year,  and  closed  at  108%  a  share 
on  Mar.  22.  Puglisi  sees  Ibis  doubling  in  a  year. 
Soundview's  O'Brien  figures  Ibis  will  earn  13c  a 
share  in  2000,  on  revenues  of  $26.5  million,  and 
81  cents  in  2001,  on  sales  of  $58.2  million. 
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SCHWAB:  FIRING 
'ON  ALL  CYLINDERS' 


ill  Charles  Schwab  (sch)  stay  on  the 
comeback  trail?  Contrarian  investor  Ber- 
nie  Schaeffer,  who  heads  his  own  research 
outfit,  thinks  so.  The  stock  tumbled 
from  77  in  mid-April  to  26  in  October, 
partly  because  of  doubts  that  the 
brokerage  industry  might  not  top  last 
year's  stellar  advance.  Schwab  has 
since  leaped  to  57.  The  top  U.  S.  dis- 
count broker  and  a  fast-growing  on- 
line trader,^  Schwab  should  hit  70  in 
six  months  and  vault  to  100  in  a  year, 
says  Schaeffer.  He  probes  for  strong 
fundamentals.  And  he  digs  for  evi- 
dence of  skeptical  sentiment,  which 
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he  measure*  by  the  short  position  iri  the  stock. 

At  Schwab,  he  Bays,  the  "powerful  growth  in 
its  business  is  made  more  compelling  by  the 
sentiment  component."  The  short-sellers'  int<  ■ 
in  Schwab  has  jumped,  he  notes,  from  f>,2  million 
shares  in  December  to  14.1  million  at  the  end  of 
February.  A  similar  jump  in  late  1998  pushed 
Schwab's  stock  sevenfold  in  six  months, 
Schaeffer.  He  sees  another  such  big  upturn. 

"Schwab's  business  continues  to  fire  on  all 
cylinders,"  says  Gregory  Smith  of  Hambrecht  & 
Quist,  who  rates  the  stock  a  buy  even  though  it 
is  selling  at  a  65  price-earnings  ratio,  based  on 
this  year's  earnings.  New  account  openings  con- 
tinued to  rise  in  February,  the  second-highest 
jump  on  record.  And  total  customer  assets  hit 
$765.5  billion,  up  50%  from  a  year  ago  and  up  7% 
from  January.  With  Big  Board  and  Nasdaq  trad- 
ing continuing  to  accelerate  from  February  levels, 
Smith  sees  even  higher  earnings  for  Schwab  in 
the  first  quarter.  So  he  has  raised  his  first-quar- 
ter earnings  estimate  from  190  a  share  to  230. 

Schaeffer  also  says  Schwab  could  be  a  take- 
over target  for  a  big  financial-services  company. 

HOME  SHOPPING 
FOR  WOMEN'S  WEAR 

Retail  stocks  have  taken  it  on  the  chin,  and 
United  Retail  Group  (urgi)  is  no  excep- 
tion. Its  stock  skidded  from  15  last  May  to 
7  on  Dec.  30.  It  has  since  inched  up  to  11  Yk  ,  as 
it  embarked  on  a  fresh  growth  strategy.  A  spe- 
cialty retailer  of  large-size  women's  apparel  at 
500  outlets  of  The  Avenue,  United  is  going  online 
with  its  Shop-At-Home  unit.  It  has  formed  a 
partnership  with  Xceed,  which  helps  companies 
with  e-commerce,  to  set  up  a  service-oriented 
Web  site  to  promote  its  Shop-At-Home  concept. 
More  important,  Wit  Capital,  the  online  in- 
vestment bank,  is  expected  to  take  an  equity 
stake  of  up  to  5%  in  Unit- 
ed's  Shop-At-Home  unit. 
Wit  is  to  provide  strategic 
partners  and  help  United 
launch  its  Internet  busi- 
ness. "It's  possible  United 
could  end  merging  with  a 
larger  company,"  says  one 
investor.  He  says  Wit  has 
signed  on  as  adviser  to 
help  United  develop  a  busi- 
ness-to-consumer strategy 
for  the  Shop-At-Home  unit.  When  United  spins 
off  the  unit,  Wit  will  be  the  investment  banker 
and  take  an  equity  stake.  One  investor  expects 
United  will  earn  $1.50  in  2001,  and  $1.80  in  2002, 
up  from  an  estimated  $1.20  in  2000.  United  and 
Wit  declined  comment. 
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Watch  for  Marcial's  Inside  Wall  Street  Online  column 

every  Tuesday  afternoon,  starting  March  21.  at 
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COMMENTARY 

Damn  the  Fed's  interest-rate 
hike.  It's  full  speed  ahead  for 
stocks.  The  Dow  industrials 
jumped  over  700  points,  the 
s&p  500  hit  an  all-time  high, 
and  the  Nasdaq  made  gains, 
as  well.  The  newly  drawn  busi- 
ness week  50,  however,  topped 
them  all,  gaining  9.5%.  The 
BW  50's  best  performer  was 
Applied  Materials,  up  22.4%, 
while  Lucent  Technologies 
dove  7.3%. 

Data  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

Business  Week  50*  1361.6 
Business  Week  Info  Tech  100**  1104.2 

S&P/BARRA  Growth  934.8 

S&P/BARRA  Value  601.3 

S&P  Energy  808.0 

S&P  Financials  132.7 

S&P  REIT  73.6 

S&P  Transportation  561.2 

S&P  Utilities  235.7 

GSTI  Internet  748.7 


7.8 
7.3 
6.2 
7.9 
3.9 
6.7 

9.5 
7.9 
9.0 
6.4 
-0.5 
11.6 
2.6 
5.7 
1.0 
8.3 


2.1 
-5.5 
19.5 
11.2 
10.1 

5.1 

3.4 

NA 

5.4 

-1.5 

-3.2 

-0.3 

0.0 

-6.0 

3.7 

5.1 


15.7 
9.9 
103.0 
37.0 
37.2 
23.5 

36v7 

NA 

25.6 

4.7 

5.4 

-6.7 

-6.1 

-20.8 

-3.4 

45.4 


S&P  Euro  Plus  (U.S.  Dollar)       1541.8  3.2  2.0 

London  (FT-SE  100)  6609.6  2.5  -4.6 

Paris  (CAC  40)  6279.3  1.5  5.4 

Frankfurt  (DAX)  7798.6  5.2  12.1 

Tokyo  (NIKKEI  225)  19,733.6  3.1  4.2 

Hong  Kong  (Hang  Seng)  17,547.0  4.8  3.4 

Toronto  (TSE  300)  9871.6  6.2  17.3 

Mexico  City  (IPC)  7782.6       -0.7  9.2 

FUNDAMENTALS  Mar.  21        Wk.  ago      Y 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

"First  Call  Corp. 

TECHNICAL  INDICATORS 


1.13% 

31.4 

24.7 

0.41% 


1.25% 
28.6 
22.4 
0.42% 


Mar.  21       Wk.  ago 


PSE  Technology 


1243.3       10.4       27.9     158.3 


*Mar.  19.  1999=  1000       "Feb.  7,  2000=  1000 


S&P  500  200-day  average  1368.8      1365.2         P 

Stocks  above  200-day  average  30.0%       24.0%      Ft 

Options:  Put/call  ratio  0.44  0.41       N 

Insiders:  Vickers  Sell/buy  ratio  0.77  0.76        F 

it 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


La 


GROUPS 


month  % 


Invest.  Banking/Brkrge. 
Instrumentation 
Personal  Loans 
Semiconductors 
Oil  &  Gas  Drilling 


35.4  Instrumentation  340.5 

29.6  Semiconductors  176.7 

28.7  Defense  Electronics  156.4 
28.1  Communications  Equip.  140.2 
24.1  Computer  Systems  80.3 


Household  Products 
Engineering  &  Constr. 
Metals 

Pollution  Control 
Health-Care  Services 


-26.8  Pollution  Control 

-18.9  Toys 

-14.5  Tobacco 

-12.4  Life  Insurance 

-11.8  Office  Equip.  &  Supplies 
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MUTUAL  FUNDS 


■i  S&P  500"  ■ 
4-week  total  return 


I  U  S  Diversified 


I  All  Equity  Week  ending  Mar  21 

52-week  total  return 


12       15       18    % 


16      24       32      40       48 


Data:  Morningstar,  Inc.  "Vanguard  500  Index  fund 

EQUITY  FUND  CATEGORIES 


Leaders 

Four-week  total  return 


Laggards 

%  Four-week  total  return       % 


Financial 
Technology 
Large-cap  Growth 
Large-cap  Blend 
Mid-cap  Growth 

Leaders 

52-week  total  return 


11.9  Precious  Metals  -8.2 

10.5  Health  -5.1 

9.7  Diversified  Pacific/Asia  0.3 

9.1  Diversified  Emerging  Mkts.  0.8 

8.2  International  Hybrid  1.2 

Laggards 

%  52-week  total  return  % 


Technology 

Small-cap  Growth 

Mid-cap  Growth 

Japan 

Diversified  Pacific/Asia 


163.1  Financial 

102.3  Precious  Metals 

98.0  Real  Estate 

75.3  Large-cap  Value 

72.4  Mid-cap  Value 


-8.2 

-3.9 

2.2 

3.2 

7.1 


■  INTEREST  RATES 

Week      Year 
KEY  RATES  Mar.  22      ago         ago 


MONEY  MARKET  FUNDS 

5.49% 

5.47% 

4.48% 

90-DAY  TREASURY  BILLS 

5.91 

5.85 

4.50 

1-YEAR  TREASURY  BILLS 

6.18 

6.21 

4.73 

10-YEAR  TREASURY  NOTES 

6.12 

6.29 

5.17 

30-YEAR  TREASURY  BONDS 

5.96 

6.07 

5.54 

30-YEAR  FIXED  MORTGAGE  i 

8.27 

8.35 

7.04 

BLOOMBERG  MUNI  YIELD  EQUIVALE 

Taxable  equivalent  yields  on  AM-rated,  tax-exei 

municipal  bonds,  assuming  a  31%  federal  tax 

10-yr.  bond    30-yr. 


IB 
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GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


5.10%      5. 


7.39 


INSURED  REVENUE  BONDS    5.23 
TAXABLE  EQUIVALENT  7.58 

tBanxQuote.  Inc. 
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I  BW  PRODUCTION  INDEX 

Change  from  last  week:  0.0%  Change  from  last  year:  10.3% 

i 

INDUSTRIAL  OUTPUT 

"Mar,  11  =  162.0 

1992=100 


1 0  Pl 
iffi. 
IS 


Mar. 
1999 


July 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  was  unchangec 
week  ended  Mar.  11,  while  the  unaveraf1'' 
dex  continues  to  soar,  reaching  162.9,  a 
crease  over  last  week's  figure  of  161 
production  increased  8.1%  after  seaso 
justment,  and  the  industry  is  stockpil 
an  87-day  supply  of  new  cars  in  March, 
of  electricity  and  oil  were  also  up.  Rail 
traffic  dipped  2%,  and  coal  producti 
down  4.1%.  Smaller  losses  were  notei 
output  of  lumber,  steel,  and  trucks. 
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I  THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Monday,  Mar.  27,  10 
a.m.  est>-  Existing  homes  probably  sold  at 
an  annual  rate  of  4.75  million  in  February, 
says  the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  division 
of  The  McGraw-Hill  Companies.  In  January, 
resales  tumbled  10.7%,  to  a  4.59  million 
pace,  but  the  weakness  partly  reflected  a 
shortage  of  homes  on  the  market  plus  ex- 
tremely bad  weather  in  some  areas.  Despite 
rising  mortgage  rates,  housing  demand  re- 
mains quite  robust. 

CONSUMER  CONFIDENCE  Tuesday,  Mar.  28, 
10  a.m.  est>-  The  Conference  Board's  in- 
dex of  consumer  confidence  probably 


slipped  to  140  in  March  from  141.8  in  Feb- 
ruary. The  recent  volatility  in  the  stock  mar- 
ket probably  contributed  to  the  small  drop 
in  consumer  optimism  about  the  economy. 
But  strong  labor  markets  are  keeping  house- 
holds historically  upbeat  about  their  finan- 
cial futures.  The  confidence  index  hit  a 
record  peak  of  144.7  in  January. 

NEW  SINGLE-FAMILY  HOME  SALES  Wednesday, 
Mar.  29,  10  a.m.  est>-  New  homes  likely 
sold  at  an  annual  rate  of  880,000  in  Febru- 
ary, says  the  s&p  mms  survey.  That  would  be 
about  even  with  the  882,000  sales  rate  for 
January. 


PERSONAL  INCOME  Friday,  Mar.  31,  8:30 
a.m.  est>-  The  s&p  mms  median  forecast  j 
pects  that  personal  income  increased  a 
modest  0.4%  in  February,  after  a  0.7% 
vance  in  January.  Consumer  spending  pr< 
ably  rose  a  solid  0.8%  in  February,  on  to 
of  January's  0.5%  increase.  The  strong  F 
ruary  spending  gain  is  suggested  by  reco  s 
motor-vehicle  sales  as  well  as  gains  in  ot  - 
retail  purchases. 
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BusinessWeek  ONLINE. 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com 
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ex  to  Companies 


dex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
ce  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names, 
nies  listed  only  in  tables  are  not  included. 


KoNbergKravli  Robots  18 

EBI02.EBI08 

Koono  com  no 

KPMC  128 


Chiron  (CHIR)  88 
Christies  156 

First  Union  (FTU)  128. 154.  EB26. 

(sciences  (ASTM)  EB58 

EB88 

oratories  (ABT)  83 

Chunghwa  Telecom  60 

FleetBoston  Financial  (FIT)  128 

iO.  EB36 

Cisco  Systems  (CSCO)  20. 50. 

Ford  (F)  58. 59. 78,  EBl 38 

etsEBI02,  E8I38 

EB52.  EBI08 

Forrester  Research  (FORR)  EB26. 

Citigroup  (0  101. 128. 130 

EB52 

ART)  EB78 

CMGKCMGDEB102 

Friedman  Billings  Ramsey  41 

10 

CNBC  (GE)  112 

Friedrich  Grohe  132 

" 

lology  SO 

CNET(CNET)EB134 

FTDEB68 

KM) EB26 

CNN  (TWX)  EB52 

Fujitsu  (INTO  165 

/licro  Devices  (AMD)  165 

CNNIn  (TWX)  112. 124 

Furniture  Brands  (FBN)  96 

Technologies  EB22 

Comcast  (CMCSK)  EB36 

Furniture.com  96 

i  (ACOM)  68 

Commerce  One  (CMRC1EB112, 

Furniturefind.com  96 

hnologies  (AKAM)  EB52, 

EB138 

Communicade  68 

G 

p 

irtners  59 

Compal  Electronics  60 

Gannett  (GCI)  132 

p 

keting  68 

Compaq  Computer  (CPQ)  25, 48, 

Gartner  Group  (IT)  EB58 

- 

Is  8 

EB46 

Gateway  (GTW)  14 

: 

res  128 

Computer  Associates  (CA)  42 

Gemstar  International  EB46 

- 

/Technologies  EBl  38 

Cone  68 

General  Electric  (GE)  46, 50 

1 

1 

n(AMZN)8.40, 41,75. 
I2.E868.  EB138 
mnications  EB108 

Conexant  Systems  (CNXD  165 

General  Motors  (GM)  8. 50. 59, 

Capper  Mountain  (CPVTTN)  EB108 

EBl  38 

line  (AOL)  48. 50. 112. 

CopperCom  EB108 

Giga  Information  EB52 

i 

Cox  Communications  (DE)  EB36 

Gillette  (G)  42 

(AMTD)  112 

Crane  Federal  Credit  Union  EB68 

Ginsburg  (Janet)  96 

etroleum  (APC)  46 

Crate  &  Barrel  96 

Glaxo  Wellcome  (GLX)  83 

onsulting  50 

Credit  Suisse  First  Boston  128, 

Glock  39 

A)  46 

EBU2 

Goldman  Sachs  (GS)  36, 41, 46. 50, 

I 

1  >uter  (AAPL)  EB52 

CyberNet  Ventures  EB68 

108.  124.  130.  165.  EB102.  EBl  12 

1 

i (AZN) 83 

D 

Gomez  Advisors  75 

158.  EB36.  EB116 

Daewoo  58 

DaimlerChrysler  (DCX)  50,  EB138 

GoodHome.com  96 

' 

Goodrich  (B.F)  (GR)  10 

5. 

rtW)EB88 
(erica  (BAC)  42. 96, 128 

Daiwa  Securities  32. 130 
Dash.com  EB14 

H 

1 

Harris  Interactive  (HPOL)  EB22 

5 

lyo-Mitsubishi  130 

Dell  Computer  (DELL)  EB88.  EB98 

Haymarket  8 

1 

,  3NE)  50. 1 28 

Delphi  Management  EB52 

Heidrick  &  Struggles  (HSII)  EB130 

ioble.com  (BNBN)  75, 

Deutsche  Bank  32, 112 

Hewlett-Packard  (HWP)  42, 48, 

Deutsche  Telekom  (DT)  1 58 

EB46.  E898 

:uresEB102 

Diageo  (DEO)  EB78 

Hicks  Muse  Tate  &  Furst  EB102 

; 

/ia  Communications  54 

Digital  Island  (ISLD)  EB52 

High  Frequency  Economics  38 

n 
1 

1  132 
SE1EB12 
! s (BSC) 40 

Dillon  Capital  Management  41 
Disney  (Walt)  (DIS)  112 
DsDots.com  EBl  30 

HNC  Software  (HNCS)  EB26 
HomeGrocer.com  (HOMG)  41 

i 

1196 

: (BEL) £822 

Donaldson  Lufkin  &  Jenrette  (DU) 
46 
Doubleclick  (DCLK)  110 

Homepoint.com  96 
Hoover's  (HOOV)  110 

i 

1  Capital  EB102 

HotData  EB26 

:: 

Industries  96 

Dow  Chemical  (DOW)  78 

Household  International  50 

: 

:: 

l! 

ianford  C  )  50.  1 12 

I  (BBI)  147 

drugstore  com  (DSCM)151 
Dryclean  USA  (DCU)  156 

HSBC  (HSBHY)  130.  EB68 
HumanWare  EB22 

78 
P)  41.  75 

DuPont  (DD)  78.  EB138 

E 

1 

I/B/E7S  International  112 

jlipital  EB102 

ehank.com  EB18 

Ibis  Technology  (IBIS)  165 

1   s  Squibb  (BMY)  83 

eBay  (EBAY)  156,  EB12.EB138 

IBM  (IBM)  25. 48. 156. 165.  EB22. 

3KUM)  165 

Embratel  158 

EB98 

i  Research  165 

Encyclopaedia  Bntannica  EB52 

Icarian  EB116 

y 

(DIA)  10 

Envera  10 

ICOS  (ICOS)  83 

i 

JYXIEB102 

EOG  Resources  (EOG)  46 

Ikea  96 

Epiphany  (EPNY)  EB26 
Ericsson  (ERICY)  48. 158 

lnsWeb(INSW)EB134 

logies  EB108 

Intel  (INTO  20. 50 

NeuroScience  (CNSL) 

Ethan  Allen  (ETH)  96 

International  Data  48 

Ethyl  (EY)  10 

Intervu  EB52 

;; 

ss  (CACS)  EB108 

e-tailing  group  EB18 

Interwoven  (IWOV)  EBl  30 

i 

OIHEB102 

E*Trade(EGRP)ll2, 162.EB58 

Intuit  (INTU)  EBI34 

VI  EB46 

Everybook  EB46 

J,  K 

'47 

Excite@Home  (ATHM)  EB36 

VW)41 

Expedia  (EXPE)  EB58.  EB68 

Jazztel  132 

i  Enterprises  (CHD  162 

F 

Jetstream.  Communications  EB108 

(CMB1EBII2 

Jupiter  Communications  (JPTR)  75 

iattan(CMB)128 

Fashionmall  com  (FASH)  EB68 

Kleiner  Perkins  Caulield  &  Byers 

(, 

MDX1E8II6 

Financial  Engines  160 

EBl  12 

iture  Partners  41 

First  Albany  46 

Klingman  Williams  EB88 

fin ii  60 

First  Call  112 

Knoll  (KNI I  EB88 

Land  Rover  58, 59 

Latitude  90  68 

Layton  BioScience  86 

Levi  Strauss  14.  EB26 

Lilly  (Eh)  (LLY)  44 

living.com  96 

Loews  Cineplex  (LCP)  147 

Loudcloud  EB14 

LSI  Logic  (LSI)  165 

Lucent  Technologies  (LU)  EB108 

M 


Mannesmann(MNNSY)!58 

Matsushita  48 

McDonalds  (MCD)  10 

MCI  WorldCom  (WCOM)  EB88 

McLeodUSA(MCLD)158 

Media  Metrix  (MMXI)  EB134 

Media  Most  54 

Merrill  Lynch  (MER)  8, 58, 59, 75. 

78.  112.  165.  EBl  12 
Metamor  Worldwide  (MMWW)  50 
Microsoft  (MSFT)  14, 20, 48, 156, 

EB46.EB52.EB130,  EB134 
MicroStrategy  (MSTR)  40. 112 
Millennium  Pharmaceuticals 

(MLMN)  83 

Miller  (Herman)  (MLHR)  EB88 
Mitsubishi  50, 58. 165 
Moody's  Investors  Service  38 
Morgan  (J.P)UPM)  112. 128. 130 
Morgan  Stanley  Dean  Witter  (MWD) 

8.  112.  130.  EBl  12.  EB138 
Morningstar  158 

MotherNature.com  (MTHR)  EB102 
Motley  Fool  EB52 
Motorola  (MOT)  48. 154. 165 
Munder  Capital  68 


National  Amusements  147 
National  Semiconductor  (NSM)  165 
NatSteel  Electronics  50 
Naviant  Technologies  EB26 
net.Genesis  (NTGX)  EB12 
Netrageous.com  EB58 
Netscape  (AOL)  EB36 
Network  Solutions  (NSOL)  EBl  12 
NewsQuest 132 
Nextlink  (NXLK)  158 
Nike  (NKE)  EB58 
Nikko  Securities  130 
Ninth  House  Network  154 
Nippon  Telegraph  &  Telephone 
(NTT) 130 

Nissan  (NSANY)  50. 130 
Nokia  (NOK)  48, 158 
Nomura  Secunties  130 
Nortel  Networks  (NT)  EB108 
Norwest  Equity  Partners  128 
NTV54 
NuvoMedia  EB46 


Oak  Investment  Partners  EBI02 
Omnicon  (OMC)  68 
OnHealth  Network  (ONHN)  EB134 
OnLink  Technologies  EB130 
OptaPhone  Systems  EB108 
Oracle  (ORCL)  130,  EB46.EB138 
Organic  (OGNC)  68 
Owens-Corning  (OWC)  42 


.  IM)48 
I  ttnoiOglM  111 1  Kh  EB58 
utfVIAB)l47 
Patent  &  License  Exthance  78 
PatentAuction  com  78 
Peapod(PPOD)4l  EBI02 
Penney  (J  C )  UCP)  % 
PetroChina  108 
Pets.com  (IPEDEBI02 
Pfizer  (PFE)  83 
Philip  Morris  (MO)  42 
Pillsbury  (DIA)  EB78 
Pitney  Bowes  (PBI)  78 
Pizza  Hut  EB26 
PlanetRx.com  (PLRX)  41 
Polaroid  (PRD)  78 
Pottery  Barn  96 
Power  (J.D.)  58 

Premysis  Communications  EBl  08 
pnceline  com  (PCLN)  40. 41. 151 
Procter  &  Gamble  (PG)  78 
ProsoftTraining.com  (POSO)  165 
Prudential  Securities  108. 112. 124. 
EB78 

PSA  Peugeot  Citroen  59 
PSINet  (PSIX)  50 
Psion  48 
Puglisi  Capital  165 

Q,R 


48 


Qualcomm(QCOM)112. 162 
Radio  Liberty  54 
Rapp  Collins  Worldwide  68 
Raytheon  (RTNB)  78 
Razorfish  68 
Realtor.com  EB134 
recruitsoft.com  68 
Red  Sky  Interactive  68 
Renaissance  Multimedia  110 
Renault  50, 130 
Rightstart.com  EBl  8 
Robert  Bosch  132 
Rockwell  International  (ROK)  78 
Ryan  Hankin  Kent  EB108 

S 


PameWebber  (PWJ)  112 


Saatchi  &  Saatchi  8. 68 

Sabre(TSG)  EB138 

Safeway  (SWY)  EB78 

Salomon  Smith  Barney  (0  130 

Samsung  Electronics  158 

Sanwa  Bank  EB26 

SAP  (SAP)  EB138 

Satellite  25 

Savoir  Technology  (SVTG)  EB98 

SCA  Consulting  42 

Schroeder  Ventures  132 

Schwab  (Charles)  (SCH)  112. 165 

Scientific-Atlanta  (SFA)  165 

Scirex  68 

Scudder  Kemper  126 

Sears  (S)  EBl 38 

Siemens  (SMAWY)  132 

Silicon  Investor  112 

Simon  &  Schuster  (V1AB)  147 

SK  Telecom  158 

Smith  &  Wesson  (TKS)  39 

Softbank  128.  EB102 

SoftBook  Press  EB46 

Solutia  (SOI)  10 

Sony(SNE)41,EB46 

Sotheby's  (BID)  156 

Standard  &  Poors  (MHP)  36. 58. 

166 

Steelcase  (SCS)  EB88 
Stein  Roe  &  Farnham  112 
Streamline.com  (SLNE)  41 
Sun  Microsystems  (SUNW)  48. 

EB52.  EB98 


TA  Associate-.  EBl  02 

i. ii /,'.r  Pom  mj 

Taiwan  Semiconductor  (TjM)  60 
TBWA  Worldwide  68 
TDWaterhouse(TWE)ll2 
TechExchange  Online  78 
Technology  Crossover  Ventures 
EB102 

Teknrt  USA  E888 
Telcordia  Technologies  151 
Telebras  158 
Tele  Centra  Oeste  158 
Tenovis  132 
Texas  Pacific  EBl 08 
Textron  Financial  320 
TheStreet.com  aSCM)  112 
Thorn  Lighting  132 
Thomson  Financial  EBl  12 
3Com  (COMS)  48, 50 
3M  (MMM)  78 

Time  Warner  (TWX)  8. 41, 50,  EB134 
Time  Warner  Telecom  (TWTC)  158 
Times  Mirror  (TMC)  EB36 
Tosco  (TOS)  10 
Toshiba  25 
Touchbndge  78 
True  Data  Technology  EB68 
Tunes  com  EB14 

Twentieth  Century  Fox  (FOX)  EB26 
Tyco  International  (TYC)  42 
Tyumen  Oil  54 


u 


UNext.com  154 
Unisys  (UIS)  EB26 
United  Microelectronics  60 
United  Retail  (URGI)  165 
Unova  (UNA)  32D 
US  Airways  (U)  8, 50 
USintemetworking  40 

V 


Vanguard  Group  108 

Ventro  EB138 

Venture  Economics  EB102 

Vendian  EB102 

VerticalNet  (VERT)  EB112.  EB138 

Viacom  (VIAB)  147 

Visa  International  EB26 

Vitna  Technology  (VITR)  112 

Vodafone  AirTouch  (VOD)  158 

Volkswagen  (VLKAY)  59 

W 


Wal-Mart  (WMT)  41 
Warburg  Dillon  Read  130 
Warner  Lambert  (WLA)  50 
Webvan(WBVN)41.EB102 
Wells  Fargo  (WFC)  128 
Weyerhaeueser  (WY)  EB26 
Wild  Oats  Markets  EB26 
Williams-Sonoma  (WSM)  96 
Willis  Corroon  132 
Wincor  Nixdorf  132 
Wirthlin  Worldwide  EB88 
WitSoundview(WITC)165 
WPP  Group  68 

X.Y,  Z 


Xceed  (XCED)  165 

Xerox  (XRX)  78.  EB46 

Yahoo!  (YHOO)  8. 128.  EB12.  EB36. 

EB52. EB130 
yet2.com  78 
ZDNet(ZDZ)EB134 
Zhone  Technologies  EB102,  EB108 
Zumtobel  132 


Business  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  and  one  in 
August,  by  The  McGraw-Hill  Companies.  Inc.  Executive.  Editorial,  Circulation,  and  Advertising  Offices: 
1221  Avenue  of  the  Americas,  New  York,  NY.  10020.  U.S.  subscriber  rate  $54.9o7year;  Canada:  CDN 
$69/year.  Periodicals  postage  paid  at  New  York.  NY.,  and  at  additional  mailing  offices.  Postage  paid 
at  Montreal,  P  Q  Canada  Post  International  Publications  Mail  Product  Sales  Agreement  No.  246484 
Postmaster:  Send  address  changes  to  BUSINESS  WEEK  P.O.  Box  430.  Hightstown.  N.J  08520. 


BUSINESS  WEEK  /  APRIL  3.  2000  167 


Editorials 


THE  WALL  STREET  HYPE  MACHINE 


To  judge  by  their  private  and  public  discourse,  Americans 
are  obsessed  with  Wall  Street.  At  weddings,  in  cars,  on 
planes,  in  the  kitchen,  on  the  treadmill,  in  the  office,  they  talk 
incessantly  about  what  the  market  is  doing.  And  for  good  rea- 
son. With  their  401(k)  accounts  and  mutual  funds,  people  to- 
day have  more  responsibility  for  their  finances  and  retirement 
than  the  previous  generation  did.  Those  who  have  stuck  to 
long-term  goals  have  done  extremely  well.  But  Wall  Street 
makes  money  on  trading,  and  others  are  being  seduced  by  a 
siren  song  of  short-term  momentum  plays  (page  112). 

Too  often,  Wall  Street  portrays  investing  as  a  sport,  with 
analysts  playing  the  role  of  home-team  announcers  rooting  for 
their  stocks  and  their  firms.  Rarely  is  there  talk  of  long- 
term  planning,  top-quality  companies,  or  solid  earnings.  What 
you  do  hear  about  is  the  "Big  Mo."  Tune  in  to  financial  TV,  and 
it  sounds  like  a  basketball  game,  with  stocks  moving  fast 
and  investors  encouraged  to  take  their  best  shot.  The  message 
is  to  think  short-term,  and  get  in  and  out  quick.  It's  all  about 
momentum  investing,  catching  the  wave  of  a  stock's  rise  and 
then  bailing  fast.  The  average  Nasdaq  stock  is  held  for  five 
months,  compared  with  two  years  a  decade  ago. 

For  Wall  Street  insiders,  the  short-term  churn  means  big 
profits.  But  for  average  investors,  it's  a  sucker's  game.  Studies 
show  that  when  amateurs  trade  often,  they  lose  often.  When  a 
stock  pushed  by  analysts  on  TV  starts  to  rise,  the  pros  have  the 
skill  to  get  in  quick,  ride  it  up,  and  sell  for  a  profit.  Average  in- 
vestors get  in  late,  hang  on  too  long,  and  lose.  This  is  true  for 
both  initial  public  offerings  and  other  stocks. 

If  America  is  to  become  a  true  investing  culture,  as  op- 
posed to  a  nation  of  short-term  gamblers,  then  a  series  of  po- 


lite fictions  must  first  be  pierced:  Most  analysts,  for  e^J 
no  longer  act  as  information  providers,  but  as  stock  pi 
ers.  When  was  the  last  time  anyone  from  a  majoi 
Street  firm  made  a  sell  recommendation  on  TV?  Perhaj 
time  to  stop  referring  to  these  specialists  as  "analysts 

Pumping  up  dot-com  performance  in  the  guise  oj 
Economy  accounting  must  end,  too  (page  40).  Interne| 
panies,  which  constitute  many  of  the  stocks  "in  play," 
stop  pretending  they  have  soaring  revenues.  (When  yoj 
no  profits,  the  revenues  count  for  everything.)  B(f 
bartered  ad  space  as  revenues  is  siDy.  Claiming  the  ful| 
of  airline  or  hotel  tickets  as  revenue  is  deceitful  when 
do  is  connect  buyer  and  seller.  It's  the  commission! 
count.  Booking  long-term  revenues  upfront  undermines 
ibility.  And  so  does  much  of  Wall  Street's  pricing  oj 
which  leaves  average  investors  burned  while  insiders| 
out  like  bandits. 

One  final  polite  fiction  must  also  disappear  soon:  Peoj 
constantly  buy  and  sell  stocks  and  base  their  decisions 
dia  chatter  are  gamblers,  not  investors.  They  should  ac 
No  one  forces  individual  investors  to  play  the  Wall 
hype  game.  The  media  (including,  at  times,  business 
act  as  an  "amplification  mechanism"  for  Wall  Street  hj 
cording  to  Yale  University  economist  Robert  J.  Shiller,| 
new  book,  Irrational  Exuberance  (page  20).  But  seric 
vestors  must  turn  down  the  sound  and  take  responsibil 
their  long-term  financial  well-being.  As  Securities 
change  Commission  Chairman  Arthur  Levitt  Jr.  said 
ly,  "No  government  agency  can  protect  you  from  you| 
foolishness." 


THE  ECONOMY  IS  NO  RUNAWAY  TRAIN 


Alan  Greenspan  called  it  irrational  exuberance.  But  some- 
times it  looks  more  like  exuberant  irrationality.  The  Fed- 
eral Reserve  raises  short-term  interest  rates  and  the  stock  mar- 
ket goes  up,  not  down.  Despite  five  tightening  moves,  rates  on 
government  securities  move  lower,  not  higher.  As  for  the  real 
economy,  it  careens  ahead  at  a  6%  to  7%  growth  rate,  despite 
efforts  to  rein  it  in.  Confusing  musing  about  productivity  and 
wealth  by  the  Fed  chairman  leave  investors  cross-eyed.  Are 
things  a  bit  out  of  control?  Or  do  they  just  seem  to  be? 

The  facts  show  that  the  U.  S.  economy  really  is  on  fire. 
Most  everything  is  accelerating — consumer  spending,  business 
investment,  corporate  borrowing,  private  debt,  commodity 
prices,  money  supply,  fiscal  stimulus,  profits.  Fast  growth  is 
pulling  in  so  many  imports  that  the  trade  deficit  is  at  4%  of 
gross  domestic  product,  a  record. 

The  one  exception  is  inflation.  Yes,  there  are  signs  that 
the  rate  of  inflation  is  no  longer  falling,  but  inflation  creep 
is  still  very  low  by  any  historical  standards.  Unit  labor 


costs  are  actually  falling  across  most  of  the  ecoj 
It  all  gets  back  to  the  question  of  just  what  is  thj 
speed  limit  for  the  U.  S.  economy.  The  truth  is  that! 
Economy  advocates  (and  who  isn't  these  days?)  whol 
comfortable  with  noninflationary  growth  accelerating! 
2lA%  to  Z¥>%  are  just  plain  nervous  about  growth  bar| 
along  at  6%.  The  country  had  3%-to-4%  annual  growth 
the  1950s  and  '60s.  It  has  never  had  6%  growth  for  long| 
out  igniting  inflation. 

Should  we  worry?  A  little.  Productivity,  too,  is  accelerj 
Amazingly,  10  years  into  this  expansion,  there  are  signs 
may  actually  be  rising  at  3M%  to  4%.  If  that  is  true,  ther 
growth  rate  for  the  economy  may  be  too  fast,  but 
nothing  to  panic  over.  A  continuous,  gradual  tighter 
the  Fed  should  work  fine.  Don't  forget,  in  1994  it  took 
moves  by  the  Fed  and  a  hike  of  three  percentage  poiJ 
slow  the  economy,  and  we  are  only  halfway  to  that  level 
economy  may  not  be  out  of  control.  It  may  just  seem  thai 
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Thirty  contenders. 

Three  continents. 

One  winner. 
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Lincoln  LS.  Motor  Trend's  first  global  Car  of  the  Year. 

For  more  information  or  to  schedule  a  test  drive,  visit  www.lincolnvehicles.com  or  call  877  2DriveLS  (237-4835). 
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LINCOLN.   AMERICAN  LUXURY. 

Motor  Trend 
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Investments  •  Zurich  Kemper  Life  •  Zurich  L 


*}     I        Product!  and/or  services  are  offered  by  individual  member  companies  of  the  Zurich  Financial  Services  Group  anc 


Business  today  means 
navigating  all  kinds  of  risks. 
Exposures.  Asset  volatility. 
Performance  erosion.  Market 
turmoil.  The  unexpected. 
Zurich  Financial  Services 
Group.  Providing  risk  and 
asset  management  solutions 
that  help  calm  the  waters. 
Combining  an  intimate 
understanding  of  your  needs 
with  expansive  global  resources. 
Grounded  in  decades  of 
experience.  And  anchored 
by  68,000  employees  around 
the  world.  Offering  a  safe 
haven  for  uncertain  times. 
Inhale.  Exhale. 
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ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


www.zurich.cdm 


Introducing  the  all-new   Infiniti   13  0. 
It's   not  just  a   new  car. 

It's  all  the  best  thinking. 


©1999  Infiniti  Division  of  Nissan  North  America,  Inc.  Bose'  is  a  registered  trademark  of  the  Bose  Corporation.  ■ 


MSRP  for  2000  130  touring  model  shown  is  $31,540  and  2000  130  luxury 


1. 


I 


If  you  were  designing  a  new  luxury 
car,  how  would  you  make  it  stand 
apart  from  the  crowd?  Would  you 
give  it  the  most  powerful  V6  in  its 
class?  Would  you  create  the  most 
spacious  cabin?  Maybe  you'd  offer 
luxury  touches  you  couldn't  find 
anywhere  else.  Surely  any  one  of 
these  achievements  would  set  you 
apart  from  today's  crowd  of  luxury 


automobiles.  Imagine  how  special 
you'd  be  if  you  claimed  all  ofthem. 
Introducing  the  all-new  Infiniti    130. 
With  the  largest  interior  in  its 
class,  a  227-hp  engine  that's  the 
most  powerful  V6  in  its  class  and 
luxury  touches  like  a  custom-tuned 
Bose   audio  system  and  power  rear 
sunshade  that  would  be  a  surprise 
in  any  class.  The  all-new  130.  It's 
all  the  best  thinking. 
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Own  one  and  you'll  understand 


<cludlng  SS25  destination  charge,  taxes,  title,  license  and  options.  Retailer  sets  actual  price. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
THE  DEAL  MILL 

A  BABY  BELL 
MAY  GIVE  BIRTH 

ON     THE     HEELS     OF     AT&T'S 

decision  to  issue  stock  in  its 
wireless  operations,  another 
big  telecom  player  may  be 
ready  to  follow  suit.  Accord- 
ing    to     sources 
close  to  the  com- 
pany Bell  Atlantic 
is  seriously  consid- 
ering   an     initial 
public  offering  of 
its  wireless  busi- 
ness   once    it    is 
combined  with  the 
domestic     opera- 
tions of  Vodafone 
AirTouch. 

Bell      Atlantic 
Chief    Executive   merge-meister:  Bt  II 
Ivan  Seidenberg  is   Atlantic's  Seidenberg 
set    to    announce 
the  closing  of  a  merger  with 
Bell    Atlantic    Mobile    and- 
Vodafone's  U.  S.  wireless  busi- 
ness in  early  April.  The  com- 
bined cellular  operation,  as 
yet  unnamed,  will  compete 


against  AT&T  and  Sprint, 
which  are  offering  fiat  rates 
for  calls  made  anywhere  in 
the  country.  Dennis  Strigl, 
Bell  Atlantic's  wireless  chief, 
will  lead  the  Bell  Atlantic- 
Vodafone  venture. 

An  IPO  could  prove  to  be 
very  lucrative.  AT&T  plans  to 
raise  as  much  as  $13  billion 
by  selling  up 
to  17.5%  of  its 
wireless  business. 
However,  Bell  At- 
lantic-Vodafone  will 
have  18  million 
wireless  customers, 
compared  with 
AT&T's  10  million. 

The  hitch  in  the 

ipo  plan?  Vodafone 

may  incur  a  big 

tax     penalty     by 

taking     its     new 

wireless  unit  pub- 

~  lie  so  soon  after 

the    company    bought    San 

Francisco-based     AirTouch 

Communications    last   year. 

Accountants  for  Vodafone  are 

trying   to   resolve    the    tax 

issues.  Peter  Elstrom 


THE  LIST   HMO  HOTBEDS 


STATES  WITH  GREATEST 
ENROLLMENT 

oy?/.  {jTr  6L  percent   actual 

./  7-1  f.  "■  if  &  ENROLLED     NUMBER 

ENROLLED 

MASSACHUSETTS  52.9%  3,251,575 

MARYLAND         46.0     2,362,432 

DELAWARE         45.7       339,769 

J&  OR™  ^"""^693 

RHODE  ISLAND   40.5       400,476 
Annual  managed-care  enroll- 
ment growth  between  Janu-  states  with  least 
ary,  1998,  and  January,  ENROLLMENT 
1999,  was  6.5%— down  ALASKA               0.0%             0 

from  14%  the  previous  year,    ^jjjjjj^j j"2 j££jj 

but  still  increasing.  Individ-     

ual  states'  enrollment  rates,     NJMOTA 2.5 16.145 

however,  vary  widely.  Factors  MISSISSIPPI         3.2         89,299 

include  HMOs'  own  business  ''"'"'"'"" :"" ""'"'""' 

difficulties,  state  regula-  VERMONT 4.0 23,416 

tions,   and  some  States'  de-       Enrollees'  "states"  are  determined  by  where 
Cisions  to  Shift  Medicaid  en-    their  HMOs  have  their  primary  senrice  areas. 

..  ,  Figures  as  of  January,  1999. 

rollment  to  managed  care.  data  interstudy publications 
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TALK  SHOW  Ml,  for  one,  am  promoting  the  widespread 
adoption  of  his  fine  example'? 

— Cherie  Blair,  expectant  wife  of  the  British  Prime  Minister, 
noting  that  the  Finnish  PM took  paternity  leave 


IPO  WATCH 

GOLDMAN  ISN'T 
ALWAYS  GOLDEN 

INITIAL    PUBLIC    OFFERINGS: 

Buy  'em.  Flip  'em.  But  hold 
'em,  and  you  may  get  burned. 
No  matter  how  prestigious 
the  underwriter,  there's  no 
guarantee  that  an  IPO 
won't  fizzle — as  Goldman 
Sachs  has  found  out. 

Nearly  half  of  the  com- 
panies Goldman  took  public  -- 
in  the  past  year  trade  be-  .. 
low  their  first  trading  day's 
closing  price.  Half  of  those 
clunkers  were  Net  deals. 
TheStreet.com,    for    one, 
began  trading  at  19,  closed 
the  first  day  at  60,  and  now 
hovers   at    11.   "Even  with 
Goldman's  expertise,  many  of 
its  IPOs  haven't  been  able  to 
retain  the  gains  beyond  the 
first  day,"  says  Richard  Pe- 
terson, market  strategist  at 
Thomson  Financial  Securities 
Data.  "Weakness  in  e-com- 


merce  victimized  their  de 
What  about  its  rivalsl 
Morgan  Stanley  Dean  Wl 
41%  of  its  IPOs  trade  b| 
their  first-day  close.  At 
it  Suisse  First  Boston,! 
only  29%.  Goldman  decll 
to  comment,  officially. 


HIGH  HOPES,  BUT 


COMPANY 


IPO  PRICE 


1-800-FLOWERS.COM  $21.00 


BARNESANDN0BLE.COM  18.00 


ETOYS 


20.00 


(VILLAGE  24.00 

PLANET RX'COM  "      "" "16.00 

DATA  BLOOMBERG  FINANCIAL  SERVICE: 

one  senior  exec  there  nd 
that  being  big  in   iposI 
evitably  means  having  s<J 
losers:  "We're  the  firm 
potentially  the  most  maij 
exposure."    And    as    to 
vestors'  exposure?  Wel| 
you're  in  a  hot  IPO,  it 
pay  to  get  out  sooner  rat] 
than  later.         Debra  Spa 


E-QUIPS 

ZEN  AND  THE  ART 
OF  THE  SPOOF 

SONY  IS  NOT  AMUSED  AT  AN 
e-mail  joke  being  circulated 
at  its  expense.  The  fictitious 
missive  quotes  "Chairman 
Asai  Tawara"  (the  real  guy 
is  Norio  Ohga)  as  advising 
customers  that  a  new  Sony 
PC,  the  vaio,  employs  Japa- 
nese haiku  poetry  in  place 
of  the  "impersonal  and  un- 
helpful" error  messages  of 
Microsoft. 

"We  intend  to  capture  the 
high  ground  by  putting  a  hu- 
man Japanese  face  on  what 
has    been — 
until 


now — an  operating  sys 
that  reflects  Western  cult 
hegemony,"  says  Tawara. 
Actual  Sony  spokes 
Mack  Araki  says  the  joke 
recurring  one — which  hai 
prevented  some  news  out 
from  quoting  the  e-mail 
fact.  Yet  one  still  has  to 
impressed  that  these  "e: 
messages"  follow  correct  h 
format  (5/7/5  syllables), 
all,  they  are  kind  of  fun... 

First  snow,  then  silence. 
This  thousand-dollar  sere 

dies 
So  beautifully. 

A  crash  reduces 

Your  expensive  computer 

To  a  simple  stone. 


is 


in  , 


Three  things  are  certain 
Death,  taxes,  and  lost 
data. 
Guess  whici 
lias 
occurred* 


lest: 
1 


Lance  and  Luke  Armstrong 


Two  miracles.  Three  Bristol-Myers  Squibb  medicines. 
And  one  very  happy  ending. 


little  miracle  above  is  Luke  David  Armstrong.  The 
me  is  his  dad,  Lance.  Winner  of  the  2,287-mile  1999 
•  de  France.  And  of  an  even  more  grueling  battle  — 
1st  testicular  cancer.  Using  three  Bristol-Myers  Squibb 
u  er  drugs,  doctors  worked  with  Lance  t©  beat  his 


illness.  For  over  three  decades,  Bristol-Myers  Squibb  has 
been  at  the  forefront  of  developing  cancer  medicines. 
Now,  we're  working  with  Lance  to  spread  the  word  about 
early  detection,  treatment,  hope,  and  triumph.  Learn 
more  by  visiting  our  Web  site:  www.bms.com. 


^^  Bristol-Myers  Squibb  Company 

Hope,  Triumph,  and  the  Miracle  oj  Medicine 


Up  Front 


l-WAY  PATROL 

FROM  AOL,  THEY 
VENTURE  FORTH 

WHILE  MANY  OF  ITS  WORKERS 

are  just  starting  to  enter  the 
ranks  of  the  newly  rich, 
thanks  to  a 
healthy  stock 
price,  America 
Online  hasn't 
yet  spawned 
lots  of  wealthy 
workers  ready 
to  quit  work 
early,  the  way 
Microsoft  has. 
But  give  it 
time.  It  looks 
like  the  exodus 
of  AOLers  has 
"  begun. 
The  first  wave  of  cashed- 
out  AOL  escapees  is  spreading 
its  wealth  and  Web  know- 
how  to  new  Net  ventures.  In 
late  March,  Robert  Smith, 


SMITH:  Feels  Like 

starting  over 


founder  of  aol's  Digital  City, 
Ellen  Kirsch,  the  company's 
former  general  counsel,  and 
Gail  Foster,  who  helped  start 
AOL  Instant  Messenger, 
will  form  a  venture  fund  for 
Web  startups.  Vector  Devel- 
opment, in  Arlington,  Va., 
will  invest  $54  million  raised 
from  Warburg  Pincus  Ven- 
ture Capital  Partners, 
Deutsche  Bank,  and  AEA  In- 
vestors, in  business-to-busi- 
ness Internet  companies.  The 
ex-AOLers  will  contribute 
their  expertise  to  help  the 
fledgling  companies;  Vector 
will  get  up  to  50%  of  each 
startup. 

The  departure  of  the  prin- 
cipals was  not  connected  with 
aol's  recent  bid  for  Time- 
Warner.  In  fact,  Smith,  who 
had  wanted  a  change,  left 
aol  in  1998.  One  of  his  ne- 
glected ideas  there?  Putting  a 
business-to-business  area  onto 
aol.  Catherine  Yang 


CAMPAIGN  2000 

SOMEONE  WILL  WIN, 
YOU  CAN  BET  ON  IT 


FORGET  the  polls,  if  you 
want  to  know  who's  going  to 
be  President,  ask  the 
gamblers. 

You  can't  bet  on  politics  in 
Atlantic  City  or  Las  Vegas, 
but  you  can  online.  According 
to  the  University  of  Iowa 
Electronic  Futures  Market 
(www.biz.uiowa.edu/iem),  a 
nonprofit  outfit  where  "spec- 
ulators" and  "traders"  sell 
Presidential     futures     like 


bushels  of  wheat,  the  odds 
are  currently  50%  for  Al 
Gore,  46%  for  George  W 
Bush,  and  4%  for  the  as-yet- 
unnamed  Reform  Party  can- 
didate. The  nonprofit  elec- 
tronic market,  operating 
since  1988,  expects  to  pay 
out  at  least  $70,000.  Gam- 
blers are  limited  to  one 
$500  bet.  "We're  trying  to 
learn  more  about  how 
markets  work  and  moti- 
vate students  at  the  same 
time,"  says  University 
of  Iowa  economics 
professor  Robert 
Forsythe. 

Less  academically  in- 
clined bettors  can  go  to 
Ladbroke,  the  big  London 
bookmaker  (www.lad- 
brokes.com).  Using  political 
experts  and  media  opinion, 
Ladbroke  had  favored  Gore. 
But  in  mid-March,  it  called 
the  race  a  near-dead-heat,  of- 
fering 5-to-6  odds  on  both 
candidates.  Currently,  about 
1,000  British  bettors  have 
placed  a  wager.  Ladbroke 
says  the  pot  is  now  in  the 
"low"  thousands  of 
pounds.  Susan  Straight 


wm\w+\mim 


UP,  UP  AND  AWAY 

LANDFILL,  WE'VE  GOT 
A  PROBLEM 


oops!  that's  what  aero- 
space  giant  Boeing  must  have 
been    saying    in    February, 
when    it    accidentally 
tossed  parts  bound 
for  NASA's  Interna 
tional  Space  Sta- 
tion     into      the 
garbage. 

The     company 
searched    a    local 
landfill  in  vain  for 
two    $750,000    air 
tanks.  Boeing  says   MISSING:  Space 
they     had      been   station  parts 
moved    aside    on 
the  floor  of  NASA's  Marshall 
Space     Flight     Center     in 
Huntsville,    Ala.,    to    make 
room  for  other   work.  Some- 


H 


Boeing  has  lost  parts.  In 
1980s  it  threw  out  an 
pound  gyroscope.  One  I 
ing  engineer  figures  that 
company  loses  $200,000  w 
of  parts  each  year.  Never 
less,  Boeing  spokesman 
Keller  was  nonchalant, 
ing  that  the  com 
did  have  spare  ta 
Maybe  such 
chalance  expk- 
in  part,  why 
I  $30  billion  s{ 
station  is  $1  bi 
over-budget 
two  years  be! 
schedule.  Boei 
contract    requ 

NASA  ,     to        CO 

"contingencies" 


how,  they  were  forgotten  and 
hauled  to  the  dump. 

This  isn't  the  first  time 


such  as  critical  parts  that 
trashed.  But  after  trying 
foist  the  bill  on  taxpayers 
Mar.  10  Boeing  said  it  wc 
pony  up.  "We  think  it's 
right  thing  to  do,"  Ke 
says.  Lorraine  Woel 


WORK  IS  JUST  A  PHONE  CALL  AWAY 

Formal  telecommuting  programs  are  growing  at  U.S. 
companies.  Where  telecommuting  is  available,  5%  of 
workers  typically  use  it.  By  yearend  13%  will  do  so. 


COMPANIES  AND  THEIR 

TELECOMMUTING 

PROGRAMS 


HAVE  FORMAL         plan  Tl 
PROGRAMS,  STARTi 

PROGRl 


HAVE  "CASUAL 
TELECOMMUTING 


HAVE 
PROGR/ 


FROM  A  NOVEMBER 
1999  SAMPLE  OF  200  COMPANIES        DATA:  SA| 
WITH  AT  LEAST  100  EMPLOYEES      RESEARCH 


FOOTNOTES  Discharged  managers  and  executives  who  started  their  own  businesses:  in  1989,  20  /o;  in  1999,  7  ^ 
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DATA:  CHALLENGER,  GRAY  &  CHRISl 
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COMPAQ. 


You  can  always  tell  the  investor  whdj 


They  feel  smarter,  more  informed,  more  in  control.  Could  you  benefit  from  straightforward  | 
portfolio.  Find  out  how  you're  doing,  and  whether  you  could  be  doing  better.  Charles  Schwab.  Crt  s 


b  brokerage  account  to  receive  the  Schwab  Portfolio  Consultation'11  /our  account  will  be  a  brokerage  account  and  not  in  .  account  ©  2000  Charir,  .  All  Rigim  RtMt< 


if  a  Schwab  Portfolio  Consultation1: 


:\ur  investments?  Get  a  Schwab  Portfolio  Consultation™  It's  a  thorough,  objective  evaluation  of  your 
i  smarter  investors.™  To  schedule  your  Schwab  Portfolio  Consultation,"  call  1-800-790-3802. 
Or  visit  our  website  at  www.schwab.com/portfolioanswers. 
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FINDING  A  WAY 

TO  GUARD  NET  PRIVACY 


I  applaud  "It's  time  for  rules  in  Won- 
derland" (Special  Report,  Mar.  20).  I 
could  not  agree  more  that  the  time  is 
ripe  for  federal  legislation  to  protect 
consumer  privacy.  The  Alice  in  Won- 
derland analogy  was  a  humorous  way  to 
describe  the  world  of  cyberspace. 

I  have  concluded  that  industry  self- 
regulation  has  not  worked  and  will  not 
work  without  federal  standards  to  back 
it  up.  Absent  effective  privacy  protec- 
tions, several  results  are  inevitable. 
First,  the  dissatisfaction  of  U.S.  con- 
sumers will  only  increase.  Second,  a 
patchwork  of  state  laws  to  protect  on- 
line privacy  will  create  a  confusing  en- 
vironment for  consumers,  marketers, 
and  the  courts.  Finally,  it  is  possible 
that  the  absence  of  online  privacy  pro- 
tection will  continue  to  undermine  con- 
sumer confidence  and  hinder  the  ad- 
vancement of  electronic  commerce. 

Federal  legislation  and  industry  self- 
regulation  are  not  mutually  exclusive. 
By  analogy,  Section  5  of  the  FTC  Act 
has  not  deterred  the  advertising  com- 
munity from  robust  self-regulation 
through  the  Better  Business  Bureau's 
National  Advertising  Division  (nad).  It 
is  worth  noting  that  over  the  years,  the 
NAD  has  been  the  model  for  effective 
self-regulation  because  its  process  is  in- 
dependent, objective,  public,  and  en- 


forceable. Overall,  industry  self-reg 
tion  in  the  privacy  area  has  fallen 
short  of  the  NAD  model. 

Sheila  F.  Anth 
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It  would  be  incredibly  naive  to 
lieve  that  companies'  self-serving  eff< 
at  self-regulation  would  be  of  any  vi 
to  the  public.  Not  to  pick  on  eBay  I 
an  excellent  Net  company,  but  their 
vacy  policy  may  be  illustrative:  It  <M'^t 
tains  so  many  caveats  as  to  be  usek 

Privacy  violations  are  not  unique 
the  Internet.  Computer  networks  hi 
been  used  for  years,  and  the  Inten 
is  just  another  network,  albeit  a 
one.  I  recently  took  over  the  bo 
keeping  for  an  elderly  aunt.  I  asli 
her  bank,  Wells  Fargo  &  Co.,  to  se 
my  aunt's  statements  directly  to 
Within  two  months,  junk  mail  start 
arriving,   addressed   to   my   aunt 
my  address.  She  even  got  a  Citiba  \  ,„. 
credit     card     solicitation,     courte 
of  Wells  Fargo.  Only  strict  governm<  \ 
regulation  can  halt  such  breaches 
confidence. 

Howard  H 
Pleasanton,  Ca 
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Your  four-point  plan  for  e-priva 
leans  too  heavily  on  regulation.  Wh 
the  creation  of  regulation  is  a  laborio 
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CORRECTIONS  &  CLARIFICATIONS 

jcause  of  an  error  by  Standard  &  Poor's  In- 
itutional  Market  Services,  "The  business 
ek  50"  (Cover  Story,  Mar.  27)  reported  an 
correct  performance  grade  for  Paychex 
c.  The  correct  sales  figure  for  the  past 
!  months  is  $1,272  billion,  with  a  one-year 
lies  growth  of  15%  and  three-year  an- 
lal  sales  growth  of  25.6%.  The  correct 
ree-year  sales  growth  grade  for  Paychex 
an  "A." 

he  Talented  Ms.  Redstone"  (Entertain- 
ent,  Apr.  3)  inaccurately  said  Mel  Kar- 
azin  will  become  CEO  of  Viacom  after  its 
erger  with  CBS.  Karmazin  will  be  president 
id  chief  operating  officer  but  will  have 
any  of  the  responsibilities  normally  as- 
gned  to  a  CEO.  Sumner  Redstone  will  re- 
ain  Chairman  and  CEO  of  Viacom. 


cess,  cross-border  enforcement  is 

additional  headache. 

Mvacy  concerns  can  perhaps  be  more 

Uy  tackled  within  the  market  frame- 

•k.  Certification  of  the  privacy  poli- 

of  Web  sites  by  private  agencies  can 

d  the  benefits  of  economies  of  scale. 

■  user  will  not  have  to  read  and  in- 

oret  a  new  set  of  fine-print-laden  pri- 

y  policies  each  time  she  visits  a  new 

6  site.  Instead,  the  rating  systems 

eloped  by  the  certification  agencies 

enable  the  user  to  quickly  assess 

risks  involved.  When  such  "informa- 

intermediaries"  emerge,  the  market 

old  be  able  to  provide  just  the  right 

mnt  of  privacy  the  customer  desires. 

Richard  PonArul 

Professor  of  Finance 

California  State  University 

Chico,  Calif. 

*Tie  privacy  issues  surrounding  med- 
t  information  on  the  Internet  are 
"e  complicated  than  those  addressed 
/our  story.  Although  the  potential 
abuse  certainly  exists,  we  believe 
.  the  rewards  to  consumers  by  far 
R/eigh  the  risks  involved, 
'he  health-care  system  is  not  a  sys- 
but  a  series  of  disparate  entities 
are  primarily  unable  to  share  in- 
tuition to  improve  patient  care.  The 
■ntial  of  the  Internet  is  that  it  can 
patients,  health  plans,  insurers,  and 
riders  together  in  a  forum  to  closely 
litor  people  with  chronic  diseases  so 
.'  get  the  treatment  and  advice  they 
Derately  need. 

►ver  the  next  few  months,  we  will 

heath-care  online  transform  from 

vering  static  medical  information  to 

/iding  personalized  solutions  to  indi- 

ial  problems.  A  patient  will  he  able 
irovide   information  aboul    medical 


history,  the  medications  being  taken, 
frequency  of  doctors  visits,  etc.,  to  a 

Web  site  and  receive  customized  Ulfor 

mat  inn  aboul  befll  practices  and  re- 
search-based approaches.   Heall  h-care 

providers  will  he  better  informed  and  be 
able  to  reach  out  to  deliver  better  care 
and  enhanced  services. 

Of  course,  the  consumer  should  be 
protected  and  have  the  right  to  say 
"No,  I  do  not  want  to  share  my  per- 
sonal medical  history  with  anyone."  But 
some  of  the  protective  measures  under 


con  ideral ion  a] •<>  limit  i he  p" •■  ei  ol 
t he  Internet  to  help    '■•'■  e  live    'I  ru   ui 
temef  offers  this  country  a  unified  plat 
form,  for  the  flrsl  time,  to  create  a  true 
health  cai  m. 

Dr.  Jeffri  y  Rice,  i  t  o 
Dr.  Mark  Ridinger,  President 
Axonal  Health  Solution- 
Washington 

You  raise  some  very  thought-provok- 
ing (and  sometimes  unrealistic)  ideas  on 
creating  federal  regulations  for  con- 
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"To  the  outsider,  these  'Energy  Opportunists' 

probably  look  ordinary.  But  I  see  them,  and  when  I  do, 

I  know  why  we're  with  Williams  Energy." 

Williams  Energy  to  the  rescue.  Our  tailored  energy  solutions  are 
an  impressive  blend:  market  place  mastery,  risk-taking  tolerance, 
$22-billion  in  asset  leverage.  Whether  it's  gas,  refined  products, 
wattever,  Williams  Energy  gives  your  business  more  opportunity. 


Williams 


EHERGY 
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sumer  privacy  but  fail  to  tell  the  whole 
story.  It  is  true  that  the  Internet  can 
provide  opportunities  for  unscrupulous 
or  careless  companies  to  breach  privacy 
and  annoy  consumers.  However,  the  ar- 
ticle overlooks  much  of  the  opportunity 
that  these  same  customer-profiling  tech- 
nologies offer. 

Besides  enabling  Internet  junk  mail 
and  data-sharing  between  companies, 
user-profiling  and  data-mining  technolo- 
gies also  enable  companies  to  gain  a 
greater  understanding  of  who  their  cus- 
tomers are  and  what  they  want.  This 
understanding  results  in  users  getting 
more  of  what  they  want  and  getting  to 
it  faster.  In  return,  companies  get  the 
loyalty  of  these  users.  This  give-and- 
take  is  at  the  heart  of  the  new,  cus- 
tomer-centric economy. 

What  is  more  annoying,  getting  an 
e-mail  from  a  travel  site  that  informs 
you  of  special  rates  and  discounts  on 
packages  to  your  favorite  locations,  or  a 
travel  site  that  makes  you  click  back 
and  forth  through  a  barrage  of  screens 
just  to  get  to  the  same  information?  In 
the  end,  profiling  technology  is  what 
enables  the  Internet  to  go  from  a  one- 
size-fits-all  scenario  to  "one-size-fits-me." 

John  Lee 
New  York 

I  am  disappointed  in  your  proposals. 
Government  intervention  is  much  more 
dangerous  and  would  likely  trigger  a 
variety  of  disastrous  consequences 
greater  than  the  current  problem  itself. 

I  agree  that  private  companies  have 
been  slow  to  respond  to  consumer  de- 
sires for  online  privacy,  but  how  long  do 
you  think  that  will  last?  The  free  mar- 
ket abhors  a  vacuum.  Consider  how  an 
unregulated  Internet  has  solved  other 
initially  menacing  problems,  such  as  chil- 
dren's access  to  Internet  pornography. 
We  didn't  need  to  create  a  new  gov- 
ernment bureaucracy  (or  invite  an  ex- 
isting one,  like  the  ftc)  to  come  in  and 
clog  up  cyberspace  with  red  tape.  In- 
stead, new  products  like  Cybersitter 
and  companies  like  Net  Nanny  Soft- 
ware International  Inc.  sprang  up  and 
capitalized.  Now  kids  are  safe,  parents 
are  happy,  and  jobs  in  these  new  com- 
panies support  families. 

Under  government  solutions,  the  ele- 
ment of  choice  disappears  entirely.  Peo- 
ple can  vote  with  their  dollars  and 
choose  to  buy  or  not  buy  blocking  soft- 
ware. But  a  government  solution  is 
forced  down  the  throats  of  those  who 
don't  even  want  it.  Also,  if  the  feds  are 
given  the  opportunity  to  implement 
their  solution  to  this  problem,  it  is  safe 
to  assume  it  will  be  costly  to  taxpayers, 


unnecessarily  burdensome  on  consumers 
and  private  companies,  and  largely  in- 
effective. It  will  also  never  go  away. 

If  left  alone,  the  free  market  will  like- 
ly satisfy  the  privacy  niche  as  well. 
Perhaps  a  startup  company  will  estab- 
lish a  rating  system  using  icons  that 
will  quickly  become  as  ubiquitous  as 
those  used  for  G,  PG-13,  and  R-rated 
movies.  Market-savvy  Internet  compa- 
nies with  strong  privacy  policies  will 
proudly  display  a  good  rating  atop  their 
home  pages,  happily  paying  the  rating 
company's  fee  for  the  privilege  (again, 


THE  PRIVACY  MESS 

"If  the  feds  are  given 
the  opportunity  to 
implement  their  solu- 
tion to  this  problem,  it 
is  safe  to  assume  it  will 
be  costly  to  taxpayers." 

—  Michael  McOinty 


where.  What  we  do,  as  would-be 
petitors  have  learned,  is  complic 
and  expensive  to  produce  regardk 
the  medium. 

In  virtually  every  local  marketl 
daily  newspaper  has  the  largest  (a| 
dare  say,  most  talented)  reporting 
the  largest  advertising  staff,  the  la 
reach,  and  the  predominant  share 
cal  advertising  dollars.  Fortunately] 
readers  and  advertisers  appreciate 
talents  and  strengths. 

Tony  Ril 
Chairman  &| 
^^^^^^  Knight-Ridder| 

San  Jose, 

GTE  PLAYED  FAIR 
IN  THE  FCC  AUCTION 


creating  jobs,  not  destroying  them).  The 
caveat  to  such  tidy  solutions  is  that  the 
government  must  not  interfere. 

Think  of  how  foolish  it  is  to  trust  the 
government  to  track,  regulate,  and  "pro- 
tect" our  personal  information.  Remem- 
ber, the  government  has  unlimited  pow- 
er to  tax  us,  send  us  off  to  die  in  war, 
or  throw  us  in  prison.  By  contrast,  com- 
panies just  want  to  sell  us  stuff.  You 
tell  me  which  is  more  dangerous. 

Michael  McGinty 
La  Jolla,  Calif. 

KNIGHT-RIDDER  WON'T  GIVE  UP 
MAJORITY  CONTROL 

"No  magic  in  this  dot-com  idea" 
(News:  Analysis  &  Commentary,  Mar. 
20)  inaccurately  characterized  my  re- 
sponses to  your  hypothetical  questions 
about  merging  with  another  media  com- 
pany. Knight-Ridder  Inc.  has  absolutely 
no  interest  in  any  merger  that  would 
require  us  to  relinquish  majority  control. 

The  article  appropriately  credited  TJie 
New  York  Times  for  its  strong  online 
strategy  and  national  reach,  but  it's 
worth  noting  that  Knight-Ridder's  net- 
work of  sites  at  least  equals  the  Times'?, 
in  both  national  reach  and  revenue. 

The  article  also  cast  doubt  on  the 
newspaper  industry's  future  but  ignored 
some  fundamental  strengths.  Newspa- 
pers have  proven  to  be  remarkably  re- 
silient and  profitable,  even  in  this  hyper- 
competitive  age.  This  is  true  precisely 
because  we  provide  comprehensive  local 
information  not  readily  available  else- 


In  attempting  to  ex| 
potential  inefficiency 
the  auction  process,  "Gl 
going,  gone . . .  sucker!"  (| 
nomics,  Mar.  20)  mistat 
implies  that  gte  Corp.  I 
allowed  to  gain  an  unfair  advanj 
through  inefficiencies  in  the  Fee 
Communications  Commission's  auc 
process.  With  a  net  revenue  of  ov« 
billion,  almost  $400  million  of  which  I 
paid  by  GTE,  the  rcc  auction  wasl 
tremely  efficient  and  a  bargain  for| 
bidders  and  for  Americans. 

The  reasons  GTE  ended  the  dc 
amounts  of  66%  of  its  178  bids  in 
did  not  include  announcing  its  prese 
gte's  presence,  like  all  auction  par 
pants,  was  ably  "signaled"  by  t| 
name,  associated  with  each  of  their 
in  the  round  results,  published  at  | 
conclusion  of  each  of  the  112  rounc 
the  auction.  GTE  won  only  4  of  thd 
markets  on  which  it  bid.  An  analysi 
the  winning  bids  reveals  that  GTE  ] 
the  second-highest  average  dollar 
population  for  the  markets  it  won.  A  [  ( 
contrary  to  the  "offline"  character 
tion,  the  spectrum  auction  was  cond 
ed  "online." 

John  C  " 
Director,  Technical  Operati  ttny  d 
Federal  Communicati  j 
Commission  Aucti 
Washing 


MORE  JOBS  FOR 

PEOPLE  WITH  DISABILITIES 


Thank  you  for  "The  new  workfor 
(Special  Report,  Mar.  20),  focusing 
workers  with  disabilities.  Inform 
and  educating  the  general  public  ab 
the  benefits  of  hiring  workers  with 
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'iot  another  corporate 

gn 


i  for  use  in  buildings,  houses  and  even  cars, 
t  how  we're  selling  and  buying  on  the  world  wide 
more  efficiently  and  at  much  lower  cost. 


jok  forward  to  looking  forward  with  you. 


fe  United 
Technologies 

NEXT    THINGS    FIRST. 


www.utc.com     NYSErutx 
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abilities  can  only  improve  their  em- 
ployment options.  But  I  was  disap- 
pointed that  no  mention  was  made  of 
the  National  Business  &  Disability 
Council's  pivotal  role  in  some  of  the 
activities  mentioned.  Despite  the  fact 
that  the  Able  to  Work  program  was 
created  through  a  partnership  between 
Microsoft  Corp.  and  our  center,  only 
Microsoft  was  credited.  And  while  you 


COPING  WITH  BARRIERS 

"To  become  productive 
citizens  today  is  a  reachable 
goal  for  Americans  with 
disabilities." 

— Susan  M.  Daniels 

highlight  several  of  the  Executive 
Leadership  members,  there's  no  men- 
tion of  the  help  our  council  has  pro- 
vided to  these  companies. 

The  National  Business  &  Disability 
Council  is  part  of  the  National  Center 
for  Disability  Services,  a  not-for-profit 
organization  that  provides  education, 
employment,  training,  and  research  for 
people  with  disabilities.  Each  year,  our 
national  employment  services  place  more 
than  1,500  workers  with  disabilities  into 
jobs.  We  also  operate  a  school  for  more 
than  200  students  with  severe  physical 
and  medical  disabilities. 

As  a  not-for-profit,  the  Council  gains 

nothing  from  the  recognition,  except  for 

the  ability  to  help  more  companies  in 

hiring  more  workers  with  disabilities. 

Edmund  L.  Cortez 

President  and  CEO 

National  Center  for 

Disability  Services 

Albertson,  N.Y. 

Your  report  serves  as  a  poignant  re- 
minder of  the  struggles  that  Americans 
with  disabilities  have  faced  in  coping 
with  seemingly  endless  barriers  that 
have  kept  them  from  fulfilling  their 
dream  of  supporting  themselves  and 
their  families  through  employment. 

We  must  continue  to  strengthen  our 
resolve  to  educate  employers  of  the 
true  worth  of  a  largely  ignored  work- 
force that  is  ready  and  able  to  con- 
tribute their  talent  and  energy.  To  be- 
come productive  citizens  today  is  a 
reachable  goal  for  Americans  with  dis- 
abilities. Barriers  of  all  kinds  must  be 
removed,  and  I,  too,  am  confident  that 
changing  attitudes,  a  robust  economy, 
and  new  work-incentive  legislation 
signed  by  President  Clinton  last  De- 
cember will  at  long  last  make  it  possi- 


ble for  Americans  with  disabilities  to 
become  productive  employees. 

Susan  M.  Daniels 

Deputy  Commissioner  for  Disability 

&  Income  Security  Programs 

Social  Security  Administration 

Baltimore 

I  can't  thank  you  enough  for  including 
such  a  wide-ranging  report  on  the  op- 
portunities and 
possibilities  for  us 
gimps.  (As  a  dis- 
abled person,  I 
can't  say  I'm  fond 
of  the  word.) 

Multiple  sclero- 
sis knocked  me  off 
my  pins,  and  I've 
been  out  of  the 
workforce  for  eight 
years,  studying  to  be  a  minister.  But 
when  I  read  about  artificial  brain  cells 
that  might  address  the  myelin  deficien- 
cies on  the  surface  of  my  brain?  Fasci- 
nating. If  the  workplace  adjusts  to  the 
needs  of  smart,  energetic,  wise  folks  who 
live  with  chronic  auto-immune  disorders, 
youll  tap  an  even  larger  pool  of  workers. 
Therry  Neilsen-Steinhardt 
Brookline,  N.H. 

Your  report  affirms  what  those  of  us 
in  the  disability  community  have  known 
for  a  long  time:  that  people  with  dis- 
abilities can  compete  successfully  in  the 
workplace.  People  with  disabilities  for 
the  most  part  are  not  sick.  We  have 
disabilities  that  enable  us  to  function  in 
sometimes  different  ways.  Thanks  to  an 
explosion  of  assistive  technologies  and 
other  human  supports,  people  are  equal 
to  the  demands  of  work.  All  across  the 
nation,  researchers  are  working  on  new 
technologies  and  support  systems  to  en- 
hance our  productivity  and  function. 

Much  of  this  work  is  sponsored  by 
the  National  Institute  on  Disability  & 
Rehabilitation  Research,  a  small  and  lit- 
tle known  agency  of  the  Education 
Dept.,  which  has  led  the  way  in  helping 
to  fulfill  the  promises  of  the  Americans 
with  Disabilities  Act.  For  too  long,  the 
only  thing  missing  has  been  the  chance 
to  show  what  we  can  do. 

William  G.  Stothers 

Deputy  Director 

Center  for  an  Accessible  Society 

San  Diego,. Calif. 

HIGH  TECH:  A  BIG  HELP 

IN  RECRUITING  WORKERS 

Ironies  abound  in  the  movement 
from  people  to  equipment  ("Tight  la- 
bor? Tech  to  the  rescue,"  News:  Analy- 


I* 


sis  &  Commentary,  Mar.  20).  Whili 
tight  labor  market  spawns  ever  n 
technologies  to  deal  with  the  shor 
use  of  those  technologies  has  ma  i 
easier  and  faster  for  our  execi 
search  firm  to  recruit  those  indivic 
whose  scarcity  led  to  the  change 
the  first  place. 

Stanley 
Somers, 


ITS  ONLY  FAIR:  JAPAN  MUST  RED! 
ITS  TRADE  SURPLUS 


Donald  Esmond,  Toyota's  Div. 
eral  Manager,  claims  that  "we 
want  our  fair  share"  of  the  U.  S.  't 
market    ("Those    truck    guys 
Tokyo,"  News:  Analysis  &  Commen 
Mar.  20).  Arguably,  Toyota  has 
since  exceeded  its  "fair  share"  of 
U.S.  auto  market,  given  its  gene 
access  to  the  U.  S.  market  and  Jap 
astronomical  trade  surpluses  in  \ 
cles  and  other  manufactures. 

Foreign  automakers  doubtless  woi  [ 
when  their  comparatively  neglig 
share  of  Japan's  market  will  apprc 
"fair"  levels.  Japan  Inc.  first  must 
duce  its  trade  surplus  and  cede  fon 
competitors  more  domestic  share  be 
demanding  even  greater  access  to  o 
seas  markets. 
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SON  GROOMED 
0  BE  PRESIDENT 


t'fi  the  kind  of  cutting  comment  he 
has  had  to  endure  since  he  burst 
onto  the  political  stage.  One  promi- 
I  commentator  noted  that  Gore  re- 
blcs  "that  small  boy... from  gram- 
school  who  was  the  brightest  and 

behaved  in  the  room...  but  is 
er  short  of  that  instinctively  casual 
;h  with  his  associates  that  is  so 
tful  in  his  trade."  Only  this  is  a 
!  description  of  Al  Gore's  father, 
lessee  Senator  Albert  Gore,  by  not- 
ournalist  William  S.  White. 
he  shadow  cast  by  the 
r  Gore,  both  politically 
psychologically,  is 
ntral  element  in  veter- 
nm  «s  i  ( >eek  correspondent 
Turque's  new  biogra- 
of  the  2000  Democratic 
sidential  nominee-pre- 
ptive.  I)ive)tti>ig  Al 
',  examines  the  origins 
he  Gore  political  dy- 
;y — and  the  effects  of 
Vice-President's  parents 
haping  him  as  both  a 
;on  and  a  politician.  It 
i  invaluable  resource  for  voters — far 
e  useful  than  the  relentlessly  dis- 
oving  Gore:  A  Political  Life  by  for- 

abc  newsman  Bob  Zelnick.  While 
l  books  reach  negative  conclusions, 
que's  is  more  balanced,  giving  read- 
greater  opportunity  to  reach  their 

independent  judgments, 
urque  excels  when  searching  for 
e's  roots.  He  examines  the  many 
illels  between  father  and  son,  point- 
out  the  psychological  scars  of  having 
emanding  parent  who  groomed  his 

from  childhood  for  the  Presidency. 
I  he  describes  the  lessons  learned 
i  son  who  watched  his  revered  fa- 
's political  career  collapse  in  1970 
r  ho  refused  to  respond  to  a  barrage 
egative  campaigning, 
/hile  Inventing  Al  Gore  necessarily 


;raph 


focuses  on  its  subject,  the  most  com- 
pelling figures  in  the  book  are  his  par- 
ents, Albert  and  Pauline.  (This  may  be 
because  the  senior  Gores — unlike  their 
son  and  his  wife,  Tipper — granted  in- 
terviews to  the  author.) 

Albert  Sr.  grew  up  in  poverty  in  Pos- 
sum Hollow,  Tenn.,  and  was  turned  on 
to  politics  by  a  local  boy  made  good: 
Cordell  Hull,  a  prominent  international- 
ist who  first  represented  the  east  cen- 
tral Tennessee  district  in  the  House  and 
later  served  in  Franklin  Roosevelt's 
Cabinet  as  Secretary  of 
State.  Pauline  was  a  trail- 
blazing  attorney  whose  own 
career  path  was  limited  by 
the  low  glass  ceiling  of  her 
day.  In  Turque's  portrayal, 
she  is  an  exceptionally 
strong  person  who  molded 
the  careers  of  her  two  men. 
"I  trained  them  both," 
Turque  quotes  the  irre- 
pressible Pauline  Gore  as 
saying,  "and  I  did  a  better 
job  on  my  son  than  I  did 
Turclue  on  my  husband." 
The  similarities  between  the  two  Al- 
bert Gores  run  far  deeper  than  their 
names.  Elected  to  the  Senate  in  1952, 
the  young,  handsome,  and  ambitious 
country  lawyer  was  considered,  in 
Turque's  words,  "a  pedagogue  and  a 
techno-geek"  who  championed  modern 
marvels  such  as  nuclear  energy  and  the 
interstate  highway  system.  (Years  later, 
his  son  proudly  wore  the  mantle  of  tech- 
no-geek, too,  and  championed  green 
technology  and  the  Information  Super- 
highway.) As  was  the  case  with  his  son, 
Albert  Sr.'s  first  campaign  for  national 
office  was  a  disaster.  His  ungainly  1956 
bid  for  the  Democratic  Vice-Presidential 
nomination  quickly  collapsed,  as  did  39- 
year-old  Albert  Jr.'s  1988  Presidential 
campaign. 

Occasionally,  writes  Turque,  the  old 
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i5i2000  USinlemetworking.  Inc 


Is  your  technology  missing  something? 


Who's  responsible  for  your  hardware?  Your  software?  Your  integration?  Your  network?  Your  security?  Your  support?  For  many 
companies,  these  are  difficult  questions.  That's  where  the  leading  application  service  provider  comes  in.  USinternetworking 
partners  with  Ariba.  BroadVision,  Lawson,  Microsoft.  Niku!  PeopleSoft  and  Siebel  Systems  to  deliver  the  best  application  software 
over  our  own  state-of-the-art  network.  We  take  total  responsibility  for  every  aspect  of  your  application  from  implementation 
to  support  —  all  with  our  own  employees,  all  for  a  flat  monthly  fee.  So  if  you  have  a  question  about  anything,  there's  no 
question  who  to  call.  It's  always  the  same  number.  For  more  information,  call  1-800-874-6918  or  visit  www.usi.net/responsibility. 
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Making  software  simple. 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growth  Fund  (TRBCX)  invests 
in  the  leaders  of  today  as  well  as  companies  expected 
to  become  the  industry  leaders  of  tomorrow.  These  blue 
chip  companies  can 
offer  you  excellent 
long-term  capital  s* 

appreciation  potential.        3 


How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors 


M.OOO- 


25,000- 


I  Blue  Chip  Growth  Fund  $40,03 

i  Lipper  UirgL'-Cip  Core  Funds  Average 


$32,541 


A  record  of  proven 
performance.  The 

fund's  focus  on  excel- 
lence has  rewarded 
investors  well.  As  the 
chart  shows,  it  has 

outperformed  the  average  of  its  peer  large-cap  core  funds 
since  inception.  The  fund  has  also  earned  Morningstar's 

highest  rating — five  stars — 
for  its  overall  risk-adjusted 
performance.  It  was  rated  among 
3,533  and  2,215  domestic  equity 
^flnBHHBHHHHBaHHHMk     funds  for  the  three-  and  five-year 
periods  ended  1/31/00,  respectively.* 

Invest  in  blue  Chip  Stocks.  If  you're  considering 
enhancing  your  portfolio  performance  with  a  select  group 
of  market  leaders,  call  us  today.  Of  course,  past  perfor- 
mance cannot  guarantee  future  results.  No  sales  charges. 


Morningstar 
*  *  *  *  * 
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ABOUT 

OUR 


ROTH 
IRA 


Call  for  your  investment 
kit  including  a  fund 
profile  or  prospectus 


Invest  With  Confidence 

1-800-401-4768  TRnwpPHrp 

www.troweprice.com     J..1VLF  VtvM.  JLJV^ 


20.00%,  28.28%,  and  23-78%  are  the  hind's  average  annual  total  returns  for  the  1-year,  S -year,  and  since  incep- 
tion (6/30/93)  periods  ended  12/31/99,  respectively.  Figures  include  changes  in  principal  value,  reinvested  diyidends, 
and  capital  gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less 
at  redemption  than  at  original  purchase.  (Source  for  Lipper  data:  Lipper  Inc.) 

'"Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1/31/00.  These  ratings  may  change 
monthly  and  are  calculated  from  the  fund's  3-  and  5-year  average  annual  returns  in  excess  of  90-day  Treasury  bill 
returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill 
returns.  The  fund  received  4  and  5  stars  for  the  3-  and  5-year  periods,  respectively.  The  top  10%  of  the  funds  in  a  broad 
asset  class  receive  5  stars,  and  the  next  22.5%  receive  4. 

For  more  information,  including  fees  and  expenses,  read  the  fund  profile  or  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services.  Inc.,  Distributor.  BCG0531 57 
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man  "gave  the  facts  a  little  shave  ad, 
trim,"  such  as  when  he  told  a  crowj 
Al  Jr.'s  supporters  in  1976  that  vo 
elected  me  to  Congress  when  I  w|2 
years  old."  (He  was  actually  30.)  ] 
father,  like  son.  Al  Jr.  has  gotten  jbt 
trouble  repeatedly  for  his  exaggerain 
inventing  the  Internet,  discovering  i 
Canal,  being  the  model  for  the  i  j{ 
Love  Story 

But  Young  Al  also  learned  fron  l 
father's  failures.  The  elder  Gore  fail   I 
keep  up  with  the  changing  wor'  i 
money  and  politics.  In  1970,  the  er 
gered  incumbent  refused  to  raise 
bucks  to  compete  in  a  television  air 
Gore  Jr.  would  never  make  the'  s 
mistake.  Indeed,  his  overzealous 
raising  in  1996  produced  the  first  n 
stain  on  his  Boy  Scout  image. 

While  his  father  paid  a  high  pol 
price  for  boldly  speaking  out  ag; 
the  Vietnam  War  and  segregation 
son  developed  a  more  cautious  poli 
persona.  As  a  first-time  candidate 
Congress,  he  tacked  to  the  right  on 
button  issues  such  as  abortion  and 
control  to  mirror  his  generally  con 
ative  constituents. 

Inventing  Al  Gore  is  the  resul 
two  years  of  research.  Turque's  oral 
tories  with  boyhood  acquaintances, 
atives,  and  family  friends  shed  n 
light  on  Gore's  early  years.  But  the 
ond  half  of  the  book — chronicling 
White  House  years — is  far  less  in 
esting,  with  precious  little  new  mate 

Another  quibble:  The  early  chap 
allow  the  readers  to  form  their  own 
pressions  of  Young  Al.  But  as  the  b 
winds  down,  a  negative  tone  o^ 
whelms  its  early  sense  of  journali 
objectivity.  And  Turque  is  downl 
about  a  possible  Gore  Presidency, 
tarnished  as  Clinton's  legacy  is,  me: 
ries  of  his  instinctive  charm  and  polit 
skill  would  remain  as  Gore  did  the  j 
he  concludes,  "plodding  where  Clin 
would  glide,  bringing  a  tin  ear  wh 
Clinton  would  hear  the  music,  lect 
ing  where  Clinton  would  cajole." 

Turque  does  acknowledge  Gore's 
telligence  and  debating  prowess, 
he  often  underestimates  other  polit 
assets:  Gore's  ability  to  detect  we 
nesses  in  opponents,  his  fearlessn 
on  the  attack,  and  his  skill  at  fram 
campaign  issues.  Turque's  valid  cr 
cisms  indicate  that  the  Vice-Presid 
is  clearly  a  flawed  politician,  much 
his  dad.  But  Al  Jr.  is  tantalizingly  cl 
to  the  promised  land  that  his  late 
ther  dreamed  his  son  would  one  c 
reach. 

BY  RICHARDS.  DUNH 
Duntiani  covers  the  White  Hon 
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in  the  surge  economy,  the  high-performance 
data  center  is  your  new  command  center. 

on  the  internet,  success  hits  bigger  and  happens  faster 
than  ever  before,  this  is  the  surge  economy,  and  it's 
making  everyone  rethink  the  way  they  do  business,  from 
now  on,  e-business  is  your  most  important  asset,  whoever 
you  entrust  to  host,  manage  and  guard  it  had  better  be 
driven,  responsive,  exacting,  welcome  to  inter  online 
services,  where  the  control  room  never  blinks,  where 
networks,  applications  and  devices  are  scrupulously 
observed  on  ten  towering  screens  and  banks  of  ever- 
vigilant  monitors,  where  thanksgiving  is  just  another 
thursday.  where  intel  engineers,  software  specialists  and 
operators  combine  the  sum  of  their  experience  to  optimize 

yOUr  bUSineSS  every  day.    (  take  a  virtual  tour  -»  intelonlineservices.c 
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BY  STEPHEN  H.  WILDSTROM 

NOVEL,  BUT  STILL 
FAR  FROM  NEAT-0 


Cell  phones  as  data- 
communications  tools 
suffer  from  serious 
design  limitations 

It  seems  like  almost  every 
day  I  hear  about  a  new 
service  that  promises  to 
dispatch  critical  information 
straight  to  a  wireless  phone. 
So  I  decided  to  take  a  look 
at  some  of  these  hot  new  of- 
ferings. What  I  found  is  an 
intriguing  assortment  of  ideas 
that,  while  not  quite  ready  for 
prime  time,  show  both  the 
promise  of  information  at 
your  fingertips  and  the 
serious    weakness     of 
phones  as  data-commu- 
nications tools. 

Although  already 
common  in  much  of  the 
world,  getting  data  over 
wireless  phones  is  still 
in  its  infancy  in  the  U.  S. 
But  carriers  are  rapidly 
adding  data  capability 
their  voice  networks,  with 
Sprint  PCS  and  Nextel  Com- 
munications Inc.  among  the 
most  advanced  companies  with 
more-or-less  national  networks. 
Many  phones  that  work  on 
these  networks  come  complete 
with  a  minibrowser  for  the 
Web  from  Phone.com  Inc.  But 
the  displays  are  tiny.  And  dial 
pads  were  made  for  punching 
in  phone  numbers,  not  typing 
in  text  and  navigating  through 
Web  sites.  These  limitations 
mean  that  designers  need  to 
be  very  clever  just  to  make 
it  workable. 

In  theory,  any  browser- 
equipped  phone  can  use  any 
phone-ready  Web  site.  You 
save  a  lot  of  button  pushing, 
though,  if  your  data  service 
is  supported  by  your  phone 
carrier.  That  way  the  browser 


option  appears  as  a  top-level 
choice  on  a  menu. 

I  tried  Microsoft  Corp.'s 
MSN  Mobile  2.0  (mobile. 
msn.com)  on  a  Nextel  phone. 
MSN  Mobile,  which  is  also 
available  on  the  Vodafone  Air- 
Touch  PLC  network,  is  a  slick 
service  that  gives  access  from 
a  wireless  phone  to  a  variety 
of  Microsoft  services — Hot- 
mail, the  Expedia  travel  ser- 
vice, and  Money  Central.  The 


crosoft  promises  to  fix  this. 
I  found  MSN  Mobile  a  lot 
more  usable  on  a  NeoPoint 
NPlOOO  phone  with  a  nine-line, 
22-character  display  and  bet- 
ter navigation  buttons.  But 
MSN  doesn't  have  a  carrier 
agreement  with  Sprint  PCS,  so 
getting  to  the  service  meant 
drilling  through  several  lay- 
ers of  menus. 

NO  CARRIER.  Sprint  does  have 
a  deal  with  Yahoo!  Inc.,  so 
the  phone  provides  easy  ac- 
cess to  mail,  calendar,  address 
book,  and  many  other  features 
that  you  can  configure  on  My 


service    makes    it 
easy  to  set  alerts, 
such  as  when  the 
price  of  a  particu- 
lar stock  moves, 
or    selected     e- 
mail    messages 
that  can  be  sent 
directly    to    your 
phone. 

Unfortunately,  the 
advantage  of  having  MSN  ser- 
vices on  the  phone's  built-in 
menus  was  offset  by  the  Nex- 
tel handset's  inadequate  dis- 
play of  five  lines  of  16  char- 
acters. The  difficulty  is  made 
worse  because  MSN  prefaces 
each  alert  with  the  text  "FR 
msn  Mobile,"  which  fills  the 
display's    subject    line.    Mi- 


ety  of  Web  sites  and 
mats  it  for  phones  and 
handheld  devices.  TheB 
you  have  selected  appeaJ 
menu  when  you  visit  thT 
dlee    site    with    your 
browser. 

Yodlee  has  its  disa 
tages.   It  currently  h 
carrier     agreements, 
means  you  must  tedi 
enter  the  address  usin 
dial  pad,  bookmark  it, 
go  through  several  lay 
menus  to  get  back  to  it 
if  you  have  a  standard  Ii 
net  mail  account  with  a 
vice  provider,  you  can 
Yodlee  to  view  your  i 
contents  on  a  wireless  d 
Even  then,  you  can't  res 
to  or  delete  messages  as| 
can  with  msn  and  Yahoo, 
part  of  Yodlee  I  liked 
was  also  one  that  sh 
the  weakness  of  phon 
data  devices. 
I  book  most  of  my  fli 
through  the  United  Air' 
Inc.  Web  site.  Given  my 
ID  and  password,  Yodlee 
get  my  flight  info  from  th 
line  reservation  records 
phone  browser,  this  ap 
a  jumble  of  tex,t.  But  ii 
same  info  is  sent  to  a 
handheld,  either  wirelessly 
Palm  VII  or  by  syncing  a  si 
dard  Palm  to  a  desktop 
the  flight  number,  itine 


SLICK  SERVICE:  MSN  Mobile  2.0, 
running  on  a  Nextel  Motorola 
UOOOplus  phone 


t 


Yahoo! 
(my.yahoo 
.com).    The 
service    lacks 
msn's  sophisticat- 
ed   alerts    but    is 
very   simple   to   use. 
Like  msn  Mobile,  the  ser- 
vice is  free,  though  you  pay 
for  airtime  while  using  it. 

In  many  ways,  the  most  in- 
triguing service  I  played  with 
was  from  a  startup  called  Yo- 
dlee.com  Inc.  (www.yodlee.- 
com).  Using  a  technique 
known  infelicitously  as  "screen 
scraping,"  Yodlee  collects  in- 
formation from  a  huge  vari- 


and  even  the  reservation 
firmation  number  show  uj: 
the  proper  time  in  my  ca 
dar.  This  turns  a  cute  nov^ 
into  a  true  convenience. 

Phones  are  nowhere  n| 
that  convenient,  and  once 
novelty  wears  off,  you 
soon  left  wondering  if 
hassle  is  worth  it.  Both 
quality  of  the  information 
the  way  it  is  presented 
improve  as  content  provid| 
work  out  deals  with  carrie 
But  the  tiny  displays 
painful  data  entry  impos 
by  phone  handsets  will 
main  a  huge  impediment  | 
success. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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The  new  Lincoln  LS  will  get  you  to  your  destination  in  record  time. 


iw  Lincoln  LS  is  engineered  to  encourage  rapid  travel.  Yet  it  has  an  interior  that  practically  begs  you  and  yp»ur  passengers 


?r.  It's  a  conundrum  that  could  require  years  of  driving  to  solve.  Better  get  started.  For  more  information  or 


drive,  visit  www.lincolnvehicles.com  or  call  toll-free  877  2DriveLS  (877  237-4835). 


HINCOLNLS! 

LINCOLN.    AMERICAN  LUXURY. 

\      Motor  Trend 
a     Car  of  the  Year 


The  palace  grounds 


The  prince 


Wif/r  the  right  investinen,ts,  anyone  can  appreciate  Ufe'sTRXJE  WEALTH. 

Van  Kampen  Funds  has  nearly  four  generations  of  money  management  experience.  Because  enjoying  life  is  what  life  is  rf 

For  a  prospectus  containing  more  complete  information,  including  a  discussion  of  risk  considerations,  charges  and  expenses  for  any  Van  Kampen  investment  product,  contact  your  finoncial  a 


II  jour  financial  advisor  or  1-800-231-2808.  www.vankampen.com 

us  carefully  before  investing  or  sending  money.  Distributed  by  Von  Kompen  Funds  Inc.  ©2000  Van  Kompen  Funds  Inc. 
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1  Economic  Viewpoint 

BY  ROBERT  J.  BARRO 

IF  WE  CANT  ABOLISH  THE  IMF,            1 

LET'S  AT  LEAST  MAKE  BIG  CHANGES 


CUT  BACK: 

The  fund 
should  give  up 
bailouts  and 
return  to  its 
original 
mission,  acting 
as  a  short-term 
lender  to 
solvent 
economies 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


Personnel  changes  at  the  International 
Monetary  Fund  and  proposals  for 
changing  the  fund  have  been  in  the 
news  lately.  After  a  lengthy  public  debate, 
the  leading  countries  settled  on  another  Ger- 
man, Horst  Kohler,  to  replace  Michel  Cam- 
dessus as  the  IMF's  managing  director.  Un- 
fortunately, the  circus-like  process  began  to 
resemble  an  affirmative-action  procedure 
when  it  became  clear  that  a  particular  na- 
tionality— German — was  a  prerequisite  for 
the  job. 

Calls  for  changes  at  the  IMF  came  in  the  re- 
port from  Congress'  International  Financial 
Institution  Advisory  Commission,  led  by  Allan 
H.  Meltzer.  (I  was  a  witness  before  the  com- 
mission on  issues  related  to  inequality.)  The 
Meltzer  Commission's  report  surprised  me  by 
not  advocating  abolition  of  the  IMF.  The  report 
said:  "The  commission  did  not  join  the  council 
of  despair  calling  for  the  elimination  of  one  or 
more  of  these  institutions." 

The  commission  came  close  to  recommend- 
ing abolition,  however,  by  proposing  a  new 
IMF  that  would  be  limited  to  short-term-liq- 
uidity assistance  to  solvent  economies,  col- 
lection and  publication  of  data,  and  provision 
of  economic  advice.  The  short-term-loan  facil- 
ity would  represent  a  reasonable  return  to  the 
imf's  role  under  the  Bretton  Woods  regime 
that  prevailed  until  the  early  1970s.  However, 
that  role  expanded  greatly  in  the  1990s,  and  it 
is  unclear  how  such  further  expansion  would 
be  avoided  under  the  new  setup.  So  long  as 
the  IMF  retains  access  to  lots  of  money,  it 
will  be  difficult  to  say  no  to  large,  insolvent 
countries,  such  as  Mexico  in  1995  and  Russia 
in  1998.  Past  mistakes  will  probably  be  re- 
peated, and  the  elimination  of  the  IMF  would 
have  been  a  better  choice. 
AID  IN  A  NEW  DISGUISE.  I  agree  that  the 
imf's  role  in  the  collection  and  distribution 
of  data  has  been  useful.  An  advisory  role 
might  also  be  satisfactory  (and  some  of  my 
friends  and  former  students  perform  these 
tasks  admirably).  This  function  could  be 
served  just  as  well,  however,  by  nongovern- 
mental institutions.  In  any  event,  the  demand 
for  the  IMF's  economic  advice  is  likely  to  be 
low  if  it  is  no  longer  tied  to  qualifying  for 
some  of  its  loans. 

Also  surprising  was  the  commission's  call 
for  the  IMF  to  join  the  Jubilee  2000  campaign 
for  writing  off  the  liabilities  of  heavily  in- 
debted poor  countries.  This  provision  was 


probably  part  of  a  compromise  that  was 
ed  to  secure  the  8-3  vote  in  favor  of  1 
mission's  overall  report.  Such  debt  foil 
ness  amounts  to  a  form  of  foreign 
which  the  recipient  gets  the  money  onl 
following  bad  policies  that  over  time  i  f J 
achieve  sustained  economic  growth, 
aid  has  a  poor  record  at  promoting  prosp 
and  aid  in  the  form  of  debt  forgiven^ 
sure  to  have  worse  effects. 

Admittedly,  debt  forgiveness  has  the 
of  forcing  the  IMF  to  own  up  to  the  low  I 
ket  value  of  much  of  its  loan  portfolio.  H| 
the  Jubilee  concept  might  not  be  bad  if  : 
mechanism  prevented  a  repeat  of  the  prJ 
through  new  loans  that  would  eventi] 
again  be  forgiven.  The  commission  proj 
that  the  IMF  no  longer  make  such  loans, 
would  not  bet  on  the  implementation  of 
idea. 

IRRESISTIBLE.  Whatever  changes  are 
the  IMF,  the  managing  director  will  cont 
to  be  one  of  the  world's  most  importar 
nancial  officials.  Kohler's  principal  credent! 
aside  from  being  German,  include  his  yo\ 
the  economic  unification  of  East  and 
Germany.  Given  the  terrible  miscalculatior 
that  process — with  the  overgenerous  con| 
sion  of  the  East  German  mark  and  the 
cipitate  rush  to  wage  parity — it  is  hard 
regard  this  experience  as  a  plus.  Given  | 
own  supposedly  difficult  personality,  howe 
I  found  irresistible  the  adjectives  that  ped 
have  applied  to  him:  irascible,  autocratic, 
willing  to  suffer  fools  gladly,  bad-tempe^ 
strong-willed.  At  least  these  were  accor 
nied  by  more  positive  ones,  such  as  sm| 
forceful,  hard-working. 

The  irony  is  that  the  IMF  had  available  I 
ideal  candidate  in  its  deputy  managing  diij 
tor,  Stanley  Fischer.  Fischer  not  only  is| 
outstanding  economist  but  also  has  a  pleas 
and  effective  management  style,  combii| 
with  experience  at  the  fund.  He  also  seer 
ideal  on  political  grounds  because  he 
born  in  Africa,  previously  held  a  British  ps 
port  (related  to  his  residencies  in  the  forr 
British  colonies  of  Northern  and  Southd 
Rhodesia),  and  now  holds  a  U.  S.  passpc 
Apparently,  Fischer's  British  passport  \1 
not  enough  to  make  him  European,  much 
German.  Anyway,  since  my  opinion  of 
IMF's  social  value  is  unfavorable,  I  proball 
ought  not  to  back  the  most  capable  canj 
date  as  managing  director. 
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Economic  Trends 


BY  GENE  KORETZ 

THE  LIVING  IS 
EASY-IN  ST.  LOUIS 

It's  one  of  the  affordable  cities 

Inflation  may  be  subdued,  but  that 
doesn't  mean  the  cost  of  living  has  be- 
come a  dead  issue.  A  recent  analysis  by 
Regional  Financial  Associates,  an  eco- 
nomics consulting  firm,  shows  that  living 
costs  still  vary  widely  across  the  na- 
tion— and  have  shifted  appreciably  since 

CITIES  WHERE  ITS  COSTLY 
TO  SETTLE  DOWN 

COST  OF  LIVING  IN  METRO  AREAS* 

PERCENT  ABOVE  THE  NATIONAL  AVERAGE 


NEW  YORK  CITY 
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'BASED  ON  1998  DATA  LISTED  AREAS  DRAWN  FROM  TOP  20,  WHICH  ALSO 
INCLUDE  NASSAU  COUNTY  IN  NEW  YORK;  ORANGE  COUNTY,  SALINAS. 
VENTURA,  SANTA  BARBARA,  AND  SANTA  ROSA  IN  CALIFORNIA;  NEWARK, 
BERGEN,  MONMOUTH,  AND  MIDDLESEX  COUNTIES  IN  NEW  JERSEY 
DATA,  REGIONAL  FINANCIAL  ASSOCIATES 

the  current  expansion  began  in  1991. 

According  to  rfa's  living-cost  mea- 
sure, which  takes  into  account  regional 
differences  in  consumption  (for  exam- 
ple, of  fuel  to  heat  homes),  the  priciest 
metro  area  to  live  is  New  York  City, 
where  costs  run  34%  above  the  national 
average.  The  cheapest,  with  costs  12% 
below  average,  is  Brownsville,  Tex. 
Cities  with  average  costs  include  Cleve- 
land, Atlanta,  Nashville,  and  Baltimore. 

Relative  costs,  of  course,  are  important 
because  they  can  affect  economic  growth, 
making  some  regions  more  attractive  to 
migrants  and  businesses  and  others  less 
attractive.  And  the  pace  of  local  eco- 
nomic growth,  in  turn,  inevitably  influ- 
ences shifts  in  local  living  costs. 

Such  dynamics  are  apparent  in  the 
1990s  expansion.  In  the  last  recession, 
for  example,  California  and  the  Northeast 
were  especially  hard-hit  and  took  some 
time  to  recover.  Thus,  although  they  re- 
main the  costliest  regions  in  the  nation, 
their  relative  costs  have  actually  declined 
since  1991.  Meanwhile,  relative  costs 
have  risen  in  cities  in  the  Midwest,  which 
still  enjoy  a  cost  advantage  but  were 
generally  less  bruised  by  the  downturn. 

The  heftiest  increases  over  the  past 


decade  occurred  in  the  Mountain  states, 
notably  in  Colorado  and  Utah,  which 
enjoyed  strong  population  and  economic 
growth  and  now  have  living  costs  at  or 
above  the  national  average.  Indeed,  the 
biggest  single  rise  since  1991  occurred  in 
booming  Salt  Lake  City,  where  costs 
are  now  close  to  the  U.S.  average.  (The 
biggest  drop  occurred  in  Honolulu, 
where  costs  fell  from  33%  to  19%  above 
the  national  average  in  the  wake  of 
Hawaii's  drawn-out  recession.) 

What  are  the  cheapest  places  to  set- 
tle down?  Many  are  concentrated 
around  the  Gulf  Coast  in  Texas,  Okla- 
homa, Mississippi,  and  Alabama,  and  in 
smaller  cities  in  Georgia  and  Florida. 
Larger  metro  areas  with  low  living 
costs — at  least  5%  below  the  national 
average — include  St.  Louis,  Norfolk,  Va., 
San  Antonio,  and  Buffalo. 


A  GOLDEN  STATE 
FOR  ITS  WORKERS 

Options  pay  off  big  for  the  ranks 

Venture  capitalists  and  entrepreneurs 
aren't  the  only  ones  striking  it  rich 
in  the  recent  surge  of  California's  initial 
public  offerings.  According  to  economist 
Joe  Mattey  of  the  Federal  Reserve  Bank 
of  San  Francisco,  so  have  employees  of 
the  high-tech  companies  floating  the  ipos. 

Mattey  notes  that  the  323  California 
companies  that  raised  some  $24  billion 
via  ipos  in  recent  years  (chart)  had,  at 
last  count,  about  168,000  employees. 
Based  on  surveys  of  such  California 
companies,  he  estimates  that  these  busi- 
nesses awarded  about  15%  of  their 
shares — via  stock  options — to  roughly 
80%  of  their  rank-and-file  workers. 

With  prices  of  recent  California  ipos 
tripling  last  year,  Mattey  puts  the  com- 
panies' market  capitalizations  at  $676 
billion  in  February.  Assuming  the  op- 
tions'       exercise    ■■■■■■■■«■-■■■■■■■■ 


prices  were  a 
third  of  current 
prices,  that  would 
leave  10%  of  total 
stock  market  val- 
ue for  the  lucky 
employees.  Thus, 
according  to  Mat- 
tey's  rough  calcu- 
lations, some 
134,000  people 
were  sitting  on  av- 
erage nest  eggs  of 
$500,000  as  of  Feb- 
ruary— nice  pay  if 
you  can  get  it. 


CALIFORNIA'S 
IPO  EXPLOSION 


PROCEEDS  FROM 
INITIAL  PUBLIC 

OFFERINGS 
IN  CALIFORNIA 
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A  BETTER  LIFE 
FOR  OUR  KIDS 

Why  U.S.  fertility  rates  stay  up 

While  almost  all  of  the  world'd 
vanced  countries  face  the  proa 
of  aging  populations  over  the  nextl 
decades,  for  some  the  problem  is  pa_ 
ularly  acute.  This  group,  which  incl| 
most  European  nations  and  Japan, 
ready  experiencing  stagnant  populd 
growth  as  the  result  of  declining  ferj 
rates  that  have  fallen  far  below  pojj 
tion-replacement  levels. 

By  contrast,  fertility  rates  rer 
close  to  or  above  replacement  level 
number  of  high-income  countries- 
tably  the  U.  S.,  Canada,  Israel,  Austi 
and  New  Zealand.  The  reason,  sug 
Eli  Berman  and  Zaur  Rzakhanov 
National  Bureau  of  Economic  Rese 
study,  is  related  to  the  fact  that  these 
tions  have  been  almost  entirely  popi 
ed  through  voluntary  migration. 

The  authors  theorize  that  immigr 
are  people  who  tend  to  have  a  high 
gree  of  "intergenerational  altruisn 
that  is,  they  are  especially  intereste 
both  having  children  and  improving  t 
kids'  prospects.  After  all,  the  cost: 
migrating  are  usually  very  high,  fu 
daily  and  emotionally,  and  the  ben( 
accrue  largely  to  the  next  generatio 

To  support  their  thesis,'  the  autl 
offer  what  amounts  to  a  natural 
trolled  experiment.  They  compare 
fertility  of  two  groups  of  Jewish  in 
grants  to  Israel  from  the  former  So 
Union:  (1)  those  who  arrived  in 
1960s,  1970s,  and  1980s,  when  the  c< 
of  emigrating  were  extremely  hig 
uncertainty  of  permission,  loss  of  j( 
high  Soviet  exit  fees,  etc.,  and  (2)  th 
of  similar  ages  who  migrated  after  1J 
when  Soviet  restrictions  and  penal 
were  lifted.  Their  analysis  shows  t 
women  who  migrated  before  1989  ha 
much  higher  fertility  rate  even  bef 
they  emigrated. 

As  for  immigrants'  concern  for  tl 
kids'  future,  the  researchers  cite  a 
tionwide  survey  of  middle-aged  Am< 
cans.  It  found  that  immigrants  are  m 
interested  in  leaving  bequests  for  th 
children  than  native-born  America 
and  that  they  spend  more  time  w 
their  grandchildren. 

In  short,  the  evidence  suggests  tl 
immigrants  are  more  disposed  to  be 
have  children  and  invest  in  their 
tures.  And  if  that's  so,  it  bodes  well 
only  for  fertility  patterns  in  immigrall| 
absorbing  nations  like  the  U.  S.,  but 
those  nations'  economic  prospects,  tc 
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Mercedes  wanted  to  create  a  whole  new,  smarter  kind  of  car. 
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The  new  Mercedes  S-Class  is  a  technical  marvel.  With  nearly  everything  imaginable  from  voice  recognition  telephone 


rols  to  a  satellite-based  emergency  response  system.  Thanks  to  some  remarkable  Mercedes  designers  and  the 


'DNA™  team  at  Motorola.  DigitalDNA  is  chips,  systems,  software  and  ideas  - 


embedded  solutions  that  help  smart  companies  create  smart  products.  Why  not  put 


us  at  the  heart  of  yours?  Contact  us  at  www.digitaldna.com. 
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0  FAR,  HOUSING  IS  SHRUGGING  OFF 
HE  RATE  HIKES 

's  a  key  test  of  the  Fed's  drive  to  slow  the  economy 


US.  ECONOMY 


MORTGAGE  ACTIVITY 
REMAINS  BRISK 


The  Federal  Reserve's  pursuit 
of  tighter  financial  conditions 
resembled  water  torture  in  its  small  quarter-point 
es  in  interest  rates.  So  how  Will  we  know  when  the 
p-drip-drip  finally  starts  to  work?  Keep  an  eye  on 
asing.  It's  usually  the  first  sector  to  crack, 
housing's  best  times  may  already  be  behind  it.  How- 
r,  the  sector  continues  to  show  surprising  resilience, 
activity  remains  at  a  very  high  level  (charts).  So  far, 
las  not  shown  anywhere  near  the  weakness  that  is 
>ically  associated  with  a  Fed  tightening  cycle,  an  in- 
ation  that  several  more  drops'  of  monetary  torment 
1  be  needed  in  order  to  effect  a  broader  economic 
wdown.  In  fact,  some  builders  might  even  welcome  a 
s  hectic  pace,  of  activity  to  help  them  cope  with 
•wing  shortages  of  labor  and  materials. 

Federal  Reserve  Chairman 
Alan  Greenspan  has  made  it 
clear  that  the  Fed's  goal  is  to 
slow  overall  demand  in  gener- 
al and  consiimer  spending  in 
particular  before  inflationary 
pressures  can  seep  into  the 
system!  To  that  end,  housing 
will  provide  an  important  lit- 
mus tept.  First  of  all,  the  sec- 
tor is  extremely  rate-sensitive, 
while  the  economy's  fast-mov- 
sectors  of  high  tech  and  infonnatSon  gathering  are 
^ely  unaffected  by  rates.  Second,  housing  is  a  major 
ect  and  indirect  source  of  jobs  and ,  economic  growth, 
•ecially  given  its  large  secondary  impact  on  Con- 
ner spending  for  furnishings,  appliances,  electron- 
and  textiles  that  go  into  a  new  home. 
Moreover,  housing  is  a  key  player  in  the  wealth  effect 
two  ways:  For  one,  capital  gains  from  stock  prices 
helping  to  power  home  demand,  making  it  more  dif- 
ilt  for  higher  interest  rates  alone  to  cool  off  housing. 
d  second,  the  strong  housing  market  is  creating  its 
ti  share  of  the  wealth  effect  by  pumping  up  the  val- 
of  existing  homes.  Homeowners  have  tapped  that 
dtal  gain  by  either  refinancing  their  mortgages  or 
Ing  out  home-equity  loans,  i  11  I 

E  MOST  RECENT  NUMBERS  <>n  new-  and  existing- 

ne  sales  as  well  as  the  latest  survey  on  housing 

rket  conditions  suggest  that  demand  peaked  in  1999, 

that  it  is  slipping  lower  only  slowly.  Kxisting-home 
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sales  jumped  6.7%  in  February,  to  an  annual  rate  of  4.75 
million.  But  that  followed  a  13.4%  drop  in  January. 
Home  resales  for  the  past  two  months  were  down  10% 
from  their  pace  of  a  year  ago.  However,  some  of  that 
slowdown  may  well  reflect  a  record  low  inventory. 

New-home  sales  are  holding  up  well.  They  dipped 
0.5%  in  February,  to  an  annual  rate  of  919,000,  but 
January  buying  was  revised  up  sharply,  and  sales  this 
year  are  running  ahead  of  a  year  ago. 

Demand  is  sure  to  soften, 
though,  as  further  increases  in 
mortgage  rates  and  home 
prices  push  ownership  out  of 
reach  for  some  consumers.  The 
average  30-year  mortgage  rate 
has  jumped  to  8.27%  in  mid- 
March  from  7.04%  a  year  ear- 
lier. And  growth  in  average 
new-home  prices  crept  back 
into  double-digit  territory  in 
late  1999.  A  year  ago,  home- 
buyers  needed,  on  average,  to  earn  about  $53,000  to 
qualify  for  a  mortgage  to  buy  the  average  new  house. 
Now,  they  need  close  to  $63,000. 

Rising  mortgage  rates  have  also  dented  the  outlook 
among  builders.  The  National  Association  of  Home 
Builders'  housing  market  index  took  a  big  drop  in 
March,  as  builders  reported  declines  in  current  sales  as 
well  as  in  their  expectations  of  future  sales.  The  XAHB 
predicts  that  housing  starts  wall  fall  5%  in  2000. 

THE  REGENT  SLIPPAGE  in  demand,  though,  does  not 
mean  the  Fed's  job  is  done — not  by  a  long  shot.  Mort- 
gage applications  to  buy  a  home  remain  at  very  high 
levels,  and  housing  starts  are  still  near  their  record 
highs  of  early  1999.  In  fact,  the  5%  drop  in  starts  ex- 
pected by  the  nahb  would  still  mean  that  homebuilding 
will  be  stronger  this  year  than  in  any  time  in  the 
decade  before  1998. 

Housing  has  not  yet  cracked  because  higher  mort- 
gage rates  are  only  one  factor  in  determining  housing 
affordability.  Rising  wealth  from  the  stock  market  and 
very  robust  labor  markets  are  enabling  more  Americans 
to  buy  homes.  Buyers  can  hold  down  monthly  mortgage 
costs  by  using  gains  from  the  stock  market  to  increase 
their  down  payments. 

Moreover,  people  are  buying  more  expensive  homes. 
In  the  past  three  months,  the  average  new-home  price 
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is  up  7.6%  from  a  year  ago,  but  the  median  price  has 
risen  only  4.3%,  implying  that  high-priced  homes  are 
skewing  the  average  price.  The  ratio  of  the  average 
price  to  the  median  price  has  shot  up  dramatically  dur- 
ing the  past  year. 

A  steady  decline  in  consumer  confidence  would  help 
to  cool  off  the  housing  market  a  bit.  The  Conference 
Board's  index  of  consumer  confidence  dropped  a  larger- 
than-expected  4  points  in  March,  to  136.7.  The  spike  in 
oil  prices  and  volatility  in  the  stock  market  contributed 
to  the  falloff  (chart). 

However,  given  the  Mar.  28  OPEC  agreement  to  boost 
crude  production,  along  with  the  late  March  rebound  in 
stock  prices,  household  optimism  may  well  bounce  back 
in  April.  More  importantly,  a  record  52.7%  of  consumers 
consider  jobs  plentiful.  If  consumers  feel  secure  about 
their  job  prospects,  they  are  more  likely  to  take  on  the 
financial  commitment  of  homeownership. 

IF  THE  FED  DOES  SUCCEED  in  cooling  off  home 
building,  some  developers  may  not  be  that  upset.  Labor 
shortages  and  rising  materials  costs  are  making  it  dif- 
ficult to  conduct  business  and  make  a  profit.  The  Fed's 
March  Beige  Book  reported  that  these  problems  are 
cropping  up  in  many  regions,  and  the  NAHB  says  its 
members  are  concerned  about  the  shortages  of  labor 
and  materials  as  well  as  land. 

Faced  with  a  growing  need  for  skilled  craftsmen, 
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construction  companies  are  boosting  their  pay  sea 
Hourly  wages  in  the  construction  industry  have  b 
accelerating  since  early  1999.  In  February,  pay 
creased  4.3%  from  a  year  ago,  compared  with  a  2 
advance  in  February,  1999.  Nonfarm  wages  as  a  wl 
grew  at  an  annual  pace  of  3.6%  in  February,  about 
same  as  a  year  earlier.  And  construction  pay,  at 
average  $17.55  per  hour,  stands  far  above  the  $14 
earned  each  hour  by  factory  workers  and  the  $13 
the  average  service  employee. 

Materials  costs  are  not  ris- 
ing nearly  as  quickly  as  labor 
is.  Producer  prices  for  con- 
struction materials  are  up  2.4% 
from  a  year  ago,  but  that's  a 
steep  acceleration  from  the 
0.6%  gain  in  the  12  months  be- 
fore that.  And  much  larger  in- 
creases have  occurred  in  some 
metal  products,  plastic  compo- 
nents, hardwood,  and  gypsum. 

By  its  interest-sensitive  na- 
ture and  its  broad  economic  impact,  housing  has  ty 
cally  been  the  Fed's  whipping  boy  in  its  efforts  to  ta: 
an  overly  rambunctious  economy.  This  time  should  be 
different.  But  housing's  resilience,  so  far,  strongly  si 
gests  that  the  Fed  will  have  to  use  a  firmer  hand 
coming  months. 
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DON'T  BE  DECEIVED  BY  THE  BAD  NEWS 


Hopes  for  a  strong  recovery  in 
Italy  have  taken  a  hit  in  re- 
cent weeks:  Fourth-quarter  gross 
domestic  product  was  disappoint- 
ing amid  weak  consumer  spend- 
ing, and  the  unemployment  rate 
in  January  turned  up 
for  the  first  time  in 
two  years.  But  despite 
the  setbacks,  growth 
prospects  this  year  re- 
main good. 

Although  the  0.4% 
quarterly  rise  in  real 
GDP  was  below  the  ex- 
pected 1%  rise,  fourth- 
quarter  industrial  pro- 
duction and  job  growth 
posted  solid  gains.  Moreover, 
while  real  consumer  spending  in 
the  fourth  quarter  dipped  0.1%, 
retail  sales  and  car  registrations 
strengthened.  And  consumer  con- 
fidence has  improved,  suggesting 
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a  pickup  in  household  spending  in 
the  first  quarter. 

Consumer  spending  is  critical  to 
a  healthy  recovery,  but  it  will  pick 
up  only  slowly.  Italian  joblessness 
fell  faster  than  the  euro  zone  av- 
erage last  year,  but 
the  January  level  was 
still  11.2%,  and  real 
wages  are  unlikely  to 
grow  strongly  this 
year.  Nevertheless, 
job  creation  is  picking 
up.  Plus,  new  tax  cuts 
are  on  the  books  for 
2000,  and  interest 
rates  are  historically 
low.  Already,  the 
housing  market  is  reviving,  with 
house  prices  up  6.7%  last  year. 

Construction,  exports,  and  busi- 
ness investment  are  set  to  fuel 
gdp  growth.  A  competitive  euro 
and  stronger  demand,  especially 


in  Europe,  where  60%  of  Italy's 
foreign  shipments  go,  are  boostin 
exports.  That,  plus  very  low  in- 
terest rates  and  the  highest  busi 
ness  confidence  in  six  years,  are 
stimulating  capital  spending.  The 
GDP  data  showed  that  business  in 
vestment  and  exports  posted 
strong  quarterly  growth  rates  of 
1.8%  and  1.5%,  respectively.  Con- 
struction advanced  2%. 

Economists  generally  expect 
growth  this  year  of  about  2.6%, 
up  from  1.4%  in  1999,  and  growth 
could  top  3%.  Inflation,  which  ro& 
to  2.5%  in  March,  will  not  likely 
be  a  stumbling  block.  The  govern' 
ment  has  already  cut  taxes  on 
gasoline  and  insurance  premiums, 
while  freezing  premiums  for  car 
insurance.  The  efforts  are  meant 
to  thwart  any  buildup  of  inflation 
expectations  that  could  pressure 
wage  demands. 
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invest  for  my  family. 
Not  for  Uncle  Sam. 


Morgan  Stanley 
Dean  Witter 


Introducing  Tax-Managed  Growth  Fund. 
A  tax-smart  fund  for  my  portfolio. 

I  can't  avoid  the  taxman  knocking  at  my  door,  but  I  can  limit  what  he  takes.  So 
I'm  investing  in  Tax-Managed  Growth  Fund.  A  fund  smart  enough  to  make 
investment  choices,  taking  into  account  their  tax  implications.  Like  investing  in 
stocks  that  pay  lower  dividends  to  curtail  taxable  income.  Or  managing  portfolio 
turnover  to  help  reduce  capital  gains  distributions.  Simply  put,  it's  tax  smart. 
!  Smart  for  me.  Not  for  Uncle  Sam. 


Morgan  Stanley  Dean  Witter 

Success.  One  investor  at  a  time. 

For  more  information  on  our 

Tax-Managed  Growth  Fund  call  1-877-937-MSDW. 

nisclw.com/individual/funds 

or  our  free  brochure  and  a  prospectus,  which  contains  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you 
t  or  send  money. 

an  Stanley  Dean  Witter  Tax-Managed  Growth  Fund  is  a  newly  organized  mutual  fund  with  no  performance  history  of  its  own.  There  can  be  no  assurance  that 
jnd  will  achieve  its  objective.  The  Fund's  share  price  will  fluctuate  with  changes  in  the  market  value  of  its  portfolio  securities.  When  you  sell  Fund  shares,  they 
:e  worth  more  or  less  than  what  you  paid  for  them.  Accordingly,  you  can  lose  money  investing  in  this  fund.  The  Fund's  tax-management  strategies  may  be 
rcessful  and  its  after-tax  returns  may  be  less  than  those  of  a  growth  fund  that  is  not  tax  managed.  Therefore,  the  Fund  may  not  be  suitable  for  IRAs  or  other 
jferred  accounts.  The  Fund  is  nondiversified  and,  as  a  result,  a  relatively  high  percentage  of  the  Fund's  assets  may  be  invested  in  a  limited  number  of  issues. 
an  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Dean  Witter  Reynolds  Inc  and  Morgan  Stanley 
Witter  Online  Inc.  Members  SIPC.  i  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.    ©  2000  Morgan  Stanley  Dean  Witter  Distributors  Inc.  Member  SIPC 
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HOW  FAST  CAN 
THIS  BABY  GO? 


Growth  continues 
to  surpass  all 
estimates  without 
sparking  inflation 

Pity  the  poor  economic  forecast- 
ers. After  four  years  of  system- 
atically underestimating  the 
growth  potential  of  the  U.  S. 
economy,  most  finally  gave  in  at 
the  end  of  1999  and  hiked  their  fore- 
casts of  growth  for  2000  to  around  3%. 
But  even  that  wasn't  enough.  The 
economy  looks  poised  to  turn  in  first- 
quarter  growth  of  nearly  5%,  on  top 
of  a  second  half  of  1999,  in  which 
growth  topped  6%. 
Even  measured  over  a 
full  year — a  more  accu- 
rate yardstick — growth 
is  running  at  a  strong 
4.5%  and  rising.  And 
outside  of  energy 
prices,  inflation  shows 
no  sign  of  budging. 
Consumer  prices,  minus 
food  and  energy,  are 
rising  at  a  2%  rate — 
slower  than  a  year  ago. 
Profits,  too,  seem  to 
be  headed  up.  An  early 
harbinger:  On  Mar.  28, 
Minneapolis-based  re- 
tailer Best  Buy  Co.  an- 
nounced an  earnings  in- 
crease of  51%  for  the 
quarter  ended  Feb.  26, 
citing  strong  growth 
and  better  inventory 
management.  Standard 
&  Poor's  DRI,  which 
predicted  last  June  that 
aftertax  corporate  prof- 
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its  would  rise  only  1%  in  the  first  quar- 
ter of  2000,  now  expects  them  to  soar 
by  almost  14%. 

What's  going  on  here?  More  and 
more,  the  productivity  gains  from  in- 
formation technology  are  permeating 
every  corner  of  the  economy.  One  ex- 
ample: Output  per  hour  in  nondurable 
manufacturing — including  such  indus- 
tries as  food  and  clothing — rose  by  4.2% 
in  1999,  the  biggest  single-year  rise 
since  1992.  And  the  stream  of  innova- 
tions coming  out  of  the  high-tech  sector 
doesn't  seem  to  have  peaked  yet.  "We're 
only  in  the  second  inning  of  the  Internet 
revolution,"  says  Bob  Kagle,  a  general 
partner  at  Benchmark  Capital,  a  leading 
tech  venture-capital  fund.  "Now  we  see 
a  project  a  week  that  can  fundamental- 
ly change  an  industry." 

Perhaps  most  important,  the  U.  S.  has 
developed  a  set  of  finan- 
cial institutions,  focused 
on  venture-capital  and 
the  market  for  initial 
public  offerings,  that  can 
systematically  find  and 
fund  innovative  busi- 
nesses. This  pool  of  mo- 
bile, risk-taking  capital — 
a  breakthrough  in  the 
history  of  financial  mar- 
kets— has  the  potential 
of  boosting  long-term 
growth.  "The  fact  that 
you  have  credit  available 
to  these  new  types  of 
ventures  allows  more 
new  ideas  to  come  in," 
says  Raghuram  G.  Ra- 
jan,  a  finance  expert  at 
the  University  of  Chica- 
go's business  school.  "If 
the  markets  remain  vi- 
brant, it's  possible  this 
could  continue  for  quite 
some  time." 

There  is  still  plenty 


oo 
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thai  could  go  wrong.  High  oil  prio 
some  other  shock  could  trigger  an  inna 
tionary  BpiraL  Private-sector  debt,  •.'.Inch 
is  growing  by  about  lo\  a  year,  could 
drag  down  spending.  Or  a  Fed-induced 
slowdown  could  gel  out  of  control  and 
send  the  stock  market  plunging. 

Moreover,  no  one  knows  how  the  pro- 
ductivity gains  will  hold  up  through  the 
next  recession.  Nevertheless,  it  appears 
possible  that  the  economy's  speed  lim- 
it— the  highest  long-term  growth  rate 
that  does  not  trigger  inflation — may 
have  moved  up  to  around  4%  rather 
than  the  2%  to  2.5%  that  conventional 
wisdom  pegged  it  at  not  too  long  ago. 
B2B  BOOST.  Even  skeptical  economists 
are  upping  their  estimates  of  sustainable 
growth.  Last  June,  William  C.  Dudley 
and  Edward  F.  McKelvey  at  Goldman, 
Sachs  &  Co.  predicted  that  productivity 
would  rise  by  only  1.5%  in  2000.  Now 
they  have  hiked  their  estimate  of  un- 
derlying productivity  gains  to  2.5%  to 
3%  a  year.  Combined  with  1%  labor 
force  growth,  that  implies  sustainable 
noninflationary  growth  of  3.5%  to  4%. 

Yet  for  some  in  the  trenches  of  the  In- 
ternet revolution,  even  that  appears 
timid.  Grady  Means,  managing  partner 
for  strategy  consulting  at  Pricewater- 
houseCoopers,  argues  that  the  U.  S.  can 
sustain  6%  to  8%  annual  growth  as  busi- 
ness-to-business applications  of  the  In- 
ternet start  to  take  off.  "People  are  just 
starting  to  apply  B2B  in  creative  ways," 
says  Means.  "It  suggests  an  engine  that 
is  just  revving  up,  not  getting  tired." 

Means's  optimism  may  be  extreme, 
but  there's  no  question  that  technology 
is  creating  new  opportunities  to  boost 
productivity  as  companies  use  it  to  fun- 
damentally change  the  wTay  they  orga- 
nize their  businesses.  Auto  makers,  for 
example,  are  employing  math-based 
technology  to  generate  computer  im- 
ages of  new  cars  and  their  components 
rather  than  mocking  up  every  part  or 
sculpting  clay  models  during  the  design 
process.  At  General  Motors  Corp.,  that 
means  new  vehicles  go  from  the  draw- 
ing board  to  showrooms  in  two  years  in- 
stead of  the  traditional  three  or  four. 
That's  letting  GM  slash  $1  billion  in  prod- 
uct-development costs  over  the  next 
two  years.  "It  has  potential  to  get  bet- 
ter yet,"  says  G.  Richard  Wagoner  Jr., 
GM's  president  and  CEO-elect,  "because 
math-based  tools  aren't  fully  integrated." 

Gains  from  using  the  Net  help  ex- 
plain why  companies  can  keep  prices 
down  even  when  costs  rise.  For  exam- 
ple, with  fuel  prices  soaring,  Southv 
Airlines  Co.  is  getting  big  savings  by 
using  the  Net  for  ticket  distribution  In 
January,  tickets  sold  through  its  Web 
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site  accounted  for  about  27%  of  passen- 
ger revenue,  vs.  about  30%  from  travel 
agencies.  "We  think  we  can  produce  a 
booking  on  the  Web  for  well  under  $1," 
says  Chief  Financial  Officer  Gary  C. 
Kelly,  compared  with  roughly  $10  for 
one  made  through  a  travel  agent. 

At  its  Marshfield  (Wis.)  door  factory, 
timber  giant  Weyerhaeuser  Co.  is  us- 
ing Web-enabled  technology  to  get  more 
choosy  about  what  customers  it  accepts, 
which  orders  to  bid  for,  and  what  prices 
to  charge.  The  result?  The  plant  has 
50%  fewer  customers  than  it  did  just 
four  years  ago,  but  it  has  doubled  order 
volumes.  "The  system  has  helped  us 
boost  productivity  and  give  us  more 
bang  for  the  buck,"  says  plant  manager 
Jerry  Mannigel. 

ACCELERATED  PACE.  But  there's  more 
to  the  recent  growth  spurt  than  just 
the  Internet.  The  explosion  of  the  ven- 
ture-capital and  IPO  markets  in  the  late 
1990s— with  almost  $50  billion  in  ven- 
ture-capital investments  in  1999  alone — 
transforms  the  nature  of  innovation  and 
competition.  In  the  past,  the  stock  and 
bond  markets  were  set  up  to  finance 
capital-intensive  industries  with  physical 
assets  or  collateral,  such  as  manufac- 
turers and  railroads.  But  for  the  first 
time,  it  is  now  possible  to  readily  fund 
new  businesses  that  have  no  assets. 

The  result  is  a  greatly  accelerated 
pace  of  innovation.  A  lot  of  the  new 
companies  will  fail,  but  overall,  new 
products  and  ways  of  doing  business 
get  introduced  faster — ultimately  dri- 
ving higher  rates  of  growth.  And  the 
availability  of  financing  for  new  compa- 
nies puts  pressure  on  big  companies. 
"Every  single  operation  in  a  large  com- 
pany has  to  stand  on  its  own,"  says  Ra- 
jan.  "It  ratchets  up  the  level  of  compe- 
tition in  the  economy."  The  result  is 
higher  productivity,  less  inflation,  and 
less  need  for  the  Fed  to  raise  rates. 

Still,  nobody  knows  how  fast  the 
economy  can  safely  go.  That  puts  Fed- 
eral Reserve  Chairman  Alan  Greenspan 
in  a  perilous  position.  If  he  lets  the 
economy  grow  too  fast,  he  runs  the  risk 
of  reigniting  inflation.  But  raising  rates 
too  much  or  too  quickly  could  kill  the 
IPO  market  and  break  the  virtuous  cycle 
that  provides  funding  for  innovation. 
New  financial  institutions  are  fragile 
and  can  easily  disappear  under  the 
wrong  conditions.  But  after  two  decades 
of  stagnation,  these  are  good  problems 
to  have.  For  now,  the  U.  S.  economy 
seems  to  have  more  resilience,  power — 
and  speed — than  anyone  expected. 

By  Michael  J.  Mandel,  with  Marcia 
Stepanek  in  New  York,  Wendy  Zellner 
in  Dallas,  and  David  Welch  in  Detroit 
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0 pec's  decision  on  Mar.  28  to  raise 
production  by  a  mere  1.4  million 
barrels  a  day  all  but  assures  that 
supplies  will  remain  tight  and  crude  oil 
prices  will  remain  strong  for  the  rest  of 
the  year.  And  $20-  to  $25-a-barrel  crude 
means  oil  companies  will  be  swimming 
in  profits  in  2000.  According  to  First 
Call/Thompson  Financial,  analysts  ex- 
pect earnings  at  major  oil  companies  to 
jump  52%  this  year  over  1999. 

But  don't  expect  a  big  jump  in  global 
capital  spending  on  exploration  and  pro- 
duction. It  is  expected  to  rise  only  10%- 
15%,  to  $86,  billion  over  last  year's  de- 
pressed levels.  And  though  some  768 
drilling  oil  rigs  in  the  U.  S.  are  current- 
ly active — a  53%  hike  over  a  year  ago — 
that  remains  well  below  the  highs  of  a 
decade  ago.  In  the  past, 
"whenever  prices  have 
gone  up . . .  and  been 
sustained  like  they  have 
been  in  recent  months, 
you've  seen  a  compara- 
ble increase  in  E&P," 
says  Victor  A.  Burk  of 
Arthur  Andersen's  en- 
ergy industry  services 
in  Houston.  "But  you're 
not  seeing  that  this 
time  around." 

What  gives?  For  one 
thing,  after  a  recent 
round  of  consolidation,  companies  like 
Exxon  Mobil  Corp.  are  focusing  on  rein- 
ing in  costs  and  digesting  the  merger. 
More  important,  most  doubt  oil  prices 
will  remain  above  $20  long  term.  Ana- 
lysts say  companies  now  make  invest- 
ment decisions  based  on  $15  to  $18. 
Royal/Dutch  Shell  is  even  more  conser- 
vative. Chairman  Mark  Moody-Stuart 
says  he'll  only  do  projects  that  will  "fly 
at  $14  a  barrel"  and  let  them  "sleep 
easy  in  our  beds  at  $10." 

Such  caution  is  warranted:  When 
prices  soared  above  $20  a  barrel  in  1997, 


HEY,  SMALL  SPENDER 

-  CAPITAL  SPENDING  ON  OIL 

EXPLORATION  AND  PR0D0CTI0N* 


%         '97         '98         '99         '00 
A  BILLIONS  OF  DOLLARS  EST. 

"BASED  ON  SURVEY  OF  207  OIL  AND  GAS  COMPANIES 
DATA  JOHN  S  HER0LD  INC. 


RESTING  RIGS:  U.S.  drilling  is 
well  below  the  highs  of  a  decade  ag\ 

companies  ramped  up  their  explorafl 
efforts,   only   to    suffer   when   pri| 
plunged  to  $10  in  December,  1998. 
industry  has  learned  a  very  difficult 
son  and  that  is  you  don't  lose  focus 
you  don't  move  budgets  because 
see  a  swing  in  oil  prices,"  says  Thor 
R.  Henkel,  vice-president  of  invesl 
relations  at  Conoco  Inc.,  which  is  raisl 
its  budget  15%  to  $2.2  billion  this  ytf 
FISCAL  DISCIPLINE.  Indeed,  these  di 
most  in  the  industry  prefer  to  sacrii] 
long-term  volume  growth  for  higher 
turns.  Chevron,  for  example,  says 
aiming  for  a  return  of  12%  pn  capita 
employs  in  each  of  the  next  three  yea 
vs.  10.2%  in  1999. 
goal  of  the  financial 
straint:   winning  hi 
shareholders  who've 
in  droves.  "Oil  comH 
nies  have  to  look 
the  business  model  tl 
will  capture  the  mfi 
investor  attention — a 
it's   not  drilling  mc 
dry  holes,"  says 
A.  Stanislaw,  preside 
of  Cambridge  EnerJ 
Research     Associate 
That's  one  reason 
and  others  have  also  bet 


Texaco  Inc. 
buying  back  stock. 

If  supplies  remain  tight,  will  the  fis(J 
discipline  last?  Analysts  believe  that 
companies  become  more  comfortat 
with  their  newfound  riches,  they'll  boc 
exploration  spending  sooner  or  lat^ 
"If  they  don't  reinvest  in  their 
stream  business,  they  go  out  of  bu^ 
ness,"  says  Salomon  Smith  Barney 
alyst  Mark  S.  Urness.  Let  the  drillirl 
cautiously  begin. 

By  Stephanie  Anderson  Forest 
Dallas  with  bureau  reports 
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'A  DAY  LATE 

AND  A  DOLLAR  SHORT' 

Why  a  Microsoft  settlement  won't  do  much  to  change  the  status  qu 


.  ■ 

- 


COMMENTARY 

By  Mike  France,  Peter  L. 
Burrows,  and  Jay  Greene 

As  the  former  ceo  of  Netscape 
Communications  Corp.,  Jim  Barks- 
dale  has  always  been  one  of  the 
Justice  Dept.'s  most  enthusiastic 
cheerleaders.  He  was  the  first  witness 
to  testify  in  the  agency's  antitrust  suit 
against  Microsoft  Corp.,  and  has  long 
argued  that  antitrust  chief  Joel  I.  Klein 
should  use  the  suit  to  break  up  William 
H.  Gates  Ill's  empire.  That's  why,  speak- 
ing over  the  din  at  the  Empire  Tap 
Room  in  Palo  Alto,  Calif.,  Barksdale 
sounds  anything  but  thrilled  by  the 
news  reports  emanating  out  of  Mi- 
crosoft's settlement  talks  with  the  Jus- 
tice Dept.  and  19  state  attorneys  gen- 
eral. The  package  of  restrictions 
trustbusters  are  considering  slapping 
on  Microsoft  is  "a  day  late  and  a  dollar 
short,"  he  says. 

You  might  expect  a  vanquished  Mi- 
crosoft rival  like  Barksdale  to  be  dis- 
appointed by  the  direction  of  the  set- 
tlement talks.  But  he's  hardly  alone.  As 
Gates  and  Klein  head  down  the  tortuous, 
path  toward  a  possible  deal,  Barksdale's 
skepticism  is  echoed  by  many  of  Mi- 
crosoft's competitors,  partners,  and  cus- 
tomers. While  prosecutors  initially  held 
out  the  possibility  of  breaking  up  the 
company,  they're  now  willing  to  settle 
for  a  consent  decree  that  would  pre- 
vent the  software  giant  from  committing 
specific  predatory  practices.  Trouble  is, 
these  types  of  settlements  are  almost 
always  riddled  with  loopholes.  "A 
breakup  would  have  unleashed  a  lot  of 
innovation  in  operating  systems,"  says 
Brookings  Institution  antitrust  expert 
Robert  E.  Litan.  "Without  a  breakup,  it 
is  hard  to  see  much  of  a  change  in  the 
status  quo." 

Trustbusters  are  well  aware  of  the 
shortcomings  of  so-called  conduct  reme- 
dies. But  they  appear  to  have  concluded 


that  there's  not  much  chance  of  getting 
conservative  federal  appeals  judges  to 
approve  a  breakup.  That's  why  their  fo- 
cus has  instead  shifted  to  finding  ways 
to  make  any  restrictions  on  the  compa- 
ny's business  practices  as  bullet-proof 
as  possible. 

Of  course,  the  peace  talks  could  break 
down  at  any  time — they've  been  on- 
again,  off-again  for  months.  But  over  the 
long  term,  whether  the  case  ends  with  a 
settlement  or  a  judicially  imposed  reme- 
dy, it  looks  increasingly  likely  that  this 
drama  will  end  with  a  set  of  rules  con- 
straining Microsoft's  business  practices. 

A  main  goal  of  these  restrictions 
would  be  to  give  computer  makers, 
who  are  scared  stiff  of  the  software 
giant,  more  power  to  choose  non-Mi- 
crosoft software.  Specifically,  Dell, 
Compaq,  Gateway,  and  others  would 


be  allowed  to  buy  the  Windows  of 
ating  system  without  an  Inter 
browser  and  have  more  freedom  I 
customize  their  machines.  They  wo 
be  allowed  to  dictate  the  first  scr 
consumers  see  when  they  turn  on  tl 
computers,  and  they  would  be  ensu 
of  equal  treatment  by  Gates  &  Co.: 
makers  would  all  get  Windows  for 
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ally  the  same  price  and  be  entitled 

mvive  identical  volume  discounts, 

subsidies,  and  tech  support. 

\  secondary  goal  of  any  peace  pact 

uld  be  to  ensure  that  rival  software 

nufacturers  can  make  products  that 

rk  easily  with  Windows.  This  would 

ibably  be  done  by  making  Microsoft 

id  over  information  about  the  oper- 

ig  system's  source  code,  or  by  forcing 

company  to  issue  regular  updates 

mt  changes  to  so-called  application 

'gramming  interfaces  (APIs). 

W;t  all  sounds  great  on  paper.  But 

-se  moves  aren't  going  to  eliminate 

f\  central  source  of  the  company's  pow- 

ir  its  monopoly  on  desktop  operating 

1  terns.  And  even  if  the  trustbusters 

ace  Gates  to  sign  an  encyclopedia- 

e^th  consent  decree  and  assign  a  staff 

r  50  to  oversee  Microsoft's  compliance 

in  h  the  pact,  they  aren't  go- 

:   to  stop  the  company's  cre- 

ir/e  and  driven  executives 

n  dreaming  up  new  ways 

ihrow  their  weight  around. 

^.s  a  result,  it's  unlikely 

t  any  package  of  conduct 


remedies  will  go  very  far  to  encourage 
innovation  or  to  cut  prices  for  con- 
sumers. Here's  how  these  conduct  reme- 
dies could  affect  key  parties. 
■  Computer  Manufacturers.  Over  the 
years,  Microsoft's  remarkable  success  has 
been  due  in  large  part  to  its  ability  to 
manipulate  PC  makers. 
The  company  has  ex- 
pertly played  PC  makers 
off  against  each  other  by 
offering  a  multitude  of 
secret  incentives:  a  few 
bucks  to  include  a  Win- 
dows icon  in  a  TV  ad,  a 
hefty  check  for  arrang- 
ing training  seminars  on 
the  latest  Microsoft  pro- 
gram,   or    rebates    for 


THE  SETTLEMENTS 
POTENTIAL  IMPACT 

Here's  how  other 

companies  could  be 

affected: 


of  behavioral  guidelines  could  bring 
modesl  change.  It  Micro  of)  had  to  of 

fer  Windows  for  a  fixed  juice,  PC  mak- 
ers could  stop  worrying  that  rival- 
were  getting  sweeter  deal.-.  Rather 
than  dutifully  loading  their  PCs  with 
Microsoft  programs,  they  could  look 
for  the  best  software 
available.  Similarly,  if 
Microsoft  is  forced  to 
sell  a  plain  vanilla  form 
of  Windows,  PC  makers 
might  opt  for  popular 
packages  like  Real  Net- 
works' RealPlayer 
streaming  software 
rather  than  Microsoft's 
Windows  Media  Player. 
But    make    no   mis- 


AMERICA  ONLINE  Could 
jettison  Microsoft's  Internet 
Explorer  and  get  AOL's  icon 

companies  who  sell  PCs      P.uL°n..k.°?*~uP..S.C.r.e^.n.S.....  take:  Computer  makers 

with  the  latest  version      WINTEL  PC  MAKERS  would  still  be  beholden 

of  Windows.  Worse,  Mi-      Cou|d  deve|op  more  jnnova-  to  Microsoft  for  their 

tive  and  customer-pleasing 


crosoft  has  not  lowered 
Windows'  price  tag, 
despite  a  38%  drop  in rival  to  Windows.  And 


computer  prices  since 
1997.    "They  basical- 
ly give  you  whatever 
pricing  they  feel  like 
giving  you,"  says  one 
former  PC  executive. 
A  tough  package 


APPLE  PC  rivals,  freed  to 
be  more  creative,  could 
challenge  Apple's  user- 
friendly  reputation 

SUN  Pricing  remedies  could 

make  its  high-end  servers 

work  better  with  PCs  big*  reason 

IBM  Lotus  Division's  Notes 
could  get  a  leg  up  on 
crosoft  Exchange 

INTUIT  Would  gain  even 
footing  with  Microsoft's 

personal  finance 
software 


entire     PC     business, 
since  there  is  no  viable 


it  is  only  natural  that 
companies    that    have 
better   relations   with 
the    Redmond    giant, 
will  get  better  support, 
despite     the     Justice 
Dept.'s  cops.  That's  a 
why  Com- 
paq,   Dell,    and    other 
key  manufacturers  re- 
fused Klein's  requests 
to  testify  at  the  trial — 
and  why  they  will  still 
be  scared  of  Bill  Gates. 
■  Software   Developers. 
Because  of  the  ubiquity 
of  the  Windows  operat- 
ing system,  software  devel- 
opers need  detailed  informa- 
tion about  it  to  design  their 
products.  To  ensure  they 
get  it,  trustbusters  will  try 
to  force  Microsoft  to  give 
up  access  to  the  company's 
source  code  or  provide  data 
about  APIs. 

But  source  code  and  APIs 
aren't  the  keys  to  the  king- 
dom. Some  software  pro- 
grams can  work  seamless- 
ly with  Windows,  and  others 
hiccup      with      every     keystroke. 
The  difference  between  the  two  often 
has  less  to  do  with  access  to  Windows' 
APIs  than  access  to  Microsoft's  engi- 
neers. Software  developers  who  talk 
to  the  authors  of  the  code  learn  short- 
cuts that  make  their  programs  work 
better.  "The  bigger  advantage  is  the 
ability  to  talk  to  a  Windows  program- 
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mer,"  says  one  software  developer.  But 
there's  no  way  to  police  the  informal 
contact  that  happens  on  campus  and 
in  bars. 

What's  more,  API  documentation  is 
becoming  less  important  as  developers 
concentrate  on  the  Web.  In  the  trial, 
former  Intuit  CEO  William  H.  Harris 
complained  about  the  disadvantage  his 
Quicken  personal  finance  software  faced 
because  Microsoft's  competing  software 
worked  better  with  Windows.  But  these 
days,  Intuit  is  less  worried  about  beat- 
ing Microsoft  on  the  desktop.  Its  focus 
is  developing  products  for  the  Net  that 
customers  can  use  regardless  of  their 
operating  system. 

The  only  companies  that  would  bene- 
fit from  APIs  are  those  writing  business 
applications  that  run  on  desktops.  So 
it's  not  clear  software  makers  really 
need  APIs  anymore.  "APIs  are  pretty  ir- 
relevant," says  one  developer  who  com- 
petes with  Microsoft. 

■  Consumers.  Antitrust  cases  are  sup- 
posed to  be  about  helping  consumers, 
not  helping  companies  fight  a  Goliath 
competitor.  But  the  conduct  remedies 
won't  do  much  for  PC  buyers. 

Klein  has  always  hoped  that  the  case 
would  lead  to  a  flowering  of  innovation 
in  PC  software.  To  a  limited  extent,  that 
may  happen.  If  Microsoft  relinquishes 
its  grip  on  the  boot-up  sequence,  PC 
makers  could  let  consumers  go  directly 
to  their  favorite  portal  rather  than  to 
the  ubiquitous  Windows  screen.  One 
manufacturer  has  looked  at  adding  a 
button  that  would  let  the  user  boot 
right  to  e-mail — a  process  that  would 
take  just  20  seconds,  vs.  more  than  one 
minute  for  all  of  Windows. 

But  don't  bet  on  any  major  innova- 
tions— either  for  individuals  or  corpo- 
rate buyers.  With  overall  PC  revenues 
expected  to  peak  in  the  next  couple  of 
years,  companies  are  devoting  their 
creative  juices  to  the  Net.  Prices  aren't 
likely  to  come  down,  either.  Microsoft 
today  is  simply  too  dominant  in  Win- 
dows, word  processing,  and  spread- 
sheets. No  matter  what  restrictions  the 
government  slaps  on  it,  rivals  are  un- 
likely to  challenge  Microsoft's  position. 
That  means  the  company  will  have  lit- 
tle incentive  to  lower  prices. 

■  Bottom  line.  For  all  the  sound  and 
fury  of  the  trial,  if  the  government 
winds  up  settling  for  a  package  of  be- 
havioral remedies — or  if  one  is  imposed 
by  the  courts — the  impact  will  be  limit- 
ed. Despite  the  best  efforts  of  the  trust- 
busters,  Barksdale  probably  won't  be 
the  only  one  who's  disappointed. 

With  Dan  Carney  in  Washington,  D.C. 
a,nd  Steve  Hamm  in  Palo  Alto,  Calif. 
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US  AIRWAYS:  INTO 
THE  NEXT  CLOUD 

The  strike's  off,  but  now  the 
carrier  faces  a  price  squeeze 

It  was  a  dramatic  standoff:  Threat- 
ened with  a  flight  attendants'  strike, 
US  Airways  Group  Inc.  CEO  Rakesh 
Gangwal  vowed  to  shut  down  the  airline 
rather  than  suffer  a  union  walkout.  But 
when  the  Mar.  25  strike  deadline  hit, 
Gangwal  compromised.  The  union  bust- 
ed management's  long-standing  demand 
to  link  flight  attendants'  pay  to  the  in- 
dustry average,  and  the  airline  won 
scheduling  flexibility. 

Problems   over?   Hardlv.   Now  the 


FLEET  UPGRADE:  New  jets  will  cut  maintenance  and  costs 


company  faces  its  next  crisis:  a  revenue 
squeeze  as  it  dangles  cut-rate  fares  to 
lure  back  spooked  fliers. 
RICKETY.  It's  just  another  day  at  the 
office  for  Gangwal  and  Chairman 
Stephen  M.  Wolf,  who  joined  the  air- 
line in  1996.  Encouraged  by  their  earli- 
er successes  at  United  Air  Lines  and 
Air  France,  investors  soon  quadrupled 
US  Airways'  stock  on  hopes  that  the 
pair  would  rebuild  the  rickety  airline. 
But  after  a  series  of  missteps,  the  car- 
rier's fortunes  took  a  dive  in  1998.  Now, 
even  as  the  last  of  US  Airways'  six  ma- 
jor unions  accepts  a  new  contract, 
"they're  a  long  way  from  out  of  the 
woods,"  says  William  S.  Swelbar,  man- 
aging director  of  GKMG  Consulting  Ser- 
vices Inc.  Wolf,  Gangwal,  and  other  US 
Airways  execs  declined  comment. 
More  turbulence  will  come  Apr.  16, 


when  the  airline  is  expected  to  annoi 
a  first-quarter  loss,  its  third  in  a 
Ratings  agencies  have  downgraded) 
airline's  debt  because  of  cash-flow 
cerns.  And  costs,  at  more  than  12<2 1 
available  seat  mile,  are  almost 
above  the  industry  average.  Add  \\ 
up,  and  rivals  smell  blood.  Budget 
rier  Southwest  Airlines  Co.  and  stall 
JetBlue  Airways  Corp.  are  circling 
Airways'  East  Coast  turf  and  put| 
downward  pressure  on  prices. 

What    happened?  When    Wolf 
Gangwal  arrived,  they  ordered  new  I 
to  cut  maintenance,  training,  and  oil 
costs.  A  new  ticketing  and  reservaj 
system  was  added,  and  they  launc 
no-frills  MetroJet  to  fend  off  Southv 
But  if  the  moves  began  to  lift  the 
early  on,  trouble  soon  followed.  Tl" 
weren't  enough  pilots  to  fly  the 
jets.  Computer  glitches  slowed  ticke{ 
during  last  winter's  holiday  season. 
many         Metre 
routes  lost  mor 
Amid  the  probk 
the  company  sj 
$817  million  to 
purchase  shares 
1999.     Add     la] 
woes    to   the 
and  it's  no  wonl 
the  stock  price  ti] 
bled   from   an 
time  high  of  83^ 
June,  1998,  to  11 
Mar.  7.  Thougl 
has  since  recover 
to  around  26, 
outlook    is    ble| 
"US    Airways 
fallen  hard  and 
en       fast,"       sa 
PaineWebber    II 
"  analyst  Samuel 
Buttrick.  Short-term  recovery  is  lik^ 
but  "that  should  not  be  confused 
long-term  success." 

Yet  Wolf  and  Gangwal  are  stici 
to  their  plan.  Savings  from  their  lal) 
contracts  will  kick  in  this  year.  N| 
jets  are  arriving  at  the  rate  of  on« 
week.  They've  abandoned  money-losil 
MetroJet  routes  to  focus  on  the  criti| 
Boston-New  York-Florida  corridor. 

They're  also  expanding  their  trail 
Atlantic  routes  at  a  rapid  clip.  And 
help  them  fill  their  new,  bigger  je| 
they're  seeking  out  membership  ir 
global  airline  alliance.  So  there  mi§ 
be  glimmer  of  light  on  US  Airwai 
cloudy  horizon.  The  question  remai] 
whether  Wolf  and  Gangwal  can 
away  from  the  problems  of  the  pz 
long  enough  to  focus  on  the  future. 
By  Lorraine  Woellert  in  Washingt 
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JiXA  has  grown  quickly 
Ijnd  profitably  through  both 

iiternal  growth  and  careful 
iternational  acquisitions. 
!'e  ve  spread  the  risk  and 
alanced  business  cycles 
I  ith  extensive  operations 
North  America,  Europe  and 
ie  Asia  Pacific  region. 
Japan,  the  acquisition  of 
ippon  Dantai  has  boosted 
j  KA's  strength  in  Asia. 
?venue  has  soared  from 
22,540  million  in  1994  to 
70,779  million  in  1999. 


k  is  the  n°1  insurance 
pup  in  the  world  and 
Reading  asset  manager 
j  ith  $  799  billion  under 
|  anagement. 

'  iy  tuned  and  find  out  what 
A  means  by  growth. 
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TELECOMMUNICATIONS 


INTERNET  PHONING 
ISN'T  JUST  TALK  ANYMORE 

Telecoms  are  fighting  for  tech  control-and  market  position 


Telecom  giants  have  long  scoffed  at 
the  idea  of  phone  calls  over  the  In- 
ternet. Bell  Atlantic  Corp.  tested 
the  technology  in  a  secret  trial  back  in 
1995  and  decided  it  didn't  have  much  of 
a  future.  Sure,  Internet  calls  were  free. 
But  the  clumsy  programs  required  users 
to  take  turns  talking,  walkie-talkie  style. 
"At  that  time,  we  concluded  it  wasn't 
much  of  a  threat  because  of  the  quality 
issues,"  says  Laura  Elias,  a  senior  tech- 
nical adviser  at  Bell  Atlantic. 

Five  years  later,  the  Internet  is 
poised  to  turn  the  123-year-old  interna- 
tional telephone  network  upside  down. 
The  latest  evidence:  business  week  has 
learned  that  AT&T  is  close  to  a  deal  in 
which  it,  and  possibly  others,  will  pay 
about  $1  billion  for  a  major  stake  in  In- 
ternet phone  pioneer  Net2Phone  Inc. 
AT&T  will  buy  part  of  the  equity  from 
IDT  Corp.,  which  now  holds  a  58%  vot- 
ing stake  in  Net2Phone.  America  Online 
Inc.  and  British  Telecommunications  PLC 
are  also  expected  to  invest  in 
Net2Phone.  "Every  year  we  have  been 
saying  this  is  the  year  it  will  take  off," 
said  Novell  Inc.  Vice-President  Monty 
Sharma  at  a  Silicon  Valley  conference  on 
Net  telephony  on  Mar.  28.  "Now,  it's 
going  to  happen." 

CISCO  RISING.  The  Net2Phone  deal  is 
simply  the  latest  evidence  that  In 
ternet  calling  is  coming  of  age 
Bell  Atlantic  has  begun  sell- 
ing service  to  certain  cus 
tomers.    Giants    Lucent 
Technologies   Inc.   and 
Nortel   Networks 
Corp.  have  already  in- 
stalled   systems    for 
hundreds  of  corpora- 
tions.   On    Mar.   27 
Cisco  Systems  Inc 
unveiled   rival 
equipment,  caus 
ing  Wall  Street 
briefly     to 
bump    its 
market 
value 
above 
even    Mi 
crosoft 

Corp.'s.  With  nopes 
of  huge  savings  in  long 


distance  phone  costs,  customers  are 
signing  up.  Merrill  Lynch  &  Co.,  for  ex- 
ample, plans  to  install  5,000  Internet 
phones  from  Cisco  and  Lucent  at  a  site 
in  New  Jersey. 

The  fight  for  Net2Phone  shows  how 
seriously  the  technology  is  being  tak- 
en. AOL  had  originally  hoped  to  cut  a 
deal  for  control  of 
the  company.  But 
IDT  executives  had 
second  thoughts. 
The  reason?  If  AOL 
took  control  of 
Net2Phone,  rivals 
Microsoft  and  Ya- 
hoo! Inc.  might  be 
reluctant  to  use 
Net2Phone's  tech- 
nology. So  Howard 
S.  Jonas,  IDT's  chief  executive,  called 
cable  mogul  John  C.  Malone,  who  sits  on 
AT&T's  board.  Jonas  asked  Malone  if  he 
could  help. 

He  could.  Malone  convinced  AT&T  CEO 
C.  Michael  Armstrong  that  Net2Phone 
would  fit  perfectly  with  AT&T's  push  to 
provide  Internet  telephone  service  and 
Internet  access  over  cable-TV  networks. 
Jonas  didn't  want  to  give  AT&T  com- 


Web  technology  from 

Net2Phone  and  others 

could  drive  the  cost  of 

a  phone  call  to  zero 


plete  control,  so  AT&T  and  its  partJ 
are  expected  to  buy  60%  of  IDT's  si] 
in  the  company.  As  of  Mar.  2i 
Net2Phone  board  committee  had  ye 
approve  the  deal.  Malone  and  Jonas 
worked  together  to  keep  AOL  in 
deal.  That  was  critical  bee? 
Net2Phone  wanted  access  to  AOL's! 
million  subscribers.  Deals  with  Ya 
and  Microsoft  are  expected. 

But  if  there's  plenty  of  potential 
this  market,  there's  also  danger. 
Internet  technology  from  Net2Ph| 
and  competitors  could  drive  the 
a  phone  call  to  zero,  posing  a  challej 
to  telecom  carriers.  For  instance, 
cert,  a  joint  venture  of  AT&T  and  E 
Telecom,  increasingly  uses  the  Net! 
find  the  cheapest! 
ternational     calll 
routes    for    the 
phone       compai 
that  belong  to 
company's    telec 
clearinghouse. 

For  now,  glol 
revenue  from  Intf 
net  voice  traffic 
tiny — about 
million  in  1999,  cc 
pared  with  the  world's  $650  billion 
ditional  voice  market.  The  telcos  ar^ 
that  the  new  technology  will  cut 
gradually  into  their  market  and  tl| 
they  will  make  up  the  loss  of  phc 
business  with  Net  access  fees. 

But    developments     such    as 
Net2Phone  deal  will  speed  things 
Its  technology  will  allow  companies 
florist       ftd       Inc.       to 
"click-to-talk"  buttons  on  their 
sites.  AT&T  plans  to  market 
same  capability  to  its 
porate  customers,  wl 
boosting  quality  ; 
ease  of  use.  "In 
five  years  at  Ciscc 
have  never  seen  | 
much  excitemt 
as    I    have 
over   [Net]   te] 
phony,"  says  M^ 
thin  DeBeer,  hea 
marketing  for  Cisco's 
telephone  products. 

This  time,  it  looks  as  l 

that  excitement  will  tu| 

into  a  real  market. 

all,  AT&T  and  Armstro^ 

seem  to  be  betting 

billion  that  it's  true. 

By  Steve  Rose! 

bush  in  San  Jol 

Calif.,  ai 

Peter  Elstrol 

in  New  Yo\ 
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FINANCE 


FANNIE  MAE  AND  FREDDIE  MAC 
CIRCLE  THE  WAGONS 

The  home-loan  financers'  ties  to  the  government  are  under  siege 


Franklin  D.  Raines,  chairman  of 
mortgage  giant  Fannie  Mae,  always 
figured  he  knew  who  his  enemies 
were.  For  years,  critics  of  government 
subsidies,  housing  activists,  and  the  big 
banks  and  mortgage  insurers  that  are 
his  major  competitors  have  been  try- 
ing to  trim  Fannie's  sails.  Recently,  with 
the  backing  of  key  Republican  lawmak- 
ers, they  have  been  stepping  up  their 
attacks.  But  now,  even  some  of  Raines's 
best  friends  are  criticizing  Fannie  Mae, 
as  well  as  its  smaller  cousin,  Freddie 
Mac — the  two  government-chartered 
companies  that  help  finance  about  40% 
of  all  home  mortgages  in  America. 

Within  just  a  few  weeks,  two  top 
Clinton  Administration  officials  fired 
shots  across  Fannie's  bow.  On  Mar.  1, 


Housing  &  Urban  Development  Secre- 
tary Andrew  M.  Cuomo  charged  that 
Fannie  and  Freddie  do  too  little  to  help 
low-income  home  buyers.  Then,  in  a  far 
more  ominous  move,  on  Mar.  23,  Trea- 
sury Under  Secretary  Gary  Gensler 
struck  at  the  heart  of  the  companies' 
special  relationship  with  the  federal  gov- 
ernment. Gensler  endorsed  legislation 
that  would  strip  away  key  subsidies, 
such  as  their  right  to  borrow  directly 
from  the  Treasury.  And  he  reminded 
investors  that  Fannie  and  Freddie 
bonds  carry  no  explicit  government 
guarantee.  The  response:  The  bonds 
cratered  in  the  markets,  costing  Fred- 
die, which  was  in  the  midst  of  selling  $5 
billion  in  bonds,  about  $65  million  over 
the  10-year  life  of  the  issue. 


WHAT 

IMPLIED  U.S. 

HAS 

GUARANTEE 

CRITICS 

Fannie 

RILED 

and  Freddie 

debt  carries  an 

The  benefits 

implicit  guaran- 

of being 

tee,  but  is  not 

Fannie  and 

government- 

Freddie 

backed. 

GOVERNMENT 
SUBSIDIES 

The  two  can 
borrow  from 
the  Treasury,  pay 
no  state  income 
taxes,  and  are 
free  from  SEC 
registration. 


BENCHMARK 
BONDS 

As  Treasury  cuts 
debt,  Fannie  and 
Freddie  bonds 
could  become 
benchmarks 
— and  have  too 
much  clout. 


RAINES:  The  companies'  advantage! 

"do  reduce . . .  the  costs  for  consume] 

The  attacks  were  bad  news 
Raines,  himself  a  former  director 
President  Clinton's  Office  of  Manal 
ment  &  Budget  and  a  regular  on  li 
of  possible  running  mates  for  Al  Gq 
While  Treasury  toned  down  Gensla 
remarks  within  a  day — insisting  tl 
he  was  simply  restating  longstandj 
policy — critics  are  gleeful.  "They've 
the  guarantee  in  play,"  says  one  b;| 
lobbyist. 

Why  the  criticism?  Fannie  and  Frl 
die  were  originally  chartered  by  CI 
gress  three  decades  ago  to  make  mq 
gages  cheaper  and   more  accessll 
They  purchase  home  loans  from  mc 
gage  lenders,  package  them,  and  red 
them  on  Wall  Street.  They  are  cal| 
Government-Sponsored  Enterprises, 
are  in  fact  investor-owned  compar 
whose  shares  trade  publicly. 

Banks  have  long  argued  that  the 
plied  guarantee  unfairly  cuts  Fannj 
and  Freddie's  borrowing  costs.  Tlf 
keeps  most  banks  out  and  allows 
two  companies  to  dominate  the  mc 
gage-resale  business.  But  the  banl 
real  fear  is  that  the  companies  will  st| 
to  make  their  own  direct  loans. 

Fannie  and  Freddie  deny  plans  to  I 
that,  but  they  clearly  enjoy  special  stat] 
The  companies  benefit  from  a  $2.25  bil 
line  of  credit  with  the  Treasury.  Bar 
also  may  hold  an  unlimited  amount  | 
their  bonds,  in  contrast  with  sharp 
on  investing  in  other  nongovernment 
curities.  The  companies  can  also  iss 
debt  without  registering  with  the  SeJ 
rities  &  Exchange  Commission.  "All  I 
these  things  make  a  powerful  implicit 
gument  that  the  government  would  sil 
port  the  holders  of  these  securities,"  s^ 
Standard  &  Poor's  Corp.  Managing 
rector  Michael  T  DeStefano. 

Those  benefits  add  up  to  a  AAA  ratil 
and  sharply  reduced  borrowing  cosl 
This  year,  on  average,  10-year  FanrT 
debt  has  traded  at  a  bare  0.72  percea 
age  points  above  similar  Treasury  bonj 
In  contrast,  AAA-rated  bonds  are  abc 
1.10  percentage  points  more  expensil 


LOW-INCOME 
HOMEBUYERS 

HUD  says  both 
companies  are 
neglecting  needy 
homebuyers. 
Fannie  and 
Freddie  say  they 
will  do  better. 


SUBPRIME 
LENDING 

The  companies 
say  they  need  to 
lend  to  higher- 
risk  borrowers  to 
meet  HUD  goals. | 
But  banks  fear 
more  competition! 
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service  Industry,  there's  only  one  resource  more 

valuable  than  people.  Talent. 
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I 
>  ongoing,  extensive  training 
It  AXA  universities  around  the 
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than  Treasuries.  When  Gensler  pointed 
out  that  an  explicit  government  guar- 
antee does  not  exist,  the  difference  be- 
tween Fannie  and  Treasury  debt 
widened  sharply  if  briefly. 

Why  did  Gensler  go  on  the  offensive? 
Treasury  officials  don't  want  bond  in- 
vestors to  price  the  debt  as  though  a 
federal  guarantee  is  assumed;  that 
would  mean  a  government  bailout  in  a 
market  crisis  is  also  assumed.  They  are 
especially  worried  because  Fannie  and 
Freddie  could  become  the  country's 
biggest  issuers  of  bonds — and  replace 
Treasuries  as  the  credit  markets'  bench- 
mark. Today,  the  companies  have  nearly 
$1.5  trillion  in  outstanding  bonds,  while 
the  Treasury  is  paying  down  the  $2.7 
trillion  national  debt. 

Becoming  the  benchmark  would  link 
most  of  the  nation's  interest  rates  to 
the  fortunes  of  just  two  companies.  And 
it  would  make  it  impossible  for  any  fu- 
ture Administration  to  let  Fannie  or 
Freddie  default.  "It  would  make  them 
immortal,"  says  Peter  J.  Wallison,  a  for- 
mer Treasury  general  counsel. 

Raines  argues  that  Fannie's  advan- 
tages "do  reduce  our  costs — and  the 
costs  for  consumers."  Until  now,  that 
argument  has  made  the  companies  bul- 
letproof in  the  Washington  wars. 

But  fears  are  growing  that  Fannie 
and  Freddie  are  getting  too  powerful. 
That's  why  a  group  of  banks,  mortgage 
insurers,  and  subprime  lenders  are 
massing  to  block  the  companies  from 
expanding  their  businesses.  They  even 
hope  to  strip  Fannie  and  Freddie  of 
some  of  their  lucrative  benefits.  To  help, 
they  have  scored  some  heavy  political 
muscle,  including  former  Republican  Na- 
tional Committee  Chairman  Haley  R. 
Barbour  and  Tony  Podesta,  brother  of 
White  House  Chief  of  Staff  John  Podes- 
ta. And  they  are  making  progress.  In 
February,  a  key  House  subcommittee 
chairman,  Representative  Richard  H. 
Baker  (R-La.),  introduced  legislation  to 
curb  many  of  the  companies'  benefits. 

Fannie  and  Freddie  aren't  taking  the 
assault  sitting  down.  Fannie's  top  ranks 
are  filled  with  well-connected  pols,  from 
Raines  to  John  Buckley,  spokesman  for 
Bob  Dole's  Presidential  campaign.  Fan- 
nie also  spent  an  estimated  $6  million  on 
outside  lobbying  last  year. 

They'll  need  the  muscle.  The  bigger 
they  grow,  the  bigger  a  target  they'll 
be.  While  critics  know  they  can't  score 
many  points  against  the  companies  in  an 
election  year,  they  insist  that  Congress 
will  eventually  mandate  a  level  playing 
field.  Perhaps — but  not  without  a  battle. 
By  Howard  Gleckman 
in  Washington 


COMMENTARY 


By  Paul  Raeburn 


THE  WEAK  LINK  IN 
THE  DRUG-SAFETY  CHAIN:  DOCTORS 


w 


Fhen  Janssen  Pharmaceutica  an- 
nounced on  Mar.  23  that  it 
would  no  longer  sell  Propulsid 
in  the  U.  S.,  it  took  a  swipe  at  the  na- 
tion's doctors.  They  had  been  warned 
of  the  drag's  risks,  Janssen's  press  re- 
lease said,  but  "some  inappropriate  use 
has  continued."  The  implication:  Doc- 
tors were  prescribing  it  to  patients 
they  shouldn't  be. 

It  seems  the  company  was  right. 
As  of  Dec.  31,  1999,  Propulsid— ap- 
proved for  severe  nighttime  heart- 
burn— had  been  associated  with  341 
heart  problems  and  80  deaths.  Many 
occurred  in  patients  who  suffered 
from  underlying  heart  disorders  or 
were  taking  certain  other  drugs.  The 
drug's  labeling  clearly  warned 
against  giving  them  Propulsid.  Doc- 


CAUTION! 

Despite 
repeated 
warnings  to 
doctors,  one  study- 
shows  that  only 
40%  of  patients 
received  liver 
tests  while 
using 
Rezulin 


Qo 

•    0 


tors  were  not  getting  the  message. 

Propulsid's  withdrawal  came  three 
days  after  the  Food  &  Drag  Adminis- 
tration forced  Warner-Lambert  Co.  to 
pull  its  diabetes  drag  Rezulin  because 
of  concern  over  liver  toxicity.  Many 
doctors  were  not  doing  liver  tests  the 
FDA  had  required. 

The  two  actions  raise  an  important 
question:  Can  doctors  be  trusted  to 
prescribe  drags  correctly? 
DEAF  EARS.  Increasingly,  the  answer 
seems  to  be  no.  Doctors  represent  a 
weak  link  in  the  U.  S.  regulatory  sys- 
tem. And  the  situation  may  get  worse 
as  a  flood  of  new  drags  hits  the  mar- 
ket, worries  Dr.  Murray  M.  Lumpkin, 
deputy  director  of  the  FDA's  Center 
for  Drugs.  He  fears  physicians  can't 
keep  up. 

The  FDA  has  already  had  trouble 
w     alerting  doctors  when  restrictions 
^.      are  toughened  after  a  drag  has 
^/        been  approved — which  was  the 
^-£)      case  with  Propulsid  and 

Rezulin.  Two  years  ago,  the  FD^ 
tried  to  warn  doctors  that  an  anti- 
inflammatory drag  called  Duract 
could  be  dangerous  if  used  for  more 
than  10  days.  The  agency  issued 
repeated  warnings  and  sent  letters  | 
to  every  physician  in  the  country. 
Nothing  worked.  The  FDA  reluctant-| 
ly  pulled  the  drag,  still  believing  that 
Duract  was  valuable  if  used  right. 

Similarly,  one  study  showed  that  de-| 
spite  warnings  to  doctors  to  do  liver 
tests  when  using  Rezulin,  only  40%  of  | 
91  patients  got  the  tests.  "Once  doc- 
tors start  prescribing  a  drag,  what's  in| 
then*  head  is  what  they  were  told 
when  it  was  first  approved,"  says  Dr. 
Sidney  Wolfe,  head  of  the  Health  Re- 
search Group. 

Hundreds  of  drag  candidates  are 
now  in  testing.  The  new  medicines  of- 
fer the  hope  of  saving  millions  of  lives.  | 
But  if  doctors  use  them  improperly, 
they  will  cause  needless  deaths.  When 
doctors  get  their  md,  they  take  an 
oath  to  do  no  harm.  If  they  fail  to 
prescribe  drugs  properly,  they  have 
broken  that  oath. 

Raeburn  is  senior  editor 
for  science. 


50  BUSINESS  WEEK  /  APRIL  10,  2000 


Looking  for  tomorrow's  winners  ? 
See  what  they're  doing  about... 


"oday,  AXA  has  over  40 
illion  customers  in  the 
orld  thanks  to  outstanding 
ervice,  managed  growth 
nd  careful  acquisitions, 
anging  from  aging  baby 
oomers  to  dynamic 
mtrepreneurs,  our  customers 
ave  different  needs  but 
ne  same  basic  expectations 
om  financial  services  : 
attentiveness, 
responsiveness, 
reliability. 

o  meet  those  expectations, 
.ou  have  to  have  a  new 
pproach  to  service. 
.  different  business  attitude. 
OCA  is  the  first  insurance  and 
sset  management  group  to 
uild  an  international  brand 
•ader  under  one  name. 
iur  vision  for  the  coming 
ears  is  simple.  To  make  AXA 
/nonymous  with  service. 
II  over  the  world,  our 
140,000  AXA  people  are 
Dmmitted  to  providing  the 
lest  possible  service. 
:ay  tuned  and  find  out  what 
|XA  means  by  service. 


sit  us  at  www.axa.com. 


AXA 
Strong  will, 

stronger 
leadership. 


FINANCIAL,  ALLIANCE  CAPITAL,  OU,  EQUITABLE  LIFE,  AXA  ADVISORS. 


In  Business  This  Week 


EDITED  BY  ANNE  NEWMAN 


TIGER,  TIGER, 
SHUTTING  TIGHT? 

it's  the  end  of  the  line 
for  Julian  Robertson's  belea- 
guered Tiger  Management. 
So  say  investors  and  sources 
close  to  the  once-successful 
hedge-fund  group,  which  has 
been  plagued  by  poor  perfor- 
mance in  recent  years.  A 
Tiger  spokesman  did  not  re- 
turn calls  seeking  comment 
on  reports  Tiger  is  closing, 
with  its  assets  liquidated  or 
transferred  to  other  hedge 
funds.  The  funds  fell  19%  in 
1999  and  another  10.5% 
through  Mar.  28,  and  Tiger 
managers  were  told  at 
yearend  that  the  firm  may 
close  in  eight  months  (BW, 
Mar.  13).  Tiger's  assets  have 
shrunk  from  $22.5  billion  in 
August,  1998,  to  $6  billion  in 
recent  weeks,  because  of  poor 


CLOSING    BELL 


FROZEN  ASSET 

Ben  &  Jerry's  Homemade  in- 
vestors may  have  seen  their 
holdings  melt  for  the  last 
time.  On  Mar.  29,  the  Vermont 
ice  cream  company's  Class  A 
shares  rose  nearly  15%  on 
news  the  company  may  go 
private.  A  deal  between  co- 
founder  Ben  Cohen,  Unilever, 
and  Meadowbrook  Lane  Capi- 
tal would  value  it  at  $38  a 
share,  or  $260  million.  Co- 
hen's 36%  stake  may  keep  it 
socially  conscious.  Still,  in- 
vestors weren't  convinced  the 
deal  would  stick,  and  the 
stock  closed  at  $34%. 


MAR.  15, '00  MAR.  29 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


performance  and  investor 
withdrawals.  Tiger  gained  4% 
in  March — but  that,  appar- 
ently, wasn't  enough. 

WHAT'S  THRILLING 
EXCITE@HOME  

KX("ITE@HOME  STOCK 

tumbled  from  a  high  of  $99 
last  year  to  $28  on  Mar.  20, 
largely  because  of  uncertain- 
ties over  whether  the  com- 
pany's three  big  cable  part- 
ners would  let  it  keep  selling 
broadband  Internet  access 
over  their  cable  TV-  networks. 
On  Mar.  29,  much  of  that  un- 
certainty was  removed  when 
AT&T,  Cox,  and  Comcast  all 
extended  their  agreements 
with  Excite@Home  through 
at  least  2006.  Says  Ex- 
cite@Home  ceo  George  Bell: 
"We're  all  going  to  be  to- 
gether a  long  time."  The 
deals  will  allow  the  company 
to  sell  its  $40  a  month 
broadband  connections  to  the 
Net  to  59  million  people. 
AT&T  will  take  control  of  Ex- 
cite's  board,  while  Cox  and 
Comcast  relinquish  their 
seats.  The  news  sent  Ex- 
cite@Home's  stock  up  to 
$37.69,  35%  above  its  low. 

WEB  PATENTS:  NOW 
FOR  A  CLOSER  LOOK 

THE    U.S.    PATENT    &    TRADE- 

mark  office  has  come  under 
fire  for  issuing  broad  patents 
for  such  Web  innovations  as 
Amazon.com's  "one-click"  or- 
dering process.  Now,  it's  re- 
sponding. In  a  Mar.  29  speech 
in  San  Francisco,  patent  com- 
missioner Q.  Todd  Dickinson 
announced  an  overhaul  of  the 
office's  methods  of  examining 
applications  and  awarding 
patents.  The  biggest  problem: 
The  patent  office  often  does 
not  have  enough  info  about 
previous  Web  innovations  and 
so  may  grant  patents  for 
claims  that  aren't  new.  So  it's 
beefing  up  efforts  to  uncover 
this  so-called  "prior  art,"  as 
well  as  putting  in  checks  to 


HEADLINER:   PATRICIA   FILI    KRUSHE 


FROM  MOUSE  MOGUL  TO  WEB  WHIZ 


Wouldn't  you  know  it:  Just 
as  Walt  Disney  turned  its 
long-ailing  abc  network 
around,  one  of  the  top 
architects  of  the  re 
vival  takes  off. 
ABC  President 
Patricia  Fili- 
Krushel  is 
leaving  after 
seven  years  to 
head  the  con- 
sumer products 
unit  of  Internet 
health-care  site 
Healtheon/WebMD.  Fili- 
Krushel  is  credited  with 
the  daytime  talk  show  The 
View  and  was  one  of  sev- 
eral players  behind  Who 
Wants  to  Be  a  Millionaire, 
which  has  leapfrogged  ABC 
from  third  place  to  first  in 
the  past  year. 

At  first  glance,  Fili- 


Krushel  seems  an  odd 
choice  for  a  Net  startup. 
But  her  area  of  exper- 
tise— building  popular 
recognition  of  me- 
dia properties — 
just  what 
Healtheon/- 
WebMD  needs 
right  now.  The 
company  has  al 
growing  but  lit-l 
tie-known  roster  \ 
of  disparate  hold- 
ings, including  the  Healthl 
Network  cable-TV  channel 
and  weekly  programs  on 
the  Fox  News  and  Fox 
Sports  stations.  Fili- 
Krushel  may  be  just  the 
talent  to  make  them 
household  names. 

By  Ron  Grover  in  Los 
Angeles,  with  Charles 
Haddad  in  Atlanta 


reduce  the  chance  that  bad 
patents    will    be    awarded. 

CAN  DIM0N  TURN 
BANK  ONE  AROUND? 

IT'S   TIME    FOR   JAMIE    DIMON 

to  get  his  hands  dirty.  As 
the  new  head  of  Bank  One, 
the  44-year-old  former  Citi- 
group president  has  the 
daunting  task  of  turning 
around  a  $265  billion  asset 
institution  that's  proven  wild- 
ly unpopular  with  both  cus- 
tomers and  investors. 

The  bank  stumbled  last 
year  as  its  credit-card  unit 
drove  clients  away  with  high 
fees.  Critics  say  that  integrat- 
ing its  warring  units  may 
prove  impossible.  But  even 
they  concede  that  if  anyone 
can  do  it,  Dimon  can.  He 
earned  wide  respect  as  Trav- 
elers Group  president.  Says 
Dimon:  "There's  no  question 
that  there  are  benefits  from 
consolidation  and  economies 
of  scale  in  all  businesses." 


A  BULL  MAKES 
BEAR  NOISES 

IS  ABBY  JOSEPH  COHEN  GETTll 
market  heebie-jeebies?  Coh^ 
chief  market  strategist 
Goldman  Sachs  and  a  big  bl 
market  proponent,  advisl 
clients  on  Mar.  28  to  cut  thj 
stock  allocation  to  65%  frd 
70%  and  put  5%  of  their  poj 
folios  in  cash,  up  from  zej 
The  technology  sector,  in  paj 
ticular,  "is  no  longer  und€ 
valued,"  says  Cohen,  advisil 
clients  to  invest  in  technoloj 
through  other  sectors  that 
increasingly  using  high  te| 
to  boost  profits. 

ET  CETERA  . . . 

■  Xerox  is  expected  to  cut 
to  5,000  workers  and  take| 
charge  of  up  to  $700  millior 

■  BellSouth  filed  an  IPO 
sell  $1  billion  in  stock  in| 
unit  serving  Latin  America 

■  eMachines'  initial  offeriil 
flopped,  as  shares  sank  frc 
9  to  7. 
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THE  ESSENCE  OF  BREITLING 

OLD  Navitimlr.  Selfwinding 
chronograph,  with  its  famous 
circular  slide  rule.  Flyers'  favorite 
wrist  instrument  since  1952. 
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HE  GOP  WONT  GET  MUCH  MILEAGE 
ROM  THE  HIGH  PRICE  OF  GAS 


or  seven  years,  Republicans  have  searched  in  vain  for 
1 1  ways  to  attack  President  Clinton  for  his  handling  of  the 
economy.  Low  inflation,  low  unemployment,  and  rapid 
nvth  have  shielded  the  President  from  much  of  the  criti- 
m.  So  when  gasoline  prices  began  rising  this  year,  the 
P  thought  it  finally  saw  an  opening — and  pounced. 
In  speeches  and  campaign  ads,  GOP  lawmakers  are  looking 
blame  sky-high  oil  prices  on  what  they  call  "the  failed  Clin- 
i-Gore  energy  policy."  They  complain  that  the  Prez  and 
uld-be  successor  Al  Gore  have  done  little  to  boost  do- 
•stic  production  and  end  dependence 
foreign  oil,  let  alone  help  consumers 
oe  with  huge  price  spurts.  So  on 
ir.  30,  Senate  Republicans  were  set  to 
ie  to  the  rescue  by  scheduling  debate 
>  a  measure  to  repeal  some  or  all  of 
1  18.4(?-a-gallon  federal  gasoline  tax. 
i  PLAN.  Problem  is,  the  New  Economy 
oears  to  be  muting  any  broad  Con- 
ner backlash — for  now.  That  could  be 
i  news  for  the  GOP — especially  Sen- 
Majority  Leader  Trent  Lott,  who  has 
;  plans  to  use  the  gasoline  crisis  to  ~ 
im  up  anti-Democratic  sentiment  in  Senate  races  this  No- 
nber.  According  to  a  Mar.  15  Gallup  poll,  63%  of  Americans 
w  high  prices  at  the  pump  as  more  of  a  temporary  an- 
/ance  than  a  budget-buster. 

The  reason?  They're  spending  less  on  fuel  these  days.  Be- 
ise  of  conservation  measures  and  the  overwhelming  pref- 
ace by  homeowners  for  natural  gas  over  heating  oil,  con- 
ners  spend  only  about  2%  of  what  they  earn  on  fuel, 
vn  from  1%  in  1980.  And  gasoline  prices  that  average 
30  a  gallon  aren't  even  close  to  the  1980  level,  when  a  gal- 
of  gas  cost  $2.38  in  current  dollars.  Even  Alan  Greenspan 
>ptimistic.  On  Mar.  27,  the  Federal  Reserve  chairman  told 
Tnakers  that  he  sees  no  indication  that  higher  oil  prices  are 
nbedding  themselves  in  other  areas  of  the  economy." 


AT  THE  PUMP:  No  backlash  so  far 


Such  economic  fundamentals,  however,  aren't  deterring 
Republicans.  Lott  wants  Congress  to  enact  a  "holiday"  on  the 
entire  18.4(2  federal  gas  tax  if  prices  exceed  $2  a  gallon.  If 
that  doesn't  happen,  he'll  settle  for  repealing  just  4.30  of 
the  tax,  which  he  delights  in  calling  the  "Gore  tax,"  since  the 
Veep  in  1993  cast  the  deciding  vote  on  the  budget  package 
that  raised  the  gas  tax.  "We  need  to  do  something  on  an  im- 
mediate basis  so  that  people  are  not  hammered  by  increasing 
gasoline  and  diesel  prices,"  says  the  Mississippi  Republican. 
Lott  at  first  ran  into  a  firestorm  of  criticism,  even  from  GOP 
loyalists.  Turns  out  that  cutting  the  "Gore 
tax"  would  deprive  the  Highway  Trust 
Fund  of  $7  billion  a  year — money  that 
lawmakers  need  to  showr  constituents 
they're  funneling  tax  dollars  back  home. 
Now,  Lott  would  make  up  the  shortfall 
by  dipping  into  the  budget  surplus.  But 
that  could  boomerang,  too.  In  numerous 
polls,  voters  say  they  favor  using  the 
surplus  to  pay  down  the  national  debt 
and  to  preserve  Medicare  and  Social  Se- 
curity. "The  idea  that  you  would  cut  tax- 
es but  keep  spending  [the  money]  is  in- 
consistent," says  James  Horney,  senior  fellow  at  the  Center  on 
Budget  &  Policy  Priorities.  "The  short-term  response  is  for 
short-term  political  gain." 

But  Democrats,  too,  are  nervous.  A  Mar.  15-19  Pew  Re- 
search poll  shows  consumers  are  paying  closer  attention  to  oil 
prices  than  to  any  other  issue,  including  the  stock  market.  And 
Gore,  who  says  prosperity  will  continue  if  he's  elected,  could  be 
in  danger  this  fall  if  prices  don't  recede.  For  now7,  Dems  are 
hoping  the  Mar.  28  agreement  by  oil-exporting  countries  to  hike 
production  by  1.45  million  barrels  a  day  will  bring  prices 
down.  But  if  gas  hits  $2  a  gallon  this  summer,  or  if  drivers  face 
long  lines  at  the  pump,  Lott's  effort  to  use  the  politics  of  oil  to 
win  Senate  seats  may  not  be  overreaching — just  premature. 

By  Laura  Cohn 


CAPITAL  WRAPUP 


IICR0S0FT  FIGHTS  ON 


While  the  Justice  Dept.  and  Micro- 
)ft  Corp.  negotiate  a  possible  settle- 
tent  in  the  government's  antitrust 
lit,  the  software  maker's  public- 
dations  campaign  continues  full 
.earn  ahead.  On  Mar.  22,  Americans 
ir  Technology  Leadership — an  ob- 
rure  Washington  consumer  group 
uit  is  partly  funded  by  Microsoft — 
deased  a  poll  designed  to  put  heat 
i  the  19  state  attorneys  general 
ho  have  joined  Justice's  suit.  The 
)11  asks  wlict  her  respondents  would 


prefer  to  see  their  state  attorney 
general  focus  on  the  Microsoft  case 
or  on  a  range  of  other  hot-button  is- 
sues. Not  surprisingly,  tobacco  sales 
to  children,  overcharging  for  pre- 
scription drugs,  and  privacy  viola- 
tions finished  way  ahead  of  the 
Microsoft  case. 

GEPHARDT  BACKS  MORE  VISAS 

►  Now  that  House  Minority  Leader 
Richard  A.  Gephardt  (D-Mo.)  sup- 
ports an  increase  in  the  cap  on  visas 
for  foreign,  highly  skilled  workers, 
legislation  to  boost  the  number  of  so- 


called  H-lB  visas  to  at  least  165,000 
seems  a  fait  accompli.  In  the  past. 
Gephardt  had  lined  up  with  Big  Labor 
against  any  increase.  But  the  issue  is 
a  top  priority  of  tech  companies, 
whose  campaign  contributions 
Gephardt  is  courting.  Many  nontech 
companies  are  also  feeling  the  pinch 
as  they  scramble  to  obtain  visas  for 
economists,  accountants,  and  other 
professionals  in  short  supply.  But  if 
they  haven't  applied  yet,  it's  too  late: 
As  of  Mar.  21,  all  115,000  of  this  years 
allotment  had  been  awarded  or  were 
in  the  pipeline. 
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ECONOMIES 


BURNING 
TOO  BRIGHT 

Can  Ireland  control  its  rapid  growth? 


It's  one  of  the  hottest  investments  in 
Europe.  But  it's  not  some  high-flying 
Net  stock:  It's  Dublin  real  estate, 
the  tonier  the  better.  The  market 
for  high-class  properties  in  the  Irish 
capital  is  smoking,  with  some  prices 
doubling  in  the  last  year.  John  Appleby, 
a  38-year-old  managing  director  at  Ora- 
cle Corp.  Ireland,  jokes  that  his  house  in 
the  fancy  Dublin  neighborhood  of  Balls- 
bridge  has  appreciated  as  much  as  his 
company's  shares. 

The  Celtic  Tiger  is  roaring  louder 
than  ever.  Growth  is  clocking  in  at  8.7% 
a  year.  Unemployment  is  dropping  be- 
low 5%.  Its  budget  surplus  is  Europe's 
biggest.  Ireland's  technology  industry 
recently  edged  out  the  U.S.'s  to  become 
the  world's  leading  exporter  of  software. 

It's  all  good — maybe  too  good.  Now, 
European  Union  officials  are  worrying 
that  Ireland  is  growing  so  fast  it  could 
crash.  The  biggest  alarm:  inflation,  which 
has  doubled  in  the  last  year  to  4.6%, 
the  highest  rate  in  the  EU.  "Ireland  is 
clearly  overheating,"  says  Julian  Callow, 
chief  Continental  Europe  economist  at 
Credit  Suisse  First  Boston  in  London. 

The  Irish  economy  is  fast  becoming 
one  of  the  trickiest  issues  facing  Euro- 


pean policymakers.  Ireland  is  a  tiny  part 
of  Europe's  economy.  But  if  it  tumbles, 
it  could  prove  a  major  embarrassment 
for  the  EU.  For  one  thing,  now  that  Ire- 
land has  entered  monetary  union,  it  no 
longer  controls  its  own  monetary  policy: 
The  European  Central  Bank  dictates  its 
interest  rates  and  exchange  rates.  The 
ECB's  tiny  rate  hikes,  designed  to  pro- 
mote growth  in  France  and  Germany, 
have  done  nothing  to  slow  Ireland  down: 
If  Ireland  spirals  out  of  control,  it  could 
call  into  question  the  wisdom  of  the 
ECB's  one-size-fits-all  monetary  policy. 
And  critics  worry  that  what  happens 
in  Ireland  could  have  serious  implica- 
tions for  other  members  of  monetary 
union  such  as  Spain,  Finland,  Portugal, 
and  the  Netherlands,  whose  fast-grow- 
ing economies  may  eventually  face  a 
similar  predicament. 
EMISSARIES.  There's  no  denying  that  a 
decade  of  deregulation,  tax  cuts,  and 
corporate  restructuring  has  transformed 
the  Irish  economy  from  a  laggard  to  a 
leader.  But  if  Ireland  were  to  fall  into  a 
deep  recession,  it  could  dampen  Eu- 
rope's newfound  interest  in  economic 
restructuring.  Says  Austin  Hughes,  an 
Irish  Investment  Bank  economist:   "We 


DUBLIN  DANCER  Economists  i 


does  I 


have  to  make  sure  the  economy 
fall  victim  to  its  own  success." 

No  wonder  the  EU  is  sending  en 
saries  to  warn  the  Irish.  On  a  visit 
Dublin  in  early  March,  Commissioi 
for  Monetary  &  Economic  Affairs  Pec  \{ 
Solbes  Mira  criticized  the  governm< 
for  its  inability  to  curb  inflation.  Ir 
Finance  Minister  Charlie  McCreevy  v 
furious,  but  Solbes  had  a  point.  The  1  j^ 
fear  is  that  accelerating  inflation  in  I 
land  will  drive  prices  and  wages  up 
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THE  HEAT  IS  ON 


INFLATION 

In  1997,  Ireland  had  the  lowest 
inflation  in  the  European  Union. 
At  4.6%  today,  it  is  now  the  re- 
gion's highest. 

HOUSING  BOOM 

Prices  for  some  Dublin  homes 
have  doubled  in  the  last  year. 

CREDIT  EXPANSION 

The  huge  influx  of  foreign  banks 


has  contributed  to  credit's  in- 
creasing by  25%  to  30%  a  year. 

LABOR  SHORTAGE 


Over  the  last  decade,  employmen 
has  increased  by  50%.  Now  a  tighj 
labor  market  operating  near  ca 
parity  is  forcing  companies  to 
look  beyond  Ireland — and  pay 
more — for  both  skilled  and  un- 
skilled workers. 

DATA:  BUSINESS  WEEK 
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ith  inflation  doubling  in  the  last  year,  the  party  can't  go  on 


81  ch  that  the  country's  competitiveness 
1  erode,  foreign  investment  will  slow, 
4 1  the  economy  will  become  much 
it  re  vulnerable  to  external  shocks. 
Mi| Ireland's  open'  economy  already 
flakes  it  exceptionally  sensitive  to  out- 
Kle  economic  events.  If  the  U.S.  hit  a 
Irit  ession,  American  companies  might 
111  pull  back  on  Irish  investment. 
b'ich  would  hit  the  property  and  la- 


markets  hard.  Also,  Ireland  imports 

i  of  what  it  consumes,  and  most  of 

se  products  come  from  the  U.S.  and 

tain,  says  Dan  McLaughlin,  chief 

nomist  at  ABN-Amro  Stockbrokers  in 

blin.    Because    Ireland   does   more 

de  in  dollars  and  sterling  than  any 

er  EU  member,  it  has  suffered  the 

st  from  the  euro's  ongoing  weakness. 

?or  now,  the  Irish  government  is  at  a 

i  for  what  to  do.  With  interest  rates 

by  the  ecb,  a  big  jack-up  in  rates  is 

of  the  question,  even  though  credit 

expanded  by  25%.  "There's  no  mon- 

ry  policy  prescription  for  the  prob- 

is  of  the  Irish  economy,"  says  Mau- 

I  O'Connell,  governor  of  the  Central 

ik  of  Ireland.  Cooling  off  growth 

Rlgh  higher  taxes,  lower  government 

mling,  or  imposing  big  minimums  on 


the  deposits  paid  for  houses  are  all  po- 
litically unpopular  moves.  And  the  Irish 
want  to  be  rewarded  for  their  indus- 
try. In  the  latest  budget,  more  than  $1 
billion  in  tax  cuts  were  announced,  in- 
cluding tax  relief  for  mortgages. 

Containing  wages  will  also  prove  in- 
creasingly difficult.  After  boosting  em- 
ployment by  50%  in  the  past  decade, 
Ireland  now  has  more  jobs,  skilled  and 
unskilled,  than  workers  to  fill  them. 
The  Irish  government  announced  in  the 
beginning  of  March  its  intention  to 
bring  200,000  skilled  immigrants  into 
the  country.  FAS,  the  Irish  training  and 
employment  agency,  is  planning  job 
fairs  in  the  U.S.,  Europe,  and  Canada 
to  recruit  skilled  workers.  "Ireland  is 
too  competitive,"  says  John  FitzGer- 
ald,  research  professor  at  the  Econom- 
ic &  Social  Research  Institute  in 
Dublin. 

STEEP  HOUSING.  Whatever  the  risks, 
businesses  are  desperate  for  more  work- 
ers. Many  Irish  tech  companies,  once 
sources  of  cheap  brainpower  themselves, 
now  outsource  software  development  to 
lower-cost  countries  such  as  India.  U.S. 
chipmaker  Intel,  one  of  Ireland's  biggest 
employers,  has  billboard   ads  on  the 


If  Ireland 
overheats  and 
falls  into 
recession, 
Europe's 
interest  in 
restructuring 
could  dampen. 
"We  have  to 
make  sure 
[Ireland] 
doesn't  fall 
victim  to  its 
own  success," 
says  one 
economist 


country's  congested  highways  to  recruit 
top  tech  talent.  The  Vintners  Assn.  is 
using  a  European  employment  agency 
to  find  foreigners  to  staff  Dublin's  nu- 
merous pubs.  Returned  Irish  emigrants 
are  shocked  to  find  themselves  unable  to 
afford  housing. 

The  optimists  argue  that  the  economy 
can  still  manage  a  soft  landing.  Labor 
productivity  is  very  high,  and  the  unions 
have  recently  agreed  to  modest  wage 
increases  through  2002.  And  U.  S.  com- 
panies like  Aetna,  Procter  &  Gamble, 
and  Hewlett-Packard  are  still  expanding 
their  Irish  operations. 

Ordinary  Irish,  naturally,  want  the 
party  to  keep  going.  Says  former  Prime 
Minister  Garrett  FitzGerald:  "People 
don't  understand  why  they  should  be 
asked  to  tighten  their  belts."  True,  but 
they  don't  want  the  great  boom  to  be 
followed  by  the  great  bust,  either. 

By  Kerry  Capell  in  Dublin,  with 
Carol  Craig  iti  Dublin  and  David  R. 
Fairlamb  in  Frankfurt 
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For  more  international  news,  see  Global  Busi- 
ness at  www.businessweek.com/globalbiz/ 
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TELEFONICA:  TAKEOVER 
ESCAPE  ARTIST? 

It's  fending  off  predators  with  spin-offs  that  boost  market  cap 


The  TV  show  is  called  Big  Brother, 
and  it  may  well  be  the  biggest  rage 
in  Holland  since  the  tulip  craze  in 
the  1600s.  The  idea  is  simple.  Nine 
young  people  live  inside  a  house  for  100 
days,  surrounded  by  microphones  and 
cameras,  and  totally  blocked  out  from 
the  rest  of  the  world.  They  eat,  talk, 
read,  and  scuttle  off  to  the  bedroom 
from  time  to  time,  and  an  entire  nation 
watches.  It's  the  "real-life"  drama  taken 
to  an  extreme,  and  one  of  the  biggest 
fans  is  Juan  Villalonga,  chairman  of 
Spanish  phone  kingpin  Telefonica.  On 
Mar.  17,  the  Spaniard  agreed  to  dish 
out  $5.4  billion  in  stock  for  Endemol 
Entertainment,  the  Dutch  TV  company 
that  produces  Big  Brother. 

Count  on  Villalonga  to  buck  a  trend. 
His  competitors  in  Europe  are  hurrying 
to  buy  phone  companies.  Size,  they  be- 


lieve, is  the  key  to  survival  in  a  conti- 
nent dominated  by  mighty  Vodafone 
AirTouch  PLC.  But  the  47-year-old  Vil- 
lalonga, a  former  Bankers  Trust  execu- 
tive and  McKinsey  &  Co.  partner,  is 
pursuing  a  far  different  strategy.  He's 


JUMEI 
IRE  ] 


behemoth  Terra  N 
works,  and  he's  spinning  them  into 
stock  market. 

BIG  SPENDERS.  The  idea  is  to  create 
stable  of  stock  market  stars  and  dri 
up  Telefonica's  market  cap — its  ramp, 
against  takeovers.  The  key  to  Villak 
ga's  scheme  is  content.  Without  it, 
believes,  phone  companies  risk  becomi 
simple  commodity  pipelines.  That's  wl  i 
while  the  rest  of  Europe's  phone  giar ««,,. 
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shop  for  networks,  he  buys  a  TV  stud 
The  question  is  whether  Villalonga  c 
hold  off  the  predators  in  Europe  lo 
■■■■■■I  enough  to  carry   nut   I 
restructuring.  Alreac 
Deutsche     Telekom     a  flfj' 
British  Telecommunicatio  ^ 
PLC  are  eyeing  the  Spani 
star,    analysts     say.     ] 
doubt  Telefonica  would 
a  lot  to  swallow.  Its  sto 
price  has  quintupled  in  t 
past  four  years,  and  t 
$13.5  billion  company,  wi 
1999  earnings  of  $i.8 
lion,  has  a  market  capit 
ization  of  $84.7  billion.  B 
that's  not  enough  to  fe  J 
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off  suitors  these  high-spending  days.  A 
recent  spurt,  for  example,  has  driven 
Deutsche  Telekom's  market  cap  to  $267 
billion. 

For  now,  Villalonga  is  racing  ahead 
with  big  projects.  This  spring,  he's  is- 
suing some  $22  billion  in  new  stock  to 
consolidate  his  grip  on  Telefonica's  Latin 
America  jewels  in  Argentina,  Brazil, 
and  Peru.  This  should  permit  him  to 
split  off  the  valuable  pieces  of  those 


companies,  including  mobile-phone  and 
Internet  businesses,  and  package  them 
with' Telefonica's  spin-offs.  At  the  same 
time,  he's  bidding  for  next-generation 
mobile-phone  licenses  in  Europe.  And 
he's  continuing  to  launch  IPOs.  Next  up, 
in  May,  is  Telefonica's  media  group,  in- 
cluding TV,  radio,  and  cable  operations 
in  Spain  and  Latin  America  and  5%  of 
British  publishing  group  Pearson  PLC. 
And  where  does  Endemol  fit  in?  If 


THE  PIP-SQUEAK  TAKING  ON  TELEFONICA 

Early  this  year,  when  Telefoni- 
ca Chairman  Juan  Villalonga 
fired  a  senior  executive,  a 
39-year-old  Argentine  named 
Martin  Varsavsky  sat  down  to 
draft  a  memo.  Varsavsky,  the 
founder  of  upstart  telephone 
company  Jazztel  PLC,  lambasted 
Villalonga,  accusing  Telefonica's 
chief  of  shoving  rising  stars  off 
his  stage.  Then,  Varsavsky  e- 
mailed  his  caustic  comments  to 
the  entire  Spanish  press  corps. 
If  there's  such  a  thing  as  an 
anti- Villalonga,  Varsavsky  is  it. 
While  the  Spaniard  at  Telefonica 
rampages  through  Latin  Ameri- 
ca, the  Latin  American  Varsav- 
sky returns  the  favor  in  Spain. 
He  raids  Telefonica  for  managers 
and  puts  them  in  TV  ads  to  criti- 
cize Villalonga.  More  important, 
he's  building  a  fiber-optic  net- 
work in  Spain  and  underpricing 
the  phone  giant. 

HUNGRY  FOR  JAZZ.  Varsavsky  is 
part  of  a  new  generation  in  Spain.  ~ 
He's  an  English-speaking  entrepreneur 
who  can  bypass  Madrid's  coterie  of 
bankers  by  issuing  U.  S.-based  junk 
bonds.  He  introduces  a  shirtsleeve 
work  culture  in  a  city  where  men  still 
wear  tie  tacks.  At  first,  he  appeared 
invincible.  Jazztel's  December  initial 
public  offering — on  Nasdaq  and  Eu- 
rope's Easdaq — soared  237%  on  Day 
One,  taking  the  company's  market  cap 
to  $3.2  billion.  Varsavsky  moved  ahead 
with  plans  to  crisscross  Spain  with 
fiber-optic  cable.  He  poured  resources 
into  Ya.com,  Spain's  No.  2  portal.  And 
he  launched  a  German  Internet  host- 
ing service  called  Einstein.Net.  Like 
Villalonga,  he  boasted  of  bandwidth 
but  said  he  was  hungry  for  content. 
"I've  got  the  tel,"  he  said.  "Now  I 
need  the  jazz." 

But  weaknesses  have  appeared. 


TRICKY  RIFF:  He  has  nothing  in  mo- 

Varsavsky  could    bile,  the  fastest-grow- 
see  his  company     ing  segment  of  tele- 
get  swallowed  up   phones.  And  his  bid  for 
a  next-generation  cellu- 
lar license  came  up  short.  In  the 
three  weeks  since  he  lost  that  bid, 
Jazztel's  stock  has  plummeted  from 
$129  a  share  to  $74.    Investors  wor- 
ry about  the  company's  $100  million 
in  high-yield  debt  and  projected  loss- 
es. In  1999,  losses  were  $174  million 
on  revenues  of  $25  million. 

Still,  don't  count  Varsavsky  out.  He 
left  his  native  Argentina  as  a  political 
exile  in  the  1970s  and  later  launched 
Viatel,  a  cut-rate  phone  company  that 
grew  into  one  of  Europe's  leading  up- 
starts. Varsavsky  left  Viatel  with  $100 
million  in  1998  and  founded  Jazztel. 
And  even  if  Jazztel  ends  up  folded 
into  one  of  the  giants,  look  for  a  rich 
Varsavsky  to  keep  pushing  new  busi- 
nesses and  brands  in  Europe. 

By  Andy  Robinson  and  Stephen 
Baker  in  Madrid 


Villalonga  has  his  way,  into  nearly  e 
pipeline  and  radio  wave  that  Telefi 
controls.  The  Dutch  group,  with 
sales  of  $480  million,  produces  r 
than  300  television  programs.  The 
step,  says  CEO  John  de  Mol,  will 
follow  Telefonica  into  Latin  Ame 
"We  were  running  out  of  room 
growth  in  Europe,"  he  says. 

But  what  heightens  Endemol's 
peal  is  its  link  to  the  Web.  In  its 
Brother  series,  for  example,  die 
viewers  keep  up  with  the  telev 
household  on  the  Net  during  all 
hours  the  TV  isn't  broadcasting.  As| 
show  spreads  across  Europe  and 
the  U.  S.  later  this  year,  Villalonga 
look  for  it  to  feed  his  Internet 
nesses.  And  he  maintains  that  Tele 
ca  is  trolling  for  more  media  buys. 
BANKER  FRIENDS.  While  media  fits 
Villalonga's  vision,  most  of  Telefon 
growth  is  coming  from  the  mobile-p 
markets.  In  Spain,  Telefonica's  m< 
business  grew  by  85%  last  year, 
Latin  America  raced  ahead  1 
"They're  especially  good  at  winning 
business  markets,  since  they  tie  all 
services  together,"  says  one  dish 
ened  competitor  in  Spain.  The  cell 
boom  was  the  main  reason  for  the  1 
increase  in  Telefonica's  sales  last  y 

Despite  this  success,  Villalonga  ci 
controversial  figure  in  Spain.  In  the 
die  of  the  recent  election  campaign, 
pers  reported  that  Villalonga  was  in 
sition  to  rake  in  stock  options  w( 
$15  million.  This  created  problems 
Aznar,  who  had  given  his  old  sch 
mate  the  top  job  at  Telefonica  whe 
was  still  state-controlled.  It  played 
the  Socialist  opposition's  claim  that 
nar's  privatizations  were  pouring 
tunes  into  the  pockets  of  cronies. 

In  response,  Villalonga  hurried  to 
tend  limited  stock  options  to  Telefon 
120,000  workers  worldwide.  At  the  s; 
time,  he  protected  his  flank  by  sigi 
an  e-banking  joint  venture,  featui 
cross-shareholding,  with  Banco  Bil 
Vizcaya  Argentaria,  Spain's  largest  b; 
"If  the  President  wants  his  head,  V 
longa  will  have  the  bankers  as  alii 
says  one  telephone  executive  in  Ma 

Bank  allies  could  also  help  if  E 
pean  raiders  come  knocking.  For 
Villalonga  is  building  his  media  and 
operations,  trying  to  make  Telefo: 
too  rich  to  be  eaten.  But  in  Euro 
phone  wars,  as  Mannesmann  boss 
Esser  learned,  price  is  little  objec 
Telefonica  is  going  to  survive  on 
own,  Villalonga  may  have  to  put  ai 
content  for  a  month  or  two  and  go 
hunting. 

By  Stephen  Baker  in  Mi 
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COMMENTARY 


By  Emily  Thornton 


DID  MITSUBISHI  GET  THE  BEST  OF  DAIMLER? 


When  news  first  leaked  several 
months  ago  that  Mitsubishi 
Motors  Corp.  was  in  talks 
with  DaimlerChrysler,  most  ob- 
servers expected  Jurgen  E. 
Schrempp  to  drive  a  brutal  bargain. 
Despite  early  assurances  that  the 
German  auto  maker's  takeover  of 
Chrysler  Corp.  would  be  a  merger  of 
equals,  the  Daimler- 
Chrysler  ceo  quickly 
moved  to  consolidate 
power  over  Detroit. 
And  if  Ford  Motor  Co.'s 
takeover  of  Mazda  Mo- 
tor Corp.  and  Renault's 
purchase  of  Nissan  Mo- 
tor Co.  were  any  guide, 
Mitsubishi's  managers 
and  workers  would  soon 
be  in  for  the  culture 
shock  of  their  lives. 

Yet  when  the  two 
companies  unveiled 
their  deal  at  a  Tokyo 
press  conference  on  Mar. 
28,  Mitsubishi  Motors 
President  Katsuhiko 
Kawasoe  sounded  far 
from  defeated.  Indeed, 
he  seemed  giddy. 
LOST  SHARE.  And  why 
not?  If  the  outlines  of 
the  deal  as  presented 
are  true,  Mitsubishi  got 
the  better  end  of  it.  The 
company  sold  a  34% 
stake  to  Schrempp  for  $2.1  billion. 
But  so  far,  Mitsubishi  is  hanging  on 
to  management  control.  Even  though 
the  carmaker  has  steadily  lost  mar- 
ket share  in  Japan  and  badly  navi- 
gated Asia's  downturn,  Kawasoe  and 
his  team  remain  firmly  in  charge. 
DaimlerChrysler  will  appoint  just 
three  of  the  company's  10  board 
members,  even  though  it  will  be  the 
biggest  single  shareholder  and  own 
as  much  as  the  combined  holdings  of 
Mitsubishi  Group  companies.  "We  are 
not  going  to  be  swallowed  up  by 
DaimlerChrysler,"  Kawasoe  declared. 
"It's  not  as  if  one  party  is  buying  up 
another."  In  fact,  he  said,  Mitsubishi 
Motor  will  "essentially  remain  an  in- 
dependently managed  company."  On 
top  of  this,  Daimler  doesn't  get  any 
of  Mitsubishi's  prized  truck  business. 

Consider  what  else  Kawasoe  wins. 


The  cash  injection  gives  his  company 
a  desperately  needed  new  lease  on 
life.  Although  Mitsubishi's  small,  fuel- 
efficient  passenger  cars  are  now  per- 
forming well  in  the  U.  S.,  its  contract 
to  produce  Dodge  Avengers  and 
Chrysler  Sebrings  for  Daimler- 
Chrysler in  Normal,  111.,  was  set  to 
expire  in  five  years.  Now,  Mitsubishi 


is  no  longer  in  any  danger  of  losing 
that  lucrative  job,  and  its  role  as  a 
U.  S.  manufacturer  could  expand  sub 
stantially.  Some  analysts  believe 
DaimlerChrysler  could  rely  on  Mit- 
subishi for  all  of  its  small  cars  in 
North  America  so  that  it  can  concen- 
trate on  its  line  of  Mercedes  luxury 
cars  and  Chrysler  minivans,  sport- 
utility  vehicles,  and  pickup  trucks. 

How  did  Kawasoe 
stumble  upon  such 
good  fortune?  By 
playing  Schrempp 
shrewdly.  First,  he 
knew  that  Daimler- 
Chrysler had  grown 
desperate  for  an 
Asian  foothold  and 
had  ample  resources 
to  overpay  for  such  a 
stake.  Last  spring, 


Mitsubishi  knew 
that  Daimler 
needed  an  Asian 
deal  and  had  the 
cash  to  overpay 


the  Germans  walked  away  from  a 
potential  deal  with  hemorrhaging 
Nissan  Motor,  Japan's  No.  2  auto 
maker,  leaving  it  for  Renault.  Gene 
al  Motors  Corp.,  meanwhile,  negoti 
ed  a  tie-up  with  Fuji  Heavy  Indus- 
tries Ltd.,  maker  of  Subaru  cars. 
Asia's  other  players  are  either  fierc 
ly  independent,  like  Honda  Motor 
Co.  and  Hyundai,  or  even  more  pro 
lematic— like  Daewoo.  That  left  Mit 
subishi,  Japan's  No.  4. 

Schrempp  also  may  have  decided 
it  makes  little  sense  to  subject  Mit- 
subishi to  the  same  painful  overhaul 
that  Renault  is  administering  to  Ni 
san.  The  $2.1  billion  purchase  price 
small  change  to  $151  billion  Daimler| 
Chrysler  and  well  worth  it  if  the 
deal  puts  it  ahead  of  Toyota  Motor 
Corp.  in  the  race  for  No.  3  in  global 
market  share.  Even  if  Mitsubishi 
continues  to  bleed  red  ink,  its  small 
car  knowhow  and  network  of  Asian 
factories  and  dealers  fill  key  gaps  in 
DaimlerChrysler's  lineup. 
PLAYING  THE  HEAVY.  There's  also  a 
chance  that  Schrempp  is  learning  to 
tread  more  softly.  The  heavy-handed 
way  in  which  German  management 
established  control  of  Chrysler  cause 
worker  morale  to  plunge,  prompted 
an  exodus  of  manufacturing  and  engi 
neering  talent,  and  generated  a  pub 
lie  outcry  in  Detroit.  To  repair  the 
damage,  Schrempp  has  been  trying  t 
establish  more  autonomy  at  Chrysler 
Of  course,  Schrempp  could  still  en 
up  playing  the  heavy.  The  agreement 
has  not  yet  spelled  out  sales  or  cost 
reduction  targets  for  Mitsubishi.  If 
these  goals  can't  be  achieved, 
Schrempp  could  well  have  the  perfec 
pretext  for  forcing  Kawasoe  out.  To 
hold  on  to  their  jobs,  it  is  still  up  to 
Mitsubishi's  managers  to  turn  things 
around.  If  they  don't,  Schrempp  may 
well  regret  not  re- 
solving the  tough  is| 
sues  at  the  outset 
But  for  now,  Kawa- 
soe can  only  be 
thankful  that  he  ha: 
another  chance. 


Correspondent 
Thornton  covers  the\ 
Japanese  car  iyidus\ 
try  from  Tokyo. 
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I'm  J^efAiK,  J/- 


UTUAL    FUNDS 

not  the  most  seasoned  investor.  So  when  I  finally  got  over  my  fears  of 
ping  into  the  market,  I  went  to  the  pros  at  MetLife  for  advice.  They  helped 
.hoose  among  thousands  of  mutual  funds  based  on  a  level  of  risk  I  could  live 

h.  I'm  no  Wall  Street  maven  yet,  hut  now  I  know  that  investing  doesn't 

e  to  he  as  tough  as  serving  souffle'  to  -fOO. 

a  free  evaluation  of  your  portfolio,  or  to  create  a  new  one, 
1 1-800-MetLife.  Or  visit  us  at  www.metlife.com. 

GET  MET.  IT  PAYS. 
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MetLife   ,£.* 

Financial  Services 


International  Business 


JAPAN 


FROM  CONVENIENCE  STORE 
TO  ONLINE  BEHEMOTH? 

Seven-Eleven  pushes  to  sell  a  vast  range  of  goods  on  the  Net 


At  67,  ceo  Toshifumi  Suzuki  has  en- 
joyed a  distinguished  career  as  the 
retailing  visionary  who  made  Seven- 
Eleven  Japan  Co.  the  country's  No.  1 
convenience-store  chain.  But  just  when 
other  execs  would  be  winding  down, 
Suzuki  is  gearing  up  for  his  next  big 
challenge:  to  turn  Seven-Eleven  into  an 
online  shopping  behemoth.  In  February, 
he  gathered  seven  partners,  including 
Sony,  NEC,  and  Mitsui,  the  giant  trading 
house,  to  develop  e-commerce  services 
ranging  from  book  and  ticket  sales  to 
online  distribution  of  music  and  photos. 
By  June,  7dream.com  will  be  a  reality. 
"With  our  large  network  of  stores  and 
distribution  base,  we're  attracting  pow- 
erful partners,"  Suzuki  says  proudly. 

0.  K.,  the  strategy  wasn't  unique  very 
long.  True  to  Japanese  tradition,  most  of 
Seven-Eleven's  big  rivals  quickly  an- 
nounced similar  plans  to  target  Japan's 
small  but  growing  Internet  population, 
now  more  than  20  million.  But  Suzuki, 
who  is  also  ceo  of  parent  Ito-Yokado 
Co.,  a  leading  supermarket  chain,  thinks 
he  can  beat  the  competition.  Any  time 
now,  he  expects  the  government  to  let 
him  set  up  a  bank — making  Seven- 
Eleven  the  first  retailer  to  enter  the 
sector  since  deregulation  began  in  1996. 


Suzuki  wants  the  bank,  to  be  named  ei- 
ther Ito-Yokado  or  Seven-Eleven  Bank, 
to  be  open  by  summer. 

Forget  about  branch  networks  and 
teller  windows.  The  bricks-and-mortar 
of  this  ail-but- virtual  operation  will  be 
the  automated  teller 
machines  Suzuki  starts 
installing  in  Japan's 
8,200  Seven-Eleven 
outlets.  Since  most 
stores  operate  24 
hours  a  day,  the  ATMs 
will  be  among  the  first 
in  the  country  to  al- 
low around-the-clock 
banking — and  payment 
for  online  purchases. 
The  machines  are 
eventually  expected  to 
work  as  multimedia 
terminals  that  also  accept  orders. 

Suzuki  has  long  been  a  pioneer.  In 
1974  he  opened  the  first  konbini,  as 
convenience  stores  are  known  in  Japan. 
He  was  first  to  install  an  electronic  in- 
ventory and  sales  system  and  to  offer 
fast  foods.  In  1987,  Seven-Eleven  start- 
ed accepting  payments  on  behalf  of  util- 
ities. Last  year,  it  collected  some  $6  bil- 
lion in  such  fees — earning  commissions 


CLICK  W  PICK 

Customers  will  be 
able  to  order 
online  and  pick  up 
goods  in  the  store 


KEEPING  UP  MOMENTUM 

Despite  Japan's  stagnation,  Suzuki  has 

found  ways  to  maintain  steady  growth 

at  Seven-Eleven 


'97         '98  '99 

▲  BILLIONS  OF  DOLLARS 

DATA:  NIKK0  SALOMON 


as     well     a; 
creased  trafli 
Innovatior| 
made     Sef 
Eleven  the 
everyone  elsi 
to  chase.  In 
Seven-Eleven  Japan  and  Ito-Yd 
now  own  72%  of  7-Eleven  Inc.,  the 
inal  U.S.  operation.  Despite  a  slul 
economy,  operating  profit  rose  16| 
$1.3  billion,  in  the  year  to  Febij 
total  sales  at  the  franchised  shops  I 
more  than  $17  billion.  That  rank! 
chain  Japan's  No.  2  retailer — behinl 
Daiei  supermarket  empire  but  ahe 
Ito-Yokado  itself,  which  is  No.  3. 
SHORT  TERM?  Suzuki  and  his  par| 
are  putting  $375  million  into  7diT 
com.  The  concept  is  simple:  After  plj 
orders  on  the  Web,  customers  pic 
and  pay  for  them  at  any  Seven-Ej 
shop.  Seven-Eleven  attracts  2.6 
customers  yearly — a  daily  averad 
950  per  shop.  And  polls  indicate! 
as  many  as  70%  of  Japanese  dislil 
ing  credit  cards  for  online  purcl 
"The  Japanese  would  rather  picl 
their  goods  and  pay  for  them  at  af 
bini,"  observes  Morihiko  Ida,  heq 
equities  research  at  Century  Sect 
"So  they  could  boost  Net  sales." 

There's  no  guarantee  the  model 
work.  Konbini  accounted  for  a  tinyl 
of  Japan's   $3.2   billion   in   consiT 
e-commerce  last  year.  And  if  the  | 
catches  on,  it  may  not  last.  "In  the 
term,  they'll  be  major  players  becat 
their  networks,"  says  Hirokazu 
analyst  at  Nikko  Salomon  Smith  Be 
in  Tokyo.  "But  the  Japanese  will 
using  electronic 
and  home  deliver 
Americans." 

Maybe  so.  But 
en-Eleven's    coml 
tors    certainly   aj 
waiting   to    find 
Lawson  Products 
the  No.  2  convenil 
store  chain,  now 
an  e-commerce 
as  do  five  other  cf 
led    by    third-rail 
FamilyMart. 

Still,  Suzuki's  al 
which  include  top  media,  travel,  ra 
and  Net  technology  companies,  give| 
an  early  lead.  And  while  he  has  no 
to  go  into  such  activities  as  lending 
has  drawn  interest  from  a  numbe 
prominent  institutions.  Suzuki  isn't  I 
ting  the  store  on  his  new  venture, 
he  thinks  he  has  at  least  one  more 
coup  left  in  him  before  taking  it  eal 
By  Irene  M.  Kunii  in  7q 
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IN  THE  BATTLE  OF  E-COMMERCE,  NEVER  UNDERESTIMATE  THE  POWER  OF  SUPERIOR  TECHNOLOGY. 

If  you  want  to  lead  your  industry,  you're  going  to  have  to  outmaneuver,  outmuscle  and  outwit  your  opponents.  And 
that's  what  NeuVis  is  all  about.  The  NeuVis  B2B  e-commerce  platform  can  be  deployed  up  to  80%  faster  than  other 
systems.  It  offers  you  unrivaled  flexibility.  And  as  your  battle  plans  change,  it  can  be  upgraded  quickly  and  easily. 
So  no  matter  what  comes  over  the  horizon,  you're  always  armed  and  ready.  Call  1-877-NeuVis-l  orvisitwww.neuvis.com. 
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Unlevel  the  playing  field. 
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THE  MIDEAST  GOULD  BLOW  UP 
IN  CLINTONS  FACE 


It  could  prove  to  be  a  dangerous  flashpoint  in  the  waning 
days  of  the  Clinton  Administration.  On  Mar.  26,  Presi- 
dent Clinton  failed  at  a  Geneva  summit  to  persuade  Syri- 
an President  Hafez  Assad  to  restart  peace  talks  with  Is- 
rael. That  opens  the  way  to  potential  violence  as  Israel 
prepares  its  unilateral  withdrawal  from  Syrian-backed 
Lebanon  by  July.  And  it  leaves  the  Labor  government  of 
Prime  Minister  Ehud  Barak  on  shaky  ground. 

Chances  of  pulling  off  a  comprehensive  peace  deal  in  the 
Middle  East  this  year  are  growing  slim- 
mer by  the  day.  The  Clinton  Adminis- 
tration team  cheered  last  May  when 
Barak  was  elected  Prime  Minister. 
Barak  was  bent  on  improving  relations 
with  his  Arab  neighbors,  who  had  been 
alienated  by  his  predecessor,  Benjamin 
Netanyahu.  But  while  Barak  has  formed 
a  working  relationship  with  Palestine 
Authority  President  Yasser  Arafat,  he 
has  failed  to  make  much  progress  with 
the  Syrians.  The  two  sides  are  stuck  on 
the  issues  of  Israeli  security  needs  and 
control  of  the  Sea  of  Galilee,  which  Is- 
rael regards  as  a  crucial  water  resource. 
FRACTIOUS.  The  peace  process  is  suffering  not  just  from  As- 
sad's intransigence  but  also  from  Barak's  weakness  at  home. 
He  is  hostage  to  the  whims  of  a  six-party  coalition.  They 
range  from  the  secular  Meretz  party  to  Yisrael  B'Aliya,  the 
Russian  immigrant  party,  to  the  ultrareligious  Shas  party.  The 
most  disputatious  is  Shas,  which  threatens  to  leave  the  gov- 
ernment if  its  demands  on  religious  issues  aren't  met. 

The  instability  of  the  coalition  makes  it  next  to  impossible 
for  Barak  to  offer  further  concessions  to  Assad.  The  Syrian 
leader  wants  an  open  declaration  that  Israel  is  prepared  to  re- 
treat from  the  occupied  Golan  Heights  and  return  to  the 
borders  that  existed  before  the  Six  Day  War  of  June,  1967. 
But  in  Israel,  opposition  is  growing  to  a  pullout  from  the 
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BARAK:  Political  weakness  at  home 


Golan.  And  the  Israeli  public,  accustomed  to  more  moder 
leaders  such  as  Egyptian  President  Hosni  Mubarak,  is  w; 
of  Assad,  who  has  shown  a  lack  of  understanding  for  the 
fidence-building  measures  needed  to  win  their  support, 
political  instability  has  left  Barak  with  little  room  to  dev 
creative  solutions  to  break  the  impasse  with  Syria,"  s; 
Eyal  Zisser,  a  Syria  expert  at  Tel  Aviv  University's  Mo 
Dayan  Center  for  Middle  Eastern  &  African  Studies. 
The  lack  of  an  agreement  with  Syria  has  the  U.S 

cerned  that  Barak's  plan  to  withdr 
from  Lebanon  could  backfire.  The 
Iranian  Hezbollah  says  it  plans  to 
tinue  its  attacks  on  Israel.  While  ta 
were  in  progress,  a  key  Israeli  dems 
was  that  Syria  rein  in  Lebanon's  p 
Iranian  militia.  If  Syria  were  to  do  so 
could  demand  more  concessions  on  t 
Golan  in  return.  But  Damascus  does 
seem  interested  in  curbing  the  militi 
For  its  part,  Israel  has  made  it  cl 
that  any  attacks  on  its  northern  bore 
after  it  withdraws  will  be  met  with  sw 
reprisals.  Already  last  February,  Isr; 
"  launched  an  intense  bombing  r; 
against  Lebanese  targets  in  response  to  a  marked  increase 
Hezbollah  attacks  against  Israeli  soldiers.  The  worry  is  tl 
Israel  and  Syria,  which  has  30,000  troops  in  Lebanon,  could 
drawn  into  a  larger  conflict. 

Tension  will  mount  as  the  July  deadline  nears.  In  fact 
source  near  the  Israeli  Prime  Minister  says  the  pullout  m 
even  be  sped  up.  To  hasten  a  breakthrough,  the  U.  S.  war 
Egypt's  Mubarak  to  intervene  with  Assad.  The  hope  is  tr 
Assad  will  realize  that  he'll  lose  leverage  over  Barak  on  t 
Golan  once  Israel  quits  Lebanon.  Barring  that,  Clinton  m 
end  his  term  with  a  new  Mideast  crisis  raging. 

By  Neal  Sandler  in  Jerusale 
with  Stan  Crock  in  Washingl 


GLOBAL  WRAPUP 


FRANCE  TRIES  AGAIN 

►  Laurent  Fabius,  France's  new  Fi- 
nance Minister,  will  push  for  economic 
reforms  but  may  not  get  far.  The  53- 
year-old  Fabius  was  tapped  by  Social- 
ist Prime  Minister  Lionel  Jospin  to 
repair  the  political  damage  after  pro- 
testing public  workers  derailed  gov- 
ernment efforts  to  streamline  the  civil 
service  and  overhaul  the  pension  sys- 
tem. Fabius,  a  politically  savvy  former 
Prime  Minister  and  an  economic  mod- 
erate, could  build  consensus  for  some 
market-oriented  reforms,  such  as  in- 


come-tax cuts  and  deregulation  of  the 
electricity  market.  But  with  Jospin 
counting  on  support  from  public- 
employee  unions  for  a  race  against 
President  Jacques  Chirac  in  2002,  he's 
unlikely  to  let  Fabius  tackle  the  coun- 
try's toughest  economic  problem:  a 
bloated  public  sector  that  accounts  for 
54%  of  gross  domestic  product. 

FEUDING  IN  SOUTH  KOREA 

►  A  family  feud  over  who  should  run 
the  Hyundai  Group,  South  Korea's 
largest  conglomerate,  has  stirred  up  a 
storm.  Founder  Chung  Ju  Yung,  84, 


appointed  one  of  his  sons,  Mong  Hun, 
as  the  sole  group  chairman  on  Mar.  27 
to  end  the  dispute.  But  the  govern' 
ment  views  the  whole  affair,  which  die 
not  involve  shareholders  or  board 
members,  as  a  slap  in  the  face  to  Ko 
rea's  drive  to  break  up  chaebol  fief- 
doms.  Officials  say  the  family's  actions 
violated  corporate  laws  requiring  man-  \ 
agement  transparency  and  accountabil 
ity.  Finance  &  Economy  Minister  Lee 
Hun  Jai  says  creditor  banks,  which  ar< 
largely  controlled  by  the  government, 
could  cut  back  loans  to  Hyundai  if 
such  violations  continue. 
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I JALLOT  BLITZ  Soldiers  of  the  elite  Savstopolskaya  brigade  voting  at  their  base  near  Moscow 


PUTIN,  DA 


t  was  a  chilly  day  on  Sun- 
day, Mar.  26,  when  Russian 
voters  headed  to  the  polls 
for  presidential  elections. 
Nevertheless,  the  turnout  was 
trong:  Some  68%  of  the  dec- 
orate took  part  in  the  ballot. 
By  the  wee  hours  of  the  next  morning,  the 
esults    were     clear.     Acting    President 
/ladimir     V.     Putin     had     defeated     10 
andidates,  including  his  chief  rival,  Com- 


Snapshots  from 

the  election  that 

put  the  former  KGB 

agent  in  charge 


munist  Party  leader  Gennady 
Zyuganov.  Putin  won  with  53% 
of  the  vote,  compared  with 
Zyuganov's  29%. 

Russians  are  now  waiting  to 
see  what  the  47-year-old  Putin 
wall  actually  do  with  his  man- 
date. Ordinary  folks  want  him  to  combat 
crime.  Businesspeople  are  awaiting  tax  re- 
form, while  others  want  him  to  make  the 
country  "a  great  power  again"  (page  76). 
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GRASS  ROOTS  Street  meeting  in  support  of  Communist  Party  leader  Gennady  Zyuganov 


"OPEN  LETTER"  Man  reading  a  HOT-BUTTON  ISSUES  The  turnout  was  strong,  and  so  were 

leaflet  posted  by  the  Putin  campaign      emotions.  Here,  a  Putin  supporter  yells  at  a  passerby 
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No  annual  IRA  fees  for  life. 

That's  what  you  can  expect  when  you  roll  over  or 
transfer  $10K  into  an  American  Express®  IRA  by 
April  17,  2000*  And  with  a  $25K  minimum  invest- 
ment, you'll  qualify  to  buy  stocks  online  for  free! 
American  Express  gives  you  access  to  a  variety  of 
powerful  online  investment  tools,  professional 
research  and  investment  options.  Allowing  you  to 
actively  manage  and  customize  your  IRA  portfolio 
as  your  investment  strategy  changes.  Online,  in 
person,  by  phone.  You  can  manage  your  account 
any  way  you  like,  knowing  American  Express  is 
always  there  to  help  you  do  more  with  your  IRA. 


online  trading 


advice  &  planning 


investments 


What  you've  always 
wanted  to  do 
with  your  IRA  fees. 


1-800-297-8004  americanexpress.com/trade 


L 


J. 


_L 


'IRA  fee  waiver  pertains  to  the  individual  client  making  investment.  SER  SIMPLE  and  Educational  IRAs  are  not  included.  The  annual  fee  waiver  is 
the  custodial  fee  and  does  not  include  product  fees,  tup  to  3,000  shares  per  trade.  Trades  of  more  than  3,000  shares  are  $0.03/share.  Free  online 
stock  buys  and  sells  with  $100,000  or  more  in  account  assets.  Sells  of  stocks  bought  on  the  same  day  are  $14.95.  Free  online  stock  buys  with 
$25,000  or  more  in  account  assets  (sells  are  just  $14.95).  Online  stock  trades  cost  $14.95  at  lower  asset  levels.  Assets  defined  as  cash,  money 
market  funds,  mutual  funds,  stocks,  and  bonds  held  in  your  American  Express  Brokerage  account.  Market  volatility  and  volume  may  cause  delays 
to  system  access  and  trade  execution.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company  is 
separate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer  ©  2000  American  Express  Financial  Corporation.  All  rights  reserved . 
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The  anti-sweaty  palms, 
dry  mouth,  dizzy  spell, 

so-you-can-sleep 
~\^e-biz  solution.  ''•' 

[NOW  IN  PRESCRIPTION  STRENGTH.)   '  / 


licronpc. corn's  e-commerce  solution 


ves  all  of  your  major  e-commerce 
'  iaches  with  one  dedicated  point  of 
act.  You'll  find  the  maximum  level  of 
/e  ingredients  to  put  your  e-business 
ture  in  place  (or  maintain  a  pre-existing  one), 
i  the  #1 -rated  Web-hosting  service  for  outsourcing  your 
site,  to  award-winning  hardware  (like  the  1U  Micron 


Kqhmerce  Solutions   ® 

from  micr0npc.com 

^Bf4-rated  Web  hosting* 

^E&undaut  connectivity  sources 

^md-the- clock  on-site  technicians 

Daily  backups 

Redundant  servers 

Instant  scalability 


Micron"  NetFRAME" 
4400R  1U  server 


NetFRAME  4400R),  for  running  your  website 
in-house.  And  as  the  third  largest  provider  of 
Web-hosting  services  in  the  U.S.,  we'll  give  you 
the  scalability  and  redundancy  to  accommodate 
rapid  changes  in  your  e-business.  For  the  relief 
you  need,  call,  or  visit  micronpc.com/FCx7  today. 
Warning:  Highly  customized,  intensely  individual  attention  of 
this  nature  has  been  shown  to  cause  temporary  giddiness. 


itium*/// 


1-877-240-9426  •  WWW.MICR0NPC.COM/Rx7 


miCronpC.COm  Think  beyond  the  box: 

•Rated  by  Web  Host  Directory'!  independent  panel  and  website  visitors  Intel,  the  Intel  Inside  logo  and  Pentium  III  are  registered  trademarks  of  Intel  Corporation  mtcronpc  com  and  Think  beyond  the  bo* 
are  trademarks  of  Micron  Electronics,  Inc   Product  names  of  micronpc  com  products  are  trademarks  or  registered  trademarks  of  Micron  Electronics.  Inc.  O2000  Micron  Electronics,  Inc  AJI  nghts  reserved 
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Are  you  also  managing  your 
own  business  software? 


i 


i 


Take  your  eyes  off  the  ball  these  days  and  you're 
headed  for  trouble. To  take  technology  hassles  out 
of  your  hair,  Infinium  ASP  offers  a  comprehensive 
suite  of  business  software  and  analytical  tools  that  are: 
1 .  available  over  the  Web,  2.  customized  to  your  business 
processes,  3.  securely  hosted,  and  4.  able  to  support 
complex,  large-scale  businesses  as  well  as  start-ups.Why 
Infinium?  We're  the  first  single-source,  fully  accountable 
Application  Service  Provider,  with  a  proven  track  record 
of  delivering  solutions  to  2,000  customers.  For  a  copy  of 
our  Executive  Report  on  the  business  benefits  of  ASPs, 
call  1.877.356.0228,  or  go  to  infinium.com/asp. 
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COIVIIVIENTARY 

By  Paul  Starobin 


WILL  PUTIN  SQUARE  OFF  WITH  THE  WEST? 


From  Beijing  to  Washing- 
ton, political  leaders  are 
wondering  how  to  deal 
with  newly  elected  Russian 
President  Vladimir  V.  Putin. 
The  47-year-old  leader  has 
yet  to  reveal  details  of  his 
foreign-policy  vision.  But  this 
much  is  clear.  He  wants  Rus- 
sia to  stand  tall — or  at  least, 
taller — in  the  world.  "It 
would  be  unreasonable  to  be 
afraid  of  a  strong  Russia,  but 
one  should  reckon  with  it," 
he  declared  in  an  "open  let- 
ter" to  voters  shortly  before 
they  elected  him  on  Mar.  26. 
"One  can  insult  us  only  at 
one's  own  peril." 

Expect  the  young  and 
healthy  Putin  to  strike  a  more 
assertive  and  independent  for- 
eign policy  posture  than  his 
pro- Western  predecessor, 
Boris  Yeltsin,  ever  did.  True,     PUTIN:  ' 
Putin  craves  to  take  his  place 
on  the  world  stage  on  an  equal  foot- 
ing with  the  leaders  of  the  U.  S.  and 
major  European  powers.  But  he's  go- 
ing to  do  it  his  way.  Putin  is  almost 
certain  to  develop  closer  ties  with 
China — a  geopolitically  important 
step,  especially  if  U.  S.-Chinese  rela- 
tions fray  over  Taiwan. 
WORRISOME  SIGN.  Just  as  important, 
Putin  will  make  sure  Russia  is  re- 
spected as  a  "great  power"  in  its  own 
neighborhood.  The  brutal  Chechnya 
war  underscores  his  zero  tolerance  for 
rebels  within  Russia.  But  Putin  is 
also  taking  a  stronger  line  with  the 
country's  neighbors — forcing  Ukraine 
to  pay  its  energy  debts,  for  example. 
And  he  has  vaguely  pledged  to  pro- 
tect ethnic  Russians  in  the  Baltics 
who  complain  about  discriminatory 
treatment,  a  worrying  sign  for  re- 
publics such  as  Latvia. 

The  question  is  whether  Putin's  ef- 
forts to  build  new  respect  for  Russia 
will  lead  to  confrontation  with  the 
West.  For  now,  Putin  seems  hopeful 
of  putting  Russian-Western  relations 
on  a  better  standing — despite  U.  S. 
and  European  criticism  of  the 
Chechen  war.  Putin  is  the  one  taking 
the  initiative,  sources  say,  for  a  tete- 
a-tete  with  U.  S.  President  Bill  Clin- 


'One  can  insult 


dy  at  one's  peril" 


ton.  The  pair  discussed  a  possible 
meeting  when  Clinton  called  Putin 
on  Mar.  27  to  congratulate  him.  They 
hope  to  meet  before  the  July  Group 
of  Eight  meeting  in  Okinawa.  "Putin 
wants  to  be  constructive,"  says 
Robert  Legvold,  a  Russia  watcher  at 
Columbia  University. 


Washington  must  be 

especially  wary  of 

Russia  playing  the 

China  card 


Putin  seems  willing  to  negotiate 
arms  control  and  security  issues  with 
Washington.  Clinton  wants  Russia's 
agreement  to  revise  the  1972  anti- 
ballistic  missile  treaty  so  the  U.S. 
can  build  a  limited  national  missile 
defense.  Putin  would  want  something 
in  return — perhaps  the  right  to  sell 
its  missile-defense  technology  to  po- 
tential customers  such  as  South  Ko- 
rea. Putin  is  also  looking  for  a  deal 


from  the  Paris  Club  of  crei 
tor  governments  on  reducir 
$40  billion  in  Soviet  debt 
Encouraged  by  Putin's 
promises  to  enforce  the  rul< 
of  law,  the  creditors  are  lik 
ly  to  give  him  a  break. 

Still,  the  West  should  not 
cater  to  the  new  Russian 
leader.  After  all,  Putin  ap- 1 
pears  to  be  indifferent  to- 
ward such  basics  of  democra 
cy  as  freedom  of  the  press 
He  views,  the  secret  police,  i 
whose  ranks  he  has  spent  hi 
career,  as  a  patriotic  institu- 
tion and  plans  to  use  ex-KGB 
agents  tq  root  out  corruptior 
Until  recently,  he  has  blocke 
an  independent  evaluation  ol 
allegations  of  human-rights 
atrocities,  in  Chechnya. 
CHINA  ROAD.  It  may  be  time 
for  the  West  to  take  a  hard 
er  line  on  Russia.  That  pose 
risks,  namely  the  potential 
for  Russia  to  play  the  China  card. 
What  Beijing  wants  most  is  weapons 
Russia  sells  China  some  $1  billion  in 
arms  annually,  including  fighter  jets 
capable  of  bombing  Taiwan.  A  pow- 
erful Kremlin  faction  of  generals  and 
diplomats  argues  that  the  path  of 
long-term  Russian  security  points  to- 
ward Beijing.  "There  are  very  influ- 
ential groups  inside  the  Russian  gov- 
ernment who  are  in  favor  of  moving 
our  attachment  more  toward  China 
and  away  from  the  West,"  says 
Alexander  Saveliev,  a  defense  ana- 
lyst at  the  Russian  Academy  of  Sci- 
ences in  Moscow. 

These  are  unsettling  prospects. 
And  yet,  any  sober  calculation  of  Rus- 
sia's global  status  suggests  that  Rus- 
sia needs  the  West  more  than  the 
West  needs  Russia.  And  whatever  its 
generals  think,  Russia  has  more  to 
gain  from  America  and  Europe  than 
it  does  from  China.  That's  why  the 
West  should  be  unafraid  about  laying 
down  rules  for  Putin — and  brace  for  a 
period  of  testing.  Putin  is  often  de- 
scribed as  both  an  opportunist  and  a 
cynic,  but  there  is  no  doubt  one  at- 
tribute that  he  respects:  power. 

Starobin  is  Moscow  bureau  chief. 
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INITIAL  PUBLIC  OFFERINGS 


A  BLIP-OR  A  BAD  OMEN? 

A  big  European  Internet  IPO  sags  as  investors  turn  skeptic^ 


M 


I  ore  than  700  cyber  power-bro- 
kers packed  Amsterdam's  Oku- 
ra  Hotel  ballroom  on  Mar.  18  to 
celebrate  Europe's  biggest  and 
most  hyped  Internet  initial  public  offer- 
ing, the  sale  of  $2.9  billion  worth  of 
shares  in  the  Netherlands'  World  Online 
International.  Tuxedoed  waiters  uncorked 
champagne.  Huge  buffet  tables  groaned 
with  sushi,  smoked  salmon,  and  caviar. 
Joe  Cocker  and  Gloria  Gaynor  appeared 
in  person  to  belt  out  their  favorite  tunes. 
When  Gaynor  sang  her  emblematic  hit,  / 
Will  Survive,  World  Online's  founder  and 
Executive  Chairwoman  Nina  Brink  took 
to  the  stage  to  dance. 

Brink  will  need  to  take  to  heart  the 
song's  tough  lyrics.  Her  bravado  has  done 
little  to  stem  what's  shaping  up  as  the 
first  rout  of  a  major  Internet  ipo  in  Eu- 
rope. On  its  second  day  of  trading,  wol 
tumbled  16%  below  its  listing  price  of 
$42.  And  the  fall  didn't  stop.  After  it 
was  revealed  that  Brink  had  sold  a  6.3% 
stake  before  the  ipo,  the  stock  plummet- 
ed a  further  27%,  to  $25,  on  Mar.  28. 
Suddenly,  the  46-year-old  Brink,  an  out- 
spoken entrepreneur  who  dreams  of  turn- 
ing her  Amsterdam-based  Internet  ser- 


BAD  MOVES? 


mistakes  and  priced 
the  issue  too  high 


vice  provider  into  Europe's 
America  Online  Inc.,  is  pro- 
viding the  Continent  with  an  Clitics  Say  Brink's 
object  lesson  in  what  hap-  WOL  made  tactical 
pens  when  boundless  dreams 
encounter  newly  skeptical 
markets. 

GOING  SOUR?  Europe's  love 
affair  with  the  Net  is  entering  a  new 
phase.  Over  the  last  year,  investors  have 
tripped  over  each  other  to  buy  a  tiny 
supply  of  European  Internet  stocks.  This 
frenzy  drove  pioneers  such  as  Britain's 
Freeserve,  Italy's  Tiscali,  and  Spain's  Ter- 
ra Networks  to  dizzying  valuations.  Now, 
as  Europe  readies  for  a  spring  parade 
of  huge  IPOs,  from  Deutsche  Telekom's  T- 
Online  to  the  Netherlands'  cable  leader 
Chello,  investors  are  starting  to  come  up 
with  tough  questions.  "People  are  sud- 
denly asking,  Are  these  things  over- 
priced?' and  'Is  this  all  hype?' "  says  Er- 
win  van  Zuidam,  an  Internet  analyst  at 
MeesPierson  Investment  Bank  in  Ams- 
terdam. Internet  companies  can  no  longer 
afford  to  make  tactical  mistakes  in  their 
offerings  or  get  greedy  over  the  price. 

wol  did  both.  The  ipo  for  24%  of  the 
company's  stock  took  place  in  a  week 


during  which  tech  stocks  z. 

just  launched  European  > 

stocks  such  as  lastminute.e 

and  Stepstone  were  getti 

pummeled.  But  Brink  a 

her  bankers,  led  by  Goldm 

Sachs  &  Co.  and  ABN  Am 

were  confident  because  th 

issue    was    21    times    oversubscribe 

What's  more,  they  valued  each  of  WO 

1.9  million  subscribers  at  a  heady  $6,5( 

By  contrast,  France-based  ISP  Libert 

Surf,  which  did  an  ipo  the  day  befo 

wol's,  valued  its  subscribers  at  less  th 

$3,000  each.  Six  days  after  its  debut,  L 

ertySurf  shares  were  trading  at  50 

above  issue  price.  Says  Michael  Kralar 

president  of  Trinity  Capital  Partners 

Paris,  who  signed  up  for  1,000  WOL  shar 

and  sold  them  on  the  opening  bell:  "IT 

was  a  story  of  greed  if  I  ever  saw  or 

This  is  a  blow  for  the  hot  air  market 

Goldman  defends  that  valuation  as  b 

ing  reasonable. 

The  frostier  climate  likely  means  th 
bankers  will  be  paring  back  issue  price 
for  IPOs  and  releasing  smaller  lots 
stock.  Such  a  situation  seemed  remot 
when  a  confident  Brink  and  her  coterie 
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bankers  and  executives  launched  then- 
road  show  on  Mar.  1  in  the  provincial 
Dutch  city  of  Deventer.  There,  eager  in- 
vestors crammed  into  all  2,000  seats  of 
the  municipal  theater.  The  lights  dimmed. 
A  slick  ad,  "One  Day,"  a  hymn  to  global 
communication  narrated  by  Christopher 
Reeve,  shone  on  the  movie  screen:  For 
the  next  fortnight  the  ad  would  saturate 
European  theaters  and  TVs.  "This  is  that 
day,"  said  Brink  as  she  took  her  place  on 
the  stage.  Given  financing,  she  said,  wol 
had  a  fighting  chance  to  become  Europe's 
answer  to  aol. 

Why?  In  a  Continent  full  of  national 
champions,  the  four-year-old  wol  was 
the  first  to  cross  borders.  By  raising  bil- 
lions in  a  public  offering,  Brink  would 
have  a  war  chest  to  build  up  content 
and  buy  local  isps  across 
Europe. 

The  audience  responded 
with  a  standing  ovation. 
Most  hadn't  really  needed  to 
listen.  Their  main  concern 
wasn't  wol's  business  plan, 
but  simply  whether  they 
could  participate  in  what 
looked  like  a  slam  dunk.  "I 
would  like  to  buy  100 
shares,  but  I'm  pretty  sure 
I'll  only  get  one,"  complained 
Hans  van  de  Water,  a 
schoolteacher.  The  show 
done,  Brink  and  the  bankers 
exulted  backstage.  "There  is 
tons  of  demand  and  only  a 
few  Internet  stocks  on  the 
market  here  in  Europe," 
said  abn  Amro's  Adriaan 
Wijt,  who  organized  the  De- 
venter  show. 

Afterward,  in  her  private 
jet  flying  to  London,  Brink 
sipped  a  glass  of  St.  Emilion 
with  satisfaction.  This 
daughter  of  Dutch  Jews  had 
come  a  long  way  fast.  Al- 
though her  parents  escaped 
the  Holocaust  because  they 
lived  in  Indonesia,  the  Nazis 
killed  the  rest  of  her  ex- 
tended family.  Her  father 
died  when  she  was  16.  Just 
out  of  college,  she  started  a 
company  importing  Epson 
printers  and  National  Semi- 
conductor chips.  "I  made  my 
first  $30  million  by  the  age 
of  30,"  she  said.  The  offer- 
ing, she  added  "is  not  about 
money.  I  already  have 
everything  I  need."  What 
Brink  wanted  was  recogni- 
tion as  a  master  creator  of 
the  European  Net. 


Brink  got  the  idea  to  launch  wol  in 
1996  when  she  advised  the  Dutch  gov- 
ernment on  telephone  deregulation.  "I 
saw  that  Europe  was  going  to  free  its 
telephone  market,  and  it  didn't  take  a 
genius  to  see  that  the  Internet  was  going 
to  become  a  big  business,"  she  says. 
LOCAL  PARTNERS.  But  it  did  take  insight 
to  build  her  company.  When  other  Euro- 
pean Internet  providers  began  offering 
their  services  free  in  1998,  she  stopped 
charging  subscribers  a  monthly  fee,  re- 
lying instead  on  her  share  of  phone 
charges  paid  by  subscribers  who  go  on- 
line. In  contrast,  aol  Europe  tried  to 
keep  its  fee  system  and  its  growth  stag- 
nated, wol  caught  up  fast  and  now  has 
1.9  million  customers  in  Europe,  just  be- 
hind aol's  2  million. 


THE  NINA  BRINK  IPO 
ROAD  SHOW 
The  chairwoman  of  World 
Online  flew  to  London  in 
her  private  jet  to  meet 
with  American  Express. 
The  IPO  on  Mar.  17  was 
marred  by  the  downturn 
in  tech  stocks-which  did 
not  prevent  Nina  from 
dancing  late  on  Mar.  18 


Brink  also  chose  different  local 
ners  in  each  European  country,  \\| 
aol    was    hamstrung    by    having 
single  deal  with  Germany's  Bertelsm| 
a  handicap  in  entering  non-German 
kets.  In  France,  for  example,  she  ec 
out  local  competitors  such  as  Berr 
Arnault's  LibertySurf  and  Jean-Luc  | 
gardere's  Club  Internet  to  strike  a 
with  conglomerate  Bouygues,  which  o| 
a  mobile  phone  operator  and  the  cq 
try's  leading  TV  station,  TFl.  Such  ac| 
sitions  help  provide  wol  with  the 
grams  and  exposure  it  needs  to 
the  jump  from  an   ISP  to   a  cont 
provider  like  aol. 

But  the  company  does  have  irn{! 
tant  weaknesses.  Its  1999  revenues  | 
taled  a  scant  $64  million,  while  net 
es  reached  $88  million, 
important,  while  wol  I 
giant  in  the  Netherlarj 
it's  a  pygmy  elsewhere;  | 
not  even  among  the  top 
in  France,  Germany, 
Italy.  And  competitors  sJ 
as  Deutsche  Telekc 
France  Telecom,  and  Tq 
fonica  have  ruthlessly 
ploited  their  near  total  c| 
trol  of  local  phone  serv 
to  give  customers  of  tr 
own  isps  cheaper  phc 
charges  or  faster  data  c<j 
nections.  Most  worrying| 
all,  Brink  cannot  tell 
vestors  when  the  comps 
might  be  profitable. 

No  matter.  The  mart 
was  telling  Brink  to  go  pi] 
lie  fast.  In  October,  1999, 
Italian  ISP  startup,  Tisc^ 
with  about  the  same  ni 
ber  of  subscribers  as  W(j 
went  public  and  the  mark 
value  of  the  company  quic 
ly  tripled,  to  $13.6  billic 
The   next   month,    Spaiij 
Terra    Networks    saw 
newly  listed  stock  quadi 
pie  within  days,  pushing  t\ 
value  of  the  company  up 
$28  billion. 

American  investors  perk^ 
up.    "Terra    was    like 
earthquake,"  says  LawrenJ 
Goldfarb,  a  managing  pr 
cipal    in    San    Franciscc 
BayStar  Capital.  Brink  so| 
about  two-thirds  of  her  o\ 
stake  in  wol  to  BayStar 
December  for  an  undisclosq1 
sum  and  agreed  to  set  up| 
$500  million  fund  with  Br 
to  invest  in  Net  startup] 
Another  important  Amer 
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can  vote  of  confidence  came 
from  Intel  Corp.,  which  in- 
vested $67  million  for  a  10% 
stake  in  wol  last  June.  "Nina 
impressed  us  the  most  of  all 
the  entrepreneurs  we  met"  in 
Europe,  says  Avram  Miller, 
Intel's  former  director  of  cor- 
porate business  development. 
Miller,  now  a  director  of 
Boston-based  Internet  invest- 
ment company  cmgi,  serves 
on  wol's  supervisory  board. 

But  by  the  time  Brink  was 
ready  to  launch  her  IPO  on 
Mar.  17,  the  market's  mood 
had  started  to  sour.  Bad  news 
piled  up  in  the  days  leading 
to  the  launch.  First,  investors 
fled  America's  Nasdaq.  Then  AltaVista 
Co.  announced  it  was  introducing  flat- 
rate,  unlimited  Internet  access  in  Britain. 
This  threatened  to  punch  a  hole  in  wol's 
business  model;  a  hefty  chunk  of  the 
company's  1999  revenue  depended  on 
subscribers'  willingness  to  pay  by  the 
minute  for  time  spent  online. 

CEO  Simon  Duffy  maintained  that  wol 
would  be  able  to  make  up  for  these  lost 
revenues  by  focusing  on  e-eommerce  and 
advertising.  But  that  would  take  time, 
and  investors  worried  about  a  short-term 
loss  in  sales.  When  Brink  showed  up  at 
the  Amsterdam  Stock  Exchange  at  11:45 
am.  on  Mai-.  17,  business  students  dressed 
as  clowns  were  demonstrating  outside. 
They  handed  her  the  "Golden  Bubble" 
Prize.  "She  is  selling  hot  air,"  insisted 
their  leader,  20-year  old  Daniel  Simons. 

Brink  and  her  bankers  remained  con- 
fident. The  night  before,  they  had  chosen 
the  top  price  of  their  listing  range.  They 
could  have  priced  it  at  $36.  Instead,  they 
listed  it  at  $42  a  share,  valuing  the  com- 
pany at  a  whopping  $12.2  billion.  After 
all,  the  transaction  was  21  times  over- 
subscribed. In  pre-launch 
trading  in  London's  "gray" 
market,  wol  shares  were 
going  for  upwards  of  $72. 

The  opening  ceremony 


*X -WE  so  FAR. so  G00D 

in  that  trading  had  to  be   WOL'S  first  price  was 
suspended  three  times.  By   $50,  but  less  than 
1:20  p.m.    the  stock  was   an  hour  later  it  had 
down  to  $46.     We  were 
eating  lunch,  and  they  kept   Slipped  to  $46 
closing      the      exchange 
down,"  Brink  told  business  week.  "None 
of  my  institutional  investors  could  get  in 
their  buy  orders."  The  Amsterdam  ex- 
change had  never  experienced  such  a 
large  listing,  and  officials  admitted  that 
the  high  volume  overwhelmed  their  sys- 
tem. Some  57  million  of  the  64  million 
new  wol  shares  were  traded  on  the  first 
day.  "This  is  a  new  world  for  us,"  says 
exchange  board  member  Rudolf  de  Soet. 
WHOM  TO  BLAME?  In  retrospect,  Brink 
and  her  bankers  may  have  made  an  error 
listing  only  on  the  Amsterdam  bourse. 
Under    Dutch    securities    regulations, 
World  Online  had  to  unload  at  least  a 
hefty  20%  of  its  stock  on  the  first  day. 
Most  successful  U.S.  Internet  listings 
sold  off  much  smaller  parts  of  the  busi- 
ness on  Nasdaq  in  order  to  ensure  a  first 
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day  "kick."  But  Br 
thought  there  was  eno 
liquidity  to  do  a  big  IPO 
Amsterdam.  "There  has  b 
so  much  demand  in  Eur 
that  it  was  not  necessary 
go  to  the  Nasdaq,"  she  s; 
She  only  did  a  small  priv 
placement  in  the  U.  S.  to  ' 
tract  some  sophisticated 
stitutional]  investors." 

At  the  party  the  follow 
evening,  the  World  Onl 
team  put  on  a  brave  fa< 
Brink  stayed  drinking 
dancing  into  the  early  mo: 
ing  hours.  After  all,  wol  h] 
sold  an  astounding  amount 
stock.  And  the  whole  com; 
ny  is  still  worth  more  thj 
established  Dutch  multi 
tionals  such  as  klm  Roj 
Dutch  Airlines  and  telepho 
company    KPNQwest.    "H( 
can  you  raise  so  much  mon 
and  not  call  it  a  success 
asked  an  exhilarated  Brinl 
But  recriminations  lurked  just  bek 
the  glittering  surface.  Brink  blasted  t 
Amsterdam  Exchanges'  inability  to  pr 
cess  the  trades.  Investors  were  furious 
her  and  bankers  Goldman  Sachs  and  AJ 
Amro  for  not  disclosing  the  sale  of  t 
bulk  of  her  own  holdings  to  BayStar  aj 
two  other  companies  just  three  mont 
before  the  IPO.  The  prospectus  only  sa 
the  shares  had  been  "transferred."  TI 
anger  turned  into  mass  selling  when 
became  known  on  March  27  that  BaySt 
had  no  lockup  agreement  and  had  so 
1.2  million  shares  just  after  the  IPO.  Brii 
and  Goldman  blamed  the  initial  slide 
wol  shares  on  the  downturn  in  the  ove 
all  tech  market.  Then  nervous  investo: 
took  the  news  of  Brink's  share  sales 
BayStar  as  a  further  excuse  to  sell,  sa; 
a  Goldman  banker.  Gol 
man  says  the  prospecti 
was  accurate  and  complet 
wol's  shaky  introductk 
could  be  a  mere  blip,  soc 


SHARE  PRICE  3/28 


AFFINITY  INTERNET  HOLDINGS  (Britain)         $1.12,  April,  1999            $64.48 
went  as  planned.  Amster-        ■■• forgotten,  on  the  way  i 

dam  Exchanges  President      ^KERVEBritam I2.:.4.0/.^.1?':.!999. $8:.6.6 Europe's  construction  of 


George  Moller  called  it  a 
"historic  day,"  the  ex- 
change's largest-ever  IPO. 
The  only  other  time  so 
many  television  cameras 
entered  the  exchange  was 
for  the  introduction  of  the 


TISCALI  Italy 

TERRA  NETWORKS  Spain 


$47,  October,  1999  $778 

$13  40,  November!  1999 ""$89.60" 


New  Economy.  The  stoc 
could   bounce   back,   an 
Nina  Brink  could  contini 
M.BE.!^SURF  France $39,  Mar.  17,  2000 $67 unhindered  with  her  pla 

WORLD  ONLINE  The  Netherlands  $41.28,  Mar.  17,  2000      $25  to  create  Europe's  answ« 

to  AOL.  But  for  the  fore 
seeable  future,  she'll  hav 


PLANNED  IPOs 


.  Veuve  Amiot  cham-      ™UNE  Germany H0Pes.to.r?ise*4.billion  in.A.Pril to  rein  in  her  ambitions- 


euro 

pagne  was  uncorked.  At 
12:30,  applause  greeted  the 
opening  price — $50.  Brink 
did  a  few  TV  interviews 
and  left  for  lunch. 


CHELL0  The  Netherlands 
tisCALl  Italy 


Hopes  to  raise  $1  billion  in  June 

Plans  second  offering  of  400 
million  shares  in  April/May 

DATA:  HSBC,  BUSINESS  WEEK 


and  with  them,  Europe 

hopes  of  an  unending  ris 

in  the  Internet  stock  boon 

By  William  Echikso 

in  Amsterdar. 
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NO  SLAM  DUNK. 
NO  FREE  LUNCH. 

(  i  low,  let  5  tulk  about  a  recti  investment  struteau.J 


As  portfolio  managers  behind  the  Mutual  Series 
Funds,  we  aren't  content  to  rely  on  dreams,  fate 
or  even  market  forces.  We  shun  hot  tips  and  over- 
promises. 

Instead,  in  order  to  reduce  risk,  we  evaluate  a 
financial  opportunity  from  every  conceivable  angle. 
Unearthing  clues  —  legal,  competitive,  cultural  —  to 
find  securities  that  are  undervalued.  And  by  how  much. 
Usually,  securities  other  analysts  have  overlooked. 

Often,  we  get  actively  involved  with  companies 
to  be  a  positive  force  for  change.  Sometimes  it  can 


lead  to  major  restructurings  or  mergers.  Sometimes  it 
requires  streamlining  management.  In  each  case,  we  roll 
up  our  sleeves  to  actively  help  increase  and  protect  the  value 
of  our  shareholders  investments.       ' 

The  fact  is,  our  team's  activist  strategies  have  proven 
themselves  through  market  upswings  and  downturns. 
It's  why  we  believe  the  Mutual  Series  Funds  could  be 
an  important  part  in  your  overall  investment  strategy. 

For  more  information,  or  to  review  our  performance 
ratings,  mail  in  the  postage-paid  card.  Or  call  us  at 
1-800-FRANKLIN  Ext.  P480. 


MUTUAL  SERIES  FUNDS 

BECAUSE    RISK  MATTERS 


SHARES  ll-NH 


Ml    n    \l    |  >[\i  o\  I  Id  HUN1) 


Mt'K'Al    HI  AC  ON  K'NI) 


MUTUAI  QUA]  1HH)  FUND 


I  i.uikliii  [e 
prospectus 
involved  in 


mplcton  Distributors,  Inc..    '    '  M.iinu  cs  Island  Blvd..  S.in  Mateo.  CA  94404  A  Member  of  franklin  Templeton  Investments    www.mutualseries.com  Call  for  a  free 

attaining  more  complete  fund  information,  including  sales  charges  and  expenses.  I'lcose  read  it  carefully  before  you  invest  or  send  money.  Investing  in  companies 

mi  Minus  and  liquidations  involves  special  risks.  kwk-i  *v 
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HIS  MEETING  IS  JUST  ABOUT  THE  MEETING. 


There's  an  entirely  new  way  to  hold  meetings.  It  doesn't  involve  a  plane,  train  or  automobile. 
All  you  need  is  a  Web  browser  and  a  phone.  With  PlaceWare1",  you  can  hold  live,  interactive 
meetings  and  presentations  with  up  to  2,500  people  over  the  Internet.  See  why  over  1  million 
people  use  PlaceWare  for  Web  seminars,  new  product  launches,  1:1  meetings,  sales  training  and 
business-to-busincss  collaboration.  To  book  your  own  virtual  conference  room,  visit  our  websit* 
at  www.placeware.com.  Think  about  it  next  time  you're  stuck  in  a  holding  pattern. 
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We  find  delight  in  the  beauty 
and  happiness  of  children. 

-Ralph  Waldo  Emerson 


What  do  you  want  for  your  children?  A  better  world?  A  larger  life? 

At  American  General,  we  put  over  $117  billion  in  assets  to  work  every  day 

to  help  12  million  Americans  build  a  life  large  enough  to  hold  their  children's  dreams. 

For  more  than  70  years,  we've  been  there.  Providing  retirement  services,  investments, 

life  insurance  and  consumer  loans.  At  American  General,  the  future  starts  today. 


Live  the  life  you  ve  imagined. 


American 

General 


©2000  American  General  Corporation    wwwamericangeneral.com  or  1(800)  AGC-1111 
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COMMERCE 


1  TICKET  TO 
I0T-C0M  HEAVEN? 

^ketmaster's  online  service  offers  high  hopes 


I  few  minutes  after  tickets  to  see 
singer  Fiona  Apple  in  Birming- 
ham, Ala.,  went  on  sale  Mar.  4, 
19-year-old  Julie  Carnes  snagged 
fourth-row  seats.  But  she  didn't 
lp  out  at  the  box  office  or  spend 
rs  on  the  phone  navigating  busy 
lals.  All  it  took  for  Carnes  was  a 
clicks  at  www.ticketmaster.com.  The 
.25  price  tag  included  an  $8.50  ser- 
charge,  but  the  Auburn  University 
iness  major  didn't  mind  too  much. 
e  seats  are  great,"  she  says,  "and 


ordering  online  was  quick  and  easy." 
It's  about  to  get  easier.  Ever  since 
Ticketmaster  Online  merged  with  City- 
Search  Inc.  in  November,  1998,  the 
Pasadena  (Calif.)  company  has  been  dri- 
ving to  create  a  virtual  datenight.com. 
The  idea  is  to  turn  the  oft-resented  tick- 
et service  into  a  giant  Internet  portal 
where  people  can  get  local  information 
about  entertainment  and  then  act  on  it: 
by  making  restaurant  reservations,  lin- 
ing up  a  date  through  the  company's 
online  dating  service,  and  finding  theater 


tickets      including,   for  the   fir.-t    time, 
downloading  th<-  ducal 

That's  right,  the  real  McCoys  righl 
off  the  Nh  and  out  ymr  printer.  This 
month,  Ticketmaster  Online-City  Search 
Inc.  (TMCS)  will  begin  offering  print-at- 
home  ticketing  in  an  effort  to  transform 
Ticketmaster's  intractable  image  into 
one  of  convenience.  But  that's  only  one 
part  of  Chief  Executive  Charles  Conn's 
push.  Through  a  series  of  partnership.-, 
TMCS  is  moving  onto  wireless  devices 
so  customers  can  see  entertainment  list- 
ings and  make  deals  anywhere,  any 
time.  "Our  information  and  tools  are  ex- 
actly what  people  want,"  he  says. 
JUICY  MARGINS.  Conn  hopes  to  use  each 
side  of  the  company  to  feed  the  other. 
CitySearch  draws  Netizens  by  offering 
local  entertainment  listings — and  ekes 
revenues  out  of  advertising,  auctions, 
and  by  hosting  Web  storefronts.  Where 
the  big  bucks  are  made  is  w'hen  City- 
Search  routes  its  customers  to  Ticket- 
master  Online,  wiiich  has  juicy  margins 
on  the  tickets  it  sells.  In  return,  Tick- 
etmaster helps  CitySearch  by  putting 
up  cash  to  let  Conn  work  through  City- 
Search's  early  losses.  Thomas  Weisel 
Partners  analyst  Gordon  Hodge  says 
the  CitySearch  side  will  break  even 
by  2002  and  make  $47  million  a  year 
in  2003.  Meanwhile,  Ticketmaster 
Online  will  keep  churning  out  its 


The  idea 
is  to  build  an  entertain- 
ment portal  around  the 
service-letting  customers 
make  everything  from  dates  to 
restaurant  reservations 
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own  profits.  "We  see  a  lot  of  incremental 
profits  (from  CitySearch)  coming  in," 
Hodge  says.  "What  it's  going  to  take  is 
time." 

The  strategy  has  won  Conn  powerful 
backers:  USA  Networks  Inc.  and  Mi- 
crosoft Corp.  usa  Networks  has  a  52% 
stake  in  tmcs  and  has  invested  $200 
million  so  far.  Microsoft  sold  its  local-list- 
ing service  MSN  Sidewalk  to  CitySearch 
for  stock  and  warrants  in  1999  and 
made  tmcs  the  prime  provider  of  local 
content  and  tickets  to  Microsoft  Net- 
work. "It  has  been 
costly,"  usa  Networks 
Chairman  Barry  Diller 
says.  "But  I  believe  the 
money  we  put  in  will 
erect  barriers  to  entry." 

But  both  concert-go- 
ers and  shareholders 
should  hold  the  hosan- 
nas:  Entertainment 
heaven  is  still  a  ways 
off.  Gripes  about  high 
service  fees  in  its  offline 
business  still  dog  Tick- 
etmaster's  Web  affiliate. 
Conn  won't  commit  to 
sharing  cost  cuts  from 
doing  business  online 
with  consumers,  pre- 
serving Ticketmaster's 
average  $6.46  per  ticket 
handling  fee.  And  build- 
ing up  CitySearch 
means  tangling  with  the 
bigger  aol  Digital  City, 
backed  by  America  On- 
line Inc.  Digital  City 
has  its  own  wireless 
strategy  and  offers  a 
wider  range  of  services. 
"Ticketing  is  one  com- 
ponent, but  local  ser- 
vices is  a  very  large 
[business],"  says  Digital 
City  ceo  Paul  DeBenedictus. 
ALLIANCES.  Digital  City  also  has  a  big- 
ger audience.  With  4.2  million  users,  it 
dwarfs  CitySearch's  2.6  million — a  key 
factor  in  attracting  both  advertisers  and 
e-commerce  partners.  Digital  City  ad- 
vertisers pay  up  to  $100,000  a  year, 
while  most  advertisers  on  CitySearch 
pay  up  to  $10,000  a  year.  One  result: 
Ticketmaster  Online  made  $16  million 
last  year,  but  the  combined  Ticketmaster 
Online-CitySearch  lost  $42.7  million  on 
revenues  of  $105  million. 

Clearly,  Conn  has  to  close  the  gap. 
He's  attempting  this  through  a  series 
of  acquisitions  and  alliances.  In  addition 
to  Sidewalk,  TMCS  bought  the  personal- 
ad  site  Match.com  Inc.,  and  City  Auc- 
tion, a  local  auction  service  targeting 


items  such  as  cars  and  furniture  that 
are  tough  to  ship  to  buyers.  Conn  also 
has  partnered  with  dozens  of  Web  sites 
ranging  from  restaurant-reservations 
site  foodline.com  Inc.  to  home-delivery 
service  Kozmo.com  Inc.  And  tmcs  is  ex- 
pected to  announce  a  wireless  deal  with 
Ericsson  Radio  Systems  to  let  45  million 
owners  of  Ericsson  Web  phones  dial  up 
event  listings  and  order  tickets  by 
punching  phone  buttons.  The  announce- 
ment followed  other  wireless  deals  with 
Palm,  Nokia,  and  AvantGo. 


BUILDING  DATENIGHT.COM 

Ticketmaster-City Search  went  deal-shopping  last  year,  making 

acquisitions  and  cementing  partnerships  to  make  its  Web  site  a  one-stop 

shop  for  nightlife  spending.  Here  are  some  key  deals: 

ACQUISITIONS 

PARTNERSHIPS 

MSN  Sidewalk 

ACQUIRED  September,  1999 
WHAT  IT  ADDS  Allows  CitySearch 
to  double  the  number  of  cities  it 
covers.  It  now  serves  some  85% 
of  Americans  with  Web 
access 

Kozmo.com 

THE  DEAL  Distribution  partner- 
ship struck  in  January. 
WHAT  IT  ADDS   Kozmo  pays 
TMCS  for  each  user  it  sends  to 
Kozmo's  site  for  video  rentals  or 
food  delivery 

Match.com  and 
One  &  Only  Network 

ACQUIRED  June  and  Sept.,  1999 
WHAT  IT  ADDS  Love-starved  Web 
surfers  can  seek  a  date  for  that 
concert  or  basketball  game 

Ev1te.com 

THE  DEAL  Agreed  in  January  to 
use  Evite's  invitation  service. 
WHAT  IT  ADDS  Allows  CitySearch 
visitors  to  invite  their  friends  to 
events  they  plan  to  attend 

CultureFinder.com 

THE  DEAL  Agreed  in  January  to 
add  CultureFinder's  entertain- 
ment listings. 

WHAT  IT  ADDS  More  tickets  for 
Broadway  shows,  classical  music, 
opera,  dance,  and  museums 

CityAuction 

ACQUIRED  April,  1999 
WHAT  IT  ADDS  Auctions  for  hard- 
to-ship  items  such  as  cars  and 
furniture  on  local  sites  rather 
than  global  sites  such  as  eBay 

The  wireless  deals  are  part  of  Conn 
and  Diner's  strategy  to  build  the  image 
of  convenience  and  flexibility.  By  making 
it  easy  for  customers  to  book  tickets 
on  their  Palms  or  cell  phones,  tmcs  ex- 
pects to  increase  ticketing  transactions 
significantly.  But  the  more  dramatic 
change  for  most  users  may  be  the  print- 
at-home  tickets.  Ticketmaster  Online 
will  be  up  to  several  months  ahead  of  ri- 
val Tickets.com  Inc.  in  providing  the 
service.  It  relies  on  bar-code  scanning 
technology  to  verify  that  the  tickets  are 
genuine.  Every  venue  accepting  them 
will  have  to  invest  in  scanning  equip- 
ment to  screen  out  fakes.  And  the 
homemade  tickets  will  come  with 
coupons  for  nearby  restaurants  and 
parking  lots  on  the  same  printed  page. 


Can  the  Web  really  make  Ticket 
ter  convenient  and  friendly?  Some 
tomers  say  yes.  "It's  just  a  nicer  wa 
order  tickets,"  says  Bill  Rubin,  a  i 
ware  engineer  for  IBM  in  Yorkt 
Heights,  N.Y.,  who  bought  tickets  i 
Bruce  Springsteen  concert.  "I  gi 
chance  to  see  where  my  seats  were 
ing  to  be."  Another  possible  boost: 
ing  customer  data  collected  by  Tic 
master,  venues  will  soon  shoot  e-maij 
fans,  offering  leftover  tickets  at  a 
count  shortly  before  a  show. 

Certainly 
technologies 
Ticketmaster  s< 
its  constituen 
better.  The  Bri 
band  Yes  prom 
its  fall  U.S.  t 
through  Ticketr 
ter  Online.  U 
data  collected 
Ticketmaster,  t 
promoters  e-ma 
Yes  fans  bel 
tickets  went 
sale,  offering  tl 
the  opportunity 
buy  first.  "In  si 
markets  we  i 
15%  of  our  t 
tickets  just  on 
promotion,"  £ 
Ed  Thomas,  gei 
al  manager  of  1 
Bank  Managem 
the  company  t 
coordinated  Y 
tour. 

But  so  far 
Web  hasn't  fi 
all  of  the  gri 
about  Ticketma: 
While  Carnes 
Fiona  Apple  ti 
ets  easily,  she 
sidelined  by  an  overloaded  server  w 
new  band  Blink- 182  came  to  town, 
definition  of  'convenience'  isn't  sitting 
front  of  my  computer  for  30  mini: 
hitting  'refresh'  constantly,"  she  si 
Hence  the  question  on  which  Cor 
$2.1  billion  market  cap  depen 
Can  Ticketmaster's  corporate  con 
make  it  in  a  world  where  the  custoi 
is  king? 

By  Arlene  Weintraub  in  Los  Ange 
with  Timothy  J.  Mullaney  in  New  I 
and  Catherine  Yang  in  Washington 


BusinessWeek  Ml 


For  E-Business  Editor  Tim  Mullaney's 

thoughts  on  Ticketmaster,  see  our  video  z  r 

www.businessweek.com/mediacenter/ 
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Once  upon  a  time, 
e-integration  was  just  a  fairy  tale. 


•  Seamless'connections  across  today's  extended  enterprise  chain. 

Real-time  e-business  integration. 

All  while  running  on  the  unified  infrastructure 

of  the  mainframe,  UNIX",  NT  and  the  Internet. 

It's  not  magic.  It's  Sagavista'." 


sagavista 

Enabling  the  E-conomy.™ 


Jht  ©  SAGA  SOFTWARE.  Inc  .  2000  All  rights  reserved 

9  Ifi  i.i  'i  the  Sag  ivi  '  I  logo,  Ihe  SAGA  logo.  FY  I  sprite.  Free  Your  Information  and  Enabling  the  E-conomy 

\l  trademarks  m  I         S AG  A  SOFTWARE.  Inc  in  the  United  States  and/or  other  countries 

I'  lies  may  be  trademarks  service  marks  or  trade  names  ol  their  respective  owners 

i  "ograms  and  services  are  subiecl  to  availability 


5AGA 


i<p 

www.sagasoftware.com 


free  your  information. 
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DATA  STORAGE 


GET  THOSE  FILES 
OUT  OF  HERE 

StorageNetworks  is  betting  that  off-site  data  will  catch  on  big 


The  paperless  office  promised  an  end 
to  the  ceaseless  expansion  of  file 
cabinets.  But  the  electronic  work- 
place has  created  another  file  cabinet 
problem:  the  massive  banks  of  storage 
equipment  that  now  house  corporate 
data.  Data  storage  needs  are  growing  at 
an  astonishing  80%  annual  clip,  accord- 
ing to  International  Data  Corp.  That's  a 
boon  to  equipment  suppliers,  such  as 
storage  market  leader  kmc  Corp.  But  it 
can  snowball  into  a  problem  for  the 
companies  they  supply. 

Enter  Peter  W.  Bell.  The  EMC  alum- 
nus and  chief  executive  of  Storage- 
Networks  Inc.  has  come  up  with  an  ap- 
proach that  could  shake  up  the  $34 
billion  storage  industry.  Bell's  solution? 
Leave  the  disk-driving  to  us.  Storage- 


Networks  is  proposing  to  sell  storage  to 
corporations  as  a  service,  instead  of  a 
product  they  must  buy  and  manage. 

How  does  it  work?  A  company  pays 
StorageNetworks  about  $50,000  per 
month  for  1  terabyte  of  storage  space — 
that's  the  digital  equivalent  of  some 
60,000  file  cabinets.  The  customer's  com- 
puter data  would  reside  in  one  of 
StorageNetworks'  50  data  centers,  and 
the  customer  could  tap  into  the  infor- 
mation instantaneously  over  a  high- 
speed fiber-optic  line  between  its  offices 
and  the  nearest  data  facility. 

The  idea  of  "storage  as  service"  is 
an  enticing  one.  Compaq,  irm,  and 
Hewlett-Packard  are  experimenting 
with  similar  offerings.  "It's  going  to  be  a 
tremendous    area    of   growth,"    says 


CEO  BELL:  A  HOT 
IPO  COULD  BE  NEX1 


BATMAN  AND  ALL  RELATED  CHARACTERS,  NAMES  AND   INDICIA  ARE  TRADEMARKS  OF  DC  COMICS  V2QOO.  ©2000  OMSTAR"  CORP.  ALL  RIGHTS  RESERVED. 


Howard  Ellas,  vice-president  and  gen- 
eral manager  of  the  Compaq  Storage 
Products  Div. 

The  shift  ill  the  industry  is  putting 
the  heat  on  emc  and  other  storage- 
equipment  makers.  EMC  CEO  Michael  C. 
Ruettgers  has  decided  not  to  enter  the 
storage-as-service  business,  dismissing 
it  as  a  threat,  since  StorageNetworks 
buys  its  equipment  from  emc.  Bell,  how- 
ever, insists  there  is  a  risk  to  EMC 
"They  lose  that  account  control,"  says 
Bell.  That's  important  because  EMC  could 
end  up  getting  less  feedback  from  stor- 
age users,  which  could  hurt  its  ability  to 
develop  cutting-edge  products.  More  im- 
portant, StorageNetworks  at  any  point 
could  switch  its  business  to  IBM  or  one 
of  emc's  other  rivals.  "At  some  point  if 
this  thing  took  off,  emc  would  have  to 
make  a  decision  about  being  a  storage 
utility,"  says  senior  analyst  Doug  Chan- 
dler of  market  researcher  IDC. 
"PRIME  POSITION."  In  the  race  to  offer 
storage  on  demand,  Bell  is  a  step  ahead 
of  the  pack.  Investors,  including  Dell 
Computer  Corp.  and  Global  Crossing 
Ltd.,  have  poured  $200  million  into  the 
Waltham  (Mass.)  startup.  StorageNet- 
works, which  lost  $22.6  million  on  rev- 
enues of  $6  million  last  year,  just  regis- 
tered for  an  initial  public  offering  to 
raise  an  additional  $270  million.  They're 
in  a  "prime  position  to  dominate  the 


[storage  service]  market,"  sayi  ana 
Steve  Duple    ie  of  markel  re  earcher 
Enterprise  Storage  Group.  Bell  plan 

to  spend  $700  million  to  complete 
network  of  BO  data  centers,  each  of 
which  will  be  capable  of  storing  100  tei 

abytes  of  information. 

StorageNetworks'  prime  targets  are 
Internet  companies,  which  tend  to  have 
huge  storage  needs.  Take  eCircles.com, 

which  runs  an  online  community  where 
people  swrap  and  store  music  and  photo.-. 
Since  its  storage  needs  are  growing  by 
about  10%  a  month,  it  would  be  adding 
storage  disks  every  few  weeks  if  it  were 
handling  its  own  equipment.  Instead, 
the  San  Mateo  (Calif.)  company  signed  a 
four-year  deal  with  StorageNetworks — 
for  the  convenience,  and  to  avoid  hiring 
storage  systems  engineers  who  can  com- 
mand $100,000  salaries. 

The  Internet  market  likely  will  be  a 
test  case  for  StorageNetworks.  emc's 
Ruettgers  is  targeting  the  same  set  of 
customers  because  he  thinks  they  will 
be  big  buyers  of  his  storage  gear.  In- 
deed, emc  got  $200  million  of  its  rev- 
enues from  Net  companies  in  the  fourth 
quarter.  If  Ruettgers  sees  StorageNet- 
works making  progress  with  the  clients 
he's  targeting,  he  may  have  to  shift 
gears.  At  that  point,  Bell  may  have 
more  competition  than  he  bargained  for. 

By  Norm  Alster  in  Waltham,  Mass. 


Call    one,    call    the    other 
It's    the    same    thing. 


Both  will  rescue  you  from  most  any  situation,  but  only  OnStar*  is  as  easy  as 

pressing  a  button  in  your  car.  our  advisors  are  always  ready  to  track  your  car 

if  it's  stolen.  check  on  you  if  we  receive  a  signal  your  air  bags  have  gone  off. 
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CEO  DONAHUE: 
BIG  PLANS 


TELECOM 


NEXTEL:  THE 
HAPPY  LONER 

Can  it  stay  that  way  with 
such  a  tempting  stock  price? 

Bernard  J.  Ebbers,  the  chief  execu- 
tive of  long-distance  giant  MCl- 
WorldCom  Inc.,  has  earned  a  repu- 
tation for  making  shrewd  acquisitions 
over  the  past  decade.  But  he  missed  a 
doozy  last  year.  In  May,  Ebbers  balked 
at  acquiring  wireless  player  Nextel 
Communications  Inc.  for  about  $13  bil- 
lion. Since  then  Nextel's  shares  have 
more  than  quadrupled,  to  151,  thanks 
to  booming  demand  for  its  wireless 
phone  services  and  focus  on  the  lucrative 
business  market.  That  makes  Nextel 
worth  a  staggering  $55  billion  today. 

With  that  performance,  the  question 
is:  Can  Nextel  remain  independent  in  a 
rapidly  consolidating  telecom  market? 
In  an  industry  where  Ebbers  is  acquir- 
ing Sprint  and  where  Bell  Atlantic  is 
teaming  up  with  GTE,  Nextel  looks  in- 
creasingly like  a  target  for  the  giants. 
Potential  bidders  could  include  Deutsche 
Telekom  or  BellSouth  Corp.  But  Timo- 
thy M.  Donahue,  who  took  over  as  Nex- 
tel's CEO  last  August,  is  determined  to 
show  that  the  company  can  thrive  on  its 
own.  He  plans  to  introduce  a  host  of 


WHAT'S  NEXT  FOR  NEXTEL 

WIRELESS  WEB  In  April,  the  company  will  intro- 
duce its  Nextel  Online,  which  will  let  customers 
handle  business-to-business  transactions  over  the! 
Net  with  their  mobile  phones.  For  example,  eDis- 
patch.com  will  let  construction  workers  tap  their 
company's  Web  site  to  find  out  whether  lumber  he 
been  delivered  to  a  work  site. 

GLOBAL  ROAMING  On  Apr.  3,  Nextel  will  begin 
marketing  a  mobile  phone,  called  the  i2000,  that  ! 
can  be  used  in  over  65  countries.  Globe-trotting  ex 
ecs  will  be  able  to  travel  with  one  phone,  one  phon 
number,  and  flat-rate  billing  that  will  run  as  little  a 
99(Z  per  minute  for  calls  to  and  from  Europe. 

STOCKING  UP  ON  SPECTRUM  Nextel  has 
amassed  a  war  chest  of  $8  billion  to  bid  for  air- 
waves in  upcoming  auctions  in  the  U.S.  and  abroac 

CONSUMER  PLUNGE  Nextel  intends  to  jump  intc 
the  consumer  market  next  year  with  a  snazzy  new 
mobile  phone  for  family  use.  The  move  is  risky: 
Margins  are  lower  in  the  consumer  market,  and 
Nextel  lacks  distribution  channels. 


new  products  and  sendees  over  the  next 
year  to  keep  Nextel's  shares  soaring. 
"At  the  end  of  the  day,  there  will  be 
four  or  five  (wireless)  players,"  says 
Donahue.  "We  will  be  one  of  them." 

Sound  ambitious?  It  is.  On  Apr.  3, 
Donahue  expects  to  unveil  a  mobile 
phone  that  globe-trotting  executives  will 
be  able  to  use  in  65  countries.  The  $249 
phone  uses  technology  to  automatically 
recognize  whether  to  communicate  with 
Nextel's  U.  S.  network  or  a  wireless  net- 
work in  Portugal.  To  bill  for  the  ser- 
vice, Nextel  cut  deals  with  100  wireless 
operators  worldwide.  The  phones  already 
are  proving  popular:  France  Telecom 
has  ordered  10,000  for  its  customers. 
REASONS  TO  BUY.  And 
that's  just  a  warm-up. 
Later  in  April,  Donahue 
will  roll  out  a  collection 
of  Internet  services 
called  Nextel  Online. 
Like  similar  offerings 
from  Sprint,  it  will  let 
users  look  up  sports 
scores  or  stock  prices. 
But  the  big  draw  will 
be  specialized  applications  for  Nextel's 
4.9  million  business  customers.  For  ex- 
ample, eDispatch.com  will  let  construc- 
tion contractors  tap  into  their  corporate 
Web  site  via  a  phone  to  check  out 
whether  enough  two-by-fours  have  been 
delivered  to  a  building  site.  "Offering 
applications  that  enhance  productivity 
gives  users  a  reason  to  buy,"  says  ana- 
lyst David  A.  Freedman  of  Bear 
Stearns  &  Co.  Donahue  expects  the  ser- 


Analysts  predict 

new  B2B  services 

will  send  shares 

even  higher 


vice  to  bring  in  an  additional  $7  to 
month  for  every  data  subscriber. 

Not  that  it's  time  to  start  couni 
that  money  just  yet.  The  reason: 
only  company  that  makes  wire 
equipment  for  Nextel's  network 
Motorola  Inc.,  which  has  a  spotty  tr 
record  in  data  products.  While  Ne: 
rivals  such  as  AT&T  and  Sprint  will 
able  to  go  to  many  equipment  vend 
Nextel  will  be  dependent  on  Motoi 
keeping  up  with  the  latest  technol< 
Donahue  downplays  the  risk  and 
"Motorola  has  been  a  good  partner.' 
That's  not  the  only  challenge  E 
ahue  has  to  overcome.  Nextel  plans 
plunge  into  the  competitive  consul 
market  next  year.  T 
would  let  Nextel  bei 
use  its  network 
nights  and  weeker 
But  the  margins 
slim,  and  Donahue 
have  to  forge  new 
with  consumer-electi 
ics  retailers. 

Can  Donahue  k 
Nextel  on  a  tear?  A 
lysts  like  his  chances.  Charles  A 
Sanza,  an  analyst  at  Gerard  Klauer  IV 
tison  Co.,  predicts  that  Nextel's  st 
will  climb  to  $200  a  share  a  year  ft 
now.  Whether  that  will  be  enough 
fend  off  potential  acquirers  remains 
be  seen.  What's  certain  is  that  any 
who  makes  a  run  at  Nextel  now  1 
have  to  pony  up  far  more  than 
amount  that  gave  Bernie  Ebbers  pai 
By  Amy  Borrus  in  Reston 
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II,  not  you;  your  brand.  Blue  Martini  Software.  We  make  enterprise-scale  e-business  applications 
■t  enable  you  to  build  your  brand  by  interacting— in  real  time— with  living,  breathing  people  across 
'   hannels  of  communication:  websites,  call  centers,  email,  wireless  devices,  even  bricks  and  mortar. 
Blue  Martini  application  suite.  Order  one  and  create  quite  a  buzz,   www.bluemartini.com 
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DEALMAKERS 


DEUTSCHE  TELEKOM'S 
YANKEE  POINT  MAN 

Can  Jeffrey  Hedberg  land  the  merger  the  phone  giant  needs? 


In  1998,  Jeffrey  A.  Hedberg  had  it 
made.  His  turnaround  of  the  inter- 
national operations  of  Swisscom  had 
vaulted  him  to  the  highest  rungs  of  the 
Swiss  national  phone  company.  At  36, 
he  was  the  youngest  member  of  the 
management  board  and  the  only  Amer- 
ican. Yet  he  still  had  time  to  enjoy  be- 
ing a  gentleman  farmer  at  his  Alpine 


berg  to  step  into  the  spotlight  more  as 
the  company  intensifies  its  hunt  for  a 
big  U.S.  acquisition.  Speculation  focuses 
on  companies  such  as  Global  Crossing  or 
sbc  Communications.  Even  another  run 
at  Qwest  Communications  International 
Inc.,  which  spurned  Deutsche  Telekom's 
overtures  recently,  is  possible.  The  Ger- 
man phone  company  could  spring  a  sur- 


JEFFREY  HEDBERG 

BORN  1961.  Raised  in  suburban 
Boston. 

EDUCATION  Studied  business  at 
Northeastern  University  and  in- 
ternational relations  and  manage 
ment  at  the  University  of  Denver. 

EARLY  CAREER  Started  as  an  in- 
tern at  U  S  West  in  1990,  before 
moving  to  London  to  work  in  the 
company's  international  division. 
In  1992,  took  a  job  advising 
telecom  clients  of  Coopers  & 
Lybrand. 

EXECUTIVE  POSTS  In  1994,  named 
head  of  international  operations 
at  Swiss  national  phone  company 
Swisscom.  Since  January,  1999, 
chief  of  international  operations 
at  Deutsche  Telekom. 


Telekom's  market 
cap  has  risen 
140%  in  one  year 
—to  $267  billion 


home,  where  he 
fed  the  sheep 
and  even  har- 
vested hay.  "It 
was  a  really  nice 
life,"  he  recalls. 

Life  is  more 
pressured  these 
days.  Now  38,  Hedberg  is  a  member  of 
the  management  board  of  sprawling 
Deutsche  Telekom — and  its  chief  of  in- 
ternational activities.  Although  he  has 
kept  a  low  profile  since  joining  Deutsche 
Telekom  in  January,  1999,  expect  Hed- 


GOAL  Turn  Deutsche  Telekom  into 
a  global  player  by  making  a  major 
acquisition  in  the  U.S. 

DATA:  BUSINESS  WEEK 


prise,  such  as  a  takeover  of  consultant 
Unisys  in  a  move  to  bundle  informa- 
tion technology  and  telecommunications 
services.  Hedberg  may  be  eyeing  Euro- 
pean companies  too,  such  as  Spain's 
Telefonica. 

It's  also  a  safe  bet  that  Hedberg  will 
be  agitating  for  Deutsche  Telekom  to 
shed  its  cautious  monopoly  habits.  He's 
a  big  supporter,  for  example,  of  spin- 
ning off  the  company's  mobile  and  In- 
ternet units.  That  way,  they  will  have  to 
perform  or  face  the  wrath  of  investors. 
"I  have  the  role  of  being  somewhere 


between  a  change  agent  and  a  tu: 
around  artist,"  Hedberg  says. 

Conditions  have  never  been  bet 
for  Deutsche  Telekom  to  make  a  ma 
move,  nor  the  pressure  more  inten 
The  company's  market  capitalizat 
has  soared  140%,  to  $267  billion,  in  1 
past  year,  giving  the  company  unpre 
dented  financial  might.  The  uneasy  Gl 
al  One  alliance  with  France  Telec 
and  Sprint  Corp.  ended  in  January, 
lowing  Deutsche  Telekom  to  do  whal 
wants  in  Europe  and  the  U.S.  "I 
handcuffs  are  off,"  Hedberg  says 
KNACK  FOR  PEOPLE.  Can  he  delivc 
Certainly,  Hedberg  is  qualified  to  h 
Deutsche  Telekom  build  bridges  abro 
Fluent  in  German,  he  has  lived 'a 
worked  almost  continuously  in  Eurc 
since  meeting  his  wife  in  Munich  in  t 
mid-1980s.  Former  co-workers  say  H 
berg  has  a  knack  for  reading  p 
pie  and  is  at  ease  in  different 
tures.  That's  crucial  if  Deuts 
Telekom  is  to  overcome  its  im 
as  a  stiff  German  bureaucracy 
convince  foreign  companies  to 
cept  its  embrace. 

A  little  over  a  year  into  the  j 
Hedberg  has  begun  to  make 
mark.  In  a  replay  of  his  Swissc 
years,  he  has  refocused  Deutsi 
Telekom's  scattered  foreign  ho] 
ings.  In  Central  Europe,  Deuts< 
Telekom  has  boosted  its  stakes 
local  phone  companies — so  that 
either  has  a  majority  or  is  poised 
acquire  one.  And  Hedberg 
helped  ceo  Ron  Sommer  cobble 
gether  the  beginnings  of  a  glo 
empire,  chiefly  through  the  $1 
billion  acquisition  last  year  of  Brit: 
mobile  phone  company  One20ne 
Still,  some  analysts  quest: 
Deutsche  Telekom's  foreign  strai 
gy.  Without  Global  One,  Deutsc 
Telekom  needs  another  way 
serve  multinational  customers 
risk  losing  their  business.  But 
far,  investors'  expectations  ha 
been  disappointed.  A  bid  for  D« 
ver's  Qwest  foundered,  at  le 
temporarily,  on  the  objections  of 
merger  partner  U  S  West  Inc. 

Hedberg,  who  won't  directly  confti 
that  Deutsche  Telekom  was  after  Qwe 
insists  he  wasn't  disappointed.  He  poii 
out  that  only  two  months  have  pass 
since  the  company  disentangled  its 
from  Global  One  and  became  able 
hunt  abroad.  But  analysts  say  Deutsc 
Telekom  has  allowed  market  expect 
tions  to  get  out  of  control,  risking 
steep  share  price  decline  if  it  disa  v 
points.  The  heat  is  on. 

By  Jack  Ewing  in  Frankfi 
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Tired  of  just  keeping  score? 

Team  stats  are  a  good  start.  But  add  some  real 
intelligence  to  the  data,  and  you've  got  the  makings 
of  a  truly  winning  strategy. 

CFO  Vision,  the  SAS'  solution  for  integrated  financial 
management,  provides  the  timely,  accurate  information 
you  need  to  make  critical  decisions. 

Respond  quickly  to  changing  dynamics  such  as 
acquisitions,  mergers,  and  realignment. 

Examine  your  business  from  all  key  perspectives  — 
customer,  product,  market  sector,  geography  and  more. 

Deliver  financial  and  non-financial  information 

to  every  corner  of  your  enterprise. 

View  information  in  any  currency  including 
the  euro. 


Gain  true  competitive  advantage 

For  our  free  guide  and  video,  give  us  a 
call  at  919.677.8200  or  visit  us  at 
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PC  EXPO 

Jacob  Javits 
Convention  Center, 
New  York  City 

Exhibits: 

June  27-29,  2000 

Conference: 
June  26-29,  2000 


Use  source  code  M2AC 
when  registering 


Doesn't  sound  like  the  PC  EXPO  of  last  year,  does  it?  Well,  it's 
not.  It's  a  new  event  that's  as  fast  as  the  pace  of  today's 
economy.  And  if  you  sit  still  for  too  long,  you'll  be  missing  out 
on  all  the  action. 

Get  started  with  a  customi  itinerary  that  moves  you 

toward  your  solutions  at  lightning  speed.  Delve  into  the  future 
of  handheld  devices.  Submit  your  RFPs,  and  be  part  of  a  live 
forum  where  leading  vendors  propose  their  solutions  to  real 
problems. 

Listen  and  learn  as  industry  leaders  shoot-it-out  in  head-to-head  debates.  Get  going  on  your  SAT 
GIAC  Windows  Security  Certification.  Beef  up  your  networking  acumen  at  Novell's  BrainShare  On  To 
Check  out  our  new  expanded  conference  program  with  special  sessions  for  the  Channel,  small  busine 
and  IT  executives.  It's  all  coming  to  PC  EXPO  this  year  and  in  the  years  to  come.  And  if  you're  ready 
an  event  that  can  offer  strategies,  solutions — and  more  than  a  few  surprises — you'll  be  coming,  tc 

fast  and  register  early.  Go  to  www.pcexpo.com  to  get  on  board — and  get  the  lowdown  on  all  of  t 
new  developments  you  can  expect  to  see,  hear  and  do  at  PC  EXPO  this  year. 


CMP 


REGISTER  TODAY  AT:  www.pcGxpo.com 


)  2000  CMP  Media  Inc.  All  rights  reserved.  PC  EXPO  is  a  trademark  of  CMP  Media  Inc.  All  other  trademarks  are  property  of  their  respective  owners. 
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You've  already  joined  the  club 


BusinessWeek  ONLINEi 


So  why  not  use  all  the  facilities? 


Take  full  advantage  of  your  BusinessWeek  subscription  —  activate  your  FREE  subscription  to 
BusinessWeek  Online  now.  As  an  online  subscriber,  you  get  early  access  to  BusinessWeek 
content  before  it  hits  your  mailbox,  along  with  five  years  of  searchable  archives. 

BusinessWeek's  exclusive  online  coverage  and  services  provide  breaking  news,  tech  insights, 
small  business  tools,  career  tips  and  thousands  of  job  listings.  Also  at  BusinessWeek  Online. 
get  the  best  personal  finance  advice  and  up-to-the-minute  market  data  from  one  of  the  most 
trusted  names  on  Wall  Street. 

Activate  your  FREE  online  subscription  today  and  put  the  power  of  BusinessWeek  Online 
to  work  for  you . 

www.businessweek.com/ads/bwl.htm 


/.  Go  to:  www.businessweek.com/adslbwl .htm;  2.  Click  on  "subscribe  now"; 
<  Enter  your  9-digit  mailing  label  code 
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TOONTOWN 
CONFIDENTIAL 


Arthur's  producer  is  the  target  of  an  accounting  investigation 


For  kids  around  the  country,  Arthur 
is  part  of  their  daily  lives.  The  car- 
toon character,  half-boy,  half-aard- 
vark,  is  a  ray  of  goodness  who  teaches 
fair  play  and  honor.  Arthur's  upbeat 
theme  song  tells  kiddies  it's  "a  wonder- 
ful kind  of  day."  Tykes  may  sing  along, 
but  for  Cinar  Corp.,  the  Montreal  com- 
pany that  makes  Arthur  and  nearly  a 
dozen  other  educational  shows  and 
books,  it's  a  lousy  kind  of  month. 

Since  early  March,  Cinar  has  been  in 
crisis  mode  as  stock  exchanges  on  both 
sides  of  the  border,  the  Canadian  gov- 
ernment, and  even  the  Royal  Canadian 
Mounted  Police  launched  investigations 
into  accounting  practices.  Both  Nasdaq 
and  the  Toronto  Stock  Exchange  halted 
trading  in  Cinar's  stock  on  Mar.  6,  and 
its  three  top  executives  have  left.  Mean- 
while, Cinar  is  trying  to  recover  mil- 
lions of  dollars  its  board  says  were  in- 
vested in  bonds  offshore  without  its 
knowledge.  It  may  have  to  restate  its 
1997-'99  numbers,  and  it  has  removed 
financial  reports  from  its  Web  site.  "The 
amount  of  strange  things  in  this  compa- 
ny is  beyond  anything  we've  seen  in  a 
long       time,"       says 

William  H.  Mackenzie,  CINAR'S  STOCK 

vice-president 


of 


HARDLY  ENTERTAINING 


shareholder-rights  group  Fairvest  Secu- 
rities Corp.  No  charges  of  wrongdoing 
have  been  filed  against  anyone  associat- 
ed with  Cinar. 

TAX  CREDITS.  Still,  the  deepening  crisis 
has  shone  a  spotlight  on  two  of  Canada's 
rising  stars  in  the  entertainment  world, 
the  husband-and-wife  team  of  Ronald 
A.  Weinberg  and  Micheline  Charest. 
They  started  Cinar  to  distribute  for- 
eign-language films  to  art  house  the- 
aters in  the  late  1970s  and  turned  to 
children's  programming  with  the  birth  of 
their  first  son,  in  1984.  By  1998,  the 
company  was  reporting  $102  million  in 
sales  and  had  become  a  major  TV  pro- 
ducer, selling  programs  in  150  countries. 
Cinar  stock  nearly  tripled  last  Septem- 
ber, to  $30  a  share,  as  money  came  in 
from  Fidelity,  J.  R  Morgan,  and  other 
institutional  investors.  No  one  enjoyed 
the  ride  more  than  Weinberg  and 
Charest,  whose  stake  in  Cinar  at  its 
height  last  September  was  worth  $151 
million. 

But  the  good  times  slowed  late  last 
year  when  a  group  of  71  Canadian  writ- 
ers published  a  letter  charging  that 

Cinar  was  using  U.  S. 

writers,  not  Canadians. 

That  called  into  ques- 


TWISTY  PLOT:  A  $122  million  offsh 
investment  is  raising  questions 


tion  generous  tax  credits  and  produc 
funds  Cinar  was  collecting  from  the 
eral  government  and  others.  By 
year,  in  fact,  Cinar  relied  on  tax  ere 
for  20%  of  its  production  budget, 
cording  to  analysts,  and  was  collee 
nearly  $2  million  annually  from  fede 
ly  chartered  Telefilm  Canada.  Cinar 
since  repaid  more  than  $666,000,  s 
Luc  Dionne,  president  of  the  Montr 
based  Societes  des  Auteurs  &  Comj 
iteurs  Dramatiques,  which  represe 
Canadian  writers. 

Dionne  says  Cinar  received  the 
break  initially  because  the  work 
credited  to  Charest's  sister,  Helene, 
ed  as  a  Canadian  writer  using  the  ps 
donym  Erika  Alexandre.  But  Dio 
and  others  say  that  they  then  dis 
ered   that   Helene   Charest  is   no 
writer.  Cinar  acknowledges  that  it 
paid  the  money  to  the  writers'  group 
also  says  that,  as  part  of  an  inter 
audit,  it  is  examining  accounting  pi 
tices  that  include  "tax  incentives 
closure  of  related  party  transactic 
and  unauthorized  transactions.' 
NEW  CEO.  The  audit  led  to  a  sect 
disclosure:  the  investments  of  a  tota 
$122  million  in  high-yield,  short-te 
bonds  through  Norshield  Internatio 
Ltd.,  a  Bahamas-based  company.  T 
board  says  in  a  press  release  that 
$122  million,  "which  had  previously  b 
earmarked  for  acquisition  purpose 
was  instead  invested  without  its 
proval.  On  Mar.  6,  the  board  ordei 
the  firing  of  Cinar's  senior  execut 
vice-president,  Hasanain  Panju,  and 
nounced  the  resignation  of  W( 
berg    and    Charest, 
though   both  rem 
on  the  board.  Ii 
statement       ms 
shortly    after 
firing,  Panju  s 
he   made   the 
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Idea  to  restructure  marketing  department  occurs  while  shampooing 
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Log  on  to  Office.com 

Read  latest  articles  on  team 
reorganization 

Experiment  with  Building  an 
Effective  Team  tool 

Download  creative  compensation 
strategies  report 

Network  to  find  motivational  speaker 
for  department  meeting 

Take  wet  towel  off  bed 

''s  businesspeople  are  always  thinking.  Always  looking  for  better  answers  and  solutions. 

they  can  find  them  at  Office.com— the  top-rated  online  business  center  with  expert, 

pth  information  on  nearly  150  industries  and  professions,  unparalleled  tools  and  access 

:  e  people  and  services  businesspeople  need  the  most.  The  new  way  to  work. 

5fice.com  Inc.  Ml  rights  reserved.  Sated  II  online  business  center  overall  ant)  on  value  la  end  users  by  Cahners  In-Stat  Croup,  December  1999. 


off  fee  com 

a  service  from  winstar 


Microsoft 


Where  do  you  wont  to  gi,  • 


In  today's  digital  economy,  the  boundaries  between 
work  and  free  time  are  blurred.  Which  is  why  we 
created  Microsoft'  Windows"  2000  Professional. 
It  offers  a  whole  new  level  of  built-in  mobility  that 
lets  you  work  whenever  you  want,  from  wherever 
you  are.  It's  also  the  most  dependable  version  of 
Windows  ever.  In  fact,  according  to  an  independent 
study  by  National  Software  Testing  Laboratories, 
Windows  2000  Professional  is  13  times  more 
reliable  than  Windows  98.  Not  only  does  it  combine 
the  reliability  of  Windows  NT  with  the  familiarand 
easy  to  use  Windows  environment,  it  also  supports 
Windows  file  protection  and  self-healing  applications 
to  keep  you  up  and  running.  /Vnd  with  advanced 
mobility  features  like  plug  and  play,  hibernation 
mode,  smart  battery  power  and  offline  files,  taking 
your  office  on  the  road  with  you  is  easier  than  ever. 
So,  does  the  future  of  business  mean  work  will 
become  more  like  vacation,  or  vice  versa?  With  the 
reliability  and  mobility  offered  by  Windows  2000 
Professional,  the  decision  is  yours.  To  learn  more, 
go  to:  www.windows2000anywhere.com 


i  Windows  2000 

Professional 

HI  The  Business  Intemetl  starts  here 


Ml  rights  iwervsd  Microsoft  Windows.  WindowsNT.  the  Windows  logo,  and  Where  do  you  want  to  go  today?  ate  either  registered  trademarks  or  trademarks  ol  Microsoft  Cof  potation  in  ihe  United 
d/or  other  countries.  Other  product  and  compart] 


Stuttering 
Didn't  Silence 
His  Story* 


20/20's  John  Stossel  knows  news.  He  also 

knows  what  it's  like  to  deal  with  a  stuttering 

problem.  John  still  struggles  with  stuttering  yet 

has  become  one  of  the  most  successful  reporters 

in  broadcast  journalism  today. 


For  more  information  on  what  you  can  do  about  stuttering, 
write  or  call  toll-free: 


Visit  us  at 
www.stutterSFA.org 


Stuttering 
Foundation 

of  America 


A  Ncm/>rn/u  Organization 

Since  1947 — Helping  Those  Who  Stutter 


1-800-992-9392 


3100  Walnut  Grove  Road,  Suite  603   •   P.O.  Box  11749   •   Memphis,  TN  38111-0749 
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vestments  "for  the  sole  benefit"  of  Ci 
and  "with  its  knowledge."  Cinar  wrl 
not  make  Weinberg  and  Charest  a  J 
able  for  comment,  and  phone  calls,  \i 
ten  correspondence,  and  e-mails  to  | 
couple's  home  were  not  answered. 
Cinar's  board  then  brought  in 
rie  Usher,  an  ex-CEO  of  New  York 
Insurance  Co.  of  Canada,  as  the 
chief  executive.  Working  with  audil| 
at  Ernst  &  Young  LLP,  Cinar  is 
trying  to  get  back  money  from  Glob| 
Canadiana,  a  fund  managed  in  the 
hamas  by  Norshield  International 
On  Mar.  20,  Cinar  filed  suit  to  recc 
$76  million  after  what  it  called 
tremely  difficult"  negotiations  to  red 
er  the  money  from  Norshield.  Glob  J 
says  it  "has  made  every  attempt'] 
work  with  Cinar  and  let  them  "prej 
turely  access"  $46  million. 
INCENTIVES    HALTED.    Norshil 
spokesman  William  Urseth  says  the| 
vestments  were  made  by  Panju,  anc 
confirms  reports  in  Montreal  newfj 
pers  that  some  deposit  tickets  also 
Weinberg's  signature.  However,  Urs 
says  that  the  board  was  informed  a^ 
each  of  the  three  visits  Panju  madf 
fund  managers  in  the  Bahamas  prioil 
making  the  investment.  Moreover,! 
says  that  the  $76  million  not  yet 


The  company  and 

its  founders  face  a 

growing  number 

of  shareholder 

lawsuits 


turned  to  Cinar  is  invested  in 
hanced-return  bonds,"  available  wlj 
they  mature  in  November.  "More  tl 
three  people  on  that  board  knew  abl 
that  investment,"  says  Urseth.  BoJ 
Chairman  Lawrence  P.  Yelin  says  "I 
independent  board  members  had 
knowledge  of  those  transactions." 

While  the  Cinar  board  continues  I 
audit,  the  company's  future  healtl 
at  issue.  It  has  been  cut  off  for 
from  Canadian  production  incenth 
forcing  it  to  dip  into  reserves  to  cl 
tinue  producing  Arthur  and  its  ot] 
shows.    And    the    company    and 
founders  face  a  mounting  numberl 
shareholder  suits.  "We  just  hope  thl 
is  money  left  there  for  us  to  colle<[ 
says  Jeffrey  S.  Abraham,  a  New  Y| 
attorney  representing  Cinar  sharehd 
ers  who  has  filed  suit  in  New  Y<| 
federal  court.  Not  much  that's  kinc 
wonderful,  after  all. 

By  Ronald  Grover  in  Los  Ange 
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\     Now  you  can  add 
"insurance  agent"  to 
your  resume. 


Introducing  Esurance.  Auto  insurance  you  customize  and  buy  online.  For  decades 
now,  insurance  agents  have  provided  you  with  the  coverage  and  peace  of  mind  you've  needed. 
Thanks  to  Esurance,  you  can  now  do  it  yourself.  Esurance  is  the  first  national  Internet  insurance 
provider  that  sells  auto  insurance  directly  to  you.  In  just  minutes,  you  can  select  customized 
coverage  options,  buy  your  policy  online,  and  even  print  out  your  proof  of  insurance  card.  It's 
easy,  flexible  and  fast.  Visit  esurance.com. 


n  esurance 

Insurance.  Only  Better." 


esurance.com 


Five  empty  seats. 

Twenty-five  anxious  passengers. 

One  woman  with  a  laptop. 
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Make  that  four  empty  seats. 
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Sara  Berg  had  a  problem:  a  cancelled  flight, 
a  strange  city,  and  a  strong  desire  to  sleep  in 
her  own  bed.  So  she  logged  on  to  mySAP.com.' 
With  a  few  clicks,  she  went  right  to  a  travel 
booking  system  and  grabbed  a  seat  on  the  next 
flight  out.  And  with  those  same  few  clicks, 
her  expense  report  and  travel  plans  were  also 
updated.  Instantly.  Easily.  Automatically. 

What  is  mySAP.com?  It's  a  new  way  to  use  the 
Internet  to  run  your  business  more  intelligently. 
A  way  for  lots  of  companies  -  together  with 
their  employees,  customers,  suppliers,  and 
partners  -  to  work  as  if  they  were  one  extremely 
well-run  company. 

Want  to  find  out  how  every  person  in  your 
organization  can  be  more  powerful?  Visit 
www.sap.com/mysap  and  we'll  show  you  how. 

you  can.  it  does. 


©2000  SAP  AG  SAP,  the  SAP  logo,  and  the  mySAPcom  logo  are  registered 
trademarks  of  SAP  AG  in  Germany  and  several  other  countries 
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THE  INTERNET 


CAR  DEALERS  SAY: 
FOLLOW  THAT  MOUSE 

To  lure  e-shoppers,  they  will  post  invoice  prices  on  the  Web 


It  seems  the  Internet  has  finally 
forced  the  hand  of  the  nation's  auto 
dealers.  After  months  of  debate,  the 
top  brass  at  the  National  Auto  Deal- 
er Assn.  has  agreed  to  uncloak  the  mys- 
tery: Starting  later  this  spring,  the 
NADA  will  post  invoice  prices  on  the  or- 
ganization's Web  site.  "We  have  to  do 
this,"  says  Frank  McCarthy,  NADA's 
president.  "Consumers  want  pricing,  and 
they  want  to  get  it  over  the  Internet." 
That's  no  surprise  to  most  Web  watch- 
ers. But  for  auto  dealers,  it's  a  revelation. 
There's  a  new  understanding  in  tradi- 
tional car  circles  that  the  Internet  has 
changed  the  dynamics  of  the  industry — 
especially  when  it  comes  to  dealers'  abil- 
ity to  set  prices.  Faced  with  the  rise  of 
dot-com  car  sellers,  dealers  and  auto 
makers  are  setting  aside  years  of  acri- 
mony to  join  forces  to  try  to  beat  back 
the  e-challenge.  They're  ditching  long- 
standing policies,  lobbying  lawmakers, 
and  funneling  cash  into  marketing  cam- 
paigns, all  in  an  effort  to  keep  car  buyers 
away  from  independent  Internet  middle- 

mfi  RiKiMPt;*;  \a/ffk  /  aprii    in    7nnn 


men  that  are  helping  shoppers  find  lower 
prices.  Says  Frank  Ursomarso,  a 
Delaware  car  dealer  who  sells  many  dif- 
ferent brands:  "We're  going  to  leap  over 
the  top  of  the  dot-coms." 

That  will  be  some  leap.  Although  the 
number  of  cars  sold  on  the  Internet  is 
still  small — less  than  1%  of  auto  sales 
last  year — over  60%  of  car  buyers  now 
use  the  Internet  for  research  and  price 
comparison,  reports  J.  D.  Power  &  As- 
sociates. The  lion's  share  of  that  traffic 
is  going  to  independent  Internet  players 
such  as  autobytel.com,  Autoweb.com, 
and  cars.com. 


The  dealers'  site  still 
won't  reveal  incentives 
or  "holdbacks,"  as  some 

independent  sites  do 


Most  Internet  companies  act  prim 
ly  as  referral  services,  but  that  still  hi 
traditional  players.  Dealers  lose 
the  chance  to  forge  a  long-term  relati 
ships  with  consumers,  which  make; 
harder  to  sell  consumers  service 
warranty  contracts.  Some  Internet  rr 
dlemen  are  trying  to  muscle  in  on  tl 
business  as  well  as  arranging  financi 
These  are  all  major  sources' of  profit 
dealers,  and  without  them,  selling  cars 
a  money-losing  proposition. 

This  is  prompting  a  raft  of  new  t 
tics  from  the  old  guard.  This  mon 
the  nada  will  post  invoice  prices  on  1 
Web,  arming  consumers  with  inforn 
tion  they  can  use  to  whittle  away 
sticker  prices.  The  site  will  eventua 
post  the  inventory  of  all  of  its  19,1 
dealers,  allowing  car  buyers  to  configi 
the  vehicle  they  want  and  find  it 
stock  at  the  three  dealers  nearest  th 
home.  Initially,  6,000  dealers  will  be  i 
ly  linked  to  the  site.  Others  can  pi 
their  inventory  of  new  and  used  c; 
for  $150  a  month.  To  push  the  site,  t 
NADA  plans  to  spend  up  to  $1  million 
a  national  advertising  campaign. 

Dealers  will  also  press  on  with  lo 
legislative  battles  to  keep  Internet  se 
ers  at  bay — an  area  where  they  have 
ready  had  success.  For  the  past  t 
years,  Ford  Motor  Co.  and  General  IV 
tors  Corp.  have  been  trying  to  acqu 
dealers  in  some  markets  and  ha 
sought  to  sell  used  cars  directly  on  t 
Internet  in  others.  Dealers  have  1< 
bied  state  lawmakers  and  regulate 
agencies  to  block  this  kind  of  direct  s( 
ing  and  uphold  franchise  laws  that  ha 
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|tJs  not  just  because  of  the  jobs  we  provide 
that  communities  think  of  !\|ucor  as  quite  a  catch. 


In  towns  and  counties  across  the  country,  we  offer  more  than  employment  and  the  excellent  incentives  for  which 
we're  known.  We  help  provide  everything  from  schoolbooks  to  fire  trucks.  Meanwhile,  our  people  build  parks,  buy 

i 

computers  for  kids,  and,  of  course,  support  local  charities.  But  that's  just  the  start  of  how  we  enhance  life  near  our  more 
than  20  manufacturing  facilities.  As  the  largest  recycler  in  the  nation,  and 
a  producer  of  steel  and  steel  products,  we  also  safeguard  the  environment, 


jknucor 

1^;    It's  our  [\|ature. 
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protect  natural  wildlife  habitats  and  even  improve  waters  for  good  fishing.  Because  that  kind  of  concern  for  our 


communities  is  jusi  our  nature. 


Nucor  Corporation,  2100  Rexford  Road  Charlotte  North  Carolina  28211.  Phone  704/366-7000  lax  704  162  1208  www.nucor.com 


Wherever  you  are,  whenever  you 


need  us,  the  Allianz  Group  is 
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For  over  75  years  we  have  successfully  managed  the 
assets  of  life  insurance  policy  holders.  This,  together 
with  the  close  cooperation  of  our  global  partners  and 
the  experience  of  our  asset  management  team  leads  to 
improved  long-term  investment  performance.  It's  no 
wonder  then,  that  we  were  recently  awarded  the  pres- 
tigious Standard  &  Poor's  AAA  rating.  Maybe  that's  why 
we  insure  more  Fortune  500  companies  worldwide 

than  anyone  else.  Allianz.  The  Power  Beside  You. 


Allianz  (jjj) 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 
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1  kept  it  a  secret 
from  everyone" 


Imagine  being  unable  to  read  the  dosage  on  a 
prescription  bottle,  find  a  meeting  location  from 

a  posted  announcement,  or  complete  a  job 

application.  There  are  40  million  American  adults 

for  whom  poor  reading  skills  are  an  everyday  reality. 

To  find  out  how  you  can  help,  write  or  call  us  toll-free. 

888-LAUBACH  (528-2224) 


EACH  ONE  TEACH  ONE 


Laubach  Literacy 

Teaching  the  world  to  read. 

1320  Jamesville  Avenue  •  Box  131  •  Syracuse,  NY  13210 
www.laubach.org  •  info@laubach.org 
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long  made  dealerships  the  one  and  o 
place  to  buy  a  car.  Unable  to  budge 
cal  lawmakers,  car  manufacturers 
rethinking  their  strategies.  "We  belii 
the  best  combination  is  working  wit 
dealer,"  says  Mark  T.  Hogan,  head 
GM's  e-commerce  program. 

A  strong  dealer/manufacturer  ps 
nership  will  help  keep  Web  sites  a 
disadvantage.  Internet  sites  such  as  Cs 
Direct.com,  which  guarantees  consum 
a  price  for  a  car,  then  buys  it  fron 
dealer  and  delivers  it  to  a  buyer's  hoi 
can't  get  vehicles  from  the  factories 
do  not  support  brokers,"  says  Ford  I 
President  James  G.  O'Connor.  Even 
tobyteldirect.com  Inc.  must  use  dealer^ 

DRIVING  PROFITS 

400 

AUTO  DEALERS'  AVERAGE 
300--  1999  NET  PROFITS  -- 
BY  DEPARTMENT 
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NEW-CARS     USED-CARS 

A  THOUSANDS  OF  DOLLARS 

DATA:  NATIONAL  AUTOMOBILE  DEALERS  ASSN 


SERVICE/ 
PARTS 


deliver  cars  sold  over  the  Internet.  S; 
Hogan:  "Until  companies  such  as  au 
bytel  and  CarsDirect  have  a  source  [ 
vehicles],  it  will  be  difficult 'for  them 
satisfy  customers  directly." 
SEEKING  OBJECTIVITY.  Still,  independi 
Web  outfits  are  hardly  spooked.  Deal 
may  agree  to  list  invoice  prices,  but  tl 
still  won't  reveal  industry  incentives 
dealer  "holdbacks"  that  can  affect  1 
dealer's  actual  cost.  Internet  compan 
say  they're  able  to  lure  millions  of  sh 
pers  to  their  Web  sites  every  month 
cause  car  buyers  think  the  sites  are  m< 
forthcoming  than  dealers  or  auto  make 
"Consumers  still  view  the  auto  make 
Web  sites  as  advertising,"  says  Jeremy 
Anwyl,  chief  operating  officer  of  E 
munds.com  Inc.,  which  posts  prices,  ho 
backs,  and  other  data.  "The  manufact 
ers'  sites  have  been  trying  to  sell  cars 
two  years  and  they  haven't  been  si 
cessful,"  say  Mark  W  Lorimer,  CEO 
autobytel.com. 

Even  some  dealers  concede  the  poi 
Lute  Riley  Honda  in  suburban  Dal 
sells  100  cars  a  month  online — using  ^ 
dozen  Internet  car-selling  companies 
do  it,  says  General  Manager  Rene  Is  f(w 
"We'd  like  to  do  it  ourselves,"  says  Is 
"But  we'll  never  get  the  sdot-coms  c 
of  the  picture."  That  won't  stop  soi;oi[1K! 
folks  from  trying. 

By  David  Welch  in  Detr<  ^ 
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*But  read  this  ad  for  an  even  better  deal! 
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»Evenat  its  highest 

magnification  of  ICb 

tte  Episcope 

resolves  as  distinctly 

as  any  laboratory 

microscope,  net  it  is 

onh/2  long   \n 

optical  mini*  lei 


More  than  just  a  telescope... more  than 
just  it  microscope... 

Episcope 

(the  complete  vest-pocket  optical  system) 

still  only  $59.55* 

Remove  the  /  jnscope  from 
it>  fitted  leather  case  and 
ifs  a  JO-power  microscope.  A 
twist  ol  tin'  wrist  converts  it  to 
elescope,  or  a  unique  3x 
telesc  ope  loupe.  Another 
twist  and  you  have  a  choice 
of  magnifiers  and  loupes:  5x, 
lOx,  and  1  5x  powers.  The 
<pe  only  2"  long,  was 
developed  in  Wetzlar  (Ger- 
many),  the  home  of  world- 
famous  Leica  cameras;  it's 
now  being  made  by  one  of 
Asia  s  finest  lens  makers.  The 
Optics  are  superb:  brilliant 
luminosity,  needle-sharp  focus,  absolute  planari- 
ty,  total  chromatic  correction,  and  fully  anastig- 
matic.  The  Episcope  "  is  the  first  choice  of 
;ists,  biologists,  numismatists,  philatelists, 
engineers,  and  just  anybody  who  likes  to  see  the 
Infinite  detail  in  his/her  surroundings.  It  comes 
with  a  plastic  "tripod"  for  extended  observations  at 
t5x  or  30x  magnifications.  Episcope"  #1062F395a 

A  breakthrough  in  audio  technology... 

MR-318T  AM/FM/TV  Stereo 
Personal  Digital  Radiol. 
only  $69^* 

ere  is  absolute 
ly  nothing  like 
it.  This  outstand- 
ing personal  receiv- 
er fits  in  your  shirt 
pocket  or  fits  incon- 
■  spicuousl)  on  your 
desk  or  night  table.  < 
It's  packed  with 
features  that  give 


The 
lv 
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Merer  lei  a  tleml  car  batten/  s/,///  1/1111 
again — go  with... 

Car  Starter  II 
only  $4995* 


The  sickening  "click- 
click"  ot  a  c\vc\d  tar 

battery  is  the  most  dis 


•775  MR-318T  works  on  two   I  \ 
batteries  (included).  It  measures  only 
5  x  25  inches  and  weighs  less  than 
six  ounces.  Fidelity  is  astonishing! 
The  maker  oj  the  MR-318T  receiver  is 
i'mi'  of  the  world's  leaders  m  the  pro- 
duction of  advanced  radio  equipment. 
81     you  crisp  reception  over  the  entire  AM  and  FM 
bands  and  the  audio  portions  of  all  VHF  TV  chan- 
nels    2  to  I  \  Hen'  are  son  e  of  the  other  great  fea- 
tures ot  this  breakthrough  personal  digital  radii 
I'l  I  Synthesized  [tuning         ■   Headphones  [nduded 
Built-in  Speaker  ■  25  Memory  Presets 

Nice-Styled  Ahiminum  Case        10  \M,  in  IMS  TV 

M.ite-ct-tlie- Art  Design  ■    FM  Directional  Antenna 

■    Viituiniiu  Scanning  ■  Batteries  Included 

Get  "shirtpocket"  AM/FM  reception  as  you  never  had 
Ivton'  Catch  the  audio  portion  ot  your  favorite  TV 
art '«  wherever  you  ares  watch  the  late  1  \  show  with- 
out disturbing  your  partner;  listen  to  the  commentator 

when  you  watch  the  Kill  game  or  any  sporting  event — 

and  much  mare  Older  u  today!  MR-318T AM/FM/TV 
Stereo  Personal  Digital  Radio"  #i074F395d 


couraging    sound    a    '<■•«*«*<»  ™lK?P™ 
motorist  can  hear.  You  *J  *""* 


are  stranded — some- 


m  tht-  itu^t  extreme  hotlcoU 


times  for  hours  or  in  '™/™"<«' ""'*"'"" 
dangerous  neighbor-  M  <s  an  astomshmg 
hexxfs-or  are  dependent  te"  »'«"»/«»"'''"  '":<'"'■  '""' 
on     the    kindness    0f  ™V  cornpetmg  umtCu 
stranger  who  might  not  5!.arte/. "  '  """'"/' 
evenhave  jumper  cables.  2   *  2   '""  ""■f  s  ""'''  ' 
And  vou  know  how  dan-  ?  v""  should  alvjayskeep 
gerous  jumper  cables  <'">  the  glove  compartment 
(and  strangers!)  can  be.  °>  lVt'r"  <""  "'  ""'"'  cflrs! 

This  can  never  happen  to  you  with  Car 
Starter  II",  a  portable  power  source  that  will 
charge  your  car  battery  in  15  minutes  or 
less — just  by  plugging  it  into  vour  cigarette 
lighter!  After  use,  you  can  recharge  the  unit 
again  right  through  that  same  cigarette 
lighter.  And  that  isn't  all:  You  can  also  use 
Car  Starter  II"  to  operate  any  and  all  12-volt 
appliances,  such  as  small  TV  sets  (up  to  16 
hours),  portable  fridges,  cellular  phones  (up  to 
100  hours),  camcorders,  and  much  more. 

Don't  ever  again  worry  about  a  dead  battery  and 
a  stalled  car — give  convenience  and  safety  to  your- 
self and  your  loved  ones  and  order  your  Car  Starter 
17™  unit(s)  today!  Car  Starter  it  #1080F395b 

Almost  as  bright  as  the  sun... 

Night  Piercer 

1  Million  CandlePower  Halogen  Spotlight 

only  $69.95* 

The  Night  Piercer"  casts 
a  focused  beam  that  |l 
can  be  seen  for  many  V 
miles.  It  is  20-times 
brighter  than  automobile 
headlights,  more  luminous 
than  aircraft  landing  .Night 
lights.  This  powerful  Piercer"' 
light  is  indispensable  J-££^ 
for  tracking  and  explor-  high-impact  polypro 
ing  unknown  territory  PW"e-  ''  comes  with  a 
andforanycontingen-  Sg« 
cies  at  night,  in  plane,  for  use  as  warning  light. 
boat,  truck,  or  car.  110-ooli  and  12-volt 
With  its  red  gel,  the  ■**«■«*»»*•-* 
Night  Piercer  can  be  a  lifesaver  in  any 
emergency.  The  unit  contains  two  sealed 
heavy-duty  lead-acid  batteries  and  can  be 
recharged  either  through  your  household 
current  or  through  the  cigarette  lighter 
socket  of  your  car,  RV  or  boat.  Both 
adapters  are  included,  of  course.  The  Night 
Piercer  should  be  your  companion  on  all 
your  travels.  Don't  leave  home  without  it — 
order  it  today!  Night  Piercer  #1072F395e 


Rid  i/otir  home  0/  varmints 
and  pests  once  ami  for  all... 

Rodelsonix  IX 
only  $69.25* 

Mice,  rats,  roaches,  bats,  fleas,  spiders  and 
other  pests  make  life  miserable  at  home 
or  at  the  plant.  Old-fashioned  poisons  get  rid 

them — but  on^^^^klkWaWkla^kWaWtlaW 

temporarily, 
and  they  are  a 
hazard  to  you 
and  to  your 
pets.  Rodelsonix 
IX  works  on  a 
different  princi- 
ple: It  delivers  a  • 
tremendous  .Rodelsonix  IX  is  an  industrial-type 
blast  of  ultra-  unit,  the  most  powerful  you  can  get. 
sound — inaudi-  " "  "  humane  an,!  effective  system  to 
ble  to  you  and  X<'(  "d  of  pests— once  and  for  all. 
your  pets — that  disrupts  the  nervous  systems  of  those 
pests.  They'll  leave  your  home  within  a  few  weeks — 
never  to  return.  No  poison  and  no  mess. 
Rodelsonix  IX"  is  an  industrial-type  unit 
designed  and  engineered  to  be  effective  in  restau- 
rants, factories,  and  food-processing  plants.  It  pro- 
tects up  to  10,000  sq.  ft.  (70,000  cu.  ft.).  It  has  six 
variable  pitch  and  "loudness"  settings.  You  can 
even  adjust  it  to  keep  larger  pests,  such  as  raccoons 
or  rabbits,  at  bay.  Rodelsonix  IX"  #1007F395c 

A  spyglass  in  the  great  naval  tradition... 

Adm  Nelson's  Telescope 
(with  table  tripod)  just  S59.25* 


When  Horatio  Nelson 
fought  the  battle  of 
Trafalgar,  he  used  a  telescope 
just  like  this  to  monitor  the 
movements  of  the  French-Span- 
ish fleet.  Our  manufacturer  has 
created  a  faithful  replica  of  this 
famous  scope.  Admiral  Nelsons 
Telescope  measures  about  five 
inches  in  its  "collapsed"  posi- 
tioa  When  you  extend  the  four 
sections  to  full  length,  the  scope 
will  be  thirteen  inches  long  and 
focused  to  infinity  with  needle 
sharpness.  Everything  will 
appear  twenty-five  times  larger 
than  it  would  to  the  naked  eye 
Compare  that  to  standard  binoc- 
ulars which  give  vou  only  t>\  or 
8x  magnification.  If  vou  have 
ever  wanted  to  own  a  fine  tele- 
scope but  found  prices  a  little 
steep, .  \dmirol  Nelson's  Telescope 
should  be  your  choice  You'll  get 
many  years  of  good  use  and 
enjoyment  from  it.  Admiral  Nel- 
son's Telescope"  #1069F395f 


•  Vie  optics  of  Admiral 

Nelson's  Telescope 

which 

'5x  magnifica- 

eai  light 

30-mni  object 
Admiral 

■.is  made  of 

I  his  replica  is 

Heavily  chrome-plated 

.1  beauty  and 

n.Th 

vinyl  carry 

permanent  mounting 
comes  with  an 

extendible  table  tnpikt. 


'Our  "special  deal":  BUY  ANY  2  ITEMS  AND  GET  ANOTHER  ONE  EREE! 

For  instance:  Buy  a  $69.95  item  and  a  $49.95  item  and  get  another  $49.95  or  lesser-priced  item  FREE! 


R  )R  FASTEST  SERVICE,  ORDER  BY 

TOLL-FREE  P\  IONE  OR  BY  FAX. 

SEE  NUMBERS  BELOW. 

or  customer  service,  please  call  (415) 
43-2810.  For  wholesale  orders,  call 
'  h  r  i  s  Simpson  at  that  same  number. 


You  may  onlcr  In  toll  tree  phone,  by  mail,  orbv  tax  and  pay 

■  h\  check  o  Visa  Masten  aid.  Please  give  order  number 

shown  after  theitem  vid  $4.95  shopping  ms  fbreachitem 

(except  thrvo  Car  Starter  II  units  thiw  Rodelsonix  l\,  or 
three  Adm.  Nelson's  Telescope  for  $9.90  or  one  Night 
Piercer  for  $9.95  or  Bine  Niejit  Piercers  for  $19.90),  plus 
sales  tax  tot  (.  Adcliverv  Vm  have  VUlav  return  and  one 

year  warranty.  We  ^o  not  refund  shipping  charges 


2360  Third  St.,  San  Francisco,  CA  94107 


(0  Order  b\i  toll-free  phone:  (800)  797-7367  or  (fastest!)  bv  fax  (415)  643-2818  <0 
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The  place  you  made 
your  last  big  presentation. 


M  Hi  IWcom  1000   Ml  right!  n   erved 


.   . 
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The  place  you'll  make 
your  next  big  presentation. 


Introducing  MSHOW.  It's  the  most  advanced  way  to  make  live,online,  interactive  presentations.  Share  ideas, 
get  to  market  faster,  unify  your  company.  For  a  demonstration,  visit  our  web  site  at  www.mshow.com. 


\nswer  audience  questions  in  real 
time  b\i  text  or  voice. 
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Share  multimedia  presentations, 

including  streaming  video, 

with  up  to  5,000  participants. 


( )ei  instant  vote  tabulation  from  the 
entire  online  audit  , 


flSHOW.com 


A  lev  the  idea. 


By  Emily  Thornton 


've  been  driving  all 
morning  through 
Tokyo's  crazy  quilt  of 
clogged  highways  and 
narrow,  nameless 
streets.  But  I'm  not  lost. 
I'm  trying  to  outsmart  a  car. 

It's  a  Toyota  Crown  Athlete 
luxury  sedan,  which  sells  for 
about  $35,000,  and  it's  loaded 


I 


with  a  system  called  Monet, 
which  makes  use  of  the  latest 
navigation  gear  and  Internet 
gadgetry,  worth  an  additional 
$4,366. 1  tell  the  navigation 
system  to  chart  the  way  to  my 
office  address.  Then  I  drive  in 
the  opposite  direction — on 
purpose.  The  car  quickly 
recharts  the  course,  tracking 
my  location  using  satellite 
beams.  As  I  cruise,  I  instruct 
an  animated  robot  on  the  dash- 
board to  read  my  e-mail  mes- 
sages to  me  aloud.  Then  I 
order  it  to  brief  me  on  various 
topics:  the  weather  on  Mt.  Fuji, 


I 


^ 
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INTERNET  CONNECTIONS 


t  \ 


Some  cars  in  Japan  can 
already  receive  and  send 
e-mail.  Soon,  all  of  the 
world's  auto  makers  will  sell 
cars  that  allow  passengers 
own  load  their  favorite 
les,  movies,  music,  and 
ges  on  the  dashboard. 


; 

. 

NAVIGATION  SYSTI 
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Your  next  car  may 
be  a  home  theater 
and  office — and 
a  chatterbox,  too 


Ik. 


ENTERTAINMENT 


Suppliers  are  experi- 
menting with  enter- 
tainment systems 
that  include  portable 
DVD  players  that  pull 
down  from  a  car's 
ing.  With  such 
kseat  games  sys- 
s,  passengers  in 
2rent  vehicles 
be  able  to  blast 
ach  other  over 
Met  by  2002. 


'ers.  Some,  such  as  Toy- 
's Monet  system,  display 
b  views"  of  traffic  condi- 
is  at  major  intersections, 
image  is  not  quite  reai- 
e.  But  it's  close. 


front  and  back  fenders  so 
drivers  can  avoid  blind 
spots.  Roughly  10%  of  all 
recreational  vehicles  there 
have  the  camera  systems, 
which  cost  up  to  $480. 


DIGITAL  ILLUSTRATION  BY  JOE  CALVIELLO/BW 
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SIEMENS 


Automation   •  Automotive 


Electron.es   •   Energy  •   Information  and  Communications 


As  long  as  people  and  goods  are  moving  from 
Point  A  to  Point  B,  chances  are  they're  riding 
with  Siemens.  Siemens  technology  is  part  of 
major  transportation  projects  in  every  corner  of 
the  world.  Whether  it's  locomotives  or  commuter 


trains,  ship  engines  or  automotive  electronics, 
highway  traffic  management  or  complete  mass 
transit  systems,  Siemens  is  either  making  it, 
or  making  it  happen.  We're  the  company  that 
keeps  everything  moving. 


We're  Siemens.  We  can  do  that. 


©Siemens  Corporation  2000 


Special  Report 


DIGITAL    WHEELS 


""    '* 


the  results  of  a  sumo  match,  and  decisions  that  day  in  Japan's 
Parliament — information  that  is  broadcast  to  the  car  over 
radio  links. 

Despite  some  kinks,  the  car  juggles  my  various  requests, 
which  include  calling  up  real-time  video  pictures  of  traffic  at 
major  intersections.  In  effect,  this  vehicle  is  a  cross>  between 
a  car,  a  living  room,  and  a  cockpit  for  navigating  all  the  by- 
ways of  the  Information  Highway.  This  is  the  kind  of  vehicle 
that  automotive  visionaries  have  been  dreaming  of  for  well 
over  a  decade.  With  backseat  video  displays,  controlled 
acoustics,  an  enhanced  digital  videodisk  system,  and  Net- 
based  games,  these  digital  wheels  will  have  as  many  audio- 
video  amenities  as  a  home  theater.  In  terms  of  raw  comput- 
ing power,  cars  will  match  most  home  offices  and  will 
eventually  go  head-to-head  with  corporate  headquarters.  And 
as  demand  for  these  gizmos  takes  off,  car  companies  and 

others  hope  to  pro- 
vide a  panoply  of  dig- 
ital services — from 
entertainment  to  traf- 
fic news — each  creat- 
ing a  new  stream  of  subscription  and  e-commerce  revenues. 
From  where  I  sit  in  Tokyo,  the  implications  of  this  trans- 
formation are  already  apparent:  The  car  is  the  next  big  fron- 
tier on  the  Net.  In  Japan,  a  land  of  gadget-happy  drivers  and 
a  government  that  budgets  as  much  as  $642  million  a  year  in 
smart-car  research,  digital  wheels  are  becoming  engines  of 
growth  for  a  whole  new  mobile  Internet  market. 
WRENCHING  TRANSITION.  But  carmakers  worry  about  just 
who  will  reap  the  rewards  of  all  this  innovation.  Is  that  next 
car  you  buy  a  Lexus?  Or  is  it  a  Sony,  with  body  by  Toyota?  Or 
is  it  the  latest  showcase  for  Microsoft  Windows  CE?  In  short, 
the  car's  electronic  amenities  could  start  to  upstage  its  tradi- 
tional selling  points,  such  as  the  engine  and  antilock  brakes. 
Thus,  Toyota  or  Ford  might  start  to  lose  control  of  both 
their  customers  and  a  key  part  of  their  manufacturing  supply 
chains.  For  the  first  time,  car  companies  would  have  to  com- 
pete on  brand  clout  and  profit  potential  with  their  own  parts 
suppliers.  And  carmakers  could  end  up  paying  hefty  fees  for 

the  privilege  of  car- 
rying the  latest 
consumer  gadgets 
or  software.  But 
they  would  have  no 
choice,    says    Hi- 


DIGITAL  NAVIGATION 
SYSTEMS  ARE  SPREADING... 


SALES  OF  CAR 
NAVIGATION  SYSTEMS 


'97  '98  '99  '00 

A  MILLIONS  OF  UNITS  EST. 

DATA:  MATSUSHITA  COMMUNICATION  INDUSTRIAL 

...BUT  JAPAN  WILL 
LEAD  THE  WAY 

75 

.„        CUMULATIVE  SPENDING  ON 

bu    AUTO  SOFTWARE  AND  HARDWARE 


A  BILLIONS  OF  DOLLARS 

1  -"1STS  I  TELECOMMUNICATIONS  MINISTRY 


royuki  Nomura,  a 
general  manager  in 
the  intelligent 

transport  systems 
group  at  Nissan 
Motors:  "Thanks 
to  communications 
and  multimedia, 
the  whole  definition 
of  a  vehicle  is 
changing." 

This  may  be 
the  same  kind  of 
wrenching  transi- 
tion that  telecom 
companies  have 
gone  through  as 
they  morphed  from 
phone  companies 
into  suppliers  of 
Internet  infrastruc- 
ture and  services. 
Sure  enough,  Toy- 
ota is  investing  in 


GUIDING  LIGHTS 

About  1.6  million  cars  in 
Japan-nearly  half  of  all  newi 
cars-will  carry  satellite 
navigation  gear  this  year, 
many  with  DVD  maps. 


a  new  telecommunica- 
tions company,  while 
Mercedes  has  linked  up 
with  Deutsche  Telecom 
and  General  Motors 
Corp.  with  America 
Online.  Carmakers  are 
also  rethinking  old- 
style  merger  strategies. 
"From  now  on,  if  auto  makers  want  to  merge,  they  shoulc 
merge  with  electronics  companies  like  Sony,"  says  Kiyomi  Ya 
mada,  a  business  development  manager  at  Honda  in  Tokyo, 

The  Toyota-designed  Monet  system  in  the  car  I'm  driving 
speaks  volumes  about  how  cars  are  evolving  and  how  thi 
competitive  landscape  is  changing.  It  is  a  high-power  com 
puter  packaged  into  the  dash,  sporting  a  stripped-down  op 
erating  system  that  resembles  Microsoft  Corp.'s  Window; 
ce.  Drivers  can  download  digital  pictures  and  maps  froii 
the  Net  and  zip  them  off  to  friends  or  colleagues — includinj 
other  folks  on  wheels.  By  next  year,  drivers  may  be  able  to 
use  Monet  and  similar  systems  from  Honda  Motor  Co.  an< 
Nissan  Motor  Co.  to  trade  stocks  and  purchase  goods.  With 
in  two  years,  Toyota  says  drivers  should  be  able  to  downloa< 
music  and  whole  movies  for  passengers. 

Industry  forecasts  hint  at  what  lies  down  this  road.  Thi 
year,  about  1.6  million  cars  in  Japan  will  carry  navigation  gea 
using  a  global  positioning  system  (gps).  That's  almost  half  o 
all  new  cars  sold  in  Japan.  By  next  year,  40%  of  all  navigatioi 
systems  sold  will  come  bundled  with  DVD  systems — meanini 
they  will  have  access  to  vastly  more  detailed  maps  and  cit; 
guides.  DVDs  for  backseat  entertainment  will  also  flood  into  v( 
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Hefl^r   iVNAT  Y0\J*IUE   GOING  TO    DO. 


•  hAE€T  WITH  YOOfL  TtAM 


Drrcurr  A  Big  PiuojGcr 


Hold  a  rrRAT^cr  rerrioisr 


•Make  a  rA^er  PiuEs£sm\TtOH 


•CONTDUCr  A   f^OCUf   CM)UP 


•TfcAiisr  a  ntEiv  ute/l 


•(MP^rr  roo^ ToocHErr  client 
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reate  a  Free  Meeting  on  the  Web 

ith  CentraNow,  you  can  set  up  a  meeting 
1  minutes -anytime.  It's  easy,  there  is  no 
software  to  install,  and  it's  live. 


CentraNow 
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Live,  Voice-Enabled 
Internet  Collaboration 

Train  (Jew  Employees 
Meet  With  Remote  Team  Member., 
Collaborate  On  Projects 
Conduct  a  Focus  Group 

|: ._ .J 

on  1 
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Live,  Voice-Enabled  Group 
Conferencing  and  Communications 

CentraNow  meetings  happen  in  real-time, 

and  allow  you  to  speak  to  all  participants 

right  over  the  Web -no  phones. 


www.CentraNow.com 

Live, Voice-Enabled  Internet  Collaboration 


L|b  Collaboration  Means  Business  Results 

ork  together.  Collaborate  live.  Right  now.  Today. 
From  anywhere  with  a  Web  browser.  ' 
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Centra  99 

Enterprise 

Collaboration 

Solutions 

for  Sales.  Marketing, 

Training  and  Services 
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The  First  Voice-Enabled 
Web  Service  and  B2B 
Network  for  Live 
Business  Collaboration 


The  more  people  work  together,  the  better 
a  business  performs. 

At  Centra,  we  help  people  work  together 
-more  efficiently,  more  easily,  more  inex- 
pensively. And,  more  often. 

With  products  that  deliver  live  eBusiness 
collaboration,  Centra  improves  human 
interaction  throughout  your  business.  So 
you  can  meet  with  clients  more  frequently. 
Train  new  employees  more  effectively. 
Hold  team  meetings  across  distances 
more  efficiently. 

All  while  saving  time  and  opportunity  cost, 
as  well  as  drastically  reducing  travel 
expense. 

With  Centra,  you  can  easily  share  content 
and  workspaces,  use  integrated  voice 
communication -from  office  to  office, 
from  the  road,  from  anywhere  in  the  world. 


Centra  allows  you  and  all  your  business 
partners,  customers,  and  prospects  to 
leverage  the  intellectual  capital  of  your 
company -the  knowledge  that  makes 
companies  successful  today. 

Centra  offers  a  solution  for  your  needs 
whether  you  are  an  individual/  business, 
content  or  service  provider. 

Centra  99  is  a  Web-based  enterprise 
application  designed  to  facilitate  a  broad 
range  of  interactions  to  enhance  business 
performance.  It  leverages  your  people  to 
accelerate  key  initiatives  in  e-commerce, 
sales,  service,  and  training. 

CentraNow  is  an  easy-to-use  Web  serv- 
ice offering  free  and  subscription  services 
to  hold  meetings  and  other  business 
interactions  easily  and  at  any  time. 
CentraNoW's  capabilities  include  applica- 
tion sharing,  voice-over-jR  support  for 
multiple  presenters  and  shared  content, 
all  within  one  easy-to-use  interface. 

The  Centra  Business  Collaboration 
Network  is  a  Web-based  service  for 
content  and  service  providers,  where 
all  registered  Centra  users  can  find 
industry-specific  business  events,  content, 
communities  and  services. 

The  bottom  line  is  this -when  it  comes  to 
live  eBusiness  collaboration,  Centra  has 
the  solution  you  need.  For  more  informa- 
tion, call  us  at  781-861-7000. 

Collaborate  with  Centra.  And  do  some- 
thing great  today. 
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MAPPING  THE  FUTURE 

Denso,  one  of  Japan's  top 
auto  parts  suppliers,  is 
teaming  up  with  Microsoft 
to  develop  next-generation 
navigation  systems. 
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hides.  And  by  2003, 
Matsushita  Commu- 
nication Industrial 
estimates  that  40% 
of  all  cars  sold  in 
Japan  will  have  on- 
board computers 
with  Internet  access, 
up  from  less  than 
1%  today.  By  2015, 
apan's  digital  wheels  will  constitute  a  market  worth  about 
67  billion  a  year  in  hardware  and  software  combined,  up 
om  about  $8  billion  today. 

The  new  automotive  gold  rush  is  already  drawing  in  big 
ayers  from  across  several  industries.  In  Japan,  Microsoft  has 
earned  up  with  top  parts  supplier  Denso  Corp  to  co-develop 

next-generation 
navigation  systems. 
"The    communica- 
tion   between    car 
devices  and  other 
lobile  devices  in  the  future  should  be  seamless,"  says  Motoki 
lirano,  senior  manager  of  Microsoft's  research  and  develop- 
lent  group  in  Japan. 
Not  surprisingly,  Microsoft  wants  its  software  to  be  the 
-ganizing  principle  for  information  on  the  dashboard.  In  the 
.  S.,  working  with  supplier  Clar- 
n  Co.  Ltd.,  Microsoft  will  soon 
iveil  a  new  version  of  its  Au- 
>iv  concept,  in  which  the  Win- 
>ws  CE  operating  system  pew- 
's everything  from  the  in-dash 
ivigation  unit  to  the  mobile  the- 
er  in  the  backseat. 
\mes.  Consumer  electronics  gi- 
lts are  also  captivated.  Pioneer, 
my,  Matsushita,  Toshiba,  and 
lpine  Electronics  all  see  gps, 
.'I),  and  high-end  audio  as  keys 
expanding  their  roles  within 
e  auto  industry.  Nokia  Corp. 
id  Matsushita  Communication 
dust  rial  arc  targeting  the  car's 
irelesa  communication  systems. 
>ga  Enterprises,  Sony,  Ninten- 
>,  and   Microsoft   will   rule   in 
imes.  "The  dashboard  is  now 
e  battlefield   tor  auto  makers. 


s\i\«->-  suppliers,  electronic  maker  .  com 
municationi  makei  ,  and  computer  malt 
ers,"  says  Koichi  Sugimoto,  an  automo 
tive  analyst  at  Nomura  Securitii 

In  this  complex  Btruggle,  profit     will 

have  to  How  from  new  not   com 

moditized  consumer  gear  and  car  bodies. 
Carmakers  have  a  first-mover  advantage: 

They're  in  a  position  to  roll  out  new  ser- 
vices more  quickly  than  their  elect  ionic- 
suppliers.  Some  car  companies  are  offering 
voice-based  restaurant  and  hotel  reserva- 
tions. Starting  this  spring,  Nissan  drivers 
will  be  able  to  press  a  button  and  dial 
into  an  army  of  human  operators,  who  zip 
them  photos,  directions,  and  maps  to  the 
best  nearby  restaurants  and  sites  for  cherry- 
blossom  viewing.  Honda  also  offers  road 
news,  and  for  a  $24  initiation  fee,  Honda's 
Web  site  will  remind  motorists  when 
their  driver's  Licenses  are  about  to  expire 
and  provide  other  personal  tips. 

Not  to  be  outdone,  European  auto  makers  are  cramming 
new  features  into  their  own  wired  cars.  DaimlerChrysler's 
new  Mercedes'  S-class  sedans  automatically  notify  the  nearest 
police  station  in  the  event  of  an  accident.  BMW  is  experi- 
menting with  voice-based  Web  browsers  on  a  dashboard 
screen.  DaimlerChrysler  is  also  designing  a  system  that  will 
not  only  call  for  help  in  an  emergency  but  also  provide  hos- 
pitals with  the  driver's  medical  details.  "This  technology  will 
change  our  world  more  than  we  expect,"  says  Jiirgen  Hub- 
bert,  chief  of  Mercedes-Benz's  car  division  at  DaimlerChrysler. 
North  American  auto  makers  are  also  struggling  to  harness 
the  Net — although  progress  has  been  slower  than  in  Japan. 
This  year,  both  gm  and  Ford  Motor  Co.  have  plans  to  outfit 
cars  with  a  Net  link,  gm  also  plans  to  upgrade  its  OnStar  sys- 
tem, which  keeps  track  of  vehicles'  locations,  automatically  no- 
tifies authorities  when  an  airbags  go  off,  and  links  to  a  human 
concierge  who  advises 


and  directs  drivers  to 
gas  stations  and 
restaurants.  Later 
this  year  it  will  be 
able  to  read  e-mail. 
gm  will  build  Web  ac- 
cess into  400,000 
North  American  ve- 


WORK  AND  PLAY 

Concept  cars  by  Renault, 
which  has  a  stake  in  Nissan 
Motor,  show  how  business 
and  entertainment  may  join 
together  on  your  dashboard. 
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Today's  business  leaders 

put  their  trust  in  today's  lending  leader. 
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MOBILE  MEETINGS 

In  terms  of  raw  computing 
power,  cars  may  go  head-ti 
head  with  offices.  Seal 
this  Honda  design  swiv 
allow  business  pow  wows. 
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hides  this  year. 
Eventually,  says 
GM  Chairman 
John  F.  Smith 
Jr.,  "you'll  be  lis- 
tening to  your 
messages  and 
talking  to  your 
[windshield]  visor 
to  send  a  reply. 

There  will  be  100  channels  of  satellite  radio  to  choose 
from.  All  manufacturers  will  do  it." 

In  the  hottest  arena,  entertainment  systems,  Sony 
and  Matsushita  won't  have  all  the  action.  Top  parts 
suppliers  feel  they  have  the  best  grip  on  the  whole  in- 
terior. When  Visteon  Automotive  Systems  first  intro- 
duced its  $1,700  high-tech  interior  in  North  America  last 
May,  they  were  a  tough  sell.  Now  it  has  booked  $100 
million  in  orders  with  carmakers  who  want  to  install  DVD- 
based  entertainment  systems  in  their  2001  models.  At  the  top 
of  the  line,  for  S-type  Jaguars,  Visteon  has  a  $3,200  product 
that  rolls  together  navigation,  climate  control,  audio  sys- 
tems, and  a  phone.  Rival  Delphi  Automotive  Systems  has  re- 
ceived $2.5  billion  in  orders  from  seven  carmakers  for  similar 
systems,  which  include  Net  access  and  various  PC  functions. 

A  lack  of  global  technical  standards  for  all  this  in-car 

equipment  could 

threaten  schemes  for 
digital  wheels.  Be- 
cause there  are  few 
standards  for  elec- 
tronics gear  installed  in  cars,  suppliers  such  as  Toshiba  Corp. 
must  customize  such  functions  as  voice  synthesis  for  dozens  of 
different  makers.  According  to  Yasuyuki  Kono,  a  senior  sci- 
entist at  Toshiba,  the  costs  of  such  customization  gets  passed 
to  customers  as  daunting  price  tags — $2,000  and  up — for 
navigation  gear.  Customization  also  slows  the  pace  at 
which  new  multimedia  gadgets  are  introduced.  Car- 
makers are  also  worried  about  "bloatware"  from  too 
many  different  players,  all  trying  to  bombard  cars  with 
new  software,  and  waging  standards  wars  across  the 
dashboard. 

To  avoid  such  struggles,  auto  companies  have  been 
holding  meetings  behind  closed  doors  to  thrash  out 
common  global  standards.  At  a  recent  Tokyo  meeting, 
execs  agreed  there  had  to  be  clearer  guidelines  as 
whole  new  technologies  are  added  into  the  dash,  from 
novel  music  compression  schemes  to  an  emerging  wire- 
less communications  standard  called  Bluetooth.  It's  clear 
that  all  the  carmakers  want  what  engineers  call  an 
open  architecture,  so  that  nobody — read  Microsoft — can 
stand  at  the  gate  and  charge  a  Windows-like  toll. 

Where  will  the  profits  come  from?  Toyota  and  GM 
want  to  build  up  a  critical  mass  of  drivers  that  will  pay 
for  infotainment  services.  Today,  Toyota  charges  drivers 
an  up-front  fee  of  $24  to  access  the  company's  Monet 
system,  plus  a  $56  annual  charge.  By  the  year  ending  in 
March,  2003,  Toyota  expects  its  Monet  operations  to  be 
profitable,  with  about  100,000  members. 

Many  Japan- 
ese drivers  are 
already  hooked 
on  digital  ser- 
vices. Masahiko 
Kobayashi,  a  35- 
year-old  senior 
marketing  man- 
ager at  British 
Telecom  Japan  in 


WIRED  TO  WIN? 

Progress  on  smart  cars 
slower  in  the  U,S.  than 
Japan.  But  Ford's  Net-< 
concept  drew  crowds  ai 
Detroit  Auto  Show. 


Tokyo,  has  been  through  four  navigation  systems  in  the  p? 
seven  years.  The  latest,  a  $2,000  DVD  unit  from  Pioneer,  is 
his  Nissan  Leopard  luxury  sedan.  A  single  DVD  holds  maps 
all  Japan.  "This  system  saves  me  both  time  and  frustratior 
he  says.  "When  I'm  driving  to  a  location  I  don't  know, 
wife  doesn't  have  to  be  the  navigator." 
ACCIDENTS.  It's  hard  to  say  if  such  systems  will  really  fly 
the  U.S.  For  one  thing,  roads  in  America  are  much  mo] 
clearly  marked  than  in  Japan.  American  customers  are  al{ 
accustomed  to  free  service  on  the  Net.  "The  average  Ame 
ican  drives  to  work  and  has  been  there  before,"  says  Jamj 
Holden,  president  of  DaimlerChrysler's  U.  S.  operations,  "f 
you  put  an  extra  $1,000  worth  of  stuff  in  cars  and  try 
charge  for  it,  the  customer  will  tell  you  to  take  it  out." 

American  health  and  traffic-safety  authorities  also  have  co| 
cerns  about  the  distraction  factor.  Accidents  related  to  na\ 
gation  gear  are  on  the  rise  in  Japan.  Last  year,  two  peoj 
were  killed  and  324  people  injured  in  219  accidents  caused 
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le  world  is  talking  about  a  more  powerful  way  to  compete. 

y're  describing  a  competitive  advantage  that  shatters  traditional  computing  constraints.  It's  called  Digital  Independence? 
The  full-throttle  ability  to  deliver  any  application  to  any  device  with  any  connection.  Wireless  to  Web.  All  powered  by 
W  A       application  server  software  and  services  from  Citrix.  The  digital  economy  engine  for  top  ASPs  and  over  80  percent 
mdince   of  the  Fortune  500?  See  why  they're  talking  at  www.citrix.com/computes  or  888.564.7631. 


1000  I  i'ii.  5)  in  in-. ,  Iih    Ml  righn  reserved  Citrix   is  a  registered  trademark, 
Independence    and  "Now  everything  computes.""'  are  trademarks  of  <  itrix  Systems,  Inc. 
i  trademarks  tnd  registered  trademarks  m  properrj  ol  theu  respective  owners 


Now  everything  computes. 


drivers  glancing  at  their  navigation  systems,  according  to 
the  National  Police  Agency.  That's  far  fewer  than  the  acci- 
dents involving  drunk  drivers.  But  as  more  functions  flood 
into  the  dashboard,  the  distraction  factor  is  bound  to  get 

worse. 

There's  no  turn- 
ing back.  The  next 
generation  of  dri- 
vers raised  on  the 
Internet  may  have  little  interest  in  the  styling  or  power  of 
the  vehicle  that  moves  them  from  one  place  to  another. 
"Most  people  are  not  car  fanatics,"  observes  Ford  Motor  de- 
sign chief  J  Mays.  To  provide  the  extra  value  consumers 
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are  looking  for,  cars  will  have  to  facilitate  the  kinds  of  wi 
you  do  at  the  office,  or  the  fun  you  have  at  home.  T 
leaves  auto  makers  a  simple  choice.  They  can  either  drive  t 
transformation  of  the  automobile  into  a  communications  p 
tal  on  wheels.  Or  they  can  be  driven  by  it. 

With  Larry  Armstrong  in  Los  Angeles,  Matthew  Ki 
nitschnig  in  Frankfurt,  Kathleen  Kerivin  in  Detroit,  a 
Kate  Carlisle  iti  Rome 


BusinessWeek  ONLINE, 


For  more  international  news,  see  Global  Business  at  www.business- 
week.com/globalbiz/ 


THE  ONLY  WAY  TO  SURF  THE  AUTOBAHN? 


For  26-year-old  German  hacker- 
turned-entrepreneur  Kim 
Schmitz,  crime  has  paid  very 
well  indeed.  Schmitz  made  a  name 
for  himself  in  the  early  1990s  by 
breaking  into  the  computers  of  the 
Pentagon,  AT&T,  and  other  supposed- 
ly impenetrable  networks.  After- 
getting  caught,  he  made  millions  by 
fortifying  the  computer  systems  of 
the  very  companies  he  once  terror- 
ized. Now,  Schmitz  has  a  new  pro- 
ject. It's  called  Megacar,  a  luxury 
mobile  office  with  more  bells  and 
whistles  than  you'll  find  in  many  ex- 
ecutive suites. 

The  inspiration  for  Megacar 
came  after  Schmitz,  who  still  goes 
by  his  hacker  alias  Kimble  (in 
homage  to  Dr.  Richard  Kimball  from 
The  Fugitive),  had  another  run-in 
with  the  law.  This  time  it  was  for 
speeding.  After  German  police  re- 
voked his  driver's  license  for  a  year, 
Schmitz  was  forced  into  the  passen- 
ger seat  of  his  Mercedes  sedan. 
Bored,  he  did  what  any  young  it 
nerd  would  do:  He  installed  a  fast 
computer  with  net  access  in  his  S- 
class  sedan. 

MULTIMEDIA.  At  150  kilobits  a  second, 
Megacar's  wireless  Internet  access  is 
almost  three  times  faster  than  a  typ- 
ical phone  dial-up  connection  in  the 
U.  S.  Schmitz's  innovation  was  to  suc- 
cessfully bundle  16  gsm  channels,  the 
equivalent  of  combining  the  power  of 
16  digital  mobile  phones.  That  allows 
for  features  such  as  real-time  video- 
conferencing and  enables  encryption, 
a  must  for  heads  of  state  and  the 
diplomatic  set. 

To  make  it  all  work,  Schmitz  out- 
fitted his  Megacar  with  a  500-MHz 
PC  and  a  flat-panel  display  that  folds 
into  the  ceiling.  The  car's  features 
also  include  four  television  sets  as 
well  as  video  and  dvd  players. 

It  didn't  take  Schmitz  long  to  rec- 


LOADED 

Schmitz's  Megacar  offers 
net  access,  the  power  of 
16  digital  mobile  phones, 
videoconferencing,  an 


ognize  his  invention's  business  po- 
tential and  to  bring  auto-systems 
designer  ivm  Engineering  Group  on 
board  as  a  partner.  Schmitz  and  ivm 
have  turned  Megacar  into  a  stand- 
alone company  that  will  provide  In- 
ternet access  and  portal  services  to 
mobile  Internet  users  in  their  au.tos. 
He  has  sold  12  of  the  $300,000 
Megacars — all  of  them  refitted  Mer- 
cedes sedans — but  says  the  compa- 
ny's real  potential  lies  in  selling  its 
technology  and  services  to  others. 
"We  want  to  become  the  standard," 


he  says  in  the  headquarters  of  his 
Munich-based  IT  consultancy,  Data 
Protect.  Schmitz  estimates  that 
Megacar  has  a  jump  of  at  least  of  18 
months  on  the  competition,  which 
includes  Visteon,  Noki,  and  Delphi. 
Next-generation  mobile  phone  stan- 
dards will  provide  much  faster  In- 
ternet access. 

Schmitz  says  DaimlerChrysler  may 
take  a  stake  in  Megacar,  and  the  com- 
pany also  has  contacts  with  Opel  and 
Volkswagen.  But  Schmitz  hasn't  been 
able  to  sell  everyone  on  his  invention. 
At  a  conference  in  Monaco  last  fall, 
he  gave  Microsoft's  William  H.  Gates 
III  a  quick  peek  at  his  invention.  "I 
couldn't  win  him  as  a  Megacar  cus- 
tomer," Schmitz  says.  Could  it  be  that 
the  megabillionaire  has  his  own  de- 
signs for  the  autobahn  Internet? 

By  Matthew  Karnitschnig 
in  Mimic, 
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Introducing  Nextel  Worldwide"  and  the  /*2000'M  phone. 

You'll  have  access  to  the  Nextel  National  Network  -  the  largest  guaranteed  all-digital  wireless 
network  in  the  U.S.  -  and  in  more  than  65  countries  around  the  world.  With  international 
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THE  AMATEURS  WHO 
SAVED  INDIANAPOLIS 

Drawn  by  new  sports  facilities,  they  sparked  urban  revival 

M 


ary  Huggard  recalls  the  last 
time  the  National  Collegiate 
Athletic  Assn.  basketball  finals 
hit  Indianapolis — in  March, 
1997.  She  remembers  the  traffic  jams, 
the  crowds,  the  impromptu  gatherings 
of  alumni,  and  especially  those  foolhardy 
Minnesota  fans,  who  sent  one  of  their 
group  bodysurfing  on  his  back,  propelled 
by  a  hundred  upraised  hands,  through 
the  Pan  Am  Plaza.  Amazingly  enough, 
she's  eager  for  more  of  the  same. 

"I  love  the  excitement,  danger  and 
all,"  says  Huggard,  vice-president  for 
communications  at  the  Indianapolis  Con- 
vention &  Visitors  Assn.  "It  gives  the 
feeling  of  being  in  the  capital  of  the 
world,  and  here  we  are  in  the  middle  of 
Indiana." 

Turns  out  they've  struck  gold  with 
amateur  sports.  Nearly  50,000  out-of- 
towners  descended  on  the  city  for  the 
Mar.  30-Apr.  3  finals  of  the  NCAA  bas- 
ketball championships. 
If  these  fans  are  any- 
thing like  the  48,000 
who  attended  the  Final 
Four  in  1997,  they  emptied 
their  pockets  to  the  tune  of  I 
$25  million. 

"NAPTOWN."  That's  music  to  the 
city  fathers'  ears,  of  course.  And 
it's  a  familiar  refrain.  Not  only  is 
this  the  fourth  time  Indianapolis 
has  hosted  the  Final  Four  since 
1980,  but  there  also  have  been  48 
other  NCAA  championship  events 
and  12  Olympic  trials — more  than 
400  amateur  events  in  total,  worth 
in  excess  of  $1.18  billion,  according 
to  the  city  Chamber  of  Commerce. 
World  championships  for  gymnastics 
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WORLD  CLASS 

Hoopsters, 
swimmers, 
and  gymnasts 
flock  to  com- 
pete in  the 
Hoosier 
H  capital 


and  swimming  are  set  for 
and  2004,  respectively,  and 
Final  Four  returns  in  2 
Not  bad  for  a  city  that 
long  been  derided  as 
town"  and  "India-no-place 
Indeed,  sports  has  adde 
to  a  powerful  urban-ren 
strategy  here.  Like  many  o 
U.S.  cities,  Indianapolis  fel 
hard  times  in  the  1950s 
'60s,  when  suburbia's  siren 
sucked  people  and  tax  dol| 
from   city   centers.   "I    o 
have  shot  a  cannon  down 
ket  Street  after  5:30  and 
nobody,"  says  Republican 
ator  Richard  G.  Lugar, 
was  mayor  from  1968  to  1 
In  1970,  the  city  anne 
nearly  all  of  surrdunding 
ion  County,  and  the  popula 
jumped     from     476,000 
737,000.  That  brought  in  mi 
needed  tax  revenue,  but 
city  was  looking  for  more. 
GOLDEN  CHANCE.  Enter  a 
teur  sports.  In  1978,  Congi 
passed  the  Amateur  Athle 
Act,  which  necessitated 
creation  of  national  goverr 
bodies  for  amateur  sports- 
Indianapolis  saw  its  chance.  "We 
eluded  that  there  had  to  be  35  or 
new  national  corporations,  nice,  ck 
pollution-free  industries  with  board 
directors  who  were  influential  ft 
around  the  country,  that  would  hav< 
exist  somewhere,"  says  Theodore 
Boehm,  now  a  state  Supreme  Court , 
tice  but  then  a  young  lawyer  at 
prominent  Indianapolis  firm  of  Bake 
Daniels. 

Boehm  and  others,  including  fori 
Lugar  chief  of  staff  James  T.  Mor 
were  instrumental  in  the  creation  of 
Indiana  Sports  Corp.,  a  nonprofit  gr 
set  up  to  court  amateur  sports.  In  1! 
the  isc,  with  Boehm  as  chairman, 
ticed  the  newly  formed  USA  Trad 
Field  to  put  its  headquarters  in  Ii 
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ANNOUNCING  THE   NEXT   BIG   STEP   IN    B2B 


^fventro 


Chemdex  introduces  Ventro  Corporation,  the  B2B  industry's  leading 
builder  and  operator  of  vertical  marketplace  companies.  Ventro's  mission  is  to 
leverage  our  technology  and  operational  expertise  to  build  the  blue  chip  B2B 
companies  of  the  21st  century. 

Chemdex,  where  we  launched  our  complete  e-commerce  solutions,  is  now  a 
Ventro  life  sciences  company.  Along  with  Promedix,  a  Ventro  specialty  medical 
company;  Industria  Solutions,  a  Ventro  fluid  processing  company;  and 
Broadlane,  a  Ventro  healthcare  supply  company.  With  more  to  come. 

By  putting  the  Ventro  name  on  our  corporate  face,  we  are  taking  the  next  big 
step  in  transforming  the  B2B  economy. 


www.ventro.com 
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THE  DYNAMICS  OF  AIR  AMD  SPACE, 

AND  OTHER  ADVENTURES 

IN  SUPPLY  CHAIN  MANAGEMENT. 
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Simple  physics:  uninf lated  balls  take  up 

less  space.  That's  why  we  ship  soccer  balls 

F>^1 

flat  to  Europe  for  a  leading  manufacturer. 

Until  they  arrive  at  a  distribution  center  near 

■  ■B? 

Amsterdam.  There,  at  a  specially  designed 

sSBSs'i 

pumping  station,  we  inflate  and  package 

them  for  the  final  leg  of  the  journey. 

If  there's  a  more  efficient  way  to  move 
goods  from  manufacturing  to  market,  CNF 
will  find  it.  It's  what  we  do  every  day,  every- 
where. To  find  out  more,  visit  our  website. 
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Where  supply  meets  demand. 


www.freight.com 


EMERY  WORLDWIDE 

CON-WAY  TRANSPORTATION  SERVICES 

MENLO   LOGISTICS 


THE  NATIONAL 

BUSINESS  BEST-SELLER! 


(^  New  York  Times 
ffi  Business  Week 
$USA  Today 

(^The  Wall  Street  Journal 


Investors  across  the  country  are  reaping  the  rewards 
of  William  J.  O'Neil's  proven  investment  advice  in 
the  runaway  best-seller,  24  Essential  Lessons  for 
Investment  Success. 

In  this  one  accessible  guide,  the  founder  of 
Investor's  Business  Daily  puts  his  popular  and 
easy-to-follow  techniques  for  building  a  profitable 
portfolio  firmly  in  your  hands-and  the  goal  of 
long-term  financial  security  easily  within  your  reach. 


From  the  founder  of 


Investor's  Business  Daily 

Essential 
Lessons  for 
Investment 
Success 


Available  Everywhere  Books  Are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 


i 


Learn  the  most  important  investment  techniques 
from  the  founder  of  Investor's  Business  Daily 

William  J.  O'Neil 

Author  of  the  million-copy  best-seller  How  to  Make  Money  In  Stocks 


A  Division  of ThcMcGraw'HiUi  ompanie. 


& 


The  Wall  Street  Journal  is  a  registered  trademark  of  Dow  Jones,  LP. 


$  of  our  children. 


e  strong  one. 


the  absolute  dreamer. 


'  to  choose  the  tree  over  tt. 
vould belike  choosing  one  child  over  the  nex 


An  impossibility  as  large  as  the  world  itself. 

r 

.he  world's  leading  environmental  groups  are  working  together. 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 
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anapolis.  Gymnastics  followed,  then 
ing,  rowing,  and  synchronized  sw] 
ming,  until  the  city  was  home  to 
biggest  collection  of  governing  bo 
outside  of  Colorado  Springs,  Colo.,  h 
of  the  U.  S.  Olympic  Committee. 

Part  of  the  inducement  was  $384 
lion  worth  of  new  facilities:  From  1 
to  1984,  the  Indianapolis  Tennis  C 
ter,  the  multipool  Natatorium  of  iu 
(Indiana  University- Purdue  Univer; 
at  Indianapolis),  the  Michael  A.  Cai 
Track  &  Soccer  Stadium,  the  Major 
lor  Velodrome  for  bicycle  racing, 
the  Hoosier  Dome  (now  the  RCA  Do 
opened  for  business.  Other  facilities 
lowed,  for  soccer,  skating,  baseball, , 
basketball.  And  the  events  came. 
SERIOUS  PHILANTHROPY.  Plenty  of  pi 
lie  money  was  used,  but  all  the  build: 
might  not  have  occurred  without  t 
support  of  Lilly  Endowment.  Set  up 
1937  by  the  family  that  founded  ph 
maceuticals  giant  Eli  Lilly  &  Co.,  t 
$15.8  billion  fund  has  given  $65  mill: 
to  the  city's  sports  effort  to  date. 

It  has  turned  out  to  be  a  wise 
vestment.  Amateur  sports  have  creat 
more  than  500  jobs  since  1977 — inch 
ing  those  at  the  new  downtown  he: 
quarters  of  the  ncaa,  which  last  ye 
left  Overland  Park,  Kan.,  after  48  yea 
bringing  320  jobs,  a  $17  million  payn 
and  a  just-opened  Hall  of  Champio 
museum.  And  sports  have  helped  ma 
the  city  a  desirable  place  to  set  up  bu 
ness.  Witness  the  $800  million  Unit 
Airlines  Inc.  maintenance  center,  a  ! 
million-square-foot  facility,  completed 
1997,  that  now  employs  7,500  people. 

From  the  beginning,  reviving  dow 
town  was  a  key  element  of  the  spo: 
campaign.  "We  precisely  didn't  want 
build  a  Pontiac  [Mich.]  Silverdome  w; 
out  in  a  cornfield,  where  it  would  ha 
been  cheaper  but  done  nothing  to  cou 
teract  the  pull  of  suburbanization,  whi 
resulted  in  the  hollowing  out  of  city  i 
ter  city,"  says  William  H.  Hudnut  I] 
who  helped  coordinate  the  effort 
mayor  from  1976  to  1991.  Hudnut 
now  a  senior  fellow  at  the  Urban  Lai 
Institute  in  Washington. 

It  worked.  The  Convention  &  Vis 
tors  Assn.  anticipates  $304  million 
revenues  from  special  events  in  200 
And  today,  downtown  gyrates  with  a 
tivity  all  year  long.  Shoppers  jam  id 
the  Circle  Centre  mall,  while  the  eigh 
story  Artsgarden  offers  performanc 
and  exhibition  space  for  artists.  Fr< 
outdoor  concerts  fill  summer  weekend 
The  city's  population  is  up  to  813,67 
12th  highest  in  the  country. 

A  little  bodysurfing,  anyone? 

By  Skip  Ro. 
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Strong  performance  history 

is  one  reason  to  check  out  our 

domestic  equity  funds.  No  one's 

ever  asked  us  for  a  second. 


1 


Federated 

Aggressive 

Growth  FundT 

Federated  Growth 
Strategies  Fund 

Federated 

Large  Cap 

Growth  Fund 

Federated  Capital 
Appreciation  Fund 

Federated 
Communications 
Technology  Fund 


Federated   Domestic  Equity  Funds 

1  -Year  Total  Return  3-Year  Average  5-Year  Average         1 0- Year/Since  Inception 

Annual  Total  Return        Annual  Total  Return  Average  Annual 

Total  Return 

99.97%  41.12%     N/A  39.10% 

61.31%  33.60%  32.72%  18.37% 

53.12%     N/A        N/A  54.96% 

35.52%  28.56%  28.11%  17.92% 

N/A        N/A        N/A  76.70% 


As  of  12/31/99.  reflecting  5.5%  maximum  sales  charge.  Since  inception,  '11/25/96,  "12/29/98,  "'9/21/99  cumulative  total  return. 

Past  performance  is  no  guarantee  of  future  results. 


Clearly,  Federated's  domestic  equity  funds  are  the  place  to  be.  In  addition  to  our  record  of 
strong  performance,  our  disciplined  approach  to  money  management  allows  us  to  capitalize 
on  growth  opportunities  while  seeking  to  reduce  risks  in  a  down  market.  That's  one  of  the 
main  reasons  for  our  funds'  historical  record  of  success.  It's  also  why  investors  looking  to 
diversify  their  portfolios  with  domestic  equity  funds  should  consider  funds  from  Federated. 


Visit  our  Web  she,  contact  your  financial  intermediary,  or  call  tor 
more  complete  information,  including  prospectuses  which  detail 
ices  and  expenses  chat  apply  to  continued  investments  in  the  funds. 
Investors  should  read  the  prospectuses  carefully  before  investing. 

Investment  return  and  principal  value  will  fluctuate  so  that  an 
investor's  shares,  when  redeemed,  may  be  worth  more  or  less  than 
their  original  cost 

Performance  is  quoted  for  (lass  A  shares.  These  funds  offer 
additional  classes  of  shares  whose  performance  will  differ  due  to 
rices  in  charges  and  expenses, 

fuiuls  whose  investments  are  concentrated  in  a  specifit  industry 

01  seCtOI  may  be  subject  to  a  bighei  degree  of  market  risk  than 


You  Should  Know 


funds  whose  investments  are  diversified. 

The  market  experienced  exceptional  growth  in  1999. 

Total  returns  for  all  funds  would  have  been  lower  in  the  absence 
of  temporary  expense  waivers  or  reimbursements 

The  fund  can  invest  in  small  cap  stocks  which  have  historically 
experienced  greater  volatility  than  average.  Funds  whose  invest- 
ments are  concentrated  m  a  specific  industry  or  sector  may  be 
subject  to  a  higher  degree  of  market  risk  than  funds  whose 
investments  are  diversified. 

Federated  Securities  Corp.,  Distributor. 


Federated 


www.federatedinvestors.com  (800)  341-7400    World-Class  Investment  Manager 
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Sports  Business 


COMMENTARY 


By  Ronald  Grover 


WHY  THE  NBA  CAN'T  FIND  THE  HOOP 


Y 
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^ou  know  a  sport  is  in 
trouble  when  its 
biggest  news  on  game 
night  is  the  absence  at 
eourtside  of  a  team's  gen- 
eral manager.  But  then, 
you  could  see  Michael 
Jordan  as  just  another 
no-show.  After  dominat- 
ing the  National  Basket- 
ball Assn.  for  13  years 
and  collecting  five  cham- 
pionship rings,  the  new 
part-owner  of  the  Wash- 
ington Wizards  knows  a 
losing  streak  when  he 
sees  one.  And  we're  not 
just  talking  about  the  pa- 
thetic Wizards,  whose  25- 
46  record  puts  it  25th  in 
the  29-team  NBA. 

No,  it's  the  NBA  itself 
that  looks  like  a  basket 
case.  Two  years  after  Jor- 
dan put  away  his  Nikes, 
TV  ratings  have  plummeted — nbc's 
are  off  16%  this  year — merchandise 
sales  are  crashing,  and  attendance  is 
listless.  Worse,  the  sport  is  losing  its 
casual  fans  to  golf,  of  all  things, 
which  has  its  own  media-genic  super- 
star in  Tiger  Woods.  On  Mar.  19,  in 
fact,  more  folks  were  glued  to  their 
sets  watching  Woods 
win  something  called 
the  Bay  Hill  Invita- 
tional than  watched  a 
nationally  televised 
game  between  the 
red-hot  Los  Angeles 
Lakers  and  the  New 
York  Knicks. 

For  months,  those 
connected  with  the 
NBA  have  preached 
patience.  The  league 
was  recovering  from 
Jordan's  retirement,  they  said,  along 
with  a  lockout  of  players  that  short- 
ened last  year's  season.  Attention 
tends  to  pick  up  around  playoff  time 
in  April.  And  there  is  a  changing  of 
the  guard,  with  stars  such  as  Charles 
Barkley  and  Patrick  Ewing  retiring 
or  playing  less.  Says  NBA  Commis- 
sioner David  Stern:  "We  have  an 
enormous  number  of  young  stars. 
There  is  a  period  of  adjustment." 


The  problem  for  Stern  and  his 
megabillion-dollar  enterprise  is  that 
the  league  may  face  a  particularly 
long  and  difficult  adjustment.  Unlike 
the  mid-1980s,  when  Stern  shrewdly 
refocused  on  superstars  and  marketed 
the  game  like  a  sexy  sports  car,  the 
NBA  plays  in  an  ever  more  crowded 
market.  Every  dollar 
now  spent  on  t-shirts 
featuring  race-car 
driver  Jeff  Gordon  or 
wrestling's  Stone  Cold 
Steve  Austin  is  a  dollar 
that  might  have  been  the 
nba's. 

BAD  BOYS.  The  NBA,  it 
seems,  no  longer  knows 
how  to  lure  fans.  Expan- 
sion has  flooded  the 
league  with  marginal 
players  and  has  wreaked 
havoc  with  regional  rivalries.  Who 
wants  to  see  bad-boy  players  like  the 
Knicks's  Latrell  Sprewell  scowl  their 
way  through  ball-hogging  displays? 
Stars  like  Vince  Carter  are  marooned 
in  places  like  Toronto  with  middle- 
rung  teams.  Says  Rick  Burton,  direc- 
tor of  the  Warsaw  Sports  Marketing 
Center  at  the  University  of  Oregon: 
"The  product  got  diluted,  but  ticket 
prices  keep  going  up." 


But  the  NBA  can  rely  on 
Stern,  a  sports-marketing 
genius.  Supporters  say 
Stern,  who  took  a  lot  of 
heat  during  the  lockout, 
may  be  a  winner  down  the 
road.  That's  because  he 
won  limits  on  players' 
salaries,  which  should  help 
keep  prices  down  and        i 
could  reduce  the  likelihood 
of  players  jumping  from 
team  to  team.  He  also  has 
flooded  the  airwaves  with 
games,  which  could  give 
stars  like  Carter  an  audi- 
ence. And  in  his  quest  to 
spread  awareness  of  the 
brand,  Stem  has  opened 
an  NBA  store  in  New 
York,  a  24-hour  NBA  cable 
channel,  an  NBA  restaurant 
in  Orlando,  and  has  games 
beamed  everywhere  from 
Afghanistan  to  Zimbabwe. 
"The  owners  have  the  utmost 
trust  in  David  Stern,"  says  Sacra- 
mento Kings  owner  Joe  Maloof. 
"Yeah,  we  have  some  problems,  but 
he's  worked  through  them  before, 
and  we  think  he  can  do  it  again." 
With  a  year-old  investment  of  $260 
million  in  his  team,  Maloof  certainly 
hopes  so,  and  Kings  attendance  is  up 
a  bit.  But  Phoenix  Suns  owner  Jerry 
Colangelo  reports  that  no-shows 
have  doubled  this  year.  And  in  De- 
troit, sports  radio  host  Steve  Court- 
ney says  apathy  about  the  Pistons  is 
so  widespread  that  when  the  team 
fired  coach  Alvin  Gentry,  he  couldn't 
get  listeners  to  discuss  it  much. 

That  means  Stern  and  his  market- 
ing machine  have  lots  to  do.  Getting 
Carter  out  of  Toronto  would  help.  So 
might  the  elimination  of  such  perenni- 
al losers  as  the  Los  Angeles  Clippers. 
And  a  playoff  series  featuring  big- 
market  teams  like  the  Lakers  and 
Knicks  sure  wouldn't  hurt.  But  short 
of  Air  Jordan's  unexpected  return  to 
playing,  the  odds  of  the  NBA  recover- 
ing its  lost  allure  anytime  soon  are 
remote  at  best. 

Onetime  Washington  Wizards  fan 
Grover  hasn't  bought  an  NBA  ticket 
in  four  years. 
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5  reasons 

you'd  like 

to  get  your 

_tax  refund 

taster 


i 
2 


Jot  down  the  five  most 
exciting  ways  you  know  to 
spend  vour  refund. 

Now  get  the  money  in 
less  than  half  the  usual 
time,  bv  using  IRS  e-Jile. 
Even  faster  with  Direct 
Deposit! 

IRS  e-Jile  is  fast,  simple 
and  secure.  So  accurate, 
there's  less  chance  you '11 
get  one  of  those  letters 
from  the  IRS. 

Even  if  you  owe  tax,  vou 
can  e-file  early  but  wait 
until  April  17'1'  to  pay  your 
balance.  If  you  like,  charge 
it  to  a  credit  card.  Or  ask 
us  to  withdraw  it  from 
vour  bank  account. 

Ask  your  tax  preparer  to 
e-file  your  return,  or  use 
your  own  computer. 

For  details,  see  vour  tax 
professional  or  visit  our 
Web  site  at  www.irs.gov 
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Novell  is  a  registered  trademark  of  Novell,  I 
in  the  United  Stales  and  other  countries. 


An  open  email  from  Eric  Schmidt, 
Chairman  and  CEO  of  Novell 


Novell 


www.  novell.com/netservices 


■* 


This  summer,  re- 
searchers will 
complete  one  of 
the  greatest  bi- 
ological endeav- 
ors since  Charles  Dar- 
win made  his  voyage  of 
discovery  on  the  HMS 
Beagle.  Scientists  will 
announce  the  comple- 
tion of  a  rough  draft  of 
the  human  genome — a 
first  attempt  at  decod- 
ing the  entire  set  of 
about  100,000  human 
genes.  Champagne 
corks  will  pop,  backs 
will  be  slapped,  and  bi- 
ologists will  mark  the 
start  of  a  revolutionary 
era  in  biology. 

After  the  first  round 
of  self-congratulation, 
however,  researchers 
will  find  that  their  task 
has  only  just  begun. 
The  decoding  of  the 
human  genome,  as  im- 
pressive as  it  is,  means 
little  until  researchers 
find  out  what  all  those 
genes  do.  Sequencing 
the  genome  is  just  the 
first  step  in  the  long 
march  toward  an  un- 
derstanding of  how  hu- 
mans grow  and  develop 
and  how  they  get  sick. 
"Genes  are  powerful, 
but  at  the  end... you 
want  to  get  at  the  pro- 
teins" that  carry  out 
bodily  functions,  says 
Dr.  Randall  W.  Scott, 
chief  scientific  officer  at 
Incyte  Genomics  Corp. 
At  least  seven 
biotech  companies  are 
racing  to  develop  new 
tools  to  mine  the  pro- 
teome — the  complete 
set  of  human  proteins — 
for  clues  to  human  dis- 
ease. The  tools  include 
powerful  instruments 
that  can  sort  and  se- 
quence thousands  of  proteins  simultaneously.  Even  gene 
wizard  J.  Craig  Venter — whose  company,  Celera  Genomics 
Group,  helped  galvanize  the  human  genome  project — is 
jumping  on  the  proteomics  bandwagon.  "We  are  going  to 
build  the  Celera  proteomics  facility.  It's  a  major,  major  ef- 
fort," says  Venter. 

Academic  research  centers  and  pharmaceutical  companies 
are  using  proteomics  to  identify  diagnostic  indicators  for  a 
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Now,  companies  are  racing  to 
decipher  the  human  protein  set 
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range  of  diseases,  fron 
breast  cancer  to  heart  dis 
ease  to  Alzheimer's.  Th« 
National  Cancer  Institute 
and  the  Food  &  Drug  Ad 
ministration  are  funding  ; 
multimillion  dollar  "Tissue 
Proteomics  Initiative"  tc 
identify  proteins  linked  tc 
early  stages  of  colon 
breast,  and  other  cancers 
Meanwhile,  drug  compa 
nies,  including  Bayer 
Merck,  and  Pfizer,  are 
starting  collaborations  on 
proteomic  projects  to  com-  I 
plement  their  other  re 
search  efforts. 

Most    genes    serve    as 
blueprints  for  the  produc- 
tion of  proteins,  the  work-    I 
horses  of  living  cells.  To 
understand  disease,  doctors 
need  to  survey  the  activi- 
ties and  functions  of  these 
proteins.  Thus,  genomics — 
the  study  of  the  genome 
will  soon  give  way  to  a  far 
more  challenging  discipline: 
proteomics,  or  the  study  of 
proteins.  And  the  human  u 
genome  project  may  soon  (tome 
be  replaced  by  a  numan|ij>;M 
proteome  project,  which 
would  enable  scientists  to 
answer  many  fundamental 
biological  questions. 

Many  critical  functions 
of  the  cell  are  accom 
plished  by  a  complex  cas- 
cade of  events  in  which 
one  protein  acts  on  anoth 
er,  which  acts  on  another,  hfym 
and  so  on.  Examples  of  i Sydne 
the  process  include,  say,  fen  n 
the  changes  that  occur  enetic  i 
when  a  neurotransmitter  led 
is  dispatched  from  one  M$p0 
brain  cell  to  another.  Un-  teer»m 
derstanding  of  these  laractei 
processes  could  be  used  to  ib|]  m. 
develop  better  drugs  for  i-:s 
cancer  and  diabetes.  It  ;';,  . 
should  also  help  identify  a  , 
patients  most  likely  to  suf-  m  ,„ ,, 
fer  side  effects.  - 

Even  with  the  new  genomics  technologies,  it  takes  10  or  he 
15  years  to  get  a  drug  out  of  the  lab — to  evaluate  it  in  an-  iei|1(v 
imal  and  human  trials  and  get  it  onto  the  market.  Pro-  ew;,1(lHI 
teomics  promises  to  shorten  that  to  perhaps  a  few  years  by  m, 
helping  researchers  identify  safer,  more  effective  candidate  $,\ 
medicines  earlier  in  the  drug-development  process.  "It  will  id  h 
go  so  far  beyond  the  genome  project,  we'll  be  delighted,"  fl. 
predicts  Arnold  Oliphant,  vice-president  for  functional  ge-  rumen*. 
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lomics  at  Salt   Lake  I  !ity  biotech 
ompany  Myriad  Genetics  Inc. 

This  eagerness  to  understand 
he  proteome  isn't  new.  In  L980 
rientists  proposed  a  project  called  the  Human  Protein  In- 
le\,  which  Congress  seriously  considered  funding.  But  he- 
me the  program  got  off  the  ground,  the  political  tide 
tuned  in  favor  of  a  human  genome  project.  The  prevailing 
ittitude  was,  it's  so  much  easier  to  work  with  DNA,  we 
houldn't  waste  time  fooling  with  proteins. 

Compared  with  proteins,  DNA  molecules  are  simple.  A 
in  \  molecule  is  a  long,  spiraling  ladder — the  famous  double 
idix — composed  of  just  four  basic  constituents.  Proteins,  on 
he  other  hand,  are  highly  complicated  beasts  that  fold  up 
nto  intricate  and  often  unpredictable  shapes.  They  are 
uilt  from  20  building  blocks,  called  amino  acids,  each  of 
,-hich  has  its  own  unique  chemical  properties.  That  alone 
lakes  sequencing  proteins  a  much  harder  task.  In  addition, 
he  set  of  proteins  a  cell  uses  is  constantly  changing.  Some 
roteins  are  broken  down  and  their  components  recycled  in 
linutes,  while  others  can  persist  in  the  cell  for  hours  or 
ven  days.  Their  surfaces 
re  constantly   modified, 
do — a     sugar     molecule 
light  be  added  to  one,  a 
hosphate  molecule  tacked 
n  to  another.  These  addi- 
ng can  activate  or  deae- 
vate  proteins.  Scientists 
stimate  that  the  100,000 
enes     in     the      human 
enome  can  generate  per- 
aps  as  many  as  a  million 
ifferent  proteins. 
The  completion  of  the 
oman  genome  project  will 
)eed  proteomics  research. 
Without  genomics,  pro- 
:omics  is  so  much  hard- 
-"  says  Keith  Williams, 
tiief  executive    at    Pro- 
jome    Systems    Ltd.,    a 
"oteomics  company  based 
Sydney,  Australia.  But 
«ren  armed  with  critical 
inetic  data,  researchers 
bed   to   develop   instru- 
ments powerful  and  sensi- 
ve  enough  to  detect  and 
,^iaracterize      extremely 
nail  quantities  of  a  pro- 
in — as  little  as  a  billionth 
a  gram.  That's  because 
any  of  the  most  impor- 
nt  proteins  are  present 
only  fleeting  amounts. 
le     mighty     gene     se- 
lencers  used  by  Celera, 

fveloped  by  PE  Biosys- 
ns  in  the  mid-1990s,  en- 
itilred  thai  gene  sequencers 

J  d  the  capacity  to  tackle 
'0,000  genes.' Those  in- 
ruments  are  one  of  the 
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PROTEOMICS  101 

Proteomics  promises  to  help  scientists  identify  novel  drug 
targets  faster.  Here's  one  way  to  do  it: 


NORMAL  PROTEIN 


STEP  1  Researchers 
compare  patterns  of 
proteins  in  spinal  fluid 
from  a  normal  patient 
and  an  Alzheimer's 
patient.  That  reveals 
proteins  present  only 
in  Alzheimer's  patients. 


STEP  2  Such  proteins  are  isolated 
and  treated  to  produce  a  unique 
fingerprint.  That  fingerprint  is 
compared  with  others  on  file, 
identifying  the  protein. 


STEP  3  This  allows 
researchers  to  develop 
a  drug  to  block  its 
activity. 


he  sequence  of  the  hu 

man  genome  will  be  finished 
five  years  ahead  of  schedule. 

With  potentially  a  million  pro- 
teins to  unravel,  even  more  powerful  technologies  are  need- 
ed for  proteomics.  Those  instruments  are  coming.  Already, 
Oxford  GlycoSciencea  in  Oxford,  England,  Large  Scale  Bi- 
ology in  Rockville,  Md,  and  Williams'  Proteome  Systems 
have  developed  sophisticated,  reliable  methods  of  minia- 
turizing the  sheets  of  jello-like  polymer  that  are  used  to  sep- 
arate individual  proteins  from  the  many  thousands  con- 
tained in  a  serum  or  urine  sample.  They  have  even  found 
ways  to  sequence  the  20  different  building  blocks  rapidly  but 
accurately. 

CHURNING  OUT  DATA.  The  current  separation  and  sequencing 
tools  may  not  be  as  fast  or  as  automated  as  researchers 
would  like,  but  they  are  churning  out  more  information 
about  novel  proteins  than  the  companies'  computer  sys- 
tems can  handle.  That  has  intrigued  pharmaceutical  com- 
panies, which  are  always  hungry  for  new  drug  targets. 
Large  Scale  Biology  has  signed  contracts  with  24  pharma- 
ceutical and  biotech 
companies,  while  com- 
petitor Oxford  Glyco- 
sciences  has  done  at 
least  six  deals.  Pro- 
teome Systems  has  or- 
chestrated its  own 
share  of  contracts,  in- 
cluding one  with  Indi- 
anapolis-based Dow 
AgroSciences  to  list  and 
classify  all  of  the  pro- 
teins made  by  various 
crop  plants. 

But  cataloging  pro- 
teins is  only  one  w^ay  to 
harness  the  power  of 
proteomics.  Pharmaceu- 
tical companies  really 
want  to  understand  the 
protein  changes  that  oc- 
cur wrhen  a  normal  cell 
becomes  diseased.  Pfizer 
Inc.  has  teamed  with 
Oxford  GlycoSciences 
plc  to  use  proteomics 
to  unearth  biological 
markers  that  define  the 
various  stages  of 
Alzheimer's  disease.  In 
practice,  this  entails  an- 
alyzing hundreds  of 
samples  of  spinal  fluid 
taken  from  patients 
with  mild,  moderate, 
and  severe  forms  of 
Alzheimer's  and  com- 
paring them  with  sam- 
ples from  healthy  peo- 
ple (diagram). 

The  goal  is  to  find 
key  differences  among 
the    samples    and    use 
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that  knowledge  to  chart 
the  progression  of  the  dis- 
ease at  the  cellular  level. 
Right  now,  to  diagnose 
Alzheimer's  conclusively, 
doctors  must  conduct  a 
lengthy  series  of  memory 
tests.  But  if  doctors  could 
use  proteomics  to  find  a 
unique  set  of  proteins  that 
distinguishes  the  early 
stages  of  the  illness  from 
later  ones,  or  even  from 
no  disease  at  all,  then  they 
would  have  a  rigorous  and 
objective  means  of  diagno- 
sis. For  instance,  patients 
with  proteins  A  and  B 
might  have  a  case  of 
Alzheimer's  with  only  mild 
memory  loss.  Patients  with 
proteins  X  and  Z,  however,  might  have  such  a  severe 
form  of  the  disease  that  they  need  special  treatment. 
Knowing  that  information  would  allow  physicians  to  cor- 
relate subjective  symptoms  with  real  biological  changes, 
says  proteomics  proponent  Dr.  B.  Michael  Silber,  the  di- 
rector of  pharmacogenomics  and  clinical  biochemical  mea- 
surements at  Pfizer. 

Cancer  is  another  area  where  researchers  believe  pro- 
teomics will  yield  big  payoffs.  In  1998,  Dr.  Emanuel  F.  Pet- 
ricoin,  a  senior  fellow  at  the  FDA,  and  Dr.  Lance  A.  Liot- 
ta  of  the  NCI  sponsored  a  program 
designed  to  identify  protein  markers 
that  are  specifically  linked  to  early  on- 
set of  ovarian,  prostate,  and  other  can- 
cers. The  hope  is  that  these  early 
markers  will  lead  to  better  diagnostic  tests  that  can  iden- 
tify lesions  at  the  pre-malignant  state,  when  they  are 
just  beginning  to  grow  and  spread  throughout  the  body.  So 
far,  the  initiative  has  uncovered  nearly  three  dozen  new 
protein  markers  that  are  consistently  seen  in  pre-malignant 
cells,  including  several  new  markers — in  addition  to  the  al- 
ready widely  used  PSA — for  one  of  the  most  common  can- 
cers, prostate  cancer. 

Proteomics  will  also  give  medical  researchers  impor- 
tant information  about  the  potential  side  effects  of  new  and 
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existing  drugs.  "Right  now  J 
one    of  the    main    quanj 
daries ...  is     that     manyj 
drugs  fail  at  late  stages  orj 
clinical  development  be-\ 
cause  of  unforeseen  toxici- 
ties," says  Petricoin.  Hei 
believes  that  proteomicsj 
could  be  used  to  eliminate 
potentially  life-threatening 
compounds  before  pharma-| 
ceutical  companies  invest 
tens  of  millions  of  dollarsi 
bringing  them  to  marketj 
Scientists  might,  for  in- 
stance, test  how  differentl 
experimental  drugs  affect| 
the  proteins  of  a  given  tis- 
sue— say,  the  liver  or  thel 
kidney.    The    drugs    thatl 
produce        the       fewestl 
changes  are  likely  to  be  safest,  says  Petricoin. 
MANAGEABLE  CHUNKS.  Because  it  is  difficult  to  coordi- 
nate a  massive  effort  to  physically  isolate  and  measure  all| 
of  the  proteins  in  a  cell  or  tissue,  some  companies,  in- 
cluding Curagen,  Myriad  Genetics,  and  Hybrigenics,  havel 
opted  for  a  simpler  approach.  They  are  fishing  out  specif-l 
ic  groups  of  new  proteins  related  to,  say,  insulin  levels,  and! 
then  determining  the  proteins'  functions.  That  effort  can! 
have  practical  and  beneficial  outcomes.  In  a  study  with  al 
pharmaceutical  company,  Myriad  scientists  took  10  proteins! 
known  to  be  involved  in  a  particular! 
disease  and  used  them  to  uncover  2001 
additional  proteins — and  one  of  theml 
looked  like  a  promising  drug  target.  I 
In  just  a  few  months  of  work,  Myriad  I 
scientists  were  able  to  provide  the  pharmaceutical  company! 
not  only  with  critical  biological  information  but  also  with| 
valuable  clues  about  a  potential  blockbuster  medicine. 
"That  is  phenomenal  speed  to  identify  a  new  drug  target,"| 
says  Oliphant. 

Researchers  at  biotech  companies  and  universities  havel 
clearly  made  a  good  start  at  unfolding  the  secrets  hidden! 
in  the  proteome.  But  there  are  still  many  hurdles  to  clear,  j 
Denis  F.  Hochstrasser,  a  Swiss  chemist  who  helped  found  I 
proteomics  company  GeneBio,  cautions  that  the  proteome  I 


OUT  IN  FRONT       A  handful  of  biotech  companies  is  developing  the  technologies  necessary  to  analyze 
UUI  III  muni       proteins  on  the  broadest  scale.  Here  are  some  early  leaders  in  this  new  field: 


COMPANY 

LOCATION 

TECHNOLOGY 

COLLABORATIONS 

CELERA  GENOMICS 

Rockville,  Md. 

Global  protein  identification 

N/A 

CIPHERGEN  BIOSYSTEMS 

Palo  Alto,  Calif. 

Protein  chips 

National  Cancer  Institute 

HYBRIGENICS 

LARGE  SCALE  BIOLOGY 

Paris 
Rockville,  Md. 

Protein-protein  interactions 
Global  protein  identification 

Small  Molecule  Therapeutics 
AstraZeneca,  Bristol-Myers  Squibb 

MYRIAD  GENETICS 

Salt  Lake  City 

Protein-protein  interactions 

Bayer,  Monsanto,  Schering 

OXFORD  GLYCOSCIENCES 

Oxford,  England 

Global  protein  identification 

Pfizer,  Bayer,  Incyte  Pharmaceuticals 

PROTEOME  SYSTEMS 

Sydney 

Global  protein  identification 

Dow  AgroSciences 
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Dr.  Harvey  Stern,  Chairman  of  Radiology  at  Bronx  Lebanon  Hospital, 
realized  the  fastest  way  to  view  film  was  to  make  it  filmless. 


I 


He  envisioned  an  imaging  network  that  allows  doctors  in  separate 
locations  to  view  a  patient's  results,  even  entire  medical  history, 
with  a  click  of  a  mouse. 


Dr.  Stern's  administration  immediately  consulted  Marconi. 

Along  with  supplying  advanced  imaging  systems  and  applications, 
Marconi  created  a  cost-efficient  network  that  ultimately  saves  hours 
when  even  seconds  can  be  critical. 

Now  more  accurate  diagnoses  can  be  made  in  a  heartbeat. 

The  result — his  vision  of  better  patient  care  came  to  life. 

This  was  Dr.  Harvey  Stern's  finest  hour. 

When  will  your  finest  hour  be? 
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is  so  difficult  to  analyze  "that  no  one 
technology  is  sensitive  enough  [yet] 
to  find  the  needle  in  the  haystack.  It's  going  to  require 
many  years  and  many  new  innovations"  to  crack  the  pro- 
tein code  (sidebar). 

It's  also  going  to  take  massive  amounts  of  computing 
power  and  storage  capacity.  "If  you  look  at  the  complex 
network  of  [protein  information]  we  will  build  on  top  of  the 
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genome ...  it  will  be  in  the  petabyt 
range,"    says    Celera's    Venter.    (\ 
petabyte  is  a  billion  megabytes.) 

These  are  technology  problems  that  can  and  will 
solved.  Proteomics  may  be  in  its  infancy,  but  already, 
new  post-genomic  age  has  dawned. 

By  Ellen  Licking  in  New  York,  with  John  Carey  i\ 
Rockville,  Md.,  and  Amy  Barrett  in  Philadelphia 


FIRST  SILICON.  THEN  DNA.  AND  SOON,  PROTEIN  CHIPS 


Faced  with  the  task  of  analyzing 
thousands  of  genes  at  once,  re- 
searchers routinely  turn  to 
DNA  chips — thumbnail-size  wafers 
of  glass  or  plastic  with  thousands 
of  microscopic  bits  of  DNA  arrayed 
on  their  surface,  made  by 
Affymetrix  Inc.  and  others.  The 
chips  are  one  of  the  key  innova- 
tions that  have  transformed  ge- 
nomics from  a  cottage  in- 
dustry into  a  large-scale 
automated  business.  Now, 
as  researchers  begin  work 
on  the  complete  set  of  hu- 
man proteins — the  pro- 
teome — they  are  betting 
that  protein  chips  will  be 
one  of  the  mainstays  of 
research. 

A  future  experiment 
might  look  something  like 
this:  First,  generate  a  mil- 
lion or  so  antibodies  that 
recognize  every  protein  in 
the  human  proteome. 
Next,  put  a  few  drops  of 
spinal  fluid  from  a  Parkin- 
son's patient  or  a  normal 
patient  onto  the  chip. 
Some  of  the  sample's  proteins  will 
mate  with  antibodies  on  the  chip 
and  latch  on  to  them.  Because  the 
proteins  have  been  labeled  with  a 
fluorescent  dye,  they  can  be  seen, 
with  the  help  of  a  laser,  as  little 
glowing  squares  of  red  or  green  or 
yellow.  The  protein  pattern  that 
lights  up  in  a  Parkinson's  patient 
will  differ  in  a  few  critical  ways 
from  that  of  a  normal  person.  By 
going  after  those  discrepancies  and 
finding  the  proteins  that  cause 
them,  researchers  can  rapidly  iden- 
tify the  proteins  that  are  present 
in  normal  patients  and  not  in 
Parkinson's  sufferers.  And  that 
may  point  directly  to  the  cause  of 
the  disease. 


Sounds  simple,  doesn't  it?  It's 
not.  Because  proteins  are  far  more 
complex  than  strands  of  DNA,  it's 
not  an  easy  leap  from  DNA  chips  to 
protein  chips.  That  hasn't  deterred 
Stanford  University  biochemist 
Patrick  0.  Brown,  who  played  a 
critical  role  in  developing  simple, 
cheap  DNA  chips.  He  and  his  gradu- 
ate student,  Brian  Haab,  recently 


completed  a  pilot  study  to  test  the 
feasibility  of  protein  chips.  "We 
mooched  antibodies  from  other 
labs,  put  them  on  glass  chips,  and 
looked  to  see  what  stuck  to  them," 
says  Brown.  Roughly  a  third  of  the 
120  off-the-shelf  antibodies  they 
have  tested  bonded  specifically  to 
their  protein  counterparts. 

Brown  is  encouraged  by  the  re- 
sults and  plans  to  scale  up  the 
technology  and  start  testing  clinical 
samples  within  six  months.  Eventu- 
ally, he  hopes  to  turn  these  chips 
into  cheap  diagnostics.  Instead  of 
sending  a  urine  sample  to  a  lab  for 
a  pregnancy  test,  for  example,  a 
physician  could  put  a  few  drops  of 
the  fluid  onto  a  chip  and  scan  for 


protein  changes  that  might  indicate 
that  the  woman  is  expecting. 

J.  Craig  Venter,  president  and     ' 
chief  scientific  officer  of  Celera  Ge- 
nomics, also  believes  that  these 
protein  chips  are  one  of  the  keys 
that  will  unlock  the  secrets  of  the 
human  proteome.  "It's  going  to  be 
our  key  reagent,"  he  says.  Venter 
plans  to  use  them  to  uncover  the 

complicated  networks  of  in- 
teractions that  occur 
among  proteins  in  a  given 
cell.  He  believes  this  tech- 
nology will  totally  supplant 
the  need  for  DNA  chips. 

That  won't  happen 
overnight.  It's  not  easy  to 
make  specific  antibodies  to 
fight  every  variant  of 
every  protein  in  the  human 
body.  It  takes  months  to 
make  just  one.  Imagine 
having  to  repeat  that  mil- 
lion of  times  over.  Rudolf 
H.  Aebersold,  a  molecular 
biologist  at  the  University 
of  Washington  in  Seattle, 
believes  that  "protein  chips 
have  a  lot  of  potential"  but 
cautions  that  "as  a  research  tool, 
[they]  still  have  a  long  way  to  go." 
Aebersold's  lab  is  trying  to  make  a 
different  kind  of  chip  that  minia- 
turizes and  automates  protein  sep- 
aration. He  will  have  competition 
from  Ciphergen  Biosystems  Inc., 
a  biotech  startup  in  Palo  Alto, 
Calif.,  that  hopes  to  become  the 
Affymetrix  of  the  protein-chip 
world. 

Just  what  form  protein  chips  ul- 
timately take  is  anybody's  guess. 
But  sophisticated  tools  like  them 
are  essential  if  researchers  are  to 
solve  the  riddles  buried  in  the  hu- 
man proteome. 

By  Ellen  Licking  in  New  York, 
with  John  Carey  in  Rockville,  Md. 
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Unlimited  Partnership  with: 
Pasadena  (Texas) 

Independent  School  District 

Since: 

1994 

Managed  Services: 

-  Before  and  after  school  programs 

-  Enrichment  programs 

-  reading,  math,  art,  etc. 

Value  Created: 

13  customized  programs; 

each  reinforces  Texas  Essential 

Knowledge  and  Skill  requirements. 

Joyce  Eversole, 

Executive  Director, 

Curriculum  &  Instruction: 

"Our  parents  needed  child  care. 

They  wanted  child  learning  activities. 

With  ARAMARK  and  their  new 

Champions  After-School  Education 

program,  they  got  both.  Their  faculty 

blends  seamlessly  with  ours.  Six  years  ago, 

we  started  with  one  program  and  40 

children.  Today,  there  are  13  programs 

and  over  700  children. " 

Michelle  Dentinger, 

ARAMARK  Area  Manager, 

Medallion  School  Partnerships: 

"We  see  each  after-school  session  as 

an  important  learning  opportunity  for 

each  child.  Our  goal  is  to  help  the  school 

iistrict  develop  each  child's  gifts  and  skills. 

And  we  make  it  fun  for  everyone. " 

To  learn  more  about  other 

Unlimited  Partnerships,  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK®  Managed  Service*  for 

Business,  Government,  Healthcare. 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Facility  Management. 

Uniform  and  Career  Apparel. 

Child  Care  and  Elementary  Education. 
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Delivers  the  Internet  at  the  Speed  of  Light 

Lucent's  WaveStar'"  DataExpress  is  the  first  10G  optical  networking  system  designed  for  Internet 
Service  Providers  (ISPs)  to  deliver  high-speed  data  services.  Now  ISPs  can  build  local  data 
networks  with  10  gigabit  capacity  (enough  to  transmit  2  million  pages  a  second)  —  that's  up  to  4x 
the  speed  of  competitive  systems.  With  up  to  60%  savings  on  equipment.  It's  part  of  the  most 
comprehensive  10G  optical  networking  portfolio  in  the  industry.  And  it's  up  and  running  today 

We  make  the  things  that  make  communications  work. 


Tobacco's  public 
image  couldn't 
be  more  stained 
these  days,  given 
the  war  on  cigarettes 
in  the  courts,  federal 
and  state  governments, 
the  medical  establish- 
ment— even  in  Doones- 
bury.  But  the  tobacco 
plant  is  not  an  irre- 
deemable ne'er-do-well. 
Because  its  genetic 
makeup  is  fairly 
straightforward  and 
well  understood,  scien- 
tists believe  tobacco 
could  turn  out  to  be 
the  perfect  biotech  fac- 
tory for  protein-based 
drugs.  By  splicing  hu- 
man genes — a  tech- 
nique developed  in 
the  early  1990s — re- 
searchers have  enabled 
tobacco  plants  to  pro- 
duce a  number  of 
drugs  and  vaccines  and 
even  human  blood  com- 
ponents. Within  10 
years,  researchers  are 
hopeful  that  tobacco 
farmers  might  be  rais- 
ing millions  of  acres  of 
biofactories  rather  than 
"the  killer  weed." 

The  latest  breakthrough  in  tobacco  "pharming"  may 
bring  such  a  vision  one  step  closer  to  reality.  Scientists  at 
Monsanto  Co.  reported  in  the  March  issue  of  Nature 
Biotechnology  that  they  were  able  to  genetically  engi- 
neer tobacco  plants  to  produce  human  growth  hormone, 
otherwise  known  as  somatotropin — an  extremely  costly 
drug  used  to  treat  dwarfism.  But  the  Monsanto  discovery 
was  more  important  for  the  process  than  the  product. 
The  scientists  were  able  to  induce  the  tobacco  plants  to 
manufacture  the  drug  in  an  abundant  piece  of  the  plant 
cell  known  as  a  chloroplast,  which  is  responsible  for  con- 
verting light  into  food.  Other  efforts  to  create  drug-pro- 
ducing plants  have  altered  plant  nuclei  instead — far  less 
numerous  cell  components. 

DNA  DILEMMA.  "We  were  able  to  produce  300-fold  more  hu- 
man somatotropin  in  the  chloroplasts 
than  in  the  nucleus,"  says  Jeffrey  M. 
Staub,  manager  of  the  Monsanto  team 
that  developed  the  technique.  "As  an 
optimistic  scientist,  I  think  it  is  very 
reasonable  to  [believe]  we  will  be  able  to  produce  com- 
mercial quantities  of  human  proteins  in  the  plants  in  the 
next  couple  of  years." 

The  biotech  industry  has  been  seeking  an  inexpen- 
sive way  to  produce  its  products  almost  as  strenuously 
as  it  has  been  searching  for  the  treatments.  Old-fashioned 
drugs  are  essentially  chemicals  that  can  be  cooked  up  in 
factories,  but  bioengineered  treatments  are  usually  large 


TOBACCO 
TURNS  OVER 
A  NEW  LEAF 

The  killer  weed  may  have  a  benign  side  after 
all — as  a  factory  for  bioengineered  drugs 


Special  Report 


BEYOND    THE    GENOME 


proteins,  and  they  neec 
to  be  "grown" — typical-l 
ly    in    bacteria.    Only] 
very  small  amounts  off 
a  drug  at  a  time  can) 
be  produced  this  way,] 
and  only  in  a  tightly] 
controlled  environment." 
Some  biotech  drugs! 
are  also  secreted  in  thel 
milk  of  genetically  en-l 
gineered  animals,  butl 
raising  farm  animals  is| 
expensive    and    time- 
consuming,  and  sepa- 
rating the  drugs  froml 
the  viruses  and  bacte-l 
ria  in  the  milk  can  bel 
difficult.  Plants,  howev- 
er, are  both  cheap  to 
raise  and  carry  virtu- 
ally no  risk  of  contami- 
nating the  drugs  they 
are  used  to  create — 
making  them  the  ideal 
bioreactor. 

There  has  been  no- 
table progress  with 
gene-spliced  plants  in 
the  past  two  years.  In 
1998,  British  re- 
searchers reported  that 
a  human  antibody 
grown  in  tobacco  plants 
prevented  one  of  the 
bacterial  infections  that 
led  to  tooth  decay  in  human  volunteers.  And  last  August, 
the  Energy  Dept.'s  Pacific  Northwest  National  Laborato- 
ry announced  that  its  scientists  had  successfully  trans- 
planted the  necessary  human  genes  into  tobacco  plants  to 
produce  human  blood  components. 

Even  with  plants,  though,  volume  remains  a  problem. 
All  plant  cells  contain  subunits  called  organelles,  two  of 
which  are  the  nucleus  and  the  chloroplast.  Gene  splicing 
to  date  has  focused  on  altering  the  nucleus — essentially 
the  brain  of  the  cell,  because  it  controls  all  of  the  plant's 
activities.  But  drug  production  was  limited,  since  there  is 
only  one  nucleus  per  cell.  Moreover,  the  genetic  alteration 
is  transmitted  to  the  plant's  pollen,  making  it  difficult  to 
control  the  spread  of  the  reengineered  plants.  Chloro- 
plasts, however,  are  abundant,  and  they  do  not  spread 
their  genetic  changes  to  any  other 
cells  in  the  plant. 

The  Monsanto  researchers  caution 
that  their  work  is  in  the  very  early 
stages  and  was  done  on  a  very  small 
scale.  "There  are  still  a  lot  of  questions  that  need  to 
be  answered,"  says  Staub.  Among  them  is  whether  the 
proteins  created  in  the  tobacco  plant  are  modified 
in  some  way  that  would  change  their  action  in  humans. 
It  seems  clear,  however,  that  tobacco  may  finally  have 
a  chance  to  transcend  its  societal  role  as  a  cancer- 
causing  blight. 

By  Catherine  Arnst  in  New  York 
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COMMENTARY 


By  John  Carey 


NEEDED:  A  MARSHALL  PLAN  FOR  VACCINES 


For  years,  Harvard  School  of  Pub- 
lic Health  Dean  Barry  R.  Bloom 
was  a  voice  crying  in  the  wilder- 
ness. Doesn't  the  industrial  world 
care,  he  wondered,  that  more  than  11 
million  people  are  killed  each  year  by 
malaria,  tuberculosis,  AIDS,  and  other 
major  scourges?  Or  that  vaccination 
rates  and  life  expectancy  are  falling 
among  many  of  the  world's  2  billion 
poor  people?  But  his  pleas  fell  mostly 
on  deaf  ears.  As  a  result,  efforts  to 
develop  new  vaccines  and  drugs  have 
been  pitifully  inadequate. 

Now,  suddenly,  global  health  is  a 
hot  cause.  "There  has  been  a  tremen- 
dous change,"  says  Bloom.  Microsoft 
Corp.  Chairman  William  H.  Gates  III 
is  donating  hundreds  of  millions  to 
vaccinate  children  around  the  world. 
Once-bickering  international  agencies 
are  working  together  on  a  new  global 
immunization  initiative.  In  early 
March,  President  Clinton  called  a 
White  House  summit  to  push  an  inno- 
vative $1  billion  tax  credit  to  spur  the 
development  of  badly  needed  vac- 
cines. And  now,  realizing  that  disease 
is  putting  economic  growth  at  risk, 
African  leaders  are  holding  an  un- 
precedented meeting  in  late  April  to 

TREATING  KIDS  IN  ETHIOPIA 

Deadly  diseases  are  a  drag  on 
the  global  economy 


focus  on  malaria  and  health.  What's 
emerging  now  "is  a  political  commit- 
ment that  would  have  been  unimagin 
able  10  years  ago,"  says  Dr.  Nils 
Daulaire,  president  of  the  Global 
Health  Council. 

But  save  the  congratulations  for 
later.  Just  getting  Clinton's  plan — 
which  would  give  companies  a  $1  tax 
credit  for  every  $1  in  sales  of  vac- 
cines for  predominantly  Third  World 
ills — through  Congress  will 
be  tough  enough.  And  to 
have  a  fighting  chance  of 
wiping  out  these  terrible 
diseases,  the  world  needs 
to  do  much  more.  Harvard 
economist  Jeffrey  D.  Sachs 
figures  that  at  least  $10 
billion  in  funds  or  tax 
credits  is  needed  to  buy 
medicines  and  offer  incentives  to  com- 
panies to  develop  them.  And  it  will 
take  billions  more  to  fund  basic  re- 
search and  deliver  vaccines  and  drugs 
to  the  people  who  need  them. 
SELFHNTEREST.  Why  make  such  large 
investments?  In  part,  because  it's  the 
right  thing  to  do.  But  don't  forget 
self-interest.  In  today's  global  econo- 
my, U.S.  companies  increasingly  rely 
on  workers  in  the  Third  World.  And 
drug-resistant  tuberculosis  in  India  or 
Russia  is  only  a  plane  ride  away  from 
Western  cities.  Each  case  costs  hun- 
dreds of  thousands  of  dollars  to  treat. 


Then  there's  the  drag  on  the 
world  economy.  Economists  used  to  | 
believe  that  economic  development 
brought  health  gains.  But  new  work| 
shows  that  instead,  health  is  a  pre- 
requisite for  economic  growth.  Har- 
vard's Sachs  discovered  that  eradi- 
cating malaria  in  Southern  Europe 
in  the  late  1940s  led  to  a  big  growtll 
spurt — and  that  AIDS  is  now  lower^  I 
ing  Africa's  growth  by  1%  a  year. 


Scourges  in  Search  of  Cures 


HIV 

TB 

MALARIA 

DEATHS 
PER  YEAR 

2.3  million 

1.5  million 

1.1  million 

, 

CASES 
PER  YEAR 

5.8  million 

7  million 

300  million 

OATA:  WORLD  HEALTH  ORGANIZATION 

But  since  poor  people  can't  pay  fo 
drugs  and  vaccines,  badly  needed 
medicines  aren't  being  developed. 
That's  why  Sachs,  Treasury  Secre 
tary  Lawrence  H.  Summers,  and  oth 
ers  have  been  devising  schemes  for 
purchase  fund  or  tax  credits  to  pro- 
vide guaranteed  markets.     » 

But  creating  markets  isn't  enough. 
"The  idea  that  if  you  dangle  money 
in  front  of  industry  they  will  come 
running  is  not  true,"  says  Dr.  Adel 
A.  F.  Mahmoud,  president  of  Merck 
&  Co.'s  vaccine  unit.  Mahmoud  says 
one  huge  barrier  is  the  lack  of  means] 
to  deliver  vaccines  in  many  coun- 
tries. Another  is  that  "the  road  map 
for  a  malaria  or  TB  vaccine  is  not  re- 
ally clear,"  he  says.  That's  why  a  big 
boost  in  basic  research  funding  is 
needed  to  clear  the  scientific  hurdles. 

The  good  news  is  that  the  political 
will  for  these  ideas  has  never  been 
stronger.  "There  is  excitement  that 
it's  not  just  empty  talk  this  time," 
says  Mahmoud.  There  are  even 
hopes  that  Gates's  example  will  un- 
leash a  flood  of  copycat  dot-com  phil- 
anthropy. But  don't  underestimate 
the  challenge.  The  hard  part  will  be 
getting  the  whole  industrialized 
world  involved  and  sustaining  mo- 
mentum for  the  decades  of  work 
needed  to  defeat  these  scourges. 


Carey  covers  science  policy  from 
the  Washington  bureau. 
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LOOK,  UP  IN  THE  $KY,  irs  a  whole  new  dokonomyi  irs  an  INVASION  OF  INGENUITY,  powered  by  technology  that  seems  OTHERWORLDLY 

BUT  COMES  FROM  THE  DOT  IN  .COM,  SUN  MICROSYSTEMS.  SUN  ARMS  INVADERS  WITH  AN  ARSENAL  OF  ENTERPRISE  SERVERS  THAT  SCALE  TO  MEET  THE 

INTERNET  GROWTH  curves  of  powerhouses  like  cdnow  and  e*trade.  and  those  servers  are  loaded  with  the  ALL-POWEREUL  SOLARIS, 

A  TRUE  .COM  OPERATING  ENVIRONMENT  (15  OF  20  GLOBAL  ISPs  RUN  ON  IT).  BEWARE,  THESE  INVADERS  WILL  GROW  SMARTER  AS  THEY  UNLOCK  THEIR 

['  OWING  DATABASE  OF  INTELLIGENCE  WITH  SUN'S  OPEN  STORAGE  SOLUTIONS.  CAN  YOU  BE  AN  INVADER?  YOU  CAN.  SUN  SERVICES  WILL  PREPARE  YOU  -  WHETHER 
U  ARE  GETTING  READY  FOR  YOUR  FIRST  BATTLE  OR  RETOOLING  YOUR  FORCES  FOR  THE  NEW  WORLD.  RED  ALERT:  THE  .COM  INVASION  IS  HERE.  PLEASE, 


IF  YOU  DO  NOT  TAKE  PART,  AT  LEAST  HAVE  THE  GOOD  SENSE  TO  GET  OUT  OF  THE  WAY. 


mJi. 


'.'.".'.".V.SUK.COJW/lNVASIOf. 

»  4*  It&JK^  / 


microsystems 
We're  the  dot  in  .com 
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OUTWITTING  THE 
CHAMELEON  KNOWN 
AS  HEPATITIS  C 

SCIENTISTS   HAVE   DEVELOPED 

effective  vaccines  against  he- 
patitis A  and  B.  But  a  third, 
related  virus — hepatitis  C — 
continues  to  elude  both  pre- 
vention and  cure.  The  prob- 
lem with  hep-C  is  that  the 
protein  coating  of  the  virus 
constantly  mutates.  So  even 
when  scientists  come  up  with 
a  vaccine  that  primes  the 
body's  immune  cells  to  rec- 
ognize the  intruder,  it  is  ef- 
fective for  only  a  short  period 
of  time. 

Epimmune  Inc.,  a  biotech 
company  in  San  Diego,  is  de- 
veloping a  vaccine  that  may 
do  a  better  job.  Instead  of 
priming  immune  cells  known 
as  killer  T-cells  to  go  after 
the  whole  virus,  Epimmune 
tries  to  focus  the  immune  as- 
sault on  small  chains  of  amino 
acids,  called  epitopes,  on  the 
virus'  outer  coat.  Robert  W. 
Chesnut,  vice-president  for 
research  and  development, 
says  Epimmune  has  discov- 
ered which  of  hepatitis  C's 
epitopes  are  retained  as  the 
outer  coat  goes  through  its 
mutations.  What's  more, 
Chesnut  believes  epitope- 
based  vaccines  will  work  for 
almost  any  ethnic  popula- 
tion— even  though  the  diver- 
sity of  immune-cell  activity 
among  Caucasians,  African 
Americans,  and  Asians  makes 
it  difficult  to  develop  effec- 
tive vaccines. 

So  far,  Epimmune's  experi- 
ments have  been  confined  to 
transgenic  mice.  But  the  com- 
pany expects  to  begin  human 
clinical  trials  in  2001.  Chestnut 
believes  that  the  same  re- 
search could  lead  to  therapeu- 
tic drugs  as  well  as  vaccines. 
Within  three  to  four  years, 
Epimmune  hopes  to  have  a 
product  to  combat  hepatitis 
C,  which  afflicts  an  estimat- 
ed 176  million  people  around 
the  world  and  is  closely  asso- 
ciated with  often  fatal  cancer 
of  the  liver.  Neil  Gross 


A  SCALPEL 
THAT  KNOWS 
WHEN  TO  STOP 

A   TINY    LASER    DEVICE,   THE 

size  of  a  dime,  may  make  it 
safer  to  perform  surgery  on 
brain  tumors  and  other  can- 
cers in  critical  locations.  This 
"smart  scalpel,"  developed  by 
scientists  at  the  Energy 
Dept.'s  Sandia  National  Lab- 
oratories, is  intended  to  de- 
tect the  presence  of  cancer 
cells  as  a  surgeon  operates — 
in  effect,  telling  the  doctor 
when  to  stop  cutting. 

The  patented  device  was 
unveiled  at  a  meeting  of  the 
American  Physical  Society  on 
Mar.  24.  While  the  doctor  op- 


erates, a  sliver  of 
a  laser  beam  is  di- 
rected into  indi- 
vidual cells  as 
they  are  sucked 
up  by  a  micro- 
pump  and  deposit- 
ed into  a  spec- 
trometer. Cancer 
cells  contain  more 
protein  than  nor- 
mal cells,  and  this 
higher  density  changes  the 
speed  with  which  the  laser 
light  passes  through  them. 
The  spectrometer  registers 
the  difference  and  transmits 
the  information  via  fiber  op- 
tics to  a  laptop  computer, 
providing  the  surgeon  with  a 
graph  that  shows  when  an 
area  has  been  cleared  of  can- 
cerous cells. 

The  device  has  not  been 
tested  on  living  tissue,  but 
the  Sandia  team,  led  by  Paul 
Gourley,  says  that  in  the  lab 
it  has  clearly  differentiated 
between  normal  human  brain 
cells  and  malignant  ones. 
Gourley  is  in  preliminary  dis- 
cussions with  biotech  compa- 
nies interested  in  commer- 
cializing the  technique.         □ 


DID  LIFE  BEGIN  WITH  BUCKYBALLS? 

THE  GALAXY  MAY  BE  CONSTANTLY  SOWING  THE  SEEDS  OF 

life  on  planets,  both  on  our  earth  and  those  circling  dis- 
tant suns.  A  team  headed  by  Luann  Becker,  a  Universi- 
ty of  Hawaii  geochemist,  has  found  gases  that  arrived 
from  space  inside  so-called  buckyballs,  or  spherical  clus- 
ters of  carbon  atoms.  The  researchers  report  their  dis- 
covery in  the  Mar.  21  issue  of  Proceedings  of  the  Na- 
tional Academy  of  Sciences. 

Last  July,  Becker's  group  dug  out  buckyballs  embed- 
ded in  a  meteorite  that  landed  in  Mexico  30  years  ago 
and  speculated  that  the  clusters  could  transport  gases 
across  space.  Since  then,  the  team  has  been  analyzing 
buckyballs  from  other  space  objects  that  fell  in  Den- 
mark, New  Zealand,  and  North  America.  Wherever 
they  looked,  they  turned  up  helium  unlike  any  helium 
found  naturally  on  earth. 

But  the  cosmos  isn't  always  gentle  in  delivering  build- 
ing-block atoms  such  as  carbon  and  helium.  Some  of  the 
gas-bearing  buckyballs  were  found  in  debris  from  giant 
asteroids.  Many  scientists  believe  that  when  asteroids  hit 
a  planet  they  can  trigger  mass  extinctions — such  as  the 
disappearance  of  dinosaurs  65  million  years  ago.  Still,  on 
any  planet  where  conditions  are  suitable  for  life,  the  basic 
ingredients  probably  arrived  long  ago.  Otis  Port 


FRUIT  FLIES 
MAY  HELP  FIGHT 
PARKINSONS 


THE    FRUIT    FLY    BIOLOGI 

call  Drosophila  is  a  bit 
celebrity  right  now,  thanks 
breakthrough  news  in  n 
March  that  researchers 
Celera  Genomics  have  d 
phered  the  insect's  entire 
netic  code.  The  discovei 
relevance  to  human  healtl 
highlighted  by  a  report  in 
Mar.  23  issue  of  Nature  t 
says  researchers  have 


a  strain  of  fruit,  flies  w 
Parkinson's  disease — the  ft 
example  of  the  degenerati 
human  disorder  in  an  anim 

Parkinson's  is  characteriz 
by  protein  deposits  in 
brain  that  disrupt  moveme 
and  speech,  and  eventua 
lead  to  death.  In  the  pa 
three  years,  scientists  ha 
identified  some  of  the  gene 
mutations  associated  with  t 
disease.  Drs.  Mel  B.  Feai 
and  Welcome  W  Bender 
Harvard  Medical  School  us< 
that  knowledge  to  breed 
transgenic  fruit  fly  pr 
grammed  with  the  same  g 
netic  mutations. 

The  fruit  fly  was  chos< 
because  its  central  nervoi 
system  has  much  in  commc 
with  that  of  humans.  Fear 
and  Bender  found  that  the 
flies  not  only  developed  tl 
protein  deposits  in  the 
brains  associated  with  Pa 
kinson's,  they  also  failed  r 
peatedly  in  climbing  tesi 
designed  to  test  locomoti\ 
skills. 
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America's  New  Century 

What  Direction  Will  the  Future  Take? 


The  20th  century  was 
America's  century.  Ideals 
and  technology  born  in  the 
U.S.A.  have  reshaped  the 
world.  But  what  of  the  next 
100  years?  Can  America 
maintain  its  leadership  role 
on  the  world  stage?  To 
answer  this  question,  Lipton,  one  of 
America's  largest  food  companies, 
gathered  top  food-industry  executives 
for  a  weekend  of  thought-provoking 
discussion. 

At  the  heart  of  the  event  were 
two  panels.  The  first,  "A  Glimpse  into 
America's  Future,"  took  a  broad  look 
at  the  future.  Panelists'  areas  of 
expertise  included  technology,  labor, 
politics,  and  public  opinion.  The 
second,  "Winning  the  New  American 
Consumer,"  zeroed  in  on  issues  of 
specific  concern  to  the  food  industry. 
Panelists  represented  large  and  small 
food  retailers,  manufacturers,  and 
consultants. 

Serving  as  bookends  to  the  central 
discussion  were  two  events  of  slightly 
broader  concern.  Senator  John  Glenn 
opened  the  weekend  with  comments 
on  America's  past,  present,  and  future, 
and  husband-and-wife  team  James 


Carville  and  Mary  Matalin 
concluded  the  program 
with  a  biting  commentary 
on  the  presidential  race. 

To  encourage  one-on-one 
discourse  among  partici- 
pants, Lipton  carefully  bal- 
anced the  conference  format 
to  include  both  work  and  play.  By 
all  accounts,  the  effort  was  successful. 
Said  attendee  Jim  McLean  of  Meijer 
Foods,  "Lipton  did  an  excellent  job  of 
mixing  social  interaction  with  good 
business  sessions  -  Impeccable." 

Some  of  the  offerings,  such  as  the 
gala  "Evening  in  Paris"  dinner  featur- 
ing courses  from  five-star  restaurants 
around  the  world,  were  appropriately 
food-oriented.  Others  took  advan- 
tage of  the  sports  world.  Attendees 
could  pit  themselves  against  tennis 
greats  Chris  Evert,  Tracy  Austin, 
Virginia  Wade,  Fred  Stolle,  and  Owen 
Davidson,  or  try  to  outdrive  profes- 
sional golfers  Jan  Stephenson,  Jane 
Blalock,  and  Dave  Eichelberger. 
Football's  Dick  Butkus,  baseball's 
Jim  Palmer,  and  tennis  legend  Ivan 
Lendl  also  participated  in  the  golf 
activities.  The  heightened  level  of 
competition  produced  generally  high 


"I  think  this 
country  can 
still  be  a  moral 
compass  for 
the  world." 

Senator  John  Glenn 
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"In  the  longer 
term,  Wal-Mart's 
objective  is  to 
sell  everything 
to  everybody. " 

Nick  White, 

executive  vice-president, 
Wal-Mart's  Supercenter 
Division 


spirits  which  broke  down  barriers  and 
built  relationships. 

The  Past  Looks  at  the  Future 

Senator  John  Glenn  inaugurated  the 
Lipton  Experience  2000  with  a 
thoughtful  look  at  triumphs  past 
and  challenges  ahead. 

Education  and  research,  said 
Glenn,  are  the  keys.  "They  were  the 
twin  engines  of  progress  in  the  past, 
and  will  be  in  the  future."  But  the 
nation's  success  in  these  areas,  he 
warned,  should  not  be  taken  for 
granted.  U.S.  math  and  science  edu- 
cation standards  are  of  particular 
concern  in  a  world  context.  Technology 
will  continue  to  transform  industry. 
In  response,  the  work  force  must 
become  more  proficient.  Are  we  up  to 
the  challenge?  We  have  to  improve 
if  we're  going  to  be  competitive  into 
the  21st  century. 

New  Technologies,  New  World 

New  technologies  and  their  effect  on 
business  were  a  recurring  theme  in 


High  Drama  on  the  Campaign  Trail 


m 


In  this  election  year,  all  eyes  are  focused  on 
the  race  for  the  White  House.  Husband-and- 
wife  political  consultants  James  Carville  and 
Mary  Matalin  were  on  hand  to  regale  atten- 
dees with  a  spirited,  amusing,  yet  insightful 
look  at  the  2000  presidential  campaign. 

On  subjects  ranging  from 
the  fabled  importance  of 
the  Iowa  primary  ("It's  a 
pundit-created  myth  -  it's 


James  Carville, 

political  consultant 


hogwash")  to  Democratic  hopeful  Bill  Bradley's 
supporters  ("They're  intellectual,  liberal  goo- 
goo  types"),  Matalin,  as  always,  spoke  her  mind. 
Carville  also  dropped  a  few  gems.  He  concurred 
with  Matalin  on  the  Bradley  issue  ("He's  got 
everyone  who  drinks  herbal  tea  voting  for 
him")  and  advised  George  W.  Bush,  having  dug 
himself  into  a  hole  in  New  Hampshire,  to  "get  rid  of  the  shovel 


Mary  Matalin, 

political  consultant 


Laughter  aside,  the  duo  agreed  that  this  may  be  the  most  fasci- 
nating election  year  in  U.S.  history.  "You  don't  even  have  to  like 
politics  to  get  the  drama,"  said  Carville.  Added  Matalin,  "These 
races  will  be  fought  like  dogfights.  If  there's  any  year  that  you 
should  get  involved,  this  is  it." 


Lipton's  senior  management  team.  From  left  to  right:  Dave  Landers,  senior 
vice-president,  Richard  Goldstein,  chairman,  and  John  Rice,  president  and  CEC   n|(|)| 
enjoying  the  festivities  at  the  Boca  Raton  Resort  &  Club. 
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discussions.  Said  Nicholas  Negroponte, 
author  of  the  best-selling  Being 
Digital  and  director  of  MIT's  Media 
Laboratory,  "Absolutely  every  basic 
assumption  you  have  made  about 
your  industry  since  the  day  you 
started  it  is  up  for  grabs." 

It's  a  terrifying  thought  -  but  one 
that,  according  to  Negroponte,  even 
the  staunchest  of  the  old  guard  have 
reluctantly  come  to  accept.  "The 
Internet  has  changed  people's  atti- 
tudes about  change.  I  haven't  met 
one  person  in  the  past  six  months 
who  said,  'This  doesn't  affect  me.'" 

The  inevitable  result  is  an  acceler- 
ating scramble  to  stay  ahead  of  the 
competition.  As  Nick  White,  executive 
vice  president  of  Wal-Mart's  Super- 
center  Division,  put  it,  "Technology 
has  changed  the  way  we  do  business 
in  Wal-Mart  tremendously  in  the  last 
10  years.  Everything  is  happening  at 
light  speed." 

Light  speed  indeed.  Grocery-shop- 
ping refrigerators,  tiny  computers  print- 
ed onto  retail  packaging,  and  self-soap- 
ing washing  machines  would  once 
have  been  dismissed  as  science  fiction. 
But  they've  morphed  into  science  fact. 
"That's  now  kind  of  stuff,"  said  White. 

Is  so  much  change,  at  such  speed, 
good?  Is  it  bad?  According  to  Robert 
Reich,  former  U.S.  Secretary  of  Labor, 
it's  both.  "People  wonder  why  the 
economy  is  so  good.  The  answer  is 


"Today,  two  k 
can  start  a  co 
pany  and  con 
with  Chase 
Manhattan  A 
In  the  same  v 
small  count ri 
can  now  conn 
with  big  cou 
The  cost  of  e 
isn't  high. 

Nicholas  Negrop<| 

director,  MIT,  Media 
and  author,  Being  D\ 
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he  economy 
s  been  so 
od  for  so 
ig  that  many 
ople  are 
nply  begin- 
ig  to  take  it 
granted." 

jert  Reich, 
secretary  of  labor, 
3-1997 


largely  technology.  People  now  face 
more  tumult  and  uncertainty  than 
ever  before.  That's  the  flip  side  of 
the  good  news." 

The  Age  of  Convenience 

That  "flip  side"  applies  just  as  much 
to  retailers  as  it  does  to  individual 
consumers.  As  the  pace  of  life  has 
increased,  the  food  industry  has  found 
that  it  must  race  to  keep  up. 

Key  to  today's  consumer,  said  Dan 
Swander,  managing  director  of  food- 
industry  consultant  Swander  Pace 
&  Company,  is  convenience.  Stores 
today  must  go  where  the  consumers 
are,  not  wait  for  customers  to  come 
to  them.  And  as  the  market  broadens, 
brand  names  will  drive  sales. 

Gary  Rodkin,  president  and  CEO  of 
Pepsi- Cola  North  America,  agreed.  "As 
people's  lives  are  so  much  busier,  they 
want  some  things  that  they  can  grab 
onto"  Besides,  he  added,  "We  are  the 
ones  who  invest  in  businesses  to 
create  the  new  products,  to  create  the 
demand,  to  bring  people  into  the  store." 

Despite  the  perceived  big-brand 
domination,  all  conceded  that  there 
remains  a  viable  role  for  private 
labels.  The  ones  who  will  suffer, 
claimed  Rodkin,  are  those  in  the  mid- 
dle -  brands  that  can't  quite  compete 
with  the  major  players,  yet  don't  offer 
the  price  advantages  of  house  brands. 
A  related  question  concerned  inde- 
pendent grocers.  Can  they  compete  as 
the  chains  expand?  "Absolutely,"  said 


Business  Panel  "A  Glimpse  Into  America's  Future." 


Jay  Campbell,  president  and  CEO  of 
Associated  Grocers,  Inc.  "In  many 
areas  our  stores  ARE  the  brand  for 
certain  areas  of  the  business." 

And  what  about  dot.com  grocers 
such  as  Webvan  and  Peapod? 
Attendees  must  have  breathed  a  sigh 
of  relief  as  the  experts  shot  them 
down.  Frank  Newport,  editor-in-chief 
of  the  Gallup  Poll,  stated  that  while 
consumers  like  Internet  shopping, 
"We  don't  anticipate  that  people  will 
sit  home  and  do  everything  on  the 
net.  There's  a  social  aspect  to  going 
out  that  will  always  be  with  us."  More 
to  the  point,  "I  can't  figure  out  how  it 
will  ever  make  money,"  said  Swander. 
"If  you  apply  any  reasonable  cost  of 
capital  to  these  concepts,  it's  just  a 
matter  of  time  before  they  collapse." 

Other  panelists  supported  this 
opinion  -  cautiously.  "We  have  to  be 
smart  and  keep  our  eyes  on  it, 
because  if  we  ignore  it  and  say  it's 
going  to  go  away,  we'll  be  the  worse 
off,"  said  Rodkin.  White  concurred: 
"You  never  say  never  in  this  business." 

The  Labor  Challenge 

The  recent  explosion  of  technology 
has  had  one  less-than-desirable 
side  effect  on  U.S.  industry.  With 
unemployment  at  all-time  lows,  re- 
tailers are  experiencing  an  unprece- 
dented labor  crunch.  How  can  they 
meet  the  twin  challenges  of  finding 
and  keeping  quality  people? 

According  to  Robert  Reich,  it's  a 
simple  matter  of  creating  a  career 
ladder  within  the  company  But  in 
Dan  Swander 's  view,  the  answer  lies  a 
little  deeper.  "If  this  industry  doesn't 
get  more  effective,  get  more  aggres- 
sive, get  more  proactive,  there's 
going  to  be  no  talent  that  wants  to 
work  here.  Everyone  will  be  working 
for  a  dot.com." 

More  alarming  in  the  long  term  is 
the  fear  that  today's  children  are  not 
being  adequately  prepared  for  their 
part  in  tomorrow's  workforce.  But 
according  to  Lee  Walczak,  senior 
editor  of  Business  Week  and  bureau 
manager  of  the  magazine's  Washing- 
ton, DC.  office,  retailers  can  effect 
change  in  this  area.  "You  cannot  talk 
to  computer  and  semiconductor 
people   without   hearing   complaints 
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"It's  extremely 
important  to 
invest  behind 
brands  so  we 
can  create  both 
demand  and 
store  traffic. " 

Gary  Rodkin, 
president  and  CEO, 
Pepsi-Cola  North  America 
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"We're  at  an 
all-time  high 
according  to 
every  indicator 
we  have  at 
Gallup.  The 
mood  of  America 
is  tremendous 
right  now." 

Frank  Newport, 
editor-in-chief, 
Gallup  Poll 


about  basic  science,  engineering,  and 
math  education  in  this  country.  Politi- 
cians who  listen  have  been  listening  to 
business,  and  business  is  driving 
reforms."  Agreed  Reich:  "Business  has  a 
very  important  political  role  to  play  in 
making  sure  government  and  local 
officials  do  what  can  be  done." 

America's  Changing  Face 

Today's  children  are  more  than  just 
tomorrow's  labor  force,  of  course. 
They  are  also  tomorrow's  shoppers.  By 
all  accounts,  they  represent  a  very 
different  type  of  consumer.  And  the 
nation's  demographics  are  changing  in 
other  ways.  America  is  becoming  in- 
creasingly diverse;  it  is  predicted  that 
within  the  next  50  years,  the  country 
will  have  no  majority  race.  The  "gray- 
ing of  America"  is  a  factor,  too,  as 
technology  increases  life  expectancies 
and  expands  the  elderly  population. 
Throw  in  the  increasing  "convenience 
factor"  discussed  earlier,  and  you've  got 
a  daunting  challenge  for  retailers. 

Some  advantage  may  fall  to  the 
independent  grocer.  "Because  he  is  so 
regionalized  and  localized,  the  inde- 
pendent grocer  knows  better  than 
anyone   the   demographics    of  the 


people  he's  dealing  with,  and  therefore 
can  focus  on  exactly  how  to  satisfy 
those  needs,"  said  Jay  Campbell.  On 
the  opposite  end  of  the  spectrum 
is  retailing  giant  Wal-Mart,  which 
looks  to  its  own  employee  base  for 
answers.  "We  have  over  a  million 
associates,  so  whatever  is  going  on 
demographically,  we  see  those  things 
in  our  stores,"  said  Nick  White. 

Whatever  the  response,  all  agreed 
that  a  joint  effort  is  required.  In  the 
current  atmosphere  of  flux,  businesses 
need  all  the  help  they  can  get  to  stay 
competitive.  The  greatest  boon,  many 
now  realize,  comes  in  the  form  of 
alliances.  The  once-adversarial  retailer/ 
manufacturer  relationship  is  shifting 
toward  a  more  positive,  end-focused 
approach  that  benefits  all.  "We've 
realized  that  we  absolutely  need  each 
other,  and  it's  got  to  be  on  a  win-win 
basis,"  said  Gary  Rodkin.  "We've  got 
to  work  together." 

As  does  the  nation.  And  so  we 
return  to  the  central  question  of  The 
Lipton  Experience  2000:  Will  the 
21st  century  be  America's  century? 
It  seems  clear  that  the  answer  de- 
pends on  our  own  efforts.  As  in  the 
past,  America's  internal  strength  will 
determine  its  global  success. 


Feeding  the  Future 


Tennis  legends,  Tracy  Austin  and  Chris  Evert  help 
unload  the  Lipton  product  with  Larry  Jones,  president 
and  founder  of  Feed  the  Children. 


"Children  represent  25%  of  our  population,  but  100% 
of  our  future,"  said  Bill  Kupper,  publisher  of  Business 
Week,  as  he  kicked  off  the  weekend's  panel  discussions. 
Behind  the  scenes  of  the  conference,  Lipton  did  not 
forget  to  focus  on  this  most  tangible  aspect  of  America's 
future. 

Through  international  charitable  organization  Feed  the 
Children,  Lipton  donated  more  than  270,000  pounds  of 
food  and  drink  to  the  hungry  of  South  Florida.  "Nearly  14 
million  children  in  America  are  struggling  with  hunger," 
said  Larry  Jones,  president  and  founder  of  Feed  the 
Children.  "We  should  take  care  of  our  own." 

Tennis  players  Chris  Evert  and  Tracy  Austin  lent  their 
support  to  the  occasion,  which  took  place  at  Florida 
Atlantic  University.  FAU  coaches  Howard  Schnellenberger 
and  Bob  Beamon  were  also  on  hand.  But  a  more 
significant  sight  was  the  long  line  of  U-Hauls  waiting 
to  load  up.  "It  means  we're  giving  more  food  than  the 
agencies  can  pick  up  with  their  own  vehicles,"  said 
Jones.  "Our  hats  are  off  to  Lipton." 
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Lee  Walczak, 

senior  editor, 
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N  DIEGO  FAIR  Bush  will  have  to  work  hard  in  California,  where  Hispanics  favor  Gore  3  to  1 
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HE  MAD  GRAB 
OR  LATINO  VOTES 
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.(Je  GOP  candidate  for 
}e  may  have  an  edge  with 
rinority  group-but  Gore 
wiling  out  the  stops 

Vhen  George  W.  Bush  clinched 
the  Republican  Presidential 
nomination  on  Mar.  14,  he  ap- 
peared before  a  cheering 
ig  in  Austin,  Tex.,  flanked  by  a  bevy 
atino  Vll's.  Standing  beside  him  were 
Supreme  Court  Justice  Alberto  R. 
sales,  Representative  Henry  Bonilla 
'ex.),  and  Railroad  Commissioner 
'  Garza.  To  complete  the  photo  op, 
l  got  Carlos  M.  Ramirez,  the  popular 
ii-  nf  Kl  Paso  and  a  Democrat  to 
,  to  introduce  him. 
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The  Hispanic  heavyweights  were  no 
coincidence.  Latino  voters  have  long 
been  a  Democratic  stronghold,  but  this 
year  Bush  is  making  an  all-out  effort  to 
woo  Spanish  speakers  from  the  barrios 
to  the  'burbs.  Because  the  Presidential 
contest  is  expected  to  be  close,  "this  is 
the  first  election  where  the  Latino  vote 
is  going  to  have  a  key  impact," 
says  California  Democratic  Par- 
ty Chairman  Art  Torres. 

So  far,  Bush's  strategy  is 
paying  dividends.  A  Mar.  12- 
13  Voter.com/Battlegi-ound  poll 
found  Bush  leading  Vice-Pres- 
ident Al  Gore  among  Latinos  51%  to 
45%.  His  62%  favorable  rating  was  re- 
markable for  a  Republican  pol,  and  18 
points  better  than  Gore's  tepid  44%. 
Bush's  standing  is  all  the  more  impres- 


sive because  Hispanics  overwhelming- 
ly favor  Democrats  for  Congress. 

Gore  advisers  know  the  stakes  are 
high.  Large  Hispanic  populations  could 
tip  the  balance  in  the  key  states  of  Illi- 
nois, Ohio,  and  Pennsylvania — and  might 
well  determine  the  outcome  in  Novem- 
ber, even  though  they  make  up  just  7% 
of  the  national  electorate.  Hispanics  are 
the  fastest-growing  minority  in  the  U.  S., 
having  jumped  35%  since  1990,  to  30.3 
million,  and  will  be  America's  largest 
ethnic  group  by  2005.  "Whichever  party 
takes  the  Latino  vote  will  be  the  domi- 
nant party  for  the  next  decade,"  asserts 
GOP  strategist  Scott  Reed. 
ATTENTIVE  GOVERNOR.  What  accounts 
for  Bush's  surprising  appeal  to  Hispan- 
ics, who  shunned  '96  GOP  nominee  Bob 
Dole  and  recoiled  at  the  immigrant- 
bashing  of  prominent  Repub- 
licans such  as  former  California 
Governor  Pete  Wilson?   For 

EC  starters,  Bush  supports  open 
!  immigration  and  opposes  the 
"English-only"  policies  of  gop 
hard-liners.  He  has  made  a 
concerted  effort  to  reach  out  to  His- 
panic business  and  civic  leaders — and 
he  mingles  easily,  in  Spanish,  with  ordi- 
nary folks.  "I  don't  think  there  has  been 
any  major  campaign  appearance  where 
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the  governor  hasn't  spoken  of  Latinos  or 
had  a  Latino  in  the  photo  frame,"  says 
political  scientist  Andy  Hernandez  of 
St.  Mary's  University  in  San  Antonio. 

Just  a  bunch  of  cheap  campaign  im- 
agery? Bush  backers  insist  not.  "He  is 
knowledgeable  and  sensitive  about  His- 
panic issues,"  says  Democratic  El  Paso 
Mayor  Ramirez.  "In  the  past,  Democrats 
have  taken  Latino  voters  for  granted, 
and  Republicans  have  tended  not  to  pay 
any  attention.  The  governor  has  made  it 
a  point  to  be  inclusive." 

To  Bush  supporters,  the  effort  is  cru- 
cial to  his  crusade  to 
change  the  gop's  image  as 
the  party  of  angry  Ang- 
los. "If  I'm  the  nominee," 
Bush  vowed  before  the 
Iowa  caucuses,  "we're  go- 
ing to  have  a  Latino  cam- 
paign [and]  people  are  go- 
ing to  say,  'My  goodness, 
what  has  happened  to  the 
Republican  Party?'  It  has 
changed  its  face,  and  it 
needs  to." 

Nowhere  is  that  more 
evident  than  in  Bush's 
emphasis  on  education  re- 
form, issue  No.  1  for  His- 
panics.  Everywhere  he 
goes,  the  Texan  boasts 
that  his  policies  have  im- 
proved test  scores  of  His- 
panic students.  And  his 
willingness  to  experiment  with  school 
vouchers  is  a  hit  with  Latinos,  who  back 
the  approach  by  a  2-to-l  margin. 

Republicans  are  hoping  to  target  up- 
wardly mobile  Hispanics  through  a  soon- 
to-be-launched  program  called  Ameri- 
can Dreamers.  A  gop  strategist  says 
the  plan  is  to  woo  "second-generation 
Americans  who  have  achieved  success." 

The  Gore  camp  is  understandably 
nervous.  And  it  has  developed  a  strate- 
gy that  aims  to  whittle  away  at  Bush's 
appeal  to  Latinos  while  bolstering  Gore's 
image.  Janet  Murguia,  a  senior  Gore 
adviser,  says  the  Veep  will  press  into 
service  Latino  elected  officials,  90%  of 
whom  are  Democrats,  to  help  reframe 
the  debate  and  reclaim  any  ground  lost 
to  Bush's  inroads.  The  pitch:  Bush  talks 
a  good  game,  but  his  record  is  that  of  a 
right-wing  Republican.  "Anybody  who 
thinks  that  George  Bush  is  good  for  the 
Latino  community  is  living  la  vida  loca," 
says  California  Lieutenant  Governor 
Cruz  M.  Bustamante. 

The  Veep  launched  an  anti-Bush  of- 
fensive on  Mar.  21  by  zinging  him  for 
opposing  Census  sampling,  a  statistical 
method  that  most  Hispanics  believe  will 
more  accurately  reflect  their  burgeoning 


CRUCIAL  STATES 

From  the  barrios  to  the  'burbs,  Bush  is  hoping  to 

woo  Hispanic  voters  away  from  Gore.  Here  are 

the  states  to  watch: 


CALIFORNIA 


LIKELY  WINNER  Gore. 

KEY  ISSUES  Anti-GOP  sentiment  remains  strong 
after  the  tenure  of  Governor  Pete  Wilson,  who 
opposed  immigration  and  favored  English-only  in 
schools.  But  Bush  won't  give  Gore  a  free  ride. 


TEXAS 


LIKELY  WINNER  Bush. 

KEY  ISSUES  Bush's  popularity  as 
governor  is  a  plus.  His  plans  to 
reform  education  with  private- 
school  vouchers  and  to  boost  im- 
migration make  this  a  tough 
state  for  Gore. 


FLORIDA 


LIKELY  WINNER  Bush. 

KEY  ISSUES  Clinton  Administra- 
tion effort  to  return  Elian  Gon- 
zalez to  his  father  in  Cuba  is 
highly  unpopular.  Governor  Jeb 
Bush  and  wife,  Columba,  will 
campaign  hard  for  brother  George 
in  a  state  where  most  Cuban 
Americans  still  vote  Republican. 


NEW  YORK,  PENNSYLVANIA,  NEW  JERSEY 


University,  which  embr 
anti-Catholic  dogma, 
they'll  portray  him 
failed  governor  who 
presided     over     grin 
poverty  along  the  Me 
border,  a  high  Latino 
dropout  rate,  and  m< 
quate  state  health  car 
low-income         Hispa 
They'll  contrast  that 
the  Clinton  Administrat: 
claims  of  Hispanic  gain] 
employment,  college  at 
dance,  and  business  s 
tups.  Gore  "has  to  go 
there  and  really  pro 
himself,"  says  Nelson 
Diaz,  a  Philadelphia  at 
ney  and  chairman  of 
Democratic  National  C 
mittee's  Hispanic  Cauc 
The  Gore  camp  is  q 
to  point  out  that  Bu 
strong  showing  nation 
is  due  mostly  to  his  p 
larity  in  his  home  state 
in  Florida,  where  bro 
Jeb  is  governor  and  h; 
Mexican-born  wife.  E| 
where,  Bush  still  faces 
uphill  fight.  In  Califor: 
the  biggest  electoral  p: 
his  prospects  are  dim: 
outpolled    Bush    3    1 
among   Hispanics   in 
Mar.  7  open  primary. 


TIPPING  THE  SCALE.  Up 

LIKELY  WINNER  Leaning  Gore.  grabs  are  the  Northed 


KEY  ISSUES  Sizable  Puerto  Rican  population 
largely  votes  Democratic.  New  Jersey's  Cuban 
Americans  are  more  Democratic  than  their 
Florida  peers.  Gore  proposals  to  expand  low- 
income  health  care  and  improve  public  schools 
could  be  vote-getters. 


ILLINOIS 


ern  and  Midwestern  ba 
ground  states.  Gore  hai 
early  edge  in  New 
Pennsylvania,  and  N 
Jersey,  where  the  siza 
Puerto  Rican  voting  t 
is  overwhelmingly  Dem 
ratic.  And  New  Jerse 
big  Cuban-American  cc 

y^Y.^!!?^.]?^:"?: _      munity  is  far  more  Deir 

KEY  ISSUES  Gore's  positions  on  health  care  ratic  than  its  larger  co 

and  education  appeal  to  Chicago's  large  Puerto       terpart    in    Florida. 
Rican  voting  bloc.  Backing  of  Latino  elected  of- 
ficials, especially  Representative  Luis  Gutier- 
rez, could  be  key  for  Gore.  But  Bush  is  making 
inroads  among  the  city's  growing  Mexican- 
American  population. 


numbers.  The  next  day,  Democratic 
officeholders,  led  by  Bustamante  and 
members  of  the  Congressional  Hispanic 
Caucus,  blasted  Bush's  record  on  a 
litany  of  issues,  from  schools  to  chil- 
dren's health. 

In  coming  weeks,  Gore  surrogates  will 
harp  on  Bush's  appearance  at  Bob  Jones 


polls  show  Bush  faring  \ 
ter  in  Illinois. 

Republicans  would 
euphoric  just  to  stay  cl 
to  Gore  among  Hispa 
voters.  Strategists  arj 
that  winning  a  mere  4 
of  the  Hispanic  vote  could  tip  key  sta 
into  the  Bush  column.  Bush  and  G 
are  running  neck  and  neck  in  the  polL 
that's  why  both  candidates  will  be  cu 
the  mariachis  from  Jersey  City  to  E 
Los  Angeles. 

By  Amy  Borrus  and  Richard 
Dunham  in  Washington 
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Recommended  by  smart  compani 


No  wonder  it's  the  dental  plan  choice  of  thousands  of  companies. 


It's  simple.  Direct  Reimbursement  reduces  the 
excessive  paperwork  and  high  administrative 
costs  typical  of  outside  insurers.  Nearly  every 
dollar  goes  toward  covering  actual  dental  care, 
and  the  money  you  save  can  go  right  to  your 
bottom  line.  With  Direct  Reimbursement 
(DR),  there  are  no  monthly  premiums.  Instead, 


the  company  pays  when  actual  treatment  is 
received.  What's  more,  your  employees  can  see 
any  dentist  they  choose.  Call  the  American 
Dental  Association  today  to  learn  more  about 
a  self-funded  DR  plan,  or  to  request  a  cost 
estimate  of  a  plan  designed  to  meet  the  needs  of 
your  company. 


1-800-232-7698  ext.336 

Or  visit  our  web  site  at  www.adii.org/DR 
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EDUCATION 


THE  ABC'S 

OF  VOUCHERS  AND  POLITICS 


Both  sides  hope  to 
ride  the  issue 

It's  almost  impossible  to 
pick  up  a  newspaper  these 
days  without  seeing  a  pho- 
to op  of  Presidential  rivals 
visiting  a  public  school.  On 
Mar.  24,  gop  hopeful  George 
W.  Bush  met  with  a  multira- 
cial audience  at  Little  Rock's 
Central  High  School,  symbol 
of  the  federal  commitment  to 
integration.  The  same  day,  ri- 
val Al  Gore  chatted  with 
pupils  in  suburban  Macomb 
County,  Mich.,  home  to  the 
fabled  "Reagan  Democrats." 

Voters  are  going  to  hear  a  lot  more 
about  education  as  the  Presidential  race 
heats  up  over  the  next  six  months.  Al- 


for  increasing  teacher  accountability  a 
improving  test  scores  during  his  fi 
years  as  Texas  governor.  Gore,  for 
part,  promises  "revolutionary  change" 
public  schools. 

If  it  all  seems  kind  of  quiet,  wait  ui 
the  two  pols  zero  in  on  the  subject 
publicly  funded  vouchers.  The  cont: 
versial  idea  is  likely  to  take  center  sta 
because     each     contend 
thinks  he  can  use  it  to 
advantage — even  though  t 
two   are   diametrically 
posed   on  the  issue.   Bu 
thinks  his  support  of  vou< 
ers  will  score  points  amo 
usually  antagonistic  mino 
ty  voters  like  those  in  Lit 
Rock.  And  Gore  hopes  to  t  i 
into    suburban    fears    ti  into 
vouchers  would  drain  scai  ik,;i: 


GORE:  Planning  to  scare 
voters  about  Bush's  plan 


bAn 


M  v 


though  schools  have  historically  been  an 
issue  favorable  to  Democrats,  Bush 
seems  to  be  getting  extra  credit  in  polls 


resources  from  their  schoc 
"Gore  is  going  to  push 
envelope  on  vouchers,"  p4-P,n.i 
diets  Nina  Shokraii  Rees,  education  ar  [asCal 
lyst  at  the  Heritage  Foundation.  "So  i 
important  for  Bush  to  make  his  case.' 


Bushapf 


Drive  with  mor< 
intelligence. 


Sometimes  a  thrill  is  all  you  expect 
when  you're  behind  the  wheel. 
But  in  a  real  car  on  the  open  road, 
you  expect  much,  much  more. 

Even  intelligence. 

That's  why  you'll  find  ST  microchips  in  one  o 
every  three  new  cars  made  in  the  world  today 

Chips  for  engine  control,  braking,  security, 
navigation,  entertainment,  information  and 
more.  Today,  electronics  represent  15%  of 
the  cost  of  a  new  car.  And  with  uses  for 
microelectronics  accelerating  rapidly,  within 
five  years  cars  will  probably  have  greater 
microelectronic  content  than  PC's. 

More  intelligent  cars.  Now  that's  a  real  thrill. 


5i 


Vfeput  more  intelligence  into  eventl  ling. 

STMicroelectronics  fonnertj  SGS-THOMSON 

\  world  leader  in  semiconductors  with  ninety-live  locations 

on  five  continents  •  www.st.com 


Public  vouchers,  a  pel  | > r< > j 
\h  of  conservatives,  would  al- 
v  parents  to  defray  the  cost 
private  or  religious  school 

ition  with  taxpayer-funded 
uchers.  They  have  been 
ed — with  mixed  results — in 
Iwaukee,  Cleveland,  and  Florida. 
'jst  recently,  on  Mar.  14,  a  Florida 
Ige  struck  down  a  statewide  program 
ampioned  by  Bush's  brother,  Gover- 
r  Job  Bush. 

Y  STATES.  Still,  Republicans  eagerly 

e  polls  showing  substantial  support 

•  the  concept  among  minority  Ameri- 

is,  particularly  Latinos,  who  see  their 

blic  schools  as  unsafe  and  of  low  qual- 

.  "A  lot  of  schools  are  in  trouble,  and 

;  our  [minority]  kids  who  are  affect- 

i"  says  Hector  Barreto  Jr.,  a  Los  An- 

tt :  es  securities  broker  and  former  chair- 

t;in    of    the    Latin    Business    Assn. 

h  Duchers  are  one  mechanism  to  provide 

4  alternative." 

Republican  strategists  say  their  nom- 

e  doesn't  have  to  win  a  majority  of 

rican  American  or  Latino  votes.  By 

t  outperforming  the  historical  average 

10%  to  20% — winning  perhaps  a  fifth 

it  black  votes  and  40%  of  Hispanic 

piss — Bush  could  tilt  key  swing  states 

h  as  California,  Ohio,  and  Illinois. 

I  Bush  approaches  vouchers  cautiously, 

ely  using  the  word  directly.  Instead, 


ilka  about  an  "educational 
choice  agenda"  that  also  in- 
cludes expansion  of  charter 
schools  and  giving  parents 
greater  leeway  in  picking  the 
public  school  their  children  at 
tend.  "I  don't  know  whether 
OT  not  the  voucher  system  is  a  panacea, 
but  I'm  willing  to  give  it  a  shot  to  de- 
termine whether  it  makes  sense,"  Bush 
said  at  the  Little  Rock  event. 

Democrats  point  to  a  different  demo- 
graphic calculus.  Vouchers  are  unpopular 
in  the  suburbs,  a  key  electoral  battle- 
ground. Many  suburban  voters  fear  that 

THE  VOUCHERS  DEBATE 


BUSH 


The  GOP  candidate 
hopes  his  support  for 
taxpayer-tunded 
vouchers  will  peel  off 
some  of  the  black 
vote,  which  is  now 
solidly  pro-Gore,  and 
help  expand  his 
standing  with  Hispan- 
ics,  where  he  already 
has  made  inroads. 


The  Vice-President  op- 
poses vouchers,  which 
are  controversial  with 
the  public.  He  hopes  to 
woo  suburban  swing 
voters  by  arguing  that 
vouchers  divert  money 
from  the  public  school 
system,  but  he  runs 
the  risk  of  losing  some 
minority  votes. 


DATA:  BUSINESS  WEEK 


vouchers  will  siphon  money  from  their 
cheri  hed    chool  ,  forcing  local  >ii  i rid 
to  cither  raj  e  taxe   oi  cut  program    to 
make  up  for  t he    horl fall. 
The  danger  for  both  Candida 

thai  their  views  on  voucher-  could  alien  - 
ate  more  voters  than  they  attract.  Con- 
cedes one  GOP  strategist:  "Voucl 
scare  the  daylights  out  of  our  subur- 
ban constituents."  For  Gore,  the  worry 
is  that  he  could  lose  some  support 
among  minorities.  That's  why  the  Vice- 
President  will  remind  minority  voters 
that  $1,500  in  school  vouchers  won't  pay 
for  private  school  tuition.  "We  are  going 
to  educate  our  community 
about  the  drawbacks  of  mov- 
ing the  money  out  of  the  public- 
schools,"  vows  Representative 
Loretta  Sanchez  (D-Calif.). 

With  Bush  maintaining  a 
narrow  edge  on  the  education 
issue,  Democratic  consultants 
say  Gore  must  find  ways  to 
energize  the  debate.  "It's  im- 
portant for  Al  Gore  to  develop 
a  distinction  between  the  two 
on  education,"  says  Democrat- 
ic pollster  Celinda  Lake.  Un- 
less he  can  do  so  on  vouchers, 
he  could  end  up  flunking  his 
final  exams  come  Election  Day. 
By  Richard  S.  Dunham 
in  Washington 


Talk  with  more 
intelligence. 


Whether  it's  finding  out  who  Billy 
really  likes,  checking  e-mail  on  the 
run.  or  conducting  a  teleconference 
from  the  car,  mobile  phones  are  an 
essential  part  of  our  lives. 

Which  is  wh)  you  should  know  that 
an  astonishing  1  out  of  lo  mobile  phones 
delivered  in  the  world  today  run  on  ST 
rnicrochips.  STMicroelectronics  is  poised  for 
the  future  of  wireless,  working  with  today's 
leading  manufacturers  to  make  tomorrow's 
phones  positively  brilliant. 

Spread  the  new- 


57 


We  I  nit  more  intelligence  into  everything. 

STMicroela  Ironies  former!;  SGS-THOMSON 

\  world  leader  in  semii luclors  with  ninety-five  locations 

on  five continents  •  www  ~i  eom 


Economics 


MARKETING 


THE  POWER 

OF  SMART  PRICING 

Companies  are  fine-tuning  their  price  strategies-and  it's  paying  off 


How  did  Ford  Motor  Co.  manage 
to  earn  $7.2  billion  last  year,  more 
than  any  auto  maker  in  history? 
The  hot  economy  helped.  But 
Ford  couldn't  have  done  it  without  a 
new  pricing  strategy  that  helped  up- 
grade the  mix  of  vehicles  it  sells.  From 
1995  to  1999,  Ford's  U.  S.  market  share 
fell,  from  25.7%  to  23.8%.  Ordinarily, 


that's  cause  for 
alarm.  But  behind 
those  numbers  was 
a  420,000-unit  de- 
crease in  sales  of 
low-margin  vehicles, 
such  as  Escorts  and 
Aspires,  and  a 
600,000-unit  increase 
in  sales  of  high-mar- 
gin vehicles,  such  as 
Crown  Victorias  and 
Explorers.  Ford  cut 
prices  on  its   most 


AMAZON.COM 

is  turning  a  profit  on 
books  and  CDs  by 
consistently  charging 
more  than  its 
cheapest 
competitors. 
Consumers  have  stayed 
loyal  despite  Web  sites 
that  make  it  easy  to  find 
lower  prices 


profitable  vehicles  enough 
to  spur  demand  but  not 
so  much  that  they  ceased 
to  have  attractive  mar- 
gins. "This  is  probably  the 
biggest  driver  of  Ford's 
profitability,"  says  Lloyd  E.  Hansen, 
Ford's  controller  for  North  America  and 
global  marketing. 

Chalk  up  another  victory  for 
the    power    of   smart    pricing. 
While  most  companies  have  got- 
ten savvy  about  cutting  costs, 
few  have  figured  out  how  much 
money    they    are 
iving  up  by  us- 
ng      lunkheaded 
pricing  strategies. 
Lacking    detailed    information 
about  market  demand  and  their 
own  supply  capabilities,  compa- 
nies routinely  overprice  some 
products  and  underprice  others. 


FORD  MOTOR 

has  more  than  doubled 
North  American  earnings 
on  cars  and  trucks  since 
1995,  partly  through 
price  changes  that 
boosted  its  sales  of  high- 
profit  vehicles  such  as 
Explorers  and  reduced 
sales  of  low-profit  ones 
such  as  Escorts 


amazon.com 


Hansen  admits  that 
about  1995,  Ford  was  an 
the  offenders.  Its  sales  f 
was  compensated  on 
many  units  it  sold,  reg 
less  of  their  profit  marj 
So  it  tended  to  push 
low-margin  cheapos — bee 
you  could  move  more  u 
with  less  spending  of 
cious  marketing  dollars, 
viet  central  planners  wi 
have  nodded  in  recogniti 
The  new  strategy  of  sr 
)ricing  draws  on  micro 
nomics,  buyer  psycholi 
and  the  computing  powe 
sift  through  lots  of  date 
spending  patterns.  For 
ample,  Atlanta's  Talus  S 
tions  Inc.,  which  develo 
yield-management  s 
ware  for  airlines  and 
tels,  is  teaching  its  tr 
to  other  businesses,  rs 
ing  from  United  Pa 
Service  Inc.  to  apartn 
landlords  to  a  major 
network.  Clued-in  con 
nies  are  boosting  pi 
margins — and  dealin 
blow  to  the  idea  that 
Internet  will  ineviU 
drive  down  all  prices 
ward  marginal  costs 
As  one  of  the  world's  biggest  con 
nies,  Ford  is  a  good  testing  ground 
the  new  pricing  approach.  Starting 
1995,  it  stepped  up  market  researcl 
find  features  that  "the  customer 
willing  to  pay  for  but  the  industry 
slow  to  deliver,"  such  as  more  comf 
able  supercabs  on  trucks,  says  Hans 
Second,  it  set  up  its  sales  units  as  b 
nesses  and  told  them  which  vehi 
and  option  packages  made  Ford 
most  money — so  they  would  stop  p 
ing  the  dogs.  Third,  with  assista] 
from  Talus,  it  rejiggered  pricing  to 
courage  customers  to  move  up  to  be 
higher-profit  vehicles.  In  1998,  the 
five  U.S.  sales  regions  that  tried 
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You  know  what  they  say 

about  being  an  e-business: 

it  takes  one  to  know  one. 

We  know  one- because  we  are  one. 

It  started  with  our  direct  approach.  Now  we're  consiaered  a 
moael  for  how  to  ao  business  on  the  Internet.  Everything  from 
being  integratea  with  suppliers  to  e-commerce  to  customer 
support.  The  result?  Business  to  business  at  its  best.  Online. 

Shouldn't  the  company  that  gives  you  the  tools  you  neea 
to  be  an  e-business  be  an  e-business? 

No  wonaer  companies  like  Monster.com  and  iBEAM  partner 
with  Dell.  Ana  use  DellPowerEage  servers  to  power  their  business. 

Dell  knows  how  E  works.  Visit  www.dell.com  to  learn  more 
or  call  1-877-  How-E-Works. 

DOLLOCOM 


Dell  offers  a  complete  line  of  Intel  -  based  systems.  Expand  your  e-business  with  robust  Dell 
PowerEdge  servers  based  on  the  Intel  Pentium  III  Xeon'  Processor,  including  the  PowerEdge 
8450  with  up  to  eight  processors  and  expanaable  to  32GB  RAM. 

Pentium  /// 

xeon  .'"        '"tel  "^ ln,el  lnsK)e  l°90  and  Pentium  are  registered  trademdrks,  ana  Pentium  III  Xeon  s  a  ffadefnark  of  Intel  CorporalKx\DeitPov*t£c^.(xaff«De«K^aereg6iefed 
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Economics 


new  strategy  collectively  beat  their  prof- 
it targets  by  $1  billion,  while  the  13 
that  didn't  missed  their  targets  by  about 
$250  million,  says  Hansen.  Last  year, 
all  18  regions  were  on  board. 

It's  no  coincidence  that  airlines  were 
the  first  to  get  smart  about  pricing.  As 
long  ago  as  the  late  1960s,  travel  agents 
were  comparing  their  prices  and  placing 
orders  on  computer  screens.  The  air- 
lines eventually  figured  out  that  the  key 
to  making  money  was  to  segment  cus- 
tomers by  their  willingness  to  pay.  They 
squashed  discount  carriers  People  Ex- 
press and  Sir  Freddie  Laker's  Skytrain 
by  offering  superlow  fares  with  lots  of 
restrictions  for  trav- 
elers on  tight  bud- 
gets. Today,  the 
prices  paid  for  seats 
on  a  flight  are  as 
unique  as  snow- 
flakes.  Hotel  compa- 
nies, starting  with 
Marriott  Interna- 
tional Inc.  in  the 
1980s,  followed  suit. 
PERISHABLE.  The 
lessons  of  airlines 
and    hotels    aren't 


D0FASC0 

of  Hamilton,  Ont., 
earned  record  profits 
last  year  while 
steelmaking 
rivals  were 
slumping  by 


to  do  so  while  getting  oth- 
er customers  to  pay  full 
price.  That  requires  seg- 
menting the  market — geo- 
graphically, for  instance — 
so  that  full-price  customers 
can't  see  the  bargains  that 
others  are  getting. 

Conventional  wisdom 
says  that  bargain-hunting  software  on 
the  Web  makes  it  far  harder  to  charge 
different  prices  to  different  customers. 
"There's  going  to  be  a  domino  effect 
where  these  markets  one  at  a  time  suc- 
cumb to  the  competition,"  says  Ethan  S. 
Harris,  a  senior  economist  at  Lehman 
Brothers  Inc. 

But  there  are  plenty  of  exam- 
ples of  prices  in  the  Internet  era, 
even  prices  on  the  Net  itself,  that 
aren't  showing  any 
signs  of  being  driven 
toward  marginal  cost. 
A  study  last  year  by 


M 
ARGHSTONE 
COMMUNITIES 

mimics  hotels  by  vary- 
ing its  apartment-rental 
rates  based  on  seasonal 
demand.  The  Engle- 
wood  (Colo.)  operator 
of  apartment  complexes 
had  found  its  rates  were 
sometimes  as  much  as 


If  Amazon.com,  a  seller  of  pure 
modifies,  can  avoid  price  wars,  it  sh] 
be  even  easier  for  companies  sel 
things  that  are  less  commodity-! 
Steel,  for  instance.  New  York-base! 
Steel  Corp.,  a  Web  site  for  steel  tr| 
actions,  offers  a  feature  by  which 
can  broadcast  requests  to  every  paj 
ipating  steelmaker.  But  few  use  it, 
ferring  to  receive  bids  only  froml 
few  mills  they're  interested  in  d\ 
business  with — even  if  that  means 
ting  themselves  off  from  some  low 
That  suits  high-end  steelmakers 
fine.  Dofasco  Inc.  of  Hamilton,  Ont.,| 
of  North  America's  most  profitable 
companies,  says  the  vast  majority  ( 
steel   is   made   to   order.    It   uses 
Steel.com  as  a  forum  I 
hammering  out  specs 
customers,  not  bidding 
business.  "An  auction 
is  of  zero  interest  to 
says  Dofasco  spokesij 
Gord  Forstner. 
One  tenet  of  the 


15%  too  high  or  too  low 


DOFASCO 


"ll  ■■•If    iJIVti'llVllil- 


focusing  on  customized 
products  for  which 
price  is  not  the  main 
consideration 


entirely  applicable  to  other  industries 
because  plane  seats  and  hotel  beds  are 
perishable — if  they  go  empty,  the  rev- 
enue opportunity  is  lost  forever.  So  it 
makes  sense  to  slash  prices  to  top  off 
capacity  if  it's  possible  to  do  so  without 
dragging  down  the  prices  that  other 
customers  pay.  Cars  and  steel  aren't  so 
perishable.  Still,  the  capacity  to  make 
these  goods  is  perishable.  An  under- 
used factory  or  mill  is  a  lost  revenue  op- 
portunity. So  it  makes  sense  to  cut 
prices  to  use  up  capacity  if  it's  possible 


year 
Erik  Brynjolfsson  and  Michael  D. 
Smith  at  Massachusetts  Institute 
of  Technology  found  that  while 
Amazon.com  Inc.  charges  less 
than  bricks-and-mortar  stores  for 
books  and  compact  disks,  its 
prices  remain  substantially — and 
durably — higher  than  those  of  online 
discounters.  Although  discounter 
Books.com  charged  less  than  Ama- 
zon.com 99%  of  the  time,  its  share  of 
the  traffic  was  just  2.2%.  Tired  of  fight- 
ing a  losing  battle,  Cendant  Corp.  shut 
down  Books.com  last  year  and  sold  its 
name  to  Barnesandnoble.com  Inc.  Bryn- 
jolfsson speculates  that  the  Internet 
may  heighten  the  importance  of  trust 
and  brand  awareness,  both  of  which 
Amazon.com  has  garnered  in  spades. 


revenue  managemen 
that  prices  should 
constantly  with  chang 
supply  and  demand, 
instance,  Archstone  C 
munities  Trust,  an  En 
wood  (Colo.)  operator  of  apartment  c 
plexes,  is  using  Talus  Solutions  softv 
to  set  rental  rates.  If  the  marke 
weak,  Archstone  might  offer  a  pros] 
tive  tenant  a  low  rent  for  just  a  mo: 
instead  of  locking  in  that  low  rate  f< 
full  year.  Higher  rates  would  be  offe 
for  3-month  or  12-month  leases. 
BACKFIRE.  In  some  industries,  thoi 
too  much  price  variance  can  back; 
M.  Douglas  Ivester,  the  former  C 
Cola  Co.  chairman,  found  that  out 
year  when  he  floated  the  idea  of  ch 
ing  the  prices  of  soda  in  vending 
chines  depending  on  the  weather.  T< 
nically,  it  would  have  been  a  snap 
customers  howled  at  the  thought  of 
ing  gouged  on  hot  days.  And  marke 
warned  that  Coke  would  damage 
brand  by  focusing  on  price.  The  co: 
ny  quickly  poured  cold  soda  on  the  i< 
Varying  the  price  constantly  w 
best  in  situations  where  there's  no  b 
between  the  buyer  and  the  seller, 
the  stock  market,  for  instance, 
don't  know  and  don't  care  who  sold 
shares  you're  buying.  But  in  m 
transactions,  relationships  do  mat 
Asking  About  Prices,  a  1998  b 
by  Princeton  University  econon 
Alan  S.  Blinder  and  others,  conclu< 
from  interviews  with  200  compar 
that  a  big  reason  for  "sticky"  pri 
is    that    sellers    fear    antagoniz 
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customers  with  frequent  price  changes. 

A  less  controversial  pricing  strategy 
is  to  offer  customers  a  unique  bundle  of 
products  and  services  so  that  you  meet 
their  needs  precisely.  That  makes  it 
harder  for  them  to  make  price  compar- 
isons. "The  idea  is  to  remove  yourself 
from  the  world  of  univariate  compar- 
isons," says  Stuart  I.  Feldman,  direc- 
tor of  IBM's  Institute  for  Advanced  Com- 
merce in  Hawthorne,  N.Y.  It's  the  latest 
idea  in  software,  which  is  vulnerable  to 
price  wars  because  the  cost  of  producing 
more  copies  is  near  zero.  Application 
service  providers  are  "renting"  their 
software  and  support  by  the  month  in- 
stead of  selling  an  unlimited-use  license. 
"The  guys  who  have  really  figured  this 
out,  I  hate  to  say  it,  are  the  porn  in- 
dustry, with  pay-per-view,"  says  James 
H.  Geisman,  president  of  Marketshare 
Inc.,  a  Wayland  (Mass.)  business-devel- 
opment consultancy. 
CLUELESS  RIVALS.  Smart  pricing  strate- 
gies aren't  entirely  good  for  buyers. 
While  some  prices  fall,  others  rise.  A 
top  executive  at  a  New  York-based  TV 
network  declines  to  talk  about  how  he's 
using  revenue-management  tools  to  raise 
and  lower  rates  for  airtime,  for  fear  of 
antagonizing  media  buyers.  Reuben 
Swartz,  director  of  e-pricing  at  Trilogy 
Software  Inc.,  an  Austin  (Tex.)-based 
supplier  of  electronic-commerce  soft- 
ware, projects  that  smart  pricing  will  in- 
crease profits  in  industries  by  shaking 
out  the  unsophisticated  discounters.  Pre- 
dicts Swartz:  "It's  going  to  be  bigger 
winners  and  bigger  losers,  faster." 

Another  sign  smart  pricing  could  hurt 
consumers  is  that  companies  that  have 
mastered  it  are  eager  to  let  their  com- 
petitors know.  Why?  Because  they  don't 
want  clueless  rivals  to  misunderstand 
their  intentions  when  they  cut  a  price 
surgically — and  respond  by  slashing 
prices  across  the  board.  "I  agree  100% 
that  revenue  management  works  best 
when  as  many  companies  as  possible  in 
an  industry  are  using  it,"  says  Arch- 
stone  Chairman  and  Chief  Executive  R. 
Scot  Sellers.  "The  risk  is  that  one  or 
two  irrational  competitors ...  will  pull 
down  overall  industry  profitability." 

Sellers  argues  that  targeted  pricing 
based  on  supply  and  demand  "is  a  very 
good  thing  for  the  informed  and  active 
consumer."  His  reasoning:  "You  get  paid 
for  doing  your  research."  That's  true. 
But  the  biggest  winners  will  be  the 
companies  that  master  the  new  tech- 
niques and  keep  their  heads  above  the 
rising  tide  of  commoditization. 
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See  Peter  Coy's  video  discussion 

of  revenue  management  at 

www.businessweek.com/mediacenter/ 
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THAT'S  SOME  CORNER 
PIRELLI  IS  TURNING 

Can  the  tiremaker  transform  itself  into  a  high-tech  hotshot: 


You  start  out  making  tires  and 
cables,  and  you  end  up  as  an  Inter- 
net-era champion?  Marco  Tronchetti 
Provera  sees  no  problem.  As  chief  exec- 
utive of  Milan-based  Pirelli,  he  wants  to 
turn  the  128-year-old  manufacturer  into 
a  New  Economy  leader.  On  Mar.  20, 
Tronchetti  unveiled  initiatives  ranging 
from  intelligent  tires  to  a  bid  for  a  third- 


Many  analysts  think  Pirelli 
will  divest  the  tire  business 


generation  mobile-phone  license.  "I'm 
open  to  any  solution  that  could  add  val- 
ue," Tronchetti  says.  "In  the  next 
months,  we  will  see  where  to  focus." 

Tronchetti's  talking  about  more  than  a 
dash  of  e-cachet.  The  betting  is  that  his 
Net-driven  overhaul  of  $6.7  billion  Pirelli 
will  migrate  the  core  business  into  fiber- 
optic components  and  network  gear, 
where  the  company  already  has  solid 
expertise.  Many  analysts  think  Tron- 
chetti will  eventually  divest  the  tire  busi- 
ness as  new  tech-driven  units  take  off. 

Tronchetti,  52,  managed  his  family's 
fuel  business  before  joining  Pirelli  in 
1991.  Now,  he  appears  to  be  planning 
the  kind  of  makeover  that  transformed 
Germany's  Mannesmann  from  a  stag- 


nant 20th  century  engineering  cong] 
erate  into  a  fast-growing  21st  cent 
telecom  giant. 

Tronchetti  already  has  two  gen 
two-year-old  unit  that  makes  opt 
components  for  telecom  networks 
another  that  makes  submarine  opt 
components.  Analysts  say  the  two'  ( 
sions — which  Tronchetti  hopes  to 
later  this  year — could  be  the 
of  the  reinvented  Pirelli.  The  c 
pany  has  a  long  tradition  of  e 
neering  expertise;  in  the  e< 
1990s,  its  researchers  pionee 
some  of  the  Internet's  backb 
equipment.  "Pirelli  has  the  te 
nology  to  facilitate  the  next  | 
eration  of  Internet  growth,"  s 
Nicholas  Potter,  analyst  with 
Securities  in  London. 
ROBOTS  AND  NETS.  It  also  h, 
vital  new  alliance  with  Cisco 
terns  Inc.  In  November,  Pirelli 
Cisco  its  fiber-optics  network 
business  for  $2.1  billion.  In  ti 
Cisco  invested  $10Q  million 
Pirelli's  components  units,  wl 
now  sell  to  Cisco.  Cisco  and  Ph 
are  also  pooling  patents  via  a  j 
company. 

Traditional  businesses  are  i 
ting  a  jolt,  too.  In  July,  Pirelli 
unveil  its  first  robot-run  tire  pi; 
which  will  cut  production  costs] 
15%.  Tronchetti  wants  a  thin 
production  in  these  plants  by  2 
Pirelli  also  intends  to  incorpor 
sensors  to  make  tires  part 
car's  intelligent  systems. 

Tronchetti  gets  high  marks  foj 
decade  of  difficult  restructuring, 
profit  grew  10%  last  year,  to  $314 
lion,  on  an  18%  rise  in  revenues, 
now  account  for  only  40%  of  reveni] 
and  that's  declining.  Pirelli  is  aire? 
the  global  leader  in  energy  cables, 
the    fastest    growth    will    be    in 
telecommunications  divisions.  The  opt 
components  maker  is  growing  by 
annually. 

Impatient  with  the  pace  of  char 
Tronchetti  is  turning  management 
R&D  structures  inside  out.  "It's  a 
to  destroy  bureaucracy,"  he  says, 
drive  for  e-Pirelli  has  only  just  be£ 
By  Gail  Edmondson  in  Mil 
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Introducing  Plural,  a  full-service,  strategic 
interactive  development  company. 


Like  every  company,  yours  is  a  creature  unto  itself — with  its 
own  strengths,  capabilities,  character.  Now  imagine  all  of 
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we  forge.  Which  means  that  your  company's  presence 
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DID  SOMEBODY 
SAY  McBURRITO? 


McDonald's  is  acquiring 
new  restaurant  concepts 
and  investing  in  the  Net 
food-delivery  business 

Late  last  year,  McDonald's  Corp. 
Chairman  and  ceo  Jack  M.  Green- 
berg  spotted  a  magazine  story 
about  Food.com  Inc.,  a  little  outfit 
that  offers  takeout  food  delivery  over 
the  Net.  Within  a  week,  one  of  Green- 
berg's  lieutenants  was  in  the  San  Fran- 
cisco office  of  Richard  Frank,  Food.com's 
chief.  Investment  bankers  took  it  from 
there,  and  on  Mar.  9,  the  fast-food  Go- 
liath led  a  group  of  companies,  including 
Kraft  Foods  Inc.  and  Blockbuster  Inc., 
that  invested  $80  million  in  the  venture. 
Think  of  Food.com  as  the  latest  ex- 
tension on  the  house  that  Jack  is  build- 
ing. Since  ascending  to  CEO  in  August, 


1998,  Greenberg,  57,  has  been  stirring 
up  McDonald's  through  a  succession  of 
purchases  that  once  would  have  been 
unimaginable  at  a  company  synonymous 
with  burgers  and  fries.  Big  Mac  now 
owns  Donatos  Pizza,  with  148  outlets 
from  Michigan  to  Georgia,  and  a  23-unit 
clutch  of  coffee  bars  in  London 
called  Aroma  Cafe.  It  also  con- 
trols Chipotle  Mexican  Grill,  a 
fast-growing  chain  of  56  burrito 
shops.  And  by  July,  the  Oak 
Brook  (111.)  company  hopes  to 
close  its  biggest  deal  yet:  the 
acquisition  of  all  859 
Boston  Markets  for 
$173.5  million. 

With  McDonald's 
back  on  a  growth  track, 
Greenberg  sees  these 
purchases  as  a  long- 
term  investment  in  Mc- 
Donald's   U.S.    opera- 


WHYPim] 

Donatos  rounds  out  thi 
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I  toon 

Itairu! 

I  toon 
ww.af 

I  toeibr 
1  HotorC 

w.ta 

|lita  ( 
tnn.il 

A|» 

IHW.JM 

Bayer  C<h 


mbadier 


Charles 

•WW.SCtlli 

On 

much; 

Chry 


MMC 


wicJDorui  l  cf  s 


Its  Boston  Market 

sites  may  become 

Donatos,  Chipotle, 

or  Mickey  D's 


tions,  where  the  chain  is  close  to  ma 
out.  If  he  chooses  to  put  enough  mu 
behind  them,  the  new  concepts  c( 
bring  much-needed  diversity  to  Mel  RULING 
aid's  menu — after  experiments  to  br< 
en  the  flagship  chain  with  such  it' 
as  pizza  and  rotisserie  chicken  fell 
"He  doesn't  want  to  be  trapped 
Coca-Cola,  with  one  product,"  says  ! 
Paul,  president  of  Technomic  Inc 
Chicago  food-service  consultancy. 
FIRST   DIBS.   The   diversification 
could  mollify  a  key  constituency: 
company's  2,800  U.  S.  franchisees.  Ur 
Greenberg,   McDonald's  has  put 
brakes  on  expanding  its  domestic  h 
burger  empire:  Only  10%  of  the  1 
restaurants  McDonald's  plans  to  o 
this  year  will  be  in  the  U.  S.  Franc 
^     owners  are  facing  less  cannibal 
tion  of  their  business  from  nej 
opened    McDonald's,    but 
they  are  anxious  to  find 
ways  to  get  bigger.  Green 
could  open  up  a  new  custo 
base  by  giving  franchisees 
dibs  on  new  unit 
the  acquired  chains) 
see  this  as  an  oppo 
nity  for  future  gro 
says  Larry  Kosano 
president  of  McDon; 
Owners  of  Chicago! 
&  Northwest  India! 
For  now,  Greenbj 
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www.office.com 

OnStar 

www.onstar.com 

Order  Fusion 

www.orderfusion.com 

Placeware 

www.placeware.com 

Prudential 

www.prudential.com 

RSA  Security  Inc. 

www.rsasecurity.com 

SAGA  Software 

www.sagasoftware.com 

SAP 

www.sap.com 

SAS  Institute 

www.sas.com 

Shangri-La  Hotels  &  Resorts 
www.shangri-la.com 

Siemens 

www.usa.siemens.com 

ST  Microelectronics 

www.eu.st.com 

Star  Alliance 

www.star-alliance.com 


Sun  Microsystems 

www.sun.com 

T.  Rowe  Price 

www.troweprice.com 

Telemate.Net  Software,  Inc. 

www.telemate.net 

TopTier  Software 

www.TopTier.com 

Tradecast,  Ltd. 

www.tradecast.com 

Tyco  International 

www.tyco.com 

Univision 

www.univision.com 

USinternetworking 

www.usi.net 

USPS 

www.usps.com 

Van  Kampen 

www.vankampen.com 

WebMD 

www.webmd.com 

Williams 

www.williams.com 

Xerox  Corporation 

www.xerox.com 

ZURICH  FINANCIAL 
SERVICES 

www.zurich.com 
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SHERATON  PREMIERE  AT  TYSONS  CORNER 
VIENNA,  VA 

Winning  strategies 
for  the  e-biz  revolution. 

What  will  upcoming  regulation  do  to  your 
e-business?  How  does  Linux  change  the  whole  picture? 
What  is  the  future  for  clicks  and  mortar  companies? 
Now  you  can  learn  the  practical,  relevant  information 
that  you  will  need  to  compete  today  and  tomorrow. 

You  will  hear  the  latest  news  from  Richard  M.  Lee, 
director  of  e-GM,  General  Motors  Corporation  and 
Ed  Kilroy,  general  manager,  Electronic  Commerce, 
Software  Solutions  Division,  IBM,  among  others.  You'll 
explore  evolving  e-business  models,  the  cultural 
impact  of  e-business,  enhancing  customer 
experiences,  technical  solutions,  supply  chain 
integration  or  security  issues.  You'll  work  with  the 
strategists,  marketers,  operations,  fulfillment, 
customer  service  and  logistics  people  that  will 
take  e-commerce  to  the  next  level. 

Only  a  limited  number  of  professionals  will  be 
able  to  take  part  in  this  event.  Conference  registration 
is  complimentary  for  qualifying  senior  executives.  For 
more  information,  or  to  register: 


Go  to:  www.conferences.businessweek.com/2000/ebiz2 
e-mail:  ebiz_conference@businessweek.com  Qnrjs  jjCSr 
phone:  800-821-1329                                                                senior  vice-president, 
fax  on  demand:  800-821-1329,  document  #140                            Marketing  and  Advertising  Sales, 
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isn't  risking  much  on  the  diversification. 
McDonald's  won't  say  how  much  it  has 
spent,  but  Edward  Jones  analyst  Patrick 
Schumann  figures  it  paid  much  less  than 
$200  million  for  Donatos,  Chipotle,  and 
Aroma  combined — a  mere  nibble  for  a 
company  with  '99  sales  of  $13.3  billion, 
up  7%.  The  new  brands  also  haven't 
contributed  much  to  the  bottom  line, 
which  still  grew  26%  last  year,  to  $1.9 
billion.  And  so  far,  Greenberg  isn't  lay- 
ing out  detailed  plans  to  take  any  of 
the  new  concepts  national.  "I  don't  think 
we  have  any  specific  expectations  to- 
day," he  says. 

But  thanks  to  smart  investment  in 
technology — and  a  timely  recovery  in 
overseas  markets — Greenberg  has 
bought  some  time  to  experiment.  After 
getting  creamed  by  currency  devalua- 
tions and  economic  calamities  in  Asia 
in  '98,  McDonald's  is  once  again  making 
big  bucks  in  that  market.  Including  fran- 
chised  stores,  McDonald's  Asian  sales 
grew  15%  last  year. 

Meanwhile,   McDonald's   and   its 
franchisees  are  finally  seeing  a  payoff 
from  the  two-year,  $180.5  million  roll- 
out of  new  cooking  equipment.  The 
kitchens,  now  in  place  at  all  12,600 
U.S.  outlets,  enable  crews  to  prepare 
sandwiches  as  they're  ordered,  not 
ahead  of  time  in  big  batches  that  age 
under  heat  lamps.  "In  my  24  years,  the 
core  business  is  in  the  best  shape  it's 
ever  been  in,"  declares  Marilyn  Wright, 
who  owns  six  McDonald's  in  Chicago 
and  its  suburbs.  McDonald's  share  price 
jumped  58%,  to  a  high  of  48%,  in  the  15 
months  after  Greenberg  took  the  helm. 
It  has  since  fallen  back  to  about  35,  a 
victim  of  Wall  Street's  infatuation  with 
technology. 

ANXIOUS.  Greenberg  has  been  pushing 
McDonald's  to  step  up  its  product  inno- 
vation ever  since  he  succeeded  Michael 
R.  Quinlan  as  CEO  in  1998.  A  former 
accountant  from  Arthur  Young  &  Co., 
Greenberg  goes  out  of  his  way  to  listen 
to  subordinates.  "McDonald's  went  from 
being  a  company  not  objective  about  it- 
self to  one  that  is  more  open  and  willing 
to  acknowledge  its  shortcomings,"  says 
Paul  Wayne,  research  director  at 
Kayne,  Anderson  Investment  Manage- 
ment, owner  of  2  million  shares. 

U.  S.  franchisees,  eager  to  grow  again, 
hope  to  hear  that  they'll  get  a  shot  at 
expanding  the  new  chains  in  mid-April. 
That's  when  McDonald's  hosts  a  bian- 
nual convention  of  franchisees,  company 
store  managers,  and  suppliers  in  Orlan- 
do. Greenberg  says  only  that  McDon- 
ald's will  move  slowly  to  take  its  new 
brands  national:  "We're  going  to  be  par- 
ticularly disciplined  about  not  opening 


up  hundreds  of  restaurants  before  we've 
figured  out  that  these  concepts  are  fran- 
chisable  and  profitable." 

That's  not  to  say  McDonald's  can't 
start  picking  up  pointers  right  away  for 
its  core  business.  The  Food.com  invest- 
ment, for  instance,  should  give  it  some 
ideas  on  how  to  use  the  Internet — hard- 
ly a  hotbed  of  activity  so  far  for  the 
fast-food  industry.  Donatos  already  uses 


/RESTAURANT 


BEYOND 
BURGERS 


McDonald's  has  been  gobbling 
up  new  food  ventures: 

CHIPOTLE  MEXICAN  GRILL 

Took  an  interest  in  the  56- 
outlet  Denver-based  chain  in 
February,  1998 

AROMA  CAFE  Bought  the 
upscale  London  coffee-and- 
sandwich  shops  in  March,  '99 

DONATOS  PIZZA  Acquired 
the  148-outlet  Columbus 
(Ohio)  chain  in  May,  '99 

BOSTON  MARKET  Should 
close  $174  million  deal  for 
the  bankrupt  chain  of  751 
restaurants,  plus  rights  to  108 
others,  in  the  second  quarter 

FOOD.COM  Announced  a 
small  equity  stake  in  the  on- 
line takeout  venture  in  March 

DATA:  MCDONALD'S  CORP 
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Food.com  as  a  billboard  for  pizza  d 
eries.  By  watching  the  interplay, 
Donald's  may  develop  a  means  for 
tomers  to  order  takeout  McNuggets 
milk  shakes  with  a  mouse  click.  O 
payoffs  may  be  more  mundane  bu 
less  important:  By  pooling  purcha 
with  McDonald's,  analysts  say,  the  si 
er  chains  should  be  able  to  lower 
penses,  perhaps  through  a  joint  b 
ness-to-business  site. 
EXPLOSIVE  GROWTH.  So  far,  Green 
is  taking  a  hands-off  approach  to 
Baby  Mac  units.  Managers  are  alio 
to  run  them  just  like  they  did  befor 
showed  up  with  a  check.  Step  in 
Chipotle  restaurant,  for  instance, 
the  last  thing  that  comes  to  mih 
McDonald's.  Each  burrito  is  assem 
on  the  spot  from  fresh  ingredients, 
a  fast-growing  Hispanic  population 
posing  more  and  more  Anglos  to 
tastes,  the  Denver-based  chain  has 
perienced  explosive  growth.  Si 
McDonald's  bought  a  stake  in  1 
Chipotle  has  grown  from  14  out 
in  Colorado  to  56.  It  plans  two  do: 
more  openings,  all  company-o 
by  yearend. 

The  Columbus  (Ohio)  Donatos 
chain  is  planning  to  add  40  to  60 
stores  in  2000,  all  in  the  chain's 
rent  seven-state  territory.  Why  is 
Donald's  interested  in  pizza?  It 
round  out  the  day  for  a  restaurat 
says  Richard  Adams,  president  of  a 
Diego  group  of  McDonald's  franchise 
"McDonald's  is  lunch.  Pizza  is  dinn 
Also,  as  Donatos  has  found  thro 
Food.com,  pizza  seems  to  be  a  nat 
for  online  sales. 

The  biggest  opportunity  for  immedi; 
expansion  lies  with  the  859  Boston  M| 
ket  sites.  McDonald's  says  it  will  convJ 
most  Boston  Markets  to  Donatos,  Chi 
tie,  or  Mickey  D's.  Some  may  rem; 
Boston  Markets,  but  many  analysts  p: 
diet  the  chain — whose  parent  filed 
bankruptcy  in  1998 — will  be  phased  oj 
unless  it  shows  an  early  pickup. 

With  so  many  new  sites  available 
once,  some  McDonald's  owner-operate 
fret  that  the  company  will  figure  it  c  $ 
launch  the  new  concepts  with  less  has 
through  independent  franchisees.  B 
Greenberg  says  those  concerns  are  v 
warranted.  "We've  made  it  clear  we1 
only  going  to  engage  in  these  things 
it's  win-win"  for  the  company  and  op<  ej-; 
ators,  he  says.  McDonald's  needs  to  ke 
its  franchisees  happy:  They  own  80% 
its  U.  S.  restaurants.  And  after  a  strii  [ 
of  marketing  duds — McLean,  anyone? 
McDonald's  knows  it's  not  just  kids  w  | 
want  some  new  Happy  Meals. 

By  Michael  Amdt  in  Chicai 
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AN  BONSIGNORE  GET  THE 
EW  HONEYWELL  HUMMING? 

most  important  task:  Rev  up  sales  growth 


ollowing  a  legend  has  never  been 
easy.  Just  ask  Dale  F.  Morrison, 
who  resigned  as  ceo  of  Campbell 
3  Co.  on  Mar.  22  after  never  quite 
i  suring  up  to  predecessor  David  W. 
ison.  That's  why  many  eyes  will  be 
Honeywell  ceo  Michael  R.  Bon- 
ore  starting  Apr.  1.  That's  when  he 
■s  over  the  chairmanship  from  the 


doubted  [integration]  would  be  difficult, 
but  it  has  gone  amazingly  well,"  says 
Bonsignore. 

The  new  Honeywell,  however,  hasn't 
exactly  gotten  off  to  a  fast  start.  While 
Honeywell  met  analysts'  expectations 
in  its  fourth  quarter,  Wall  Street  was 
surprised  to  see  sales  down  1%.  That 
was  due  in  part  to  weakness  in  the  $9.9 


BONSIGNORES 

BLUEPRINT  FOR 

HONEYWELL 


:om,  wr 
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ii  -charging  Lawrence  A.  Bossidy,  the 
mic  ex-GE  exec  who  led  AlliedSignal 
from  1991  until  its  merger  with  the 

•atcHoneywell  Inc.  in  December,  1999. 

t  c  lise  are  tough  shoes  to  fill  for  any- 

ias  I'  says  Frederic  M.  Poses,  chairman 

B  CEO  at  American  Standard  Compa- 
Inc.  and  a  30-year  Allied  veteran. 
DSIDED.  Certainly  Bonsignore,  58, 
set  some  lofty  goals  for  the  new 
•\  well,  which  makes  products  from 

kef  space  systems  to  home,  building, 

industrial  controls.  To  give  some 

Economy  juice  to  the  $24  billion 

Sconomy  giant,  he  is  targeting  sales 

if  th  of  83  to  10%.  That's  at  the  high 
of  what  the  two  companies  had 
generating  on  their  own.  "I  never 


billion  aerospace  business,  as  Boeing 
Co.'s  output  of  commercial  jets  slowed. 
In  addition,  higher  raw  materials  costs 
resulted  in  lower  than  expected  operat- 
ing income  in  the  company's  perfor- 
mance materials  business. 

Some  investors  and  analysts  felt 
blindsided,  contending  management 
should  have  better  communicated  the 
pressure  these  businesses  were  under.  It 
didn't  help  that  Bossidy  was  a  master  at 
working  the  investment  community. 
That's  why  the  fourth  quarter  surprises 
left  some  wondering  if  the  new  Honey- 
well would  be  as  reliable  as  the  old  Al- 
lied. Those  worries  sent  the  stock  down 
8%  on  Jan.  19,  to  54/4;  it  has  since 
slipped  to  around  49.  Bonsignore  "has 


gol  to  repair  the  damage,"  wyi  Steven 
Roorda,  research  analyst  al  American 
Express  Financial,  a  Honeywell  inv< 
"Our  guidance  could  have  been  better," 
Bonsignore  acknowledges. 

Of  course,  the  best  way  for  Bon- 
signore to  restore  Wall  Street'.-  confi- 
dence would  be  to  deliver  strong  sales 
and  earnings  gains.  Although  the 
merged  company  is  well  on  its  way  to 
generating  annual  cost  savings  of  $750 
million  as  it  consolidates  operations  such 
as  purchasing,  Bonsignore  knows  he 
must  focus  on  the  tougher  task  of  ac- 
celerating revenue  growth. 

As  for  many  other  companies,  some 
of  Honeywell's  best  opportunities  may 
come  through  the  Internet.  Among 
the  most  promising:  Honeywell  has 
launched  a  Web  site  called 
MyPlant.com,  which  provides  a  prod- 
uct and  service  ex- 
change as  well 
as  assistance  to 
customers  trying 
to  troubleshoot  man- 
ufacturing problems. 
And  plans  are 
under  way  for  aero- 
space and  building 
management  e-hubs. 
Perhaps  the 

biggest  challenge  will 
be  to  merge  the  dis- 
parate cultures  of 
the  former  Allied 
and  Honeywell.  Un- 
der Boss-idy,  Allied 
was  a  model  of  effi- 
ciency, using  tools 
like  the  Six  Sigma 
quality  program  to 
drive  down  costs. 
But  Allied's  cus- 
tomer service  and 
product  innovation 
weren't  as  strong. 
Honeywell,  on  the 
other  hand,  while  not  as  efficient  as 
Allied,  was  a  pro  at  working  with  cus- 
tomers to  develop  complex  products 
such  as  cockpit  computer  systems. 
"Honeywell  has  worked  extensively 
with  us  over  the  last  10  years  on  prod- 
uct development,"  says  Bill  Boisture, 
president  and  chief  operating  officer  of 
Gulfstream  Aerospace  Corp.,  which  was 
both  an  Allied  and  Honeywell  customer. 
"In  contrast,  Allied  seemed  to  perceive 
itself  as  just  a  components  supplier." 

Bonsignore's  task  is  to  preserve  the 
best  of  both  the  old  Allied  and  Honey- 
well within  the  new^  company.  If  he  can 
do  that,  he  has  a  solid  shot  at  emerging 
from  the  Bossidy  shadow. 

By  Amy  Barrett  in  Philadelj 


CUT  THE  FAT  The  company 
has  upped  its  merger  cost 
reduction  goal  by  50%,  to 
$750  million  annually  by 
2002 

TURBOCHARGE  THE  TOP 
LINE  Revenue  growth  tar- 
gets have  been  set  at  8%  t< 
10%  annually,  partly  by 
building  the  software  and 
service  businesses  that 
make  up  half  of  sales 


GO  CYBER  Honeywell  is 
building  several  business- 
to-business  sites  that  the 
company  expects  will  gener 
ate  $2  billion  in  revenues 
by  2003 
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On  a  recent  wintry  eve- 
ning, Roger  A.  Enrico 
is  in  front  of  50  of  his 
company's  most  talent- 


By  John  A.  Byrne 


Cover  Story 


ed  executives.  They  are  at  PepsiCo's  head- 
quarters in  Purchase,  N.Y.,  a  massive  campus  dotted 
with  sculptures  by  Alexander  Calder  and  Henry  Moore, 
to  hear  one  of  the  last  great  warriors  of  the  cola  wars. 
Enrico,  55,  who  once  wanted  to  be  an  actor,  understands 
that  great  marketing  is  pure  theater.  In  his  29  years  at  Pep- 
siCo, he  has  staged  some  of  marketing's  most  spectacular 
productions. 

Tonight,  as  he  strides  to  a  lectern  in  his  dark  suit  and 
white  shirt,  he  does  not  disappoint.  "Coke's  leadership  tried  to 
put  us  out  of  business,"  he  says  flatly.  "But  we  did  not  look  for 
a  temporary  boost  or  a  short-term  gain  despite  the  self-de- 
structive business  philosophy  by  our  major  competitor.  We've 

been     honed 
by  fire." 

Enrico, 
who  reluc- 
tantly suc- 
ceeded the  cancer-stricken  Wayne  Calloway  as  ceo  in  1996, 
vividly  describes  the  company's  progress.  But  now,  he  says, 
Pepsi  must  show  Wall  Street  that  it  can  deliver  superior 
performance  quarter  after  quarter.  "You  can  do  this,"  Enrico 
assures  the  crowd.  "You  have  greatness  in  you,  and  you  can 
give  that  greatness  to  your  colleagues.  You  can  make  us  the 
fastest-growing,  the  most  profitable  best  of  the  best.  I'll  set- 
tle for  nothing  less  from  this  team.  You,  my  friends,  can 
take  it  to  the  top."  Fiery  applause  erupts.  The  executives 
stand.  Clearly,  Enrico,  who  made  his  name  as  a  maverick 
marketer  in  the  '90s,  still  has  the  touch.  Smiling,  he  walks 
back  to  his  dinner  salad,  satisfied  with  his  performance. 

If  only  Wall  Street  would  notice.  At  the  dawn  of  the  New 
Economy,  when  dot-com  startups  are  the  new  Nifty  Fifty,  in- 
vestors have  paid  scant  attention  to  Enrico's  four-year  trans- 
formation of  the  packaged-foods  giant.  He  jettisoned  the 
company's  slow-growing  fast-food  chains.  He  spun  off  Pepsi's 


capital-intensive  bottling  opera- 
tions into  an  independent  public  I 
company.  He  spent  $3.3  billion  t| 
acquire  Tropicana,  the  leading 
ange  juice  brand.  For  the  first  time  in  decades,  the 
company  is  focused  on  just  two  things,  packaged 
foods  and  drinks,  in  a  trio  of  well-known  busi- 
nesses: Frito-Lay  snacks,  Pepsi-Cola  bever- 
ages, and  Tropicana  juices. 

Perhaps  the  most  dramatic  change  at 
Pepsi  is  that  these  days,  soda  and  juice 
run  a  distant  second  to  the  big  engine 
that  now  drives  PepsiCo:  snack  foods, 
in  which  the  company  enjoys  near- 
total  dominance.  Although  Pepsi- 
Co's identity  is  still  tied  to  soft 
drinks,  that  business  now  ac- 
counts for  only  a  quarter  of 
sales.  Frito-Lay,  which  con- 
trols two-fifths  of  the  world 
market  for  salty  snacks, 
generated  more  than  71% 
of  PepsiCo's  profits  in  the 
fourth  quarter. 

By  almost  every  financial 
measure,  PepsiCo  is  in  better 
shape   than   it  was  in   1996, 
when    one    wag    noted    that 
"Coke  was  kicking  Pepsi's  can." 
Although  its  $20.4  billion  in 
sales  is  now  a  third  lower, 
the  company's  net  is  high- 
er by  more  than  $100 
million,  at  $2.1  billion  last 
year.  Operating  margins 
have  risen  to  15%  from 
10%,  while  the  return  on 
invested  capital  has  jumped 
to  20%  from  15%. 


* 


How  Roger  Enrico  is 
remaking  the  company . . .  "*^  I 
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Pepsi's  position  in  the  marketplace  has 
strengthened,  too.  For  the  first  time  in  it- 
history,  it  boasts  two  of  the  top  three  U.  S. 
soft-drink  brands  on  store  shelves.  Pepsi- 
Cola  is  still  second  to  Coca-Cola,  but  last  fall 
Pepsi's  Mountain  Dew  edged  out  Diet  Coke 
for  third  place.  Pepsi's  Aquafina  bottled  wa- 
ter is  the  No.  1  brand  in  that  fast-growing 
category,  while  its  Lipton's  Iced  Tea  brand 
boasts  a  16-point  share  lead  over  Coca- 
Cola's  Nestea.  Tropicana  Pure  Premium, 
the  nation's  top-selling  orange  juice,  sur- 
passed   Campbell   Soup   as   the   third- 
largest  grocery  brand  in  late  January. 
TOUGH  JOB.  So  how  did  Enrico  bring 
about  these  changes?  The  cola  warrior 
took  a  hard  look  at  Pepsi's  businesses 
and,  unswayed  by  history  or  emotion, 
made  strategic  decisions  to  focus  on 
the  areas  where  the  company  could 
dominate.  Overseas,  that  meant  giv- 
ing up  the  self-defeating  strategy 
of  going  head  to  head  with  Coke  in 
every  market  and  instead  concen- 
trating on  emerging  markets  that 
,  were  still  up  for  grabs.  "We  kept 

beating  our  heads  in  markets 
that  Coke  won  20  years  ago," 
says  Enrico.  "That  is  a  very  diffi- 
cult proposition." 
At  home,  Enrico  has  used  that 
discipline  to  concentrate  on  grocery  ; 
sales,    always    Pepsi's    greatest  j 
strength.  Taken  together,  Frito-  ■ 
Lay,  Pepsi-Cola,  and  Tropicana  j 
make  the  company  the  second-  ■ 
biggest  source  of  sales  for  I 
supermarkets,    behind    only   I 
Philip    Morris    Cos.'    Kraft   I 


. . .  and  himself 

MULA 
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Foods  Inc.  Enrico  is  using  that  clout  to  finally  unlock  the 
promise  that  drove  Pepsi  and  Frito-Lay  to  merge  in  the  first 
place.  By  moving  Pepsi  drinks  next  to  Frito-Lay  chips  on 
store  shelves,  Enrico  has  increased  the  odds  that  when 
shoppers  pick  up  soda  and  chips,  the  soda  is  a  Pepsi.  Called 
"Power  of  One,"  the  strategy  is  disarmingly  simple — but  it's 
something  Pepsi  has  been  unable  to  execute  in  the  30-odd 
years  since  the  two  companies  were  united. 

But  Enrico's  biggest  challenge  has  proven  the  most  in- 
tractable. Despite  improved  performance,  Pepsi's  stock  seems 

as  stale  as  a  bag  of 
old  potato  chips.  It 
has  gone  nowhere  for 
three  straight  years. 
Even  the  well-publicized  miscues  of  Pepsi's  nemesis  in  Atlanta 
haven't  brought  any  fizz  to  Pepsi's  shares.  Enrico  blames  a 
slump  in  food  stocks  and  the  flight  of  money  to  high  tech.  Af- 
ter all,  he  notes,  Pepsi  has  met  or  exceeded  Wall  Street's  ex- 
pectations for  four  straight  quarters,  and  22  of  23  analysts 
who  follow  PepsiCo  rate  the  stock  a  buy  or  higher.  Yet  the 
company's  shares  trade  in  the  low  30s,  barely  four  bucks 
above  the  price  when  Enrico  took  over.  "It's  the  old  econo- 
my/new economy  thing  that's  holding  the  stock  back,"  says 
George  E.  Thompson,  a  Prudential  Securities  analyst. 

Sitting  in  his  spacious  office,  Enrico  is  clearly  frustrated. 
"As  an  investor,  I  would  not  put  a  dime  in  any  of  these 
overinfiated  companies,"  says  Enrico,  whose  only  child,  Aaron, 
now  works  for  a  dot-com  in  Los  Angeles.  "I  think  a  lot  of 
people  are  going  to  get  burned  big  time,  and  when  that  hap- 
pens I  hope  they  don't  get  scared  and  rush  their  money  out 
of  the  stock  market.  I  hope  they  put  it  in  more  substantive 
investments,  like  Pepsi." 

FADED  GLORY.  In  a  period  when  big  brands  have  lost  clout, 
that  doesn't  seem  likely.  Even  venerable  names,  from  Procter 
&  Gamble  to  Gillette,  are  trading  near  their  52-week  lows. 
Like  his  counterparts  at  those  other  packaged-goods  giants, 
Enrico  is  struggling  to  get  top-line  growth  of  6%  or  7%. 
That's  not  enticing  to  investors  infatuated  with  outfits  that 
double  in  size  every  two  years.  Even  Coke's  recent  spate  of 
public-relations  blunders  and  management  tumult  have  offered 
few  opportunities.  When  tainted  sodas  in  Belgium  set  off  an 
anti-Coke  backlash  last  year,  Pepsi  could  only  watch.  "Our 
market  share  in  Belgium  is  so  small  that  if  we  had  a  chance 
to  gain  anything  more  than  two-tenths  of  a  share  point,  we 
probably  would  run  out  of  capacity,"  Enrico  says. 

Still,  if  anyone  can  restore  PepsiCo  to  its  glory  days  of  the 
1980s,  it  might  well  be  Enrico,  a  man  whose  personal  trans- 
formation has  been  almost  as  dramatic  as  that  of  the  compa- 
ny he  leads.  Enrico  made  his  name  as  head  of  the  U.  S.  soda 
business  in  the  '80s.  Back  then,  he  was  a  master  of  the  grand 
gesture.  In  1983,  Enrico  paid  $5  million  to  entice  pop  icon 
Michael  Jackson — then  at  the  apex  of  his  career — to 
make  a  Pepsi  commercial.  After  Coke's  botched  in- 
troduction of  New  Coke,  he  dashed  off  a  brash — and 
embarrassingly  premature — memoir  called  The  Oth- 
er Guy  Blinked:  How  Pepsi  Won  the  Cola  Wars. 

But  now,  14  years  later,  the  swagger  and  flam- 


A  LIFE  AT 
PEPSICO 

Enrico  has  spent 
29  of  his  55  years 
at  the  snack  and 
soda  giant 


Joins  Frito- 
Lay  as  associate 
brand  manager  for 
Funyons,  an  onion- 
flavored  snack 

EI-'i-El  Succeeds 
Apple  Computer- 
bound  John  Sculley 
as  CEO  of  Pepsi-Cola 


boastfu 
Other  Guy  Blinked 
How  Tm 

Pepsi         OTHER 
Won  the     BUNKED 
Cola  IS!?? 

Wars 

meat 

ENKKO 


Kill  Suffer: 
attack  in  Turkey 

FH-'ll  Becorr 

CEO  of  the  Frit 
snack  business 
launches  camp 
to  "Take  Back 
the  Streets"  fr 
competitors 


174  BUSINESS  WEEK  /  APRIL  10,  2000 


Goes  on  a 
;h  sabbatica 
ns  a  five-day 
p  seminar 
>r  the  com- 
sing  stars 


EH1  Lured  back 
into  a  full-time 
business  role,  he 
becomes  CEO  of 
PepsiCo's  fast-food 
businesses 


DORITOS  is 

the  world's 
FASTEST- 
GROWING 

snack, 
new 
ideas,  like 
versions, 
it 


boyance  have  ^*<n  tempered 
Enrico,  the  onetime  impa 
tienl    egoist,    has    become 
more  reflective.  H<-  if  k 

flashy  marketing  genhu  than 
a  keen  corporate  strategist 
and  patient  mentor  to  hun- 
dreds of  colleagues.  Once  al- 
ways on  the  prowl  for  the 
big  score,  these  days  Enrico 
_  f  professes  as  much  interest  in 

salty  snack.   ^singles  as  t  -Irv™, 

£s  7  The  way  you  build  a  brand 

n<Virl  V)/MI)  and  create  enduring  value 

{JblvUb   ivXjIAJ  has  more  to  do  with  the  day- 

to-day  execution  by  tens  of 
thousands  of  people  on  the 
front  line  than  it  does  with 
the  brand  manager  with  the 

3D  versions,  ^  ^<  ^  ^  *°w- 

It's  not  just  the  passage 

1/*S)S)/y\   n  /        ^Ni^,  of  time  that  has  mellowed 

li'f^t/jU    tV      ^L      >>.       Enrico.  His  friends  and  col- 

7  W^^illtW^lfe^^    leagues  trace  the  cat- 

that  M^Jf/lk.     ■       ^'zing  moment  to 

the    early    morning 
hours   of  Feb.   24, 

way       w^¥A^f     1990' zt  was  2  a-m- 

and  Enrico  and  his 
wife,  Rosemary,  were 
tearing    up    the    dance 
floor  in  a  nightclub  in  Tur- 
key. "It  was  a  Latin  band," 
he  recalls,  "and  they  played 
a  mean  lambada."  Suddenly, 
Enrico  became  short  of  breath. 
His  chest  began  to  ache  and  he 
broke  out  in  a  cold  sweat.  His 
colleagues  rushed  him  to  the  American  hospital  in  Istanbul.  "I 
was  lying  on  the  stretcher  and  the  Turkish  doctor  said,  'Don't 
worry.  You're  going  to  be  all  right.'  And  I  said,  'I  know.  My 
wife  said  the  same  thing.'" 

The  heart  attack  he  suffered  was  comparatively  minor, 
but  it  altered  Enrico's  perspective  on  life.  The  episode  helped 
to  spark  some  introspection  in  a  person  who  had  long  been 
consumed  by  his  career.  "It  was  a  remarkable  and  positive  ex- 
perience," says  Gerard  R.  Roche,  an  Enrico  friend  and  Hei- 
drick  &  Struggles  International  Inc.  headhunted  "It  has 
broadened  him,  made  him  more  reflective,  and  lent  him  a  hu- 
man sensitivity  that  he  showed  to  few  people  before." 

It's  not  surprising  that  the  transforming  event  occurred  far 
from  home.  From  his  earliest  days,  Enrico  has  had  the  small- 
town boy's  yen  for  adventure.  The  son  of  an  iron  ore  worker, 
Enrico  grew  up  in  tiny  Chisholm,  Minn.  As  a  teen,  he  pledged 
to  someday  visit  every  country  in  the  world.  After  attending 
Babson  College  near  Boston  on  a  scholarship,  Enrico  volun- 
teered in  1967  for  Vietnam,  where  he  dodged  mortars  to 

It-'l-H  Mentor  Don- 
ald Kendall  prevails 
upon  him  to  succeed 
the  cancer-stricken 
CEO  Wayne  Calloway 
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help  transport  fuel  to  troops  near  the  demilitarized  zone.  It 
was,  he  once  noted,  his  first  lesson  "in  delivering  precious  liq- 
uids to  consumers."  He  married  his  high  school  sweetheart, 
Rosemary  Margo,  on  an  R&R  leave  in  Hawaii  in  1969. 

Tvvo  years  later,  after  the  service  and  a  brief  stint  at 
General  Mills  Inc.,  he  joined  PepsiCo's  Frito-Lay  Div.  From 
the  start,  Enrico  evoked  the  indignation  of  superiors  who 
thought  him  brash  and  impudent.  James  H.  O'Neal,  pro- 
duction chief  for  Frito-Lay  in  the  mid-1970s,  recalls  touring 
a  plant  with  Enrico,  who  was  then  a  brand  manager.  "All  of 

a  sudden,  I  notice 
that  he  is  lagging  be- 
hind, and  he  has  his 
arm  draped  around 
my  plant  manager,"  says  O'Neal.  "He  was  kind  of  seducing 
him  to  put  more  flavorings  on  his  brand.  He  was  just  more 
aggressive  and  more  pushy  than  anybody  else." 

Still,  by  demonstrating  a  flair  for  marketing  and  an  ability 
to  get  results,  he  steadily  climbed  the  ranks.  In  1983,  when 
Enrico's  boss,  John  Sculley,  left  for  Apple  Computer  Inc., 
Enrico  became  chief  executive  of  Pepsi-Cola's  U.  S.  business. 
He  quickly  incensed  his  new  boss.  When  he  signed  Michael 
Jackson  in  1983,  for  example,  he  failed  to  either  inform  or 
gain  the  approval  of  his  boss,  Victor  Bonomo.  "He  didn't 
care  for  supervision,"  remembers  Bonomo,  then  head  of  the 
worldwide  beverage  group.  "He  liked  to  do  his  own  thing." 
UNCOMMON  BOND.  Soon,  Enrico  committed  an  even  bigger 
faux  pas.  It  was  the  mid-1980s,  and  he  had  invited  hundreds 
of  the  company's  bottlers  to  a  lavish  black-tie  bash  in  Man- 
hattan. The  evening  included  dinner  at  the  Waldorf  Astoria, 
followed  by  a  glitzy  show  at  Lincoln  Center.  Left  off  the 
guest  list  was  legendary  PepsiCo  Chairman  and  ceo  Donald 
M.  Kendall,  who  heard  of  the  affair  from  cbs  Corp.  CEO 
Thomas  Wyman.  "Needless  to  say,  he  was  not  pleased,"  re- 
calls Enrico.  But  the  inevitable  dressing  down  was  followed 
by  an  invitation  from  Kendall  to  meet  with  him  once  a  week. 
Thus  began  an  extraordinary  mentorship.  The  private  meet- 
ings continued  for  years,  allowing  the 
two  to  forge  an  uncommon  bond  that 
permits  Kendall,  now  79  and  retired  as 
chairman  since  1986,  to  maintain  an  office 
on  the  executive  floor,  just  two  doors 
away  from  Enrico.  "I  ask  for  his  advice 
many  times,"  says  Enrico.  "There  is  not  a 
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Enrico  relaunched  the  "Pepsi 
Challenge"  and  signed  up  pop  star 
Faith  Hill  and  an  Einstein  look- 
alike  to  promote  the  flagship  brand 


move  I  made  here  that  I  didn't  consult  with  Don  in  advJ 
Although  Enrico  had  built  his  life  around  a  fast-tra<) 
reer,  his  heart  attack  led  him  to  start  questioning  tho 
orities.  Soon  after  returning  to  the  U.  S.,  Enrico  began 
through  his  calendar  of  business  trips.  "I  got  sick  tl 
stomach,  looking  at  the  things  I  did,"  he  says.  "I  would  [ 
Paris  for  a  day  and  come  back  and  go  to  Los  Angele 
lunch  and  return  the  same  day.  I  thought,  'Here  I  am  in  | 
sition  to  realize  one  of  my  childhood  dreams,  which  was 
perience  the  world.'  I  wasn't  experiencing  a  damn  tK 
Soon,  he  began  building  extra  hours  for  himself  i 
business  jaunts.  In  Austria,  he  spent  an  afternoon  and 
evening  strolling  the  streets  of  Vienna  before  meeting 
leagues  the  next  day.  "I  had  been  there  half  a  dozen 
and  yet  never  saw  the  city,"  he  recalls. 

Even  as  Enrico  moved  up  to  the  top  job  at  Frito-L| 
1991,  he  continued  to  question  the  basic  assumptions  of  ] 
and  career.  Through  the  years,  he  had  accumulated 
fortune  in  PepsiCo  stock.  (His  current  stock  holdings 
tions  are  worth  more  than  $80  million.)  "I  began  to 
well,  what's  money  for?"  he  says.  "It  was  more  money  t\ 
needed  to  live  on."  Enrico  decided  to  use  his  wealth 
his  life  in  a  new  direction.  His  first  impulse  was  to  becor 
tive  in  community  service  or  to  teach,  but  a  colleague  I 
gested  that  he  could  just  as  easily  teach  inside'  the  comj 
So  after  two  years  at  Frito-Lay,  Enrico  took  a  14-r 
sabbatical.  He  set  up  a  "war  college"  in  1993  at  his  r 
the  Cayman  Islands  and  his  ranch  in  Montana.  During 
of  that  time,  in  sessions  that  began  early  in  the  moil 
and  went  late  into  the  evening,  he  mentored  and  coachecj 
company's  most  promising  executives. 

His  teaching  "sabbatical"  ended  in  1995,  when  then| 
Calloway  lured  him  back  into  the  business  to  run  F 
troubled  fast-food  business.  Enrico  was  named  ceo  of  tl 
vision,  responsible  for  29,000  Pizza  Hut,  Taco  Bell,  and 
tucky  Fried  Chicken  restaurants.  Calloway,  diagnosed 
prostate  cancer  in  early  1992,  had  an  overwhelming  ne^ 
bulk  up  his  management  team.  Ur 
going    surgery,    radiation,    and 
chemotherapy,  Calloway  needed  a 
successor,  and  time  was  running  oi 

Indeed,  just  months  later,  Enrico 
himself  prevailed  upon  by  his  friend  | 
loway  and  his  mentor  Kendall  to 
the   top  job. 
the  young,  caJ 
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'  The  Accord  Sedan  is  more  than  a  car-it  is  a  seminar  on  wheels.  Whv  not  use  it 


your  team?  Simply  take  them  for  a  ride  in  your  V-6  Sedan.  Let  them  experience  a  \-C> 


THE    ACCORD    SEDAN 


engine  that  has  ZOO  horsepower  and  low  emissions,  too.  This  improbable  combination 


IT'S  ONE  POWERFUL  CAR. 


was  achieved  by  teams  of  I  londa  engineers,  working  together  toward  a  shared  goal. 


As  your  drive  continues,  the  comfortable,  powerful  and  harmonious  environment  of  the 


Accord  will  work  its  magic.  Soon  enough,  your  team  will  be  as  solid  as  an  Accord  Sedan! 


inn  ii  id. i\         I \i,„  in  (ii  I  li.inl  >  \1..i..i  ( 


Cover  Story 


been  chief  executive  of  PepsiCo's  three  major  divisions  dur- 
ing his  25-year  career  at  the  company.  "It  was  sort  of  like 
running  the  same  show  over  again,  rather  than  moving  on 
to  the  next  act,"  he  says. 

So  both  Calloway  and  Kendall  began 
to  work  on  him.  His  mentor  recalls 
one  late  session  at  Enrico's  home  in 
Dallas  when  he  spent  hours  trying  to 
talk  Enrico  into  the  job.  "About  3 
in  the  morning,"  says  Kendall,  "he  fi- 
nally came  around."  Enrico  says  it 
was  not  that  easy.  "Ultimately,  it 
was  circumstance  that  persuaded 
me  to  take  the  job,  not  what  anyone 
said.  Wayne  obviously  was  in  a  situ- 
ation where  he  couldn't  continue  to 
do  this,  and  I  owed  it  to  the  compa- 
ny to  take  the  job.  Nobody  told  me 
that,  but  that  was  my  conclusion." 

On  April  Fool's  Day  in  1996,  he  be- 
came ceo.  Seven  months  later,  he 
gained  the  title  of  chairman  from  Cal- 
loway, who  died  in  July,  1998,  at  the 
age  of  62.  Enrico's  ascension  was  cheered  by  investors,  who 
had  already  become  disenchanted  with  the  company's  early 
1990s  fumbles,  and  employees,  who  knew  and  respected  En- 
rico for  what  he  had  done  over  the  years. 

He  inherited  a  mess.  Few  understood  how  badly  things  had 
gone  amiss.  Through  the  four  years  that  Calloway  battled  can- 
cer, the  company  had 
lost  its  momentum. 
Pepsi-Cola  was  steadi- 
ly losing  market  share 
to  Coca-Cola.  But  the  deterioration  was  greatest  overseas, 
where  Pepsi  had  overinvested  and  overcommitted  in  a  foolish 
attempt  to  beat  its  rival  in  almost  every  market.  "You  just 
don't  fight  hand-to-hand  combat  against  a  Coke,"  says  James 
O'Neal,  the  former  CEO  of  Frito-Lay  International. 

Then,  shortly  after  moving  into  his  new  job,  Enrico  en- 
dured a  stunning  humiliation.  In  Venezuela,  one  of  the  few  in- 
ternational markets  in  which  Pepsi  had  an  advantage,  the 
company's  bottling  partner,  Cisneros  Group,  shifted  alle- 
giances to  Coke.  Virtually  overnight,  Pepsi  lost  its  85%  mar- 
ket share.  Enrico,  to  this  day,  bristles  at  the  incident,  insist- 
ing that  Coke  vastly  overpaid  for  the  bottler  in  a  concerted 
attempt  to  wound  Pepsi.  Enrico  ended  his  first  year  as  ceo 
having  to  take  an  $822  million  write-off,  the  bulk  of  it  to  clean 
up  Pepsi's  international  problems. 

BATTLE  IN  THE  AISLES.  Enrico  lost  no  time  in  drawing  up  a 
battle  plan.  By  shedding  restaurants  and  spinning  off  bottling 
operations,  he  has  essentially  developed  a  strategy  that  cen- 
ters on  the  supermarket,  a  battleground  where  he  has  tri- 
umphed in  the  past.  The  addition  of  Tropicana,  for  example, 
strengthens  his  position  with  retailers  because  of  that  brand's 
huge  importance.  Tropicana  executives  believe  the  brand  can 
eclipse  both  No.  1  Coca-Cola  Classic  and  No.  2  Pepsi-Cola, 
as  the  top  seller  in  the  nation's  supermarkets  before  the  end 
of  this  decade. 

To  make  sure  customers  and  employees  alike 
got  the  message,  Enrico  cleared  21  days  of 
his  calendar  last  year  to  personally  visit 
with  the  ceos  of  the  25  largest  super- 
market chains.  In  each  case,  he  made  a 
powerful  economic  argument.  PepsiCo 
products  account  for  3%  of  the  total  sales 
of  supermarkets  and  20%  of  the  retailers' 
cash  flow.  Even  better,  the  operating  mar- 
gins on  Pepsi  goods  are  9%,  compared  with 
a  2%  average  on  everything  else,  because 
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Pepsi  delivers  and  stocks  the  shelves  itself.  The  mi 
Do  more  business  with  us,  and  you'll  make  more 
The  idea  behind  "Power  of  One"  is  that  by 
aging  the  synergies  of  soft  drinks  and  snacks, I 
and  its  retail  partners  can  drive  sizable  gro\l 
has  been  35  years  since  Don 
and  Herman  W.  Lay  sat  at 
and  sketched  out  the  merger 
si-Cola  and  Frito-Lay  on  a 
legal  pad,  with  no  lawyers  or  I 
ment  bankers  present.  Backf 
Pepsi-Cola  earned  2.4  times  tj 
profits  of  Frito-Lay  and  accc 
for  roughly  58%  of  the  cor 
sales.  Today,  that's  reversed! 
Frito  earning  2.4  times  bever| 
THIRSTY?  While  Kendall  and 
did  not  envision  that  remarkarj 
^ersal  of  fortune,  they  did  ir 
powerful  synergies.  "You  makel 
thirsty,"  Kendall  told  Lay,  "aif 
nve  them  something  to  drink.] 
deal  dealt  Pepsi  another  A 
its  contest  with  Coca-Cola 
the  card  was  never  fully  p| 
Soon  after  becoming  ceoJ 
ever,  Enrico  revisited  the 
A  simple  fact  intrigued  him:| 
thirds  of  all  Frito-Lay  consJ 
drink  a  Pepsi-made  bevi 
when  eating  snacks,  but  onlj 
of  them  buy  the  soda  and 
together.  If  Enrico  could | 
suade  shoppers  to  pick  up 
pack  of  Pepsi  along  witr| 
Doritos,  he  was  sure  he 
reel  in  plenty  of  customersj 
were  now  quenching  their 
with  rival  drinks.  What's 
Frito-Lay  could  leverage  its  I 
to  gain  greater  shelf  spac| 
Pepsi.  "You  go  to  Chile, 
Frito-Lay  has  over  90%  oi 
market,  but  Pepsi  is  in 
shape,"  says  Kendall.  "Fritc 
can  help  Pepsi  change  that.l 
To  make  it  happen,  Enricl 
pointed  Pepsi's  first  corpq 
sales  executive.  Albert  P.  Ca 
former  Procter  &  Gamble 
manager  who  had  put  in  19 
at  Frito-Lay,  got  the  job  in  | 
1998.  By  working  closely 
Pepsi's  most  important  si 
market  chains,  Carey  has   gained  some  keen  insights.  Si| 
through  data  from  one  chain,  for  example,  he  found  that 
of  carbonated  beverages  ranged  from  2.27%  to  5.43%  of : 
"If  you  could  bring  the  underperforming  stores  to  the  avej 
you  could  increase  sales  at  this  one  chain  by  $6.6  million,' 
Carey.  "Across  all  of  our  categories,  the  opportunity! 
was  $10.6  million." 
•   Pepsi  suggested  adding  shelf  space  and  better  disjj 
in  the  poorer  performing  locations.  Almost  immedis 
volume  bumped  up  by  as  much  as  11%.  PersuadiJ 
supermarket  to  simply  display  snacks  with  soft  dr 
can  add  another  3  to  10  percentage  points  of  gro| 
Displays  that  bring  the  products  together  at  the  er 
an  aisle  can  give  a  3%  boost.  Last  year,  these  tai 
helped  Frito-Lay  increase  its  market  share  by  two 
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A  better  job  is  right  at  hand  with} f  the  hottest  hand  on  the  web 


centage  points,  to  56%.  Pepsi-Cola's  volumes  rose  0.6%. 

Some  of  Pepsi's  rivals,  including  Coke,  benefited  from  the 

free  advice.  "But  if  you  help  the  retailer  solve  a  problem," 

says  Carey,  "you'll  get 
your  fair  share  of  the 
rewards."  This  is  the 
kind  of  partnering 
with  customers  that  General  Electric  Co.'s  John  F.  Welch 
Jr.  has  used  to  boost  profits  at  GE's  medical  systems  and 
aircraft  engine  units.  It  is  also  the  antithesis  of  the  style  that 
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earned  a  younger  Enrico  a  reputation  as  master  marl  [ 
Still,  Enrico  has  not  abandoned  his  marketer's  roots.  P.  : 
viving  the  highly  effective  "Pepsi  Challenge"  campaij 
the  1970s,  which  invites  consumers  to  compare  Coke  dir 
to  Pepsi,  Enrico  is  setting  off  a  new  round  in  the  cola 
He  has  recently  signed  celebrities  including  singer  FaM 
and  baseball  stars  Ken  Griffey  Jr.  and  Sammy  Sosa  to 
mote  the  flagship  brand.  And  he  has  just  forged  a  promol 
deal  with  Yahoo!  Inc.  that  will  be  launched  in  August.  ' 
is  a  series  of  big,  bold,  and  dramatic  marketing  moves 


A  POTENT  INGREDIENT  IN  PEPSI'S  FORMULA 


Six  years  ago,  Indra  K. 
Nooyi  found  herself  in  the 
enviable  position  of 
weighing  competing  job  offers 
from  General  Electric  Co.  chief 
Jack  Welch  and  PepsiCo  Inc. 
CEO  Wayne  Calloway,  who  also 
sat  on  Welch's  board  of  direc- 
tors. "Jack  Welch,"  she  recalls 
Calloway  saying,  "is  the  best 
ceo  I  know,  and  GE  is  probably 
the  finest  company.  But  I  have 
a  need  for  someone  like  you, 
and  I  would  make  PepsiCo  a 
special  place  for  you." 

The  appeal  worked.  "Behind 
my  cool  logic  lies  a  very  emo- 
tional person,"  says  Nooyi,  who 
decided  to  join  PepsiCo  as  its 
chief  strategist.  In  early  Feb- 
ruary this  year,  she  was  named 
chief  financial  officer,  an  ap- 
pointment that  makes  Nooyi 
the  highest-ranking  Indian- 
born  woman  in  Corporate 
America.  The  promotion  is  a 
testament  to  her  ability  to  bal- 
ance a  high-powered  career 
with  a  family  and  her  Hindu 
heritage.  "Indra  is  off  the 
charts,"  says  PepsiCo  ceo  Roger  En- 
rico. "The  energy  and  time  she  puts 
in  are  incredible." 

FIRST-CLASS.  He  should  know.  Nooyi 
has  been  directly  involved  in  every 
major  strategic  decision  that  Enrico 
has  made.  She  worked  closely  on  his 
1997  decision  to  spin  off  PepsiCo's  fast- 
food  chains.  She  helped  spearhead  the 
drive  to  acquire  Tropicana  in  1998. 
And  she  played  a  critical  role  in  the 
decision  to  cast  off  PepsiCo's  bottling 
operations. 

At  44,  Nooyi  has  a  resume  packed 
with  first-class  credentials.  When 
Nooyi  first  came  to  the  U.  S.  in  1978 
to  attend  Yale  University's  Graduate 
School  of  Management,  she  didn't 
own  a  single  business  suit.  She  inter- 
viewed for  summer  jobs  with  con- 
sulting firms  wearing  a  sari.  "I  was  a 
poor  student,  working  nights  to 
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UP  TO  THE  CHALLENGE 

CFO  Nooyi's  sharp  analyses  and  hard  work 
will  be  pivotal  in  revaluing  the  food-and- 
beverage  company,  whose  stock  is  lagging 

make  ends  meet,"  she  recalls.  "But 
by  the  end  of  the  summer,  I  had 
made  enough  money  to  buy  two 
suits." 

Her  wardrobe,  however,  made 
little  difference  to  her  success.  Im- 
pressed by  her  intelligence  and  ana- 
lytical ability,  Boston  Consulting 
Group  hired  her  out  of  Yale.  Six 
years  later,  she  joined  Motorola  Inc. 
in  1986,  where  she  assisted  ceo 
George  Fisher  and  his  successor, 
Christopher  B.  Galvin,  as  vice-presi- 
dent for  corporate  strategy  and  plan- 
ning. She  moved  to  Asea  Brown 
Boveri  in  1990  to  work  for  celebrated 
ceo  Percy  Barnevik  for  four  years  in 
a  similar  role. 

Shortly  after  her  arrival  at  Pepsi- 
Co, she  began  to  assist  Enrico,  who 
had  just  returned  from  a  sabbatical 
to  run  the  company's  fast-food  opera- 


tions. Together,  they  spent 
months  taking  apart  the  eco 
nomics  of  the  business,  and 
sampling  the  food  and  service 
at  dozens  of  outlets.  Their  con 
elusion:  The  industry  was  ovei 
built,  and  success  required  a 
different  culture  than  that  of 
packaged-goods  company. 
PRAYER  ROOM.  She  helped  wi 
a  similar  analysis  of  PepsiCt 
bottling  operations.  Rival  Coc 
Cola  Co.  had  spun  off  its  bo 
tling  group  in  1986,  and  she 
lieved  that  Pepsi  was  left  at 
disadvantage.  The  reason:  Tl 
capital-intensive  business  broug] 
PepsiCo's  overall  profit  margii 
down  and  hurt  the  company 
stock  market  valuation. 

Just  as  important  to  Nooyi 
as  her  PepsiCo  career  are  her 
family  and  her  religious  her- 
itage. She  shares  her  Green- 
wich (Conn.)  home  with  her 
husband,  a  management  consul 
tant,  and  two  daughters,  aged 
16  and  7.  The  family  maintains 
a  puja,  or  Hindu  prayer  room, 
where  a  light  always  burns  an< 
the  air  is  perfumed  with  incense. 

Yet  Nooyi  also  plays  rock  'n'  roll 
guitar  and  is  among  a  coterie  of 
PepsiCo  executives  who  often  gathe: 
at  Enrico's  home  to  belt  out  popular 
tunes  until  2  a.m.  A  rabid  sports  fan 
she  studies  videotapes  of  the  final 
championship  games  Michael  Jordan 
played  for  the  Chicago  Bulls  for  thei 
lessons  on  teamwork. 

Like  Enrico,  she  expresses  frus- 
tration over  the  investment  commu- 
nity's failure  to  reward  PepsiCo's 
improvement.  "Don't  group  us  with 
the  dogs  and  cats  of  the  food  busi- 
ness. We  have  created  a  gold-stan- 
dard food-and-beverage  company," 
she  says.  Her  biggest  challenge  as 
CFO  will  be  to  convince  Wall  Street 
that  she's  right. 

By  John  A.  Byrn 
in  Purchase,  N.  5 
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WFrom  n\y  office  in  Manhattan, 
I   can   manage   insurance   claims 
around  the  world.  Natural  disasters, 
product  failures,  injured  workers... 
all  you  have  to  do  is  give  me  a  call, 
and  I'll  help  make  it  a  hassle-free, 
seamless  process.  And  to  keep  things 
running  smoothly,   I  make  it  my 
b'usiness  to   know  local   customs, 
laws  and  cultural  differences  around 
the  globe.  So  whether  it's  setting  up 
an  alternate  distribution  site  after 
a  major  Bangkok  fire,  or  finding  a 
good  hospital  near  the  Guatemalan 
jungle,  I  make  sure  my  customers' 
businesses  stay  in  business.  // 
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If  you  plan  on  traveling 
abroad  for  business,  be  sure. to  check  the  U.S.  State  Department's 
up-to-date  travel  warnings  and  country  news  at  http://travel.state.gov 
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Roger  had  long  been  known  for," 
says  John  D.  Sicher,  publisher  of 
Beverage  Digest.  "You  are  seeing 
vintage  Roger  Enrico  again." 

There  may  be  even  greater  op- 
portunities in  the  chip  business. 
In  the  past  decade,  the  interna- 
tional salty  snack  market  has  dou- 
bled, to  more  than  $20  billion.  Yet 
most  markets  remain  vastly  un- 
derdeveloped, presenting  huge  po- 
tential. At  home,  Enrico  plans  to 
leverage  PepsiCo's  vast  direct-store- 
delivery  system,  which  allows  Frito- 
Lay  to  roll  out  a  new  product  in 
470,000  retail  outlets  within  weeks. 

Pepsi's  recent  acquisition  of  Crack- 
er Jack  gives  a  sense  of  the  possibil- 
ities. The  classic  brand,  which  had 
annual  sales  of  $40  million  and  was 
owned  by  Borden  Foods  Co.,  hadn't 

had  serious  advertising  behind  it  since  the  late  1970s  and  had 
been  losing  money  for  five  straight  years  when  Pepsi  picked 
it  up  in  1997.  It  was  a  perfect  fit.  "We  were  missing  out  on 
50%  of  the  snacking  opportunity  because  when  people  snack, 
they  first  decide  whether  to  go  for  a  salty  treat  or  a  sweet 
one,"  says  Beth  Struckell,  a  Frito-Lay  vice-president  who 

championed  the  acqui- 
sition. The  product 
also  met  the  compa- 
ny's "mindlessly  nib- 
bling" test:  "Once  you  open  the  bag,"  smiles  Struckell,  "you 
just  keep  eating  them  until  they're  gone." 

Struckell  retained  Cracker  Jack's  iconic  box  package  but 
also  developed  4-ounce  bags.  In  response  to  consumer  com- 
plaints, she  added  10%  more  peanuts,  upgraded  the  prizes, 
and  added  a  Web  site.  Then  the  company  used  its  vast  Frito- 
Lay  distribution  network  to  roll  it  out.  Cracker  Jack  turned 
a  profit  in  its  first  year,  and  today  racks  up  nearly  $100  mil- 
lion in  annual  sales  from  the  new  four-ounce  bag  alone. 
LOCAL  WHEELS.  Enrico  still  faces  formidable  obstacles  in 
building  Pepsi's  overseas  soda  business.  His  strategy  now  is 
an  admission  that  in  many  markets  Coke  is  it.  Enrico  is 
placing  his  biggest  bets  on  developing  markets,  such  as  India, 
China,  and  Russia.  "The  key  thing  is  not  to  merely  plant 
flags,"  says  Peter  M.  Thompson,  ceo  of  Pepsi-Cola  Interna- 
tional. "It's  to  make  sure  you  build  a  business,  customer  by 
customer,  block  by  block,  day  by  day."  In  India,  where  per 
capita  soft  drink  consumption  is  seven  servings  a  year,  vs. 
more  than  700  in  the  U.S.,  and  where  deliveries  are  often 
done  on  three-wheel  bicycles,  Pepsi  finds  the  most  prominent 
businessman  in  each  town  and  gives  them  exclusive  distrib- 
ution rights,  tapping  their  connections  to  drive  growth.  Over 
the  past  five  years,  volume  has  risen  at  a  26%  annual  clip. 
Pepsi  has  stolen  19  points  of  market  share  from  Coca-Cola, 
bringing  Pepsi's  share  to  47%,  close  to  Coke's  52%. 

Still,  Pepsi  is  unlikely  ever  to  catch  up  to  Coca-Cola  over- 
seas. Although  Enrico  has  stabilized  Pepsi's  international 
business,  its  size  and  scope  pales  next  to  Coke's.  Last  year, 
operating  income  at  Pepsi-Cola  International  totaled  just  $70 
million.  Return  on  invested  capital  was  a  mere  3%  last  year — 
vs.  36%  for  Frito-Lay.  And  despite  encouraging  progress  in 
India  and  China,  neither  market  is  yet  profitable  for  Pepsi. 

But  Enrico's  biggest  challenge  isn't  overseas;  it's  on  Wall 
Street.  Internet  enthusiasm  may  have  knocked  some  of  the 
punch  out  of  PepsiCo's  stock  price,  but  Enrico  bears  some  re- 
sponsibility, too.  His  key  maneuvers — ditching  fast  food,  spin- 
ning out  the  bottling  group,  and  acquiring  Tropicana — drew 
less  than  raves  because  investors  saw  each  as  isolated  chess 
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moves,  not  as  elements  of  a  !te  i 
strategic  direction.  "To  some  deg|g  . 
concedes  Enrico,  "that  was  my  fa  ' 
would  have  been  better  to  do 
things  more  quickly  than  to  let  it 
out  the  way  it  did." 

One  of  Enrico's  top  prioritie 

year  is  to  lure  more  investors  intci 

stock.  PepsiCo  is  stepping  up  its  I 

ence  at  investment  conferences,  and!  i 

rico  already  has  scheduled  20  penp 

meetings  with  major  institutional  fi 

'We  have  a  story  to  tell,  and  we 

ears  willing  io  listen  to  it,"  he  says. 

isolutely  think  the  stock  is  undervalu  ' 

Even  amid  these  challenges,  Enricc    '■ 

hot  forgotten  the  vows  he  made  afte 

heart  attack  to  reorder  his  priorities 

still  extremely  committed  to  teaching  - 

example.  The  leadei 


« 
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conferences  he  piorie 
during  his  sabbatical 
nil  Qr  continued,  giving  him 

UllC  sonal  familiarity  with 

top  managers  that  is 
for  a  ceo.  Nearly  13C 
ecutives  have 
through  the  program 
eluding  most  of  Pepsi 
senior  management  ti 
Teaching,  believes  En 
is  a  vital  part  of  the  c 
job,  and  it's  also  a 
SOUV   tlllS  for  the  mentoring  h 

ceived  from  Kendall 
others.  Besides,  he 
"it's  a  heck  of  a  lot  c 
to  be  with  young 
who  are  re,ally  ma 
things  happen." 

The  nine  particip 
each  bring  a  major 
posal  to  work  on  over 
course  of  the  week,  w 
also  includes  one-on 
mentoring  sessions 
Enrico.  That  gives  the 
a  chance  to  shape  the 
poration's  most  impo: 
initiatives  at  their 
tion.  Every  participa: 
invited  to  call  him  at 
time,  without  the  knowledge  of  his  or  her  boss,  just  as  Ke 
once  encouraged  him.  "It  was  a  remarkable  experience," 
Struckell,  who  refined  her  strategy  for  Cracker  Jack  at  a 
sion  last  summer.  "It's  as  if  Roger  becomes  a  coach  and 
sultant,  leading  you  in  the  right  direction." 

More  than  that,  managers  get  io  see  the  CEO  out 
the  office,  in  jeans  and  a  flannel  shirt.  One  day 
he'll  take  the  group  horseback  riding  or  fly- 
fishing deep  in  the  mountains  of  Montana.  A 
couple  of  nights  are  spent  crooning  songs 
like  American  Pie  and  My  Way,  which 
Enrico  is  said  to  deliver  in  fine  Sinatra 
style.  The  sambuca  flows  freely.  "People 
discover  the  warm  side  of  Roger  there, 
says  Indra  K.  Nooyi,  the  newly  appoint 
chief  financial  officer. 

And  Enrico  remains  interested  in  using  his 
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ngo,  wing  and  ed  lee 

fers/restaurateurs 

ngo:  after  the  first  wahoo's  caught  on, 
wanted  to  open  some  new  restaurants, 
nobody  would  take  a  chance  on  these 
1  fer  guys. 


' 


:  dom  and  merrill  said  we  do  see  it  down 


1  road,  so  we'll  jump  in  and  partner  with 
it 

of  guys. 
i 

ig:  it's  not  just  about  lending  us  money. 
w»'s  put  us  together  with  people  in  our 
(,ustry  to  share  ideas  with  and  with  the 

'ht  people  at  merrill  to  help  us  grow  the 

h  

ii  iness. 


Jig:  he  did  make  one  questionable  decision, 
•''c ugh.  he  took  up  golf  instead  of  surfing. 


they   saw    past   the   shorts    and   t-shirts 


jals  appearing  are  <n 
Merrill  Lynch.  Pierce. 
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customers  and  were  compensated 
:orporated.  Member  SIPC. 


dom  alvarez 

duffer/financial  consultant 

dom :  don't  let  the  surfer  dude  thing  fool 
you.  these  guys  are  good  businessmen. 

they've  gone  from  1  restaurant  to  13.  we  put 
together  a  plan  for  their  personal  finances, 
too,  and  they've  gone  from,  well... interesting... 
to  a  place  where  they've  all  got  healthy 
retirement  plans. 

i  think  their  dad,  who's  also  a  client,  must 
be  happiest  of  all.  he  no  longer  has  to  use 
his  house  as  collateral  on  their  loans. 


be  bullish 


Merrill  Lynch 


wealth  to  accomplish  some  higher  goal.  For  the  past  two 
years,  he  has  worked  for  a  salary  of  $1  a  year,  with  the  pro- 
viso that  his  company  donate  the  $1  million  he  would  oth- 
erwise make  to  a  scholarship  fund  for  the  children  of  front- 
line workers.  He  still  collects  a  bonus  and  stock  options,  but 
the  money  he  gives  has  paid  the  college  tuition  for  150 

students." 

Meantime,  Enrico  is 
still  trying  to  carve 
out  time  for  himself 
and  his  wife.  A  voracious  reader  of  biographies,  he  is  a 
public  policy  buff  who  says  that  Henry  Kissinger  is  his 
"hero  of  all  heroes."  He  enjoys  fishing  and  scuba  diving. 
Yet  his  New  Year's  resolution,  to  spend  more  time  playing 
golf,  provides  a  clue  that  he  is  still  straining  to  achieve  the 
right  balance.  "The  bad  news  is  I  belong  to  two  clubs  and 
didn't  hit  a  golf  ball  last  year,"  he  laughs.  "The  good  news  is 
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that  in  the  previous  year  I  belonged  to  three  clu 
Friends  say  Enrico  is  an  impatient  person  who  gets  b 
easily.  That  makes  it  unlikely  that  he  will  last  in  the  jot 
10  more  years  when  he  turns  65.  A  possible  succe 
emerged  last  year,  when  he  named  Steven  S.  Reinemun 
former  Marine  who  successfully  led  Frito-Lay  for  eight  y< 
his  No.  2  and  PepsiCo  president.  Enrico  clearly  is  thinking 
yond  his  Pepsi  career.  "There  is  going  to  be  an  Act  Tw 
my  life,"  he  insists.  "I  don't  know  when  or  what,  but  thei 
going  to  be  something."  Until  then,  expect  this  cola  warrio 
keep  battling  away  at  the  Pepsi  Challenge. 


■ssWeek  ONLINE, 


For  an  interview  with  Enrico,  please  go  to  the  April  10  issue  at: 
www.businessweek.com. 


I  til 


TODAY,  MEXICO.  TOMORROW... 


Late  last  year,  PepsiCo  Inc.  CEO 
Roger  A.  Enrico  entered  a 
changarro  in  Mexico  City  that  is 
smaller  than  his  bedroom  in  his 
Greenwich  (Conn.)  home.  Inside  the 
crowded  store,  he  congratulated  the 
bemused  shop  owner  on  becoming 
the  8,000th  retailer  in  Mexico  to 
adopt  the  company's  "Power  of  One" 
strategy. 

Enrico's  visit  is  a  re- 
flection of  the  importance 
he  places  on  the  strate- 
gy, which  aims  to  better 
leverage  the  sales  and 
profits  of  its  top  brands. 
In  Mexico,  Power  of  One 
has  been  an  enormous 
success.  The  large,  color- 
ful displays  that  unite 
snacks  and  soft  drinks 
have  led  to  average  sales 
increases  of  36%  for 
PepsiCo  products,  includ- 
ing a  26%  rise  for  Pepsi- 
Cola.  So  far,  the  compa- 
ny has  installed  Power  of 
One  shelving  and  dis- 
plays at  8,000  mostly 
small  neighborhood  re- 
tailers in  Mexico,  with  plans  to  add 
10,000  more  this  year  and  40,000  by 
2002. 

But  Enrico's  trip  also  underscored 
the  snack  food  supremacy  of  Frito- 
Lay  Co.  in  Mexico,  where  its  Sabri- 
tas  brand  boasts  an  81%  share  of  the 
salty  snack  market.  That's  why 
PepsiCo  is  exporting  its  business 
model  for  Mexico  to  other  emerging 
nations,  from  India  to  China,  where 
it  now  has  three  snack  food  plants. 

Much  is  at  stake  because  the  com- 
pany's greatest  growth  prospects  for 
its  all-important  snack  food  business 
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are  outside  the  U.  S.  In  this  larger 
arena,  it's  not  merely  a  game  of  cap- 
turing market  share.  In  most  devel- 
oping nations,  where  personal  income 
levels  are  a  fraction  of  what  they  are 
in  the  U.S.,  Enrico  must  increase 
consumption  of  snacks  by  keeping 
prices  low  and  vastly  increasing 
availability. 

Price  segmentation,  in  which 


some  snacks  are  priced  as  low  as  1.5 
pesos,  or  16(2,  is  a  key  part  of  the 
success  formula  in  Mexico.  "Our  fo- 
cus is  being  the  lowest-cost  produc- 
er because  our  success  is  based  on 
making  our  product  more  affordable 
to  consumers,"  says  Rogelio  Re- 
bolledo,  who  leads  Frito-Lay's  oper- 
ations in  Latin  America  and  Asia 
Pacific. 

"FOREIGN  LEGION."  PepsiCo  arrived 
here  in  1967  when  it  acquired  Sabritas, 
a  Mexico  City  maker  of  snack  foods. 
Back  then,  it  was  a  $16  million  busi- 
ness with  100  delivery  routes,  nearly 


half  of  them  via  bicycle.  Today,  th 
company  racks  up  $1.8  billion  in  sales 
boasts  12,000  delivery  routes,  and  sell 
100  million  bags  of  snacks  per  week. 
For  several  years  now,  Rebolledo 
has  been  dispatching  what  he  calls 
his  "foreign  legion,"  a  group  of  15 
Mexican  managers,  to  China  and  oth- 
er Latin  American  countries  to  dupli 
cate  the  success  story  in  Mexico. 

CHEAP  EATS 

Pepsi's  strategy  in 
Mexico,  stressing 
low-cost  snacks  in 
neighborhood  stores, 
has  been  a  huge  hit 

They  employ  a  mix  of 
clever  merchandising,  low 
pricing,  and  efficient  dis- 
tribution to  hook  the  rest 
of  the  world  on  potato 
and  corn  chips. 

Rebolledo's  objective  is 
to  more  than  double 
Frito-Lay's  $2.5  billion  in 
yearly  sales  in  Latin 
America  to  $6  billion  by 
2004.  Ultimately,  though,  it  is  the 
Asia  Pacific  market,  where  Frito-Lay 
garners  only  $600  million  in  annual 
sales,  that  holds  the  greatest  long- 
term  opportunity.  In  China,  Frito- 
Lay's  market  share  is  a  mere  4%.  In 
India  and  Japan,  it  is  only  2%.  "All 
of  our  Asian  business  is  in  its  infan- 
cy," he  says.  "The  sales  aren't  impor- 
tant enough  to  make  people  blink. 
But  someday,  they  will  be  the 
growth  engine  of  this  company."  If 
the  history  in  Mexico  is  any  guide, 
he  just  might  be  right. 

By  John  A.  Byrne  in  Mexico  City 
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,ky  hart/ mezzo-soprano 
;  ery  ryvkin /conductor 

ky:  the  arts  is  not  the  most  stable 
•er.  then,  when  you  have  a  child,  the 
ertainty  really  hits  home. 

little  by  little  leila's  taught  us  how  to 

nee  this  sometimes  precarious  life  in  the 

with  the  need  for  long-term  financial 

(-being,  she  took  the  time  to  find  out 

we  are. ..what's  important  to  us... 

:ouldn't  be  doing  this  if  we  thought  we 
?  compromising  amanda's  future. 


amanda's  needs  are  not  negotiable" 


leila  ross/financial  consultant 


eila:   vicky's  instincts  were  to  put  their 


*      ■* 


assets  in  a  nice  safe  place... t-bills  and  cds. 

we  took  a  hard  look  at  what  they  really 
needed  — immediate  and  long  term  — and 
put  together  a  plan,  eventually,  we  created 
a  portfolio  designed  not  only  for  growth  but 
also  for  a  steady  income  so  vicky  could  devote 
herself  full-time  to  her  singing. 

then  amanda  came  along,  which  gave  a  whole 
new  meaning  to  "long-term  investing." 
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Relax.  Business  on  the  Web  is  a  breeze  when 
you  use  Interland.  That's  because  Interland 
is  a  true  Web  solutions  provider.  A  one-stop 
resource  that  delivers  everything  you  need 
for  your  business  to  succeed  on  the  Web. 


From  simple  site  design  and  hosting  to  high 
volume,  secure  e-commerce.  Even  software 
application  hosting.  And  with  your  very  own 
Interland  Account  Manager  who'll  take  the 
time  to  learn  about  your  business,  you  can 
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st  assured  you'll  get  the  solutions  you  need 
henever  you  need  them.  Easily  and  affordably. 
)  take  the  worry  and  frustration  out  of  doing 
jsiness  on  the  Web  with  Interland.  It's  no 
onder  it's  the  best-kept  secret  on  the  Internet. 


interland 

We  make  the  Web  work  for  you." 

www.interland.com  •  sales@interland.com 

1.800.303.2476 
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STOCK  MARKET 


LEHMAN'S 
RAGING  BULL 


JeffApplegate 
sees  no  letup  in 
tech  stocks' 
awesome  surge 

When  Lehman  Brothers  Ine.'s 
chief  U.  S.  investment  strate- 
gist Jeffrey  M.  Applegate  criss- 
crossed the  country  two  years 
ago,  his  bold  ideas  about  making  big 
bets  in  technology  stocks  as  the  way 
to  play  the  New  Economy  were  greeted 
with   skepticism.   "Some   clients  just 
blasted  Jeff,"  recalls  Stephen  D.  Slifer, 
the  firm's  top  U.  S.  econ- 
omist, who  often  makes 
the  client  rounds  with 
Applegate.  "He  was  ask- 
ing them  to  throw  out 
everything     they     had 
learned  in  the  last  20  to 
30  years  about  how  mar- 
kets and  business  cycles 
operate.  That  can  be  dif- 
ficult to  swallow."  1.  CISCO  SYSTEMS  6.7%      joyed  through  much  of 

These    days,    Apple-      2JNTEL 6.3      the  1990s."  On  Mar.  28, 

gate,  49,  is  likely  to  be      '« ,  p.iu  MinDncvcTCMc  en      Cohen  also  reduced  her 

greeted  with  high  fives.      recommended  stock  allo- 

"If  you  followed  Jeff,  you      4:  MICROSOFT 4.7      cation  from  70%  to  65%, 

would  have  been  in  the      5.  SIEBEL  SYSTEMS  4.6      citing  the  rise  in  stock 

right  areas  of  the  mar-  b:  APPLIED  MATERIALS           «  Prices" 

ket  and  avoided  the  ar-      NOSEBLEED.  Indeed,  tech 

eas  that  didn't  perform      /.:..". —* . !:! [„.„?_ ...:.?.  stocks  have  gone  so  far 

well,"  says  Mary  Lisanti,  8.  AMERICA  ONLINE               3.7  so  fast  that  skeptics  say 

chief  investment  officer  9  EMC                                3  7  they  have  little  mooring 

for  equities  at  Pilgrim      ■-■-  — -■■"■  in  earnings  reality  and 

mutual-fund  group,  which       .!::. .  ?™. „;.„.  that  tech  investing  now 

counts  $12  billion  in  as-  data:  lehman  brothers  inc.  is  getting  more  risky. 


Applegate's 
Top  Picks 


The  top  10  holdings  of  the 

Lehman  Brothers  U.S. 

Strategy  Portfolio 

COMPANY  PERCENTAGE  OF 

PORTFOLIO 


question  for  investors  is  whether  the 
Applegate  formula  will  continue  to  be  a 
moneymaker.  "You  bet,"  says  the  trim, 
boyish  Applegate.  Seated  in  his  airy  of- 
fice overlooking  the  Hudson  River  in 
lower  Manhattan,  Applegate  declares: 
"Technology  stocks  are  the  growth 
stocks  of  our  era,  period." 

Applegate's  views  are  being  ques- 
tioned even  by  bullish  market  gurus. 
Consider  this,  say  the  tech  critics:  In 
1995,  the  largest  100  stocks  in  the  tech- 
heavy  Nasdaq  Composite  Index  traded 
at  an  average  of  23  times  trailing  earn- 
ings while  the  typical  stock  in  the  Dow 
Jones  industrial  average  traded  at  15 
times.  Today,  the  Nasdaq  100  trade  at 
161  times  trailing  earnings,  while  the 
Dow  trades  at  25  times.  "Technology 
stocks  are  finally  getting 
the  respect  they  de- 
serve," Goldman,  Sachs 
&  Co.  investment  strate- 
gist Abby  Joseph  Cohen 
recently  told  clients  on 
Mar.  16.  But,  she  added, 
"As  such,  they  no  longer 
offer  the  unique  valua- 
tion   opportunities    en- 


sets.  Adds  Peter  L.  Mitchelson,  co-man- 
ager of  the  top-performing  Sit  Large 
Cap  Growth  Fund:  "Jeff  has  helped  us 
to  make  a  lot  of  money." 

In  a  market  that  increasingly  favors 
New  Economy  stocks  one  day  and  Old 
Economy  stocks  the  next,  the  burning 


Analysts  at  Morgan  Stanley  Dean  Wit- 
ter, for  instance,  believe  there's  a  50% 
chance  that  Internet  stocks  will  experi- 
ence a  major  correction  this  year,  with 
many  issues  dropping  25%  to  50%. 

For  Applegate,  who  has  urged  in- 
vestors to  load  up  on  tech  stocks  since 


At  heart, 
Applegate  is 
more  policy 
wonk  than 
tech  guru,  and 
his  policy 
outlook  is  why 
he  has  such 
faith  in  the 
stock  market 

APPLEGATE:  FED  BELIEVER 


1993,  the  bigger  risk  is  being  left  r 
hind.  This  champion  of  the  New  E 
omy  believes  that  technology  is  at 
start   of  a   period   of  unpreceder 
growth  that  could  last  for  years, 
crucial  that  investors  be  there  big 
It's  true  that  price-earnings  ratios^ 
at  nosebleed  levels  for  many  hot  t 
nology  stocks,  but  such  traditional  r 
sures  of  valuation  are  as  useful  as 
writers  in  the  Internet  era,  his  thin  8, 
goes.  "Is  the  stock  market  riskier 
than  two  years  ago  simply  bee;jit 
prices  are  higher?  The  answer  is 
Applegate  says.  He  is  telling  Leh  lej 
clients  that  they  should  hold  809 
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assets  in  stocks  and  invest  at 
7.V,  iif  those  stocks  in  technology 
telecommunications, 
ast  investment  strategists  create 
1-bascd  portfolios  of  recommended 
:s  and  sector  weightings  based  on 
Standard  &  Poor's  500-stock  index. 
Applegate  has  taken  the  unusual 
of  creating  a  recommended  portfo- 
lade  up  exclusively  of  Internet 
g  8.  Iii  late  L999  and  earlier  this  year, 

I,  1  the  tech  rally  seemed  to  defy 
iv  and  more  cautious  investment 
s  shook  their  heads  in  disbelief, 
bgate  stuck  to  his  guns — and  it 
Off. 


His  Virtual  Economy  portfolio, 
launched  on  Nov.  29,  has  surged  66.6% 
since  then,  an  impressive  performance 
even  compared  with  the  Dow  Jones  In- 
ternet index's  42.1%  climb  in  the  same 
period.  This  year,  Applegate  figures  that 
growth  stocks  will  again  trounce  value 
issues — read  Old  Economy  stocks — for 
the  seventh  year  in  a  row. 

Aside  from  his  Virtual  Economy  port- 
folio, Applegate  compiles  the  standard 
recommended  portfolio  of  major  U.  S. 
stocks  and  sector  weightings.  But  even 
here,  in  contrast  to  his  peers,  Apple- 
gate  shuns  broad  diversification  to  make 
big  bets  on  tech  stocks,  especially  pre- 


mier names  such  as  America  Online, 
Cisco  Systems,  IBM,  Oracle,  Microsoft, 
and  Sun  Microsystems,  and  up-and-com- 
ers  like  fiber-optics  powerhouse  JDS 
Uniphase.  Technology  stocks,  plus 
telecommunications  giants  such  as  AT&T, 
Qwest  Communications,  and  Sprint, 
make  up  a  hefty  75%  of  the  portfolio, 
vs.  a  41%  weighting  in  those  two  sec- 
tors in  the  s&P  500.  The  rest  of  the 
portfolio  includes  a  few  token  Old  Econ- 
omy companies  such  as  Alcoa  Inc.  and 
Warner-Lambert  Co. 

Applegate's  tech  fever  is  so  high  that 
most  stocks  in  his  portfolio's  non-tech 
categories  are  really  tech  plays.  On  Mar. 
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17,  for  instance,  he  dumped  his  fifth- 
largest  portfolio  holding,  General  Elec- 
tric Co.,  which  was  in  the  capital-goods 
category,  and  replaced  it  with  Jabil  Cir- 
cuit Inc.,  a  designer  and  manufacturer  of 
electric  circuit  boards.  Jabil  and  two 
other  electronics  manufacturers,  Flex- 
tronics International  and  Solectron 
Corp.,  now  make  up  his  portfolio's  capi- 
tal goods  category.  As  a  result  of  its 
heavy  tech  slug,  Applegate's  portfolio 
has  consistently  beaten  the  s&P  500.  In 
1998,  the  portfolio,  which  comprises  35 
stocks,  gained  40%,  compared  with  the 
s&p's  28.6%  rise.  Last  year,  it  surged 
50.6%,  while  the  s&P  was  up  21%.  So  far 
in  2000,  the  portfolio  is  up  14.9%,  vs.  the 
S&P's  4%  gain. 

BY  COMMITTEE.  At  other  bro- 
kerage firms,  the  stocks  on 
such  recommended  lists  are 
sometimes  picked  by  commit- 
tee. At  the  very  least,  the  eq- 
uities in  recommended  portfo- 
lios are  usually  ones  rated 
highly  by  the  firm's  analysts. 
When  Applegate  arrived  at 
Lehman  in  October,  1995,  after 
being  Credit  Suisse  First 
Boston's  investment  strategist 
for  two  years,  he  says  he  felt 
stymied  by  the  firm's  policy 
that  his  stock  picks  be  exclu- 
sively those  with  Lehman  buy 


Rfi..  i 


ON  THE  RISE:  The  strategist  at  home  in  a  renovated  New  York  City  loft 


ratings.  Wanting  the  same  freedom  that 
he  had  enjoyed  during  a  nearly  six-year 
stint  as  a  money  manager  in  the  late 
1980s  and  early  1990s,  Applegate  pushed 
for  more  control.  Since  August,  1997, 
he  has  been  able  to  select  stocks  in  the 
Lehman  U.  S.  Strategy  Portfolio  without 
regard  to  whether  Lehman  analysts  cov- 
er the  stocks  or  rate  them  positively. 

At  Applegate's  urging,  Lehman  has 
created  investments  based  on  his  port- 
folios for  its  own  trading  account.  Last 
month,  Lehman  also  began  selling  the 
Virtual  Economy  portfolio  as  a  cus- 
tomized investment  portfolio  for  indi- 

HOW  APPLEGATE  STACKS  UP 


50 


40 


30 


20 


10 


PERCENT  GAIN 

ilk 


-10 


1998 


DATA:  LEHMAN  BROTHERS  INC. 


1999 


APPLEGATE 
DJIA 

S&P  500 
WILSHIRE  5000 


■1™ 


2000* 


•THROUGH  MAR.  27 


viduals  who  pony  up  $100,000  or 
The    product    is    marketed    thrc 
Lehman's  fledgling  retail  brokerage 
ness  that  targets  the  wealthy. 

Applegate's  money  management 
perience — which  he  believes  gives  | 
an  edge  in  his  present  job — was, 
enough,  at  Shearson  Lehman  Hutj 
He   came   to   the  job   from   Hutl 
where  he  first  worked  as  a  political 
alyst  in  Washington  before  being 
moted  to  the  firm's  chief  investr 
strategist.  When  Hutton  merged 
Shearson  Lehman  Bros,  in  1987, 
plegate's    position    was    eliminal 
Shearson  Lehman  already  had  ar 
vestment      strategist,      Elaine 
Garzarelli.  So  Applegate  took  anoj 
job  at  the  newly  merged  firm  to 
see  a  $1.5  billion  institutional  poi| 
lio.  Eventually,  he  missed  the  ans 
side  of  the  Street,  so  he  went  to 
as  an  investment  strategist  for  Ci 
Suisse  First  Boston  in  1993. 

At  Lehman,  Applegate's  reputa 
has  been  on  the  rise.  Last  year! 
moved  up  in  Institutional  Investor's! 
nual  analysts'  rankings,  which  are  b£ 
on  the  opinions  of  brokerage  firms  j 
stitutional  clients.  In  the  latest 
poll,  Applegate  ranked  as  the  third- 
investment  strategist:  Above  him 
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The  dawn  of  a  new  age  doesn  't  have  to  be 


the  death  of  another.  There  should  be  a  way  to  preserve 
yesterday's  business  integrity  while  bringing  it  into  the  future. 
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Technology  stocks  have  gone  so  far  so  fast  that  even  son] 
bulls  say  they  have  little  mooring  in  earnings  reality 


Goldman's  Cohen  and  PaineWebber 
Inc.'s  Edward  M.  Kerschner.  In  the  pri- 
or year,  Applegate  got  his  first  mention 
in  the  rankings,  making  the  runner-up 
list.  What  helped  to  cement  his  reputa- 
tion was  sticking  to  his  bullish  stance 
during  the  August,  1998,  stock  mar- 
ket rout  triggered 
by  the  Asian 
crisis.  Some 
market  seers 
thought  the 
crisis  would 
lead  to  a  reces- 
sion, but  Apple- 
gate,  who  had 
hiked  his  asset 
allocation  in 
stocks  from  70% 
to  80%  the  pri- 
or month,  was 
unperturbed.  His 
rationale:  The 
world's  central 
bankers  would 
take  the  necessary 
steps  to  avoid  dis- 
aster. His  forecast  was  on  the  mark: 


pushed  up  wages.  But  in  the  Internet 
Age,  the  prospect  of  higher  salaries 
simply  gives  Corporate  America  one 
more  incentive  to  shift  labor-intensive 
tasks,  such  as  purchasing,  to  the  World 
Wide  Web. 


Economy  will  continue  to  propel 
higher  even  as  product  prices  fall, 
of  PCs,  cell  phones,  and  many  other 
sumer  goods  have  declined  in  re 
years,  but  technological  advances 
enabled  companies  to  slash  overl 
costs  and  so  expand  profits  margin 
The  average  company  in  the  s&i 
dustrial  Index  saw  its  profit  maij 
jump  from  4.2%  in  1992  to  6.6%  in 
a  level  last  matched  in  1966,  and| 
plegate  expects  those  margins  to ' 
all-time  high  of  7.7%  in  2001.  Tha 
of  margin  expar 


LITTLE  BIG  MAN: 

Applegate 
(right),  with  Ills 
brother,  Chris 


should  lift  corpc 
earnings  13%  to 


in  each  of  the 
two  years,  while 
"  rise  just  5%  or 
nually,  Applegate  figures.  As  a  res 
expects  the  s&P  500  to  reach  1675 
in  the  next  12  months,  a  10%  rise 
current  levels. 

Applegate  expects  the  tech  sect 
notch  better  returns  as  the 
ings  of  big  tech  stocks  contin 
grow  twice  as  fast  as  the  res 


JEFFREY  M.  APPLEGATE 

the  market.  That  doesn't  mean  t 
By  October,  stocks  rebounded  as      BORN  Apr.  Zi,  lybU,  Irenton,  N.J.  won't  be  any  pain,  however. 

Federal  Reserve  Chairman  Alan      CHILDHOOD  Grew  up  in  suburban  New  Jer 
Greenspan  eased  rates.  sey  and  Pennsylvania,  the  younger  of  two 

virtual  world.  At  heart,  Apple-      sons   His  mother  Joan  was  a  housewife,  fa- 
gate  is  more  policy  wonk  than  tech     tner  Frank  a  Westinghouse  salesman. 


strategist  thinks  e-cornmerce  ge 
to  consumers  will  continue  to 
fer  a  shakeout,  which  is  why 
Virtual  Economy  portfolio  av 


guru,  and  his  policy  outlook  is  why       — .- : -.- that  area  and  instead  focuses  oi 


he  remains  a  raging  bull.  "The  ar- 
gument we  make  is  that  well-run 
government  policy  leads  to  high 
stock  valuations,"  he  says.  His  opti- 
mism demands  a  high  degree  of 
fith  in  the  Fed's  ability  to  continue 


EDUCATION  B.A.  American  University,  B. 
Litt.,  Oxford  University. 

FAMILY  Bachelor.  His  home  is  a  loft  in  a 
former  industrial  building  in  the  Chelsea 
section  of  Manhattan  that  he  gutted  and 
renovated  three  years  ago 


frastructure  plays.  And  while 
p-e's  don't  faze  Applegate,  a  coi 
ny's  lack  of  profits  does.  Th 
stocks  of  the  32  in  the  Virtual  E 
omy  portfolio  that  have  yet  to 
a  dime — such  as  Exodus  Comn 


"to  get  it  right,"  as  he  puts  it.  He      - - cations  and  Phone.com  Inc. — ha 


figures  the  Fed  is  likely  to  follow 
its  Mar.  21  action  with  three  more 
rate  increases  over  the  next  few 
months,  each  a  similar  25  basis 
points.  But  he  doesn't  believe  this 
degree  of  tightening  will  trigger  a 
bear  market. 

The  Fed  will  not  have  to  tighten 
further,  Applegate  says,  because 
the  dynamics  of  the  New  Economy 
will  keep  inflation  in  check.  "The  shift 
of  economic  activity  from  the  physical 
world  to  the  virtual  world  is  the  most 
deflationary  e  vent  of  our  lives,"  he 
says.  Take  today's  tight  labor  market, 
which  Greenspan  has  pointed  to  as  a 
worrisome  sign  of  potential  inflation. 
At  the  late  stages  of  past  economic  ex- 
pansions, low  unemployment  inevitably 


HOBBIES  Builds  furniture  and  collects  art. 
His  collection  ranges  from  19th  century 
Hudson  River  Valley  landscapes  to  Aborigi 
nal  totems. 


NEAR-TERM  GOAL  Take  first  two-week 
vacation  in  20  years. 

LONG-TERM  GOAL  Become  a  Broadway 
producer. 


Applegate  sees  additional  pluses  on 
the  policy  front.  The  U.S.  budget  is 
running  big  surpluses,  and  the  national 
debt  is  shrinking  fast.  Elsewhere,  in- 
creasingly open  trade  policies  are  facili- 
tating what  Applegate  terms  a  golden 
age  for  globalism. 

Meanwhile,  Applegate  believes  the 
productivity  gains  wrought  by  the  New 


meet  stringent  criteria  like 

growth  in  excess  of  200%  anni 

and  gross  margins  of  70%  or  m 

Despite  his  success,  Apple 

isn't  breaking  out  the  champ 

quite  yet.  "I  learned  early  on 

in  this  field,  you  can  be  at 

top  of  the  heap  one  moment  y 

out  of  a  job  the  next,"  he  says 

knows  his  almost  euphoric  pr< 

tions  make  him  more  vulnerable 

other  bulls. 

Applegate  won't  be  considers  -. 
world-class  market  seer  until  he  i 
rately  predicts  the  next  downturn, 
he  believes  that  call  will  be  a  long 
coming.  And  if  past  performance  is 
guide,  that's  great  news  for  investc 
By  Susan  Scherreik  in  New 
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GALAXY 


O  200 


nndil 

The  Galaxy  cabin  is  6  3"  tall  and  72'  wide,  allowing  for  three-across  seating  or  a  conference  grouping  plus  divan. 


YOU   ARE   A  PRODUCT 
OF  YOUR    ENVIRONMENT. 


CHOOSE    WISELY. 


ffers  the  comfort  and  amenities 
jeK  mess  aircraft  costing  millions  more,  as  well 
rating  costs  below  some  midsize  jets' 


With  configurations  accommodating  from  8  to  18  passengers,  the  Galaxy 
intercontinental  business  jet  is  not  only  the  world's  first  super-midsize,  it's 
also  the  world's  most  versatile,  with  over  90  possible  layouts.  This  incredible 
flexibility  is  made  possible  by  the  sheer  size  of  the  Galaxy's  wide-body 
cabin.  In  fact,  you  get  an  inch  more  cabin  height  than  in  a  GV  as  well  as 
the  cabin  length  of  a  Challenger  for  millions  less. 


\formation.  call  Roger  Sperry,  Executive  Vice  President,  8I783Z3333,  or  e-mail  rsperry.buw@galaxyaero.com.  For  a  video,  (ax  us  at  8178373862. 


Finance 


MUTUAL  FUNDS 


RETURN  OF 

THE  STOCK-PICKERS 


Actively  managed  mutual 
funds  are  trouncing  S&P 
index  funds-and  investor 
cash  is  pouring  in 

For  most  of  1999,  mutual-fund 
watchers — business  WEEK  includ- 
ed— wondered  if  the  funds'  best 
days  were  behind  them.  Most 
highly  paid  fund  managers  had  trailed 
cheap-to-operate  index  funds  for  years. 
And  cash  inflows  to  equity  funds  had 
also  been  trending  downward  for  sev- 
eral years  as  investors  sought  zippier 
performance  in  other  ways,  such  as  on- 
line trading. 

Then  the  mutual  funds — riding  the 
tech  boom  and  Internet  wave — built  an 
incredible  head  of  steam  in  the  fourth 
quarter.  That  allowed  dozens  of  funds  to 
amass  triple-digit  returns  for  the  year 
and  enabled  hundreds  more  to  trounce 
the  Standard  &  Poor's  500-stock  index. 
MOMENTUM.  That  changed  everything. 
Once  investors  got  a  look  at  the  yearend 
numbers,  they  started  throwing  money 
at  funds  faster  than  you  can  say 
E*Trade.  They  poured  in  some  $40  bil- 
lion in  net  new  money  in  January  and  an 
estimated  $60  billion — by  far  a  one- 
month  record — in  February.  "We're  on 
our  way  to  a  $150  billion  quarter,"  says 
fund  analyst  Avi  Nachmany  at  Strategic 
Insight  Inc.  That's  not  much  less  than 
the  equity  funds  took  in  for  all  of  last 
year.  "The  momentum  is  incredible." 

That  momentum  should  keep  up  as 
long  as  fund  investors  are  rewarded. 
And  so  far  this  year,  the  payoff  is  there. 
The  average  U.  S.  diversified  equity  fund 
gained  9.82%  in  the  first  quarter,  in- 
cluding dividends  and  capital  gains 
through  Mar.  27.  That's  2.5  times  the 
s&p  500's  return.  International  funds 
gained  4.9%  for  the  quarter,  while  the 
eafe  Index,  the  major  benchmark  for 


The  Best  Funds 

Tech,  health,  and  small  caps  ride  high 


TOTAl 

RETURN* 

TOTAL  RETU 

FRONTIER  EQUITY 

112.95% 

CALAMOS  GROWTH  A 

45. 

ALPHA  ANALYTICS  DIGITAL  FUTURE 

68.65 

NEVIS 

45.' 

PBHG  NEW  OPPORTUNITIES 

63.31 

BJURMAN  MICRO-CAP  GROWTH 

45.; 

AMERICAN  HERITAGE 

61.54 

MUNDER  FUTURE  TECHNOLOGY  A 

44.! 

FIRSTHAND  TECHNOLOGY  VALUE 

60.99 
57.92 

PIMCO  TARGET  C 

44.1 

FIRSTHAND  TECHNOLOGY  INNOVATORS 

VAN  KAMPEN  TECHNOLOGY  B 

44.1 

RYDEX  ELECTRONICS  INV. 

56.41 

BLACKROCK  MICRO-CAP  EQUITY  INV.  B 

44.' 

KOPP  EMERGING  GROWTH  A 

56.01 

GREEN  CENTURY  BALANCED 

43. f 

BERKSHIRE  FOCUS 

55.60 

FIRST  AMERICAN  TECHNOLOGY  A 

43.' 

PBHG  SELECT  EQUITY 

55.31 

BONNEL  GROWTH 

43.' 

MUNDER  FRAMLINGTON  HEALTHCARE  B 

53.89 

PIMCO  INNOVATION  C 

43.; 

FIRSTHAND  COMMUNICATIONS 

53.65 

NORTHERN  TECHNOLOGY 

43.( 

RED  OAK  TECHNOLOGY  SELECT 

53.37 

HENLOPEN 

42.S 

IVY  EUROPEAN  OPPORTUNITIES  A 

53.01 

ORBITEX  INFO-TECH  ft  COMMUNICATIONS  B 

41.! 

FIDELITY  SELECT  ELECTRONICS 

52.89 

FORTIS  ADVANTAGE  CAPITAL  APPRECIATION 

41.; 

PIN  OAK  AGGRESSIVE  STOCK 

52.76 

AIM  SMALL  CAP  OPPORTUNITIES  A 

4i.; 

FRANKLIN  BIOTECHNOLOGY  DISCOVERY  A 

52.45 

RS  MICROCAP  GROWTH 

41.' 

DRESDNER  RCM  BIOTECHNOLOGY  H 

51.00 

FIRSTHAND  TECHNOLOGY  LEADERS 

4i.; 

ORBITEX  HEALTH  &  BIOTECHNOLOGY  B 

50.87 

SCUDDER  TECHNOLOGY 

4i.; 

ORBITEX  GROWTH  A 

49.53 

INVESCO  TECHNOLOGY  II 

4i.; 

PROFUNDS  ULTRAOTC  INV. 

49.42 

SCHRODER  MICRO  CAP  INV. 

40j 

PBHG  TECHNOLOGY  &  COMMUNICATIONS 

49.31 

FEDERATED  COMMUNICATIONS  TECHNOLOGY  B  40 .i 

PAYDEN  &  RYGEL  EUROPEAN  AGGR.  GROWTH 

49.24 

RESERVE  SMALL-CAP  GROWTH  R 

40.' 

GRAND  PRIX  A 

47.97 

AMERICAN  CENTURY  GIFTRUST  INV. 

40.;- 

WESTCORE  SMALL  CAP  GROWTH 

45.79 

PILGRIM  GROWTH+VALUE  B 

40.1 

'Appreciation  plus  reinvestment  of  dividends  and 

capital  gains 

before  taxes,  Jan.  1  through  Mar.  27,  2000 

DATA:  MORNINGSTAR  INC. 


global  investing,  was  fiat.  The  all-equity- 
fund  average — which  includes  interna- 
tional and  specialty  funds — is  impres- 
sive as  well,  up  8.25%.  Mutual-fund 
performance  data  are  prepared  for  BUSI- 
NESS week  by  Morningstar  Inc. 

Returns  from  bond  funds  are  also 
positive  this  quarter,  thanks  to  falling 
long-term  interest  rates.  Taxable  funds 
earned  an  average  1.11%  total  return, 
and  tax-free  funds,  2.06%  (table,  page 
198).  Still,  in  the  face  of  buoyant  equity 


returns,  no  one  cares  about  bond  ft 
and  more  money  continues  to  flow 
of  them  than  comes  in.  The  real  bi 
spot  in  bond  funds:  convertible  ft 
which  act  a  lot  like  equities.  Conver 
funds  are  up  12.87%  for  the  quarte 

Instead  of  bond  funds,  investors 
ing  safety  are  opting  for  money-ms 
funds.  Money  funds  have  picket L 


more  than  $100  billion  in  new  cash 


year.  Money  funds,  which  have  virt  *- 


An  estimated  $60  billion  in  new  money  flowed  into 
funds  in  February-a  one-month  record  by  far 


no  principal  risk,  are  yielding  ar<  }J '■"•"• 

:: 
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What  if  opportunity  knocks 
and  you're  not  home? 


To  find  out  how 

you  can  get 

$100 

when  you  open  a 

Fidelity.  Brokerage 
Account* 

Visit  FIDELITY.COM  today. 


Fidelity 


Investments" 


PowerstreetSM  now  lets  you  trade  from  virtually 
anywhere  on  your  Palm  VII™  handheld  computer. 

PowerstreetSM  gives  you  a  new  way  to  keep  on  top  of  the  market. 
Using  our  lnstantBrokerSM  technology  and  the  state-of-the-art  Palm  VII™ 
handheld  computer,  you  not  only  get  real-time  quotes  and  information, 
you  can  actually  buy  and  sell  stocks  from  virtually  anywhere  in  the  U.S. 
(Of  course,  you  can  always  still  trade  by  PC,  phone,  or  pager.) 

Visit  FIDELITY.COM/GOTO/WIRELESS  for  more  details. 


Powerstreet 

ONLINE  TRADING®  FIDELITY.COM 


WE  HELP  YOU  INVEST  RESPONSIBLY' 


'aim  VII  is  the  trademark  of  Palm,  Inc.  (or  its  subsidiaries),  an  independent  company  that  is  not  affiliated  with  Fidelity. 

Offer  valid  only  for  individual  or  joint  Ultra  Service  Accounts  for  customers  establishing  a  Fidelity  Ultra  Service  Account  for  the  first  time.  Offer  is  not 

■alid  for  retirement  accounts  (including  IRAs,  SIMPLE  accounts,  KEOGH  plans,  401  (k)s,  403(b)s,  etc.),  business  accounts,  trust  accounts,  college 

ivestment  trust  accounts,  and  accounts  managed  by  Strategic  Advisers,  Inc.  Account  must  be  established  no  later  than  4/30/2000.  Employees  of 

:idelity,  its  affiliates,  and  members  of  their  immediate  families  and  households  are  not  eligible  for  this  offer.  Limit  one  coupon  per  household.  This 

oupon  paqe  must  be  submitted  with  a  printed  application.  Account  must  be  maintained  for  a  minimum  of  6  months.  Please  allow  approximately  four 

i/eeks  for  the  $100  to  be  credited  to  your  new  Ultra  Service  Account.  Fidelity  reserves  the  right  to  terminate  this  offer  at  any  time.  Not  valid  in 

onjunction  with  any  other  special  offer. 

'he  minimum  initial  deposit  to  establish  a  Fidelity  Ultra  Service  Account  is  $5,000.  The  minimum  initial  deposit  is  $30,000  for  cash  management 

eatures  such  as  check  or  charge  card,  unlimited  check  writing,  or  electronic  bill  payment.  See  fidelity.com  for  details  on  services  and  mimmums. 

idelity  reserves  the  right  to  terminate  this  offer  at  any  time.  Offer  is  not  transferable  and  is  not  valia  in  conjunction  with  any  other  special  offer. 

idelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC.  98490 
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NEW  DAY 


"Conventional  wisdom  says 
big  funds  can't  dance,"  says  one  analyst. 
"But  they're  dancing  now" 


Big  Returns  at  Big  Func 


FUND 


NET  ASSETS 

BILLIONS 


TOl 

ret; 


5.4%,  and  some  observers  think  they'll 
hit  6%  as  the  Federal  Reserve  keeps 
raising  rates  to  slow  the  economy.  That 
makes  money  funds  tough  competition 
for  bond  funds,  where  the  net  asset  val- 
ue can  fluctuate. 

Most  of  that  mutual-fund  cash  is  run- 
ning toward  the  sort  of  funds  that  have 
already  posted  big  returns.  The  biggest 
recipients  are  large-,  mid-,  and  small- 
cap  growth  funds,  technology  funds,  and 
international  funds,  all  following  last 
year's  strong  returns.  That  sets  off  an- 
other spurt  of  performance  as  managers 
put  the  new  cash  to  work  in  the  same 
Net,  biotech,  or  Asian  stocks  that  have 
worked  so  well  for  them. 

A  big  chunk  of  this  year's  new  cash  is 
flowing  into  relatively  few  fund  compa- 
nies. That's  not  much  different  from  last 
year.  Fund-flow  watcher  Robert  Adler 
of  amg  Data  Services  in  Areata,  Calif., 
says  that  over  40%  of  February's  cash 


FIDELITY  MAGELLAN 

VANGUARD  500  INDEX 

INVESTMENT  COMPANY  OF  AMERICA 

WASHINGTON  MUTUAL  INVESTORS 

FIDELITY  CONTRAFUND 

JANUS 

JANUS  WORLDWIDE 


$100.8 
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flow  went  to  just  four  compa- 
nies: Fidelity,  Vanguard,  Put- 
nam, and  Janus. 

Janus  Funds  group,  whose 
U.S.  diversified  funds  earned 
an  average  76.5%  during  1999, 
is  still  pumping  iron.  Flagship 
Janus  Fund  is  up  14.39%,  the      FIDELITY  GROWTH  *  INCOME  42.3 

more  concentrated  Janus  Twen-      AMERICAN  CENTURY  ULTRA  INVESTORS       42.2  1 1.4 

ty,  12.43%,  and  the  globally  di- 
versified   Janus    Worldwide, 

16.63%.  Those  three  together      JWIUSTWEMTY....  ,...3.7.:2.. 

have  more  than  $125  billion.  EUR0PACIFIC  GROWTH  34.5 


FIDELITY  GROWTH  COMPANY 


37.6 


28.4 

Til 


"Conventional  wisdom  says 
big  funds  can't  dance,"  says 
Edward  S.  Rosenbaum,  direc- 
tor of  research  for  Lipper  Inc.  "But 
they're  dancing  now."  Indeed,  it's  not 
only  the  big  Janus  portfolios  (table). 
The  $37.6  billion  Fidelity  Growth  Com- 
pany Fund  packed  a  28.43%  return  so 
far  this  year,  on  top  of  last  year's  79.5%. 

Fidelity  Investments  is  off  to  a  run- 


The  Worst  Funds 

Japan,  gold, 

and  value  funds  scrape  bottom 

TOTAL  RETURN* 
PR0FUNDS  ULTRASHORT  0TC  INV.                -46.58% 

TOTAL  RETURN* 

CAPSTONE  NEW  ZEALAND 

-13.64% 

WARDURG  PINCUS  JAPAN  SMALL  CO.  COMM. 

-25.73 

FIDELITY  JAPAN  SMALLER  COMPANIES 

-13.47 

WARBURG  PINCUS  JAPAN  GROWTH  COMM. 

-25.05 

ICON  ASIA  REGION 

-13.44 

RYDEX  ARKT0S  INV. 

-24.55 

VAN  ECK  GOLD/RESOURCES  A 

-13.19 

POTOMAC  0TC/SH0RT 

-24.37 

USAA  GOLD 

-13.04 

MIDAS 

-22.06 

GAM  PACIFIC  BASIN  A 

-12.77 

RYDEX  CONSUMER  PRODUCTS  INV. 

-21.23 

WRIGHT  EQUIFUHD-JAPAN 

-12.71 

RYDEX  BASIC  MATERIALS  INV. 

-18.70 

SMITH  BARNEY  PACIFIC  B 

-12.66 

FPA  PARAMOUNT 

-18.61 

AXP  PRECIOUS  METALS  A 

-12.39 

MIDAS  INVESTORS 

VANGUARD  GOLD  8  PRECIOUS  METALS 

-18.11 
-17.72 

OAKMARK 1 

-12.32 

OPPENHEIMER  GOLD  &  SPECIAL  MINERALS  A 

-12.24 

AIM  JAPAN  GROWTH  A 

-17.33 

SUNAMERICA  DOGS  OF  WALL  STREET  II 

-12.17 

U.S.  GLOBAL  INVESTORS  GOLD  SHARES 

-16.67 

POTOMAC  SMALL  CAP/SHORT 

-12.11 

LIBERTY-NEWPORT  JAPAN  OPPORTUNITIES  ( 

1-16.51 

EVERGREEN  PRECIOUS  METALS  A 

-11.95 

U.S.  GLOBAL  INVESTORS  WORLD  GOLD 

-16.48 

RIGHTIME  SOCIAL  AWARENESS 
INVESCO  PACIFIC  BASIN 

-11.83 
-11.56 

GABELLI  GOLD 

-15.57 

MATTHEWS  KOREA  1 

-15.33 

SCUDDER  GOLD 

-11.52 

LEXINGTON  G0LDFUND 

-15.20 

FIDELITY  ADVISOR  JAPAN  T 

-11.31 

PHOENIX-ENGEMANN  VALUE  25  A 

-15.18 

FRANKLIN  GOLD  A 

-11.20 

WEITZ  HICKORY 

AMERICAH  CENTURY  GLOBAL  GOLD  INV. 

-14.88 
-14.18 

AMSOUTH  SELECT  EQUITY  TRUST 

-10.85 

FIDELITY  SELECT  FOOD  &  AGRICULTURE 

-10.79 

RYDEX  PRECIOUS  METALS 

-14.00 

FIDELITY  JAPAN 

-10.78 

FIDELITY  SELECT  INDUSTRIAL  MATERIALS 

-14.00 

YACKTMAN  FOCUSED 

-10.71 

FIDELITY  SELECT  GOLD 

-13  80 

YACKTMAN 

-10.53 

VAN  ECK  INTL.  INVESTORS  GOLD  A 

-13.79 

OSHAUGHNESSY  CORNERSTONE  VALUE 

before  taxes,  Jan.  1  through  Mar.  27,  2000 

-10.51 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains 

DATA:  MORNINGSTAR  INC. 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before 
taxes,  Jan.  1  through  Mar.  27,  2000  DATA:  MORNINGSTA 


ning  start.  Jim  Lowell,  editor  of  F 
ty  Investor,  says  some  50  Fidelity 
ty  funds  are  beating  the  s&p  500.  1 
impressive,  he  adds,  considering  th 
of  Fidelity's  20  largest  holdings  a 
the  red  this  quarter.  "They're  ge 
that  performance  by  moving  belov 
large-cap  belt  into  small-  and  mic 
companies,"  says  Lowell.  "They're 
an  amazing  job  picking  stocks." 
EXPERT  HELP.  Indeed,  stock-pickii 
back  in  vogue.  AMG's  Adler  says  ii 
trywide  large-cap  index  funds — m 
S&P  500  funds — are  getting  only  4 
new  cash  this  year,  vs.  42%  in  '99 
that's  not  all.  In  four  of  the  pas 
weeks,  more  money  came  out  of  i 
funds  than  went  in.  "The  dollars 
out  are  not  large  yet,"  says  Adler. 
until  now,  there  have  never  been] 
consecutive  weeks  of  outflow,  eith 
No  wonder  Vanguard   Group, 
No.  2  fund  company  and  premier 
veyor  of  index  funds,  is  also  turni 
stock-picking  managers  for  help, 
guard    recently    announced    that 
Funds'  Turner  Growth  Equity  Funi 
20.3%  this  year  and  40.7%  in  1999, 
plans  to  reorganize  as  the  Vang 
Growth  Equity  Fund.  Vanguard 
hired  institutional  investors  Grant 
Mayo,  Van  Otterloo  &  Co.  to  launc 
Vanguard  U.S.  Value  Fund  and 
over  a  portion  of  the  Vanguard  E 
er  Fund.  'Vanguard  needs  some  hii 
tane  small-cap  funds  now  that  Prim 
and  Capital  Opportunities  are  clos< 
new  investors,"  says  Daniel  R  Wi 
editor  of  The  Independent  Advise 
Vanguard  Ftinds.  Indeed,  many 
panies  are  shutting  the  doors  to 
best-performing  funds  to  preve 
that  money  from  swamping  the 
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Finance 


Bond-Fund  Leaders 


TAXABLE  FUNDS 


TOTAL  RETURN' 


CONSECO  CONVERTIBLE  SECURITIES  A  23.34% 

VAN  KAMPEN  HARBOR  A  21.78 

FIDELITY  CONVERTIBLE  SECURITIES  20  39 

PILGRIM  CONVERTIBLE  C  19  77 

VANGUARD  CONVERTIBLE  SECURITIES  18 .58 


TAX-FREE  FUNDS 


TOTALRETURN* 
SAFECO  CALIF.  TAX-FREE  INCOME  5  14% 

SAFECO  INSURED  MUNICIPAL  BOND  4.93 

EXCELSIOR  LONG-TERM  TAX-EXEMPT  4.59 

SELIGMAN  MUNICIPAL  CALIF.  QUALITY  A  4.45 

SMITH  BARNEY  CALIF.  MUNICIPALS  A  4  14 


MSDW  CONVERTIBLE  SECURITIES  B  18.15 

ARISTON  CONVERTIBLE  SECURITIES  17.60 

NATIONS  CONVERTIBLE  SECURITIES  INV.  A  16.87 

ROC KH AVE N  PREMIER  DIVIDEND  15  73 

AMERICAN  CENTURY  TARGET  MAT.  2025  INV.  15.16 


FRANKLIN  ARIZ.  INS.  TAX-FREE  INCOME  A  4.12 

VAN  KAMPEN  CALIF.  INSURED  TAX-FREE  A  4  11 

SMITH  BARNEY  MANAGED  MUNICIPALS  A  4.08 

SELIGMAN  MUNICIPAL  MO.  A  3  96 

SELIGMAN  MUNICIPAL  CALIF.  HIGH-YIELD  A  3  92 


TAXABLE  FUND  AVERAGE 


1.10 


TAX-FREE  FUND  AVERAGE 


2.06 


"Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan. 

DATA:  MORNINGSTAR  INC. 


through  Mar.  27,  2000 


agers'  ability  to  invest  it  effectively. 

Maybe  Vanguard  ought  to  look  to  its 
neighbor  in  the  Philadelphia  suburbs, 
PBHG  Funds.  The  $28  billion  fund 
group — which  specializes  in  investing  in 
high-growth,  high-risk  companies — is 
looking  smart  again  after  a  few  years  in 
the  doghouse  (page  200). 

This  quarter's  best  and  worst  funds 
aren't  much  different  from  last  year's 
(tables,  pages  194,  196).  Tech,  biotech, 
and  small-cap  growth  funds,  which  in- 
vest in  tech  and  biotech,  dominate  the 
winners'  list. 

Although  there  are  plenty  of  tech- 
nology funds,  not  one  of  the  top  50 — and 
only  one  of  the  top  100 — has  "Internet" 
in  its  name.  "An  Internet  fund  is  not 
really  a  tech  fund,"  says  Kevin  Landis,  a 
portfolio  manager  for  FirstHand  Funds, 
which  placed  four  of  its  funds  in  the 
top  50.  "Net  funds  end  up  owning  a  lot 


of  dot-com  companies,  and  they're  trying 
to  establish  brand  names,  not  technolo- 
gies." Most  Net-specific  funds  are  up 
around  18%  to  20%  this  year,  well  below 
the  32.32%  average  return  for  technolo- 
gy funds  (table). 

Health  funds  ran  up  more  than  50% 
in  the  first  two  months  of  the  year  but 
took  sick  in  March.  Still,  for  the  quarter, 
they're  up  20.5%.  The  bug  that  felled 
them  was  a  massive  sell-off  in  biotech 
stocks  after  investors  wrongly  took  com- 
ments by  President  Clinton  to  mean 
that  the  government  opposed  the 
patenting  of  human  genes.  Kurt  von 
Emster,  who  runs  Franklin  Biotechnol- 
ogy Discovery  Fund,  takes  the  volatility 
in  stride:  "Sure,  the  industry  is  down 
40%  in  the  past  three  weeks,  but  we're 
still  up  180%  for  the  past  12  months." 

The  top  performer  for  the  quarter  is 
Frontier  Equity,  a  small-cap  growth  fund 


How  the  Fund  Groups  Fared 

Another  big 

win  for  technology  investors 

TOTAL  RETURN* 

TOTAL  RETURN* 

TECHNOLOGY 

32.32% 

NATURAL  RESOURCES 

4.31% 

MID-CAP  GROWTH 

26.10 

FOREIGN 

3.68 

SMALL-CAP  GROWTH 

24.09 

DOMESTIC  HYBRID 

2.77 

HEALTH 

20.50 

INTERNATIONAL  HYBRID 

2.09 

COMMUNICATIONS 

19.48 

REAL  ESTATE 

0.62 

LARGE-CAP  GROWTH 

13.05 

MID-CAP  VALUE 
LARGE-CAP  VALUE 

0.53 
-0.48 

EUROPE 

12.13 

LATIN  AMERICA 

11.06 

FINANCIAL 

-1.50 

SMALL-CAP  BLEND 

11.04 

DIVERSIFIED  PACIFIC/ASIA 

-3.87 

DIVERSIFIED  EMERGING  MARKETS 

9.42 

JAPAN 

-10.37 

UTILITIES 

8.07 

PRECIOUS  METALS 

-13.10 

WORLD 

MID-CAP  BLEND 
PACIFIC/ASIA  EX-JAPAN 
LARGE-CAP  BLEND 
SMALL-CAP  VALUE 


U.S.  DIVERSIFIED  FUNDS 

9.82 

ALL  EQUITY  FUNDS 

8.25 

S&P  500 

3.92 

7.73 

7.32 

7.13 

4.85 

i  -j-j  *Appreciation  plus  reinvestment  of  dividends  and  capital 

gains  before  taxes,  Jan.  1  through  Mar.  27,  2000 

DATA:  MORNINGSTAR  INC. 


with  a  blistering  112.95%  on  top  of 
year's  149%.  But  don't  put  it  on 
buy  list  yet.  It's  a  $2  million  fund  wl 
stiff  8%  front-end  load.  Last  year,) 
penses  were  19.7%  of  assets,  though 
folio  manager  James  Fay  says  the 
now  large  enough  that  the  expense 
should  drop  into  single  digits.  Even 
its  recent  rocket-like  performance, 
tier  Equity  is  the  worst  small-cap 
fund  over  the  past  five  years,  accor 
to  Morningstar.  business  week's  Mi; 
Fund  Scoreboard  gives  the  fund 
signifying  poor  risk-adjusted  return^ 
SEESAW.  The  quarter's  No.  2  fundi 
pha  Analytics  Digital  Future,  up  68.([ 
is  also  obscure.  There's  not  much 
ry  to  it,  either,  since  the  fund  opene 
Dec.  22  and  has  just  $3.2  million  in 
sets.  This  fund  won't  be  weighed  d| 
by  high  expenses,  however.  Alpha 
lytics   Investment  Group,  the  fu 
manager,  capped  expenses  at  1.3%. 

It's  not  unusual  for  the  strongest 
formers  from  one  period  to  jump  tc| 
losers  list  in  a  subsequent  periodf 
deed,  funds  investing  in  Japan  are  d| 
just  that.  They're  down  10.37%f 
quarter  after  a  blistering  123.1%  rel 
last  year.  Weitz  Hickory,  a  small| 
blend  fund  with  an  A  rating  from 
ness  WEEK,  is  also  in  the  loss  colj 
this  quarter,  down  14.88%.  "There 
been  very  little  fundamental  new^ 
any  of  my  companies  that  suggests 
should  go  down,"  says  portfolio  manf 
Richard  F.  Lawson,  who  is'  sticking  j 
his  stocks.  "They  were  cheap  he\ 
and  they're  even  cheaper  now." 

Then  there  are  value  funds  sue 
Oakmark  I,  Yacktman,  and  YVk. 
mount,  which  invest  in  arguably  cH 
stocks  that  have  been  getting  cheJ 
for  years.  Oakmark  had  $9  billion  f 
years  ago,  but  between  portfolio 
and  investors  cashing  out,  it's  doT! 
less  than  $4  billion.  So  on  Mar.  21, 
mark  replaced  portfolio  manager  Ro| 
J.  Sanborn  with  William  C.  Ny| 
who  also  runs  Oakmark  Select  I,  a 
ue  fund  that  has  made  money  diifr, 
the  bear  market  for  value  stocks. 

Actually,  value-fund  performance 
picked  up  of  late.  Large-cap  value  ft 
were  down  nearly  9%  in  January  ^  ; 
February,  and  they're  now  about  e 
for  the  quarter.  Perhaps  that  will  s 
the  outflow  of  cash,  but  it's  nomBT£L 
strong  enough  to  lure  investors  ff 
from  the  high-flying  growth  funds. 
By  Jeffrey  M.  Laderman  hi  New  1  ji    . 
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BusinessWeek  ONLINE, 


See  our  mutual  fund  scoreboard  at 
www.businessweek.com/investor/ 
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experience  e-transformation 

Capitalize  on  the  promise  of  E-business.  Create 
quantifiable  value,  drive  long-term  advantage, 
deliver  results  throughout  the  enterprise.  Get  the  tools 
you  need:  eBusiness  Conference  and  Expo. 

Take  a  good  look  at  E-business  reality. 

At  fresh  ideas.  New  solutions.  Gain  insights  from 
revealing  and  honest  enterprise-class  case  studies. 
Learn  practical,  hands-on  techniques  for  everything 
that  matters,  from  personalization  to  CRM,  customer 
service  to  security.  Develop  end-to-end  E-business 
strategies  for  building  value. 

eBusiness  Conference  and  Expo. 

Brought  to  you  by  a  team  singularly  qualified  to 
demystify  today's  E-business  reality:  the  experts  at 
BusinessWeek  and  InhrmationWeek. 

If  it's  your  job  to  make  E-business  work, 
don't  miss  this. 

wvrw.ebusinessexpo.com 

To  register  by  phone  or  for  more  information,  call 
800  652-2578  or  to  exhibit  call  212  592-8466 
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Finance 


PILGRIM'S  (BUMPY)  PROGRESS 


M 


Ianagers  at  Pilgrim 
Baxter  &  Associates 
Ltd.  know  a  thing  or 
two  about  volatility.  As  of 
the  end  of  1999,  Pilgrim 
Baxter  was  the  largest  in- 
stitutional investor  in  soft- 
ware company  MicroStrate- 
gy  Inc.,  according  to 
Securities  &  Exchange 
Commission  filings,  with 
nearly  3.6  million  shares. 
On  Mar.  20,  MicroStrategy 
announced  that  it  would  re- 
state revenue  and  earnings 
for  the  past  two  years — and 
the  stock  plunged  over  60% 
in  one  day. 

So  did  that  announce- 
ment have  Pilgrim  Baxter 
Chief  Investment  Officer 
Gary  L.  Pilgrim  pulling  his 
hair  out?  Not  quite.  "This 
is  standard  fare  for  the 
world  we  live  in,"  Pilgrim 
says.  But  he  declines  to  say 
whether  he  has  sold, 
bought  more,  or  is  simply 
sitting  tight  with  his  exist- 
ing stake. 

That  sort  of  iron  stomach 
has  paid  off  richly  for  Pil- 
grim Baxter  lately.  The  firm,  which 
specializes  in  small-  and  mid-cap 
stocks,  has  been  on  a  roll  since  small- 
cap  stocks — high-technology  plays  in 
particular — rocketed  in  1999.  Even 
after  MicroStrategy's  swan  dive,  the 
firm  was  still  up  381%  on  its  invest- 
ment. So  despite  the  occasional 
blowup,  the  returns  of  PBHG,  Pilgrim 
Baxter's  funds  group,  have  been 
downright  spectacular  (table).  One 
fund,  New  Opportunities — piloted  by 
27-year-old  Frank  "Quint"  Slattery — 
is  beyond  spectacular,  up  over  750% 
in  its  13-month  history  (BW — Mar. 
6).  The  fund  was  closed  to  new  in- 
vestors in  November,  but  Slattery's 
Select  Equity  remains  open. 

Those  fat  returns  have  triggered  a 
flood  of  new  money,  with  total  assets 
at  the  firm  ballooning  to  $28  billion. 
That's  quite  a  comeback  from  just  a 
year-and-a-half  ago.  From  the  end  of 
1996  to  the  fall  of  1998,  Pilgrim  Bax- 
ter saw  assets  under  management 
shrivel  from  $20  billion  to  $11  billion. 
The  primary  culprit:  the  continued 
dominance  of  large-cap  growth  stocks 


PILGRIM:  Volatility  is  "standard  fare  for  the  world  we  live  in" 


and  the  relative  underperformance  of 
their  smaller  brethren.  But  despite 
the  drubbing  in  the  market,  Pilgrim 
Baxter  stuck  to  its  small-  and  mid- 
cap  focus.  "It's  a  bumpy  road,"  Pil- 
grim says  of  investing  in  small,  fast- 
growing  companies.  "The  bumps 
aren't  because  we 
are  geniuses  one  day 
and  dopes  the  next. 
It's  the  asset  class." 

In  fact,  the  past 
few  years  have  been 
more  than  bumpy 
for  Pilgrim  Baxter. 
In  late  1997,  the 
company  hired  for- 
mer Fidelity  execu- 
tive Paul  J.  Hondros 
to  lead  an  aggres 


Plump  Returns  from 
PBHG's  Largest  Funds 


FUND 


GROWTH 

TECHNOLOGY* 
COMMUNICATIONS 

SELECT  EQUITY 


EMERGING 
GROWTH 


sell  the  fund  operation  to 
Nationwide  Financial  Ser 
vices  Inc.  But  as  Pilgrim 
Baxter's  performance  contil 
ued  to  suffer  and  investorsl 
pulled  money  out  of  the 
firm,  the  deal  collapsed  in 
the  fall  of  1998.  That  led  t 
Hondros'  exit  and  a  brake 
on  growth  plans.  Even  mo: 
turmoil  came  in  1999  as  se 
eral  top  PBHG  managers  le 
Pilgrim  Baxter's  recent 
hot  streak  makes  all  that 
nastiness  seem  like  a  dis- 
tant memory.  Flagship  pbh 
Growth  Fund,  managed  by 
Gary  Pilgrim,  was  up  92.4' 
last  year,  besting  the  Stan 
dard  &  Poor's  500-stock  in 
dex  by  71.4  points.  Compai 
that  with  1998,  when  the 
fund  was  up  just  0.6%,  trai 
ing  the  S&P  by  28  points. 
"The  temptation  to  change 
your  stripes  when  the  mar-  '& 
ket  is  not  going  your  way  i 
very,  very  strong,"  says  Ec 
ward  S.  Rosenbaum,  direc- 
tor of  research  at  fund 
tracker  Lipper  Inc.  "They 
are  reaping  the  benefits  of 
consistency  and  survivorship." 
FOR  SALE?  That  sort  of  performance 
of  course,  makes  Pilgrim  Baxter  a 
more  valuable  asset  should  uam  de 
cide  to  put  the  company  on  the  bloc] 
again.  Alexander  Paris  Jr.,  director 
of  research  at  Barrington  Research 
Associates  Inc.  in 
Chicago,  figures  Pil- 
grim Baxter  could 
fetch  more  than  $1 
billion  if  it  were 
sold — money  that 
could  be  used  to  lo 
er  UAM's  debt.  "I 
could  see  [a  sale] 
happening  for  the 
right  price,"  says 
Paris.  A  spokesman 
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TOTAL  RETURN* 

2000**       1999 


39.5%    92.4% 


49.3 


243.9 
160.9 


30:.7. 4.8:.3. for  UAM  declined  to 

sive  expansion  of  the      LARGE  CAP  20  29.8      102.9         comment.  Sale  or  n 


firm's  retail-sales  ef- 
fort. That  was  fol- 
lowed in  1998  by  ne- 
gotiations by  Pilgrim 
Baxter's  parent, 
United  Asset  Man- 
agement Corp.,  to 


NEW 
OPPORTUNITIES 


63.3      433.5* 


'Appreciation  plus  reinvestment  of 

dividends  and  capital  gains  before  taxes 
**  Through  Mar.  27 
***Fund  started  Feb.  12, 1999 

DATA:  M0RNINGSTAR  INC. 


sale,  however,  Pil- 
grim Baxter  and  its 
investors  will  contin-j 
ue  to  ride  the  small- 
cap  roller-coaster. 
By  Amy  Barn 
in  Pltiladelphii 
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OOKING   FOR 
BETTER  WAY 
TO  TRACK 
A  STOCK! 


First  there  were  delayed  quotes, 
en  real  time  quotes.  Now  there's 
>ck  Pulse  —  one  of  the  most 
danced  stock  tracking  tools  ever 
ide  available  to  investors. 

The  real  beauty  of  Stock 
Ise  is  its  simplicity.  It  provides 
j  with  dynamic,  real-time 


streaming  quotes.  But  unlike  other 
tracking  tools,  Stock  Pulse  presents 
them  to  you  in  a  graphical  format. 
Which  means  you  can  see  at  a 
glance  just  how  a  particular  stock,  or  a 
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group  of  stocks,  is  trending. 

Some  day,  all  investors  will  have 

tools  as  advanced  as  Stock  Pulse. 

But  right  now,  only  NDB  customers 

have  it.  You  see,  Stock  Pulse  is  just 
another  way  in  which  National 
Discount  Brokers  is  making  online 
trading  easier  for  everyone. 

For  more  information  or  to  open 
an  account  with  us,  visit  our  web  site 
at  ndb.com  or  call  1-800-4-1 -PRICE. 

-Ranked  #  1  by  Barron 's* 

Because  if  you're  thinking  about 
going  with  any  other  online  broker, 
you're  way  off  track. 


v  v^  3/00,  The  Best  Onllno  Brokers "  "Other  products  and  services  are  available  at  othi 


' 


)ly  System  availability,  trade  execution  and  reporting  limes  may  vary  due  to  market  volatility  volume 
B  does  not  provide  tox,  legal  or  Invt  NDB  has  relationships  with  varum 

products  and  services  are  offered  through  NDB  NDI  ^.count  Brokers  (  ii 

amon's  is  a  registered  trademark  of  Dow  Jones  &  Company  I 

ndb.com     I -800-4- I -PRICE 


as.  Trade  volume  discounts  may 

i  performance  and  other  factors 

l -I  market  data  vendors 

ny  NDB  is  member  NASD/SIPC 


NATIONAL  DISCOUNT  BROKERS 

We    take    you     under    our    wing. 
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BANKS 


THE  HEAVYWEIGHTS  LINE 
UP  TO  GET  EVEN  HEAVIER 

As  banks  race  to  expand  service,  a  new  round  of  deals  is  likely 


Deutsche  Bank's  agreement  to  ac- 
quire German  rival  Dresdner  Bank 
for  $31  billion  didn't  sit  well  with 
everybody.  Investors  skeptical  about 
Deutsche's  ability  to  cut  costs  have 
pounded  down  its  share  price  by  some 
20%  since  the  deal  was  announced  on 
Mar.  9.  But  it  sure  got  banking  execu- 
tives on  their  feet.  Whatever  the  merg- 
er's merits,  it  signaled  that  a  new 
round  of  serious  global  dealmaking  is 
imminent. 


Manhattan  Corp.  and  Citigroup  are  en- 
croaching on  traditional  investment- 
banking  franchises  such  as  bond  issues. 
Chase  is  trying  the  direct  route  into  in- 
vestment banking:  It  bought  San  Fran- 
cisco technology  specialist  Hambrecht 
&  Quist  in  September,  1999,  for  $1.35 
billion,  and  it  is  now  in  talks  to  acquire 
London  merchant  bank  Robert  Flem- 
ing Holdings,  which  would  bring  Asian 
expertise  and  asset-management  skills. 
Chase  also  seems  to  have  approached 


$ 


I  \ 


more  than  a  trillion  dollars'  woi 
deals  each. 

But  new  challengers  are  rising] 
group  has  shown  that  a  fusion 
vestment  and  commercial  bankinl 
work — by  combining  Citibank's  lei 
prowess  with  the  capital-markets  [ 
of  Salomon  Smith  Barney.  "Citi  is 
to  join  the  Big  Three,"  says  a 
Wall  Street  exec.  Indeed,  if  Citi 
Chase  become   too  much  more  [ 
threat,  the  Wall  Street  firms  may! 
partners  with  even  deeper  pocketj 

Deutsche  Bank  would  like  nol 
more  than  to  be  grouped  with  Citi 
global  big  leagues.  But  it  isn't  ther! 
because  it  needs  to  be  a  major  plaj 
the  U.  S.  first.  The  deal  with  Drel 
may  be,  in  part,  a  way  to  convinc 
markets  that  it  could  manage  a  big 
acquisition  such  as  Merrill  Lynch 
or,  more  likely,  J.  P.  Morgan  &  Co.l 

As  in  Germany,  banks  in  Japai 
joining  forces  to  save  their  own 


Global  corpora- 
tions today  expect 
their  bankers  to 
serve  them  any- 
where and  have  the 
expertise  and  financial 
products  to  suit  any 
deal  in  any  industry.  Only  a  few  firms 
can  manage  this.  Earlier  bursts  of  con- 
solidation have  wiped  out  British  mer- 
chant banks  while  Japanese  banks, 
burned  in  foreign  markets,  have  re- 
treated home.  A  handful  of  American 
investment  banks,  such  as  Morgan  Stan- 
ley Dean  Witter  and  Goldman  Sachs  & 
Co.,  now  dominate  some  of  the  most  lu- 
crative businesses,  including  global 
mergers  and  acquisitions  and  equity  is- 
suance. They  use  outsize  profits  from 
those  activities  to  invest  in  asset  man- 
agement. And  they  are  becoming  key 
players  in  private  equity  and  even  in 
large-scale  lending,  long  the  province  of 
commercial  banks. 

What  makes  another  whirlwind  of 
dealmaking  likely  is  that  the  commercial 
banks  are  fighting  back.  Both  Chase 


and  protect 
market.  Fuji 
Dai-Ichi  Kangyol 
the  Industrial  Ba| 
Japan  said  last 
that  they  will 
■  the  Mizhuo  Fins 


Facing  the  U.S.  giants, 

German  and  Japanese 

banks  seek  alliances  to 

save  their  own  skins 


just  about  every  big  investment  bank 
with  a  merger  proposal  but  has  so  far 
been  brushed  off.  That's  understand- 
able. Right  now,  the  likes  of  Goldman 
Sachs  don't  need  a  Chase.  They  have 
profitable  operations  from  Wall  Street  to 
Silicon  Valley,  from  London  to  Tokyo. 
They  ranked  first  and  second,  respec- 
tively, in  global,  U.S.,  and  European 
mergers  last  year  and  participated  in 


Group.  It  will  be  the  world's  bigge 
nancial  services  group,  with  $1.2| 
lion  in  assets.  And  last  month,  S\ 
Bank  agreed  to  merge  with  Asahi 
and  Tokai  Bank.  Survival  is  the  prij 
so  it  will  still  be  a  while  before  e| 
new  group  is  strong  enough  to  cor 
internationally. 

Of  course,  technology  could  well 
the  banking  industry's  pecking 
first.  A  new  financial  powerhouse 
emerge,   maybe   even   a  broker  I 
Charles  Schwab  Corp.  It's  nimble| 
tech-sawy  and  is  already  offering 
trading  in  Britain  and  Switzerland. 
for  Wall  Street's  titans,  there's  not| 
so  unsettling  as  the  thought  thz 
outsider  could  change  the  rules. 

By  Stanley  Reed  in  London, 
bureau  reports 
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OMMUNiCATIONS/ELECTRONICS 


FIRE/SECURITY 


FLOW  CONTROL 


Kendall,  U.S.  Surgical  and  over  a  doze. 
From  specialized  surgical  instruments  to  syringes  to  sutures  to  bandages,  we  supply  world-renowned  medical 
centers  and  remote  clinics  alike  with  the  products  to  heal  patients  and  advance  the  quality  of  healthcare.  Across 
four  diverse  business  segments,  dozens  of  industries  and  throughout  the  global  marketplace,  Tyco  is  creating  a 
better  tomorrow.  Today.  For  more  information,  visit  us  at  www.tyco.com. 


Tyco  is  a  trademark  of  Tyco  International  Services  AG. 
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RICH  BUT  POOR:  The  nation's  dependence  on  oil  is  becoming  "unsustainable 


SCIONS 


BRUNEI'S 
BATTLE  ROYAL 

As  sultan  and  prince  go  to 
court,  the  economy  suffers 

Poor  little  rich  Brunei.  For  the  past 
two  years  the  tiny  sultanate,  which 
controls  vast  oil  fields  off  Borneo's 
coast,  has  been  wracked  by  a  squabble 
between  Sultan  Hassanal  Bolkiah  and 
his  brother  Prince  Jefri  Bolkiah.  Jefri 
left  for  London  after  his  sprawling 
Amedeo  Group  collapsed  under  $10  bil- 
lion in  debt — blowing  a  sizable  hole  in 
the  national  budget.  Although  auditors 
suspect  Jefri  and  his  associates  of  em- 
bezzling billions  from  the  state  treasury, 
there  was  hope  the  feud  would  end 
when  Jefri  returned  from 
London  in  January. 

Not  a  chance.  On  Feb.  21 
the  government  sued  Jefri  in 
Brunei  High  Court  for  the 
funds  he  allegedly  "misappro- 
priated." Government  lawyers 
then  filed  injunctions — in 
Brunei  and  London — freezing 
Jefri's  assets.  Now,  both  sides 
are  drawing  battle  lines  across 
the  U.S.  and  Europe  to  fight 
what  palace  watchers  in  Ban- 
dar Seri  Begawan,  Brunei's 
humid  capital,  are  calling  "the 
mother  of  all  legal  battles." 
That  may  not  be  far  off  the 


mark.  At  this  point,  it's  not  even  clear 
how  much  Jefri  may  have  siphoned  off 
during  his  years  as  finance  minister, 
chairman  of  the  Brunei  Investment 
Agency,  and  head  of  Amedeo — all  hope- 
lessly intertwined  positions.  The  Borneo 
Bulletin,  a  Bandar  daily  owned  by  Prince 
Mohamed  Bolkiah,  another  of  Jefri's  three 
brothers,  says  Jefri  is  accused  of  making 
off  with  $9  billion.  John  M.  Callagy,  a 
lawyer  at  Kelley  Drye  &  Warren  LLP  in 
New  York,  says  it's  $40  billion.  Kelley 
Drye  represents  Amedeo  Hotels  Ltd., 
one  of  68  companies  the  government  con- 
tends Jefri  controls. 

URGENCY.  There's  some  urgency  to  all 
this.  For  one  thing,  Brunei  (population 
300,000)  needs  the  missing  billions  to  help 
recast  its  economy.  In  February,  the 
Brunei  Economic  Council,  headed  by  Mo- 
hamed, issued  an  economic  diversifica- 
tion plan  and  warned  that  with  dwin- 
dling reserves,  the  sultanate's  dependence 
on  oil — even  amid  rising  prices — is  "un- 
sustainable." For  another,  the  sultan 


wants  the  mess  cleared  up 
November,  when  Brunei  host: 
gional  summit  that  is  to  include 
ident  Clinton  and  the  Japanese 
Minister.  "They're  anxious  to  s< 
a  diplomat  in  Bandar  says, 
want  to  improve  their  image." 
That  won't  be  easy.  In  16  m 
of  negotiations  before  Jefri  retu 
the  sultan  insisted  that  his  erran 
ling  unload  a  pile  of  assets  th; 
eludes  everything  from  Old  M 
oils  to  a  global  hotel  chain  i 
yacht.  But  Jefri  hasn't  parted 
much.  Many  of  his  baubles,  p 
watchers  say,  are  too  vulgar  to 
anything  close  to  what  the  p 
paid.  In  the  case  of  Amedeo  H 
whose  properties  include  the 
York  Palace,  Jefri  refuses  to  let 
Jefri  declines  to  comment, 
those  close  to  the  palace  say  his 
egy  is  to  buy  time  and  reach  a 
settlement.  After  the  Brunei 
postponed  the  date  he  has  to  discloi 
assets,  Jefri  challenged  the  require: 
Elsewhere,  Jefri  is  trying  to  pry  looi 
sets.  In  a  suit  filed  in  New  York  on 
7,  Kelley  Drye  asserts  that  Brunei's 
inal  court  order  sequestering  his 
ings  is  invalid  on  technical  ground 
stake,  apart  from  the  New  York  P; 
are  the  Hotel  Bel-Air  in  Los  An 
and  a  Las  Vegas  residence.  The 
step,  say  diplomats,  may  be  to  file  si 
suits  in  Europe  to  block  seizure  of 
businesses. 

Although  the  battle  has  barely 
joined  at  the  Brunei  High  Court,  p 
watchers  say  Jefri  already  has  a 
company  and  hopes  to  get  back  into 
ness.  If  he  settles  out  of  court,  B: 
may  write  off  many  of  the  assets 
controlled  by  Amedeo.  That  might 
the  prodigal  prince,  but  it's  no  way  to 
gin  rebuilding  a  tiny  nation's  ske 
economy. 

By  Micfiael  Shari  in  Bandar  Seri 
gawan,  with  Slieri  Prasso  in  New  Y 


THE  SULTANATES  SAGA  OF  WOES 

JULY,  1998  Prince  Jefri  flees  to  London,  fired  from  goverr 
ment  positions,  accused  of  embezzling  up  to  $40  billion 


JUNE,  1999  Following  negotiations  with  the  Sultan  to  returr 
the  money,  Prince  Jefri  starts  selling  assets  to  raise  cash 


JANUARY,  2000  Prince  Jefri  returns  to  Brunei  to  reconci 
with  the  Sultan 


FEBRUARY,  2000  The  Sultan,  dissatisfied  with  the  mone 
Prince  Jefri  has  raised,  sues  him,  seeking  billions 


MARCH,  2000  A  Brunei  court  freezes  Prince  Jefri's  asset! 
worldwide,  while  Jefri  tries  to  pry  them  loose 

SOURCE:  BUSINESS  WEEK 
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requent  Flyer  Miles 

Currency  for  High  Flyers 
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In  business  travel,  no  decision  is  tougher  tha 

selecting  a  loyalty  partnership.  It  used  to  be 

fairly  simple:  You  picked  the  airline  that  w 

where  you  wanted  to  go.  Today,  that's  ju 

the  Start.  As  airlines  form  alliances  and  partner  with 
hotels,  car  companies  and  charge  cards,  it  almost  take 
an  MBA  to  decide  which  combination  will  provide 
the  best  return  on  investment.  But  it's  worth  the  effor 
Partnerships  can  pay  off  —  bigtime.  Not  in  cash,  of 
course.  In  points,  miles,  perks,  multi-mile  bonus  buyi 
bonanzas  and  redemption  opportunities.  As  progran 
lure  travelers  with  a  million  miles  or  combinations  of 
points  and  miles,  as  miles  become  currency  for  merchandise 
and  merchandise  earns  points  for  purchase  of  who  knows  wh 
the  key  to  program  survival  becomes  liquidity.  What  follows  is 
the  latest  news  on  hot  ways  to  earn,  convert  and  redeem 
today's  unofficial  currency  of  frequent  travel. 

Airlines  Reward  Best  Customers  With  Better  Service 
Without  Ever  Flying,  Shoppers  Can  Earn  Free  Travel 
Hotels  Hope  Guests  Will  Give  Them  Points  —  for  Caring 
Miles  Gain  Value  With  More  Ways  to  'Spend'  Them 
In  Frequent  Travel,  It's  All  About  Partnerships 


% 


NOW  EARN  PREMIER  STATUS  FROM  SINGAPORE  AIRLINES. 


6> 


Beginning  April  1,  when  Singapore  Airlines  becomes  a  member  of  the 

Star  Alliance1'',  United  Mileage  Plus   members  can  apply  qualifying 
miles-  earned  on  Singapore  Airlines'  flights  towards  Premier' 
Status,  Premier  Executive   Status  and  Premier  Executive  IK   Status. 


SinGAPORE 
AIRLinES 

singaporeair.com/ amerkas 


MileagePlui In  will  i  larTles/Bu u  Oats),  and  I i    paid  flight  miles 

qualify  coward  ove  actual  paid  flight  miles  will  n  iwards  Premier  Status.  Other  conditions  i 

P letails.  Star  Allis  li  mark 
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For  Best  Airline  Customers, 
More  Legroom  Is  Just  One  Benefit 

After  years  of  tempting  their  best  customers  to  spend  hard-earned 
miles  on  upgrades  to  Business  and  First  Class,  airlines  in  the  last 
year  decided  to  reward  frequent  flyers  another  way. 

Give  them  more  legroom. 


United  Airlines  got  the  ball 
rolling  in  the  fall  of  1999 
with  its  Economy  Plus  seat- 
ing plan.  Passengers  in  the  forward 
part  of  the  coach  cabin  were  promised 
five  more  inches  of  legroom.  Sha-zam! 
Room  to  move,  read,  maybe  even  break 
out  the  laptop  and  do  some  work. 

Ann  Storbeck  Peterson,  United's 
vice  president  of  marketing  for 
MileagePlus*  says  priority 
in  reserving  those  seats 
goes  to  all  Premier  status 
members  and  passengers 
paying  full  fare  for  Y 
or  B  class  Economy 
tickets  —  in  other  words, 
frequent  flyers. 

Storbeck  Peterson  says 
United  in  mid-March 
finished  refurbishing 
Economy  Plus  seats  for 
about  400  planes  serving 
major  domestic  routes 
(not  Shuttle  by  United  flights)  and 
some  Latin  American  routes. 

Not  to  be  outdone,  American 
Airlines  and  British  Airways  earlier  this 
year  rolled  out  expanded  legroom 
plans  of  their  own.  American's  plans, 
by  contrast  with  United's,  extend  to 
all  seats  in  the  coach  cabin. 

More  than  expanding  the  benefit 
of  miles,  airlines  also  are  extending 
the  life  of  those  miles.  US  Airways, 
for  instance,  earlier  this  year  altered 
its  policy  to  protect  miles  for 
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even  those  people  who  don't  fly  all 
that  often. 

"Under  the  earlier  mileage  expira- 
tion policy,  if  you  didn't  fly  on  US 
.Airways  or  a  related  airline  in  a  three- 
year  period,  the  miles  would  expire," 
explains  Dave  Castelveter,  manager 
of  corporate  communications. 

"At  the  first  of  the  year,  we  changed 
the  policy  so  that  if  you  have  any  kind 
of  account  activity  —  you 
shop  with  any  partner,  you 
use  your  Visa  card  —  that 
would  extend  the  life  of 
the  account  by  three  years." 

Obviously,  it  makes 
sense  to  pay  attention  to 
every  carrier  and  every 
frequent  travel  promotion. 
Individual  mileage  plans 
undergo  constant  fine- 
tuning  and  regularly 
offer  new  opportunities 
to  pick  up  bonus  miles. 
The  most  remarkable  by  far  has  to 
be  the  current  million-mile  promotion 
by  the  Latin  Pass®  partnership.  Curious? 
Read  on  for  details  on  that  offer 
and  others. 

Latin  Pass® 

Earn  one  million  bonus  miles  with 
LatinPassw?  It's  true.  It  will  take  some 
work,  but  it's  possible  —  before  July  1 
—  by  flying  one  international  segment 
on  each  of  the  10  LatinPass"  member 
airlines,  flying  at  least  three  segments 


on  each  of  its  three  partner  airlines, 
spending  at  least  three  nights  in  any 
two  partner  hotels  and  renting  a  car 
for  at  least  five  days  from  any  car 
rental  partner.  Other  combinations 
of  air  travel,  hotel  stays  and  car 
rentals  can  earn  500,000  miles  and 
100,000  miles.  Get  the  details  at 
www.latinpass.com. 

Delta  Airlines  (SkyMiles®) 

By  establishing  a  codeshare  relations! 
with  South  African  Airways,  Delta  ha: 
opened  another  route  for  SkyMiles 
members  to  pad  their  mileage  accour 
All  SkyMiles®  members  flying  on 
qualifying  flights  with  SAA  will  earn 
at  least  500  miles  —  and  the  actual 
mileage,  if  greater.  Paid  Business  Cla 
passengers  earn  125%  of  actual  miles 
Paid  First  Class  passengers  earn  150 
of  actual  miles. 

America  West  (FlightFund 

FlightFund  members  who  buy  at 
America  West's  Web  site  and  fly 
by  May  3 1  get  an  extra  1,000  bonus 
miles.  And  if  that  ticket  happens  to 
link  Phoenix  with  one  of  the  airline's 
West  Coast  destinations?  Bingo! 
They  score  another  2,000  bonus  mile 
per  segment,  for  a  potential  of  5,000 
miles  per  round-trip.  To  register  for 
FlightFund®,  go  to  www.americawest. 
com/frequentflyer/ff_enroll.htm. 


\ 


ItlHiU 


a 


tt  lit 


III 


Stunning4BR,31/2BA,  spacious  rms, 
banquet-sized  OR,  master  suite/fp, 
3-car  garage,  3-season  porch  over- 
lookingpo^P^^^!^ 


Imagine  celebrating  the  sale  or  purchase  of  a  home  by 
flying  for  free  to  your  favorite  vacation  spot.  With 
WorldPerks  HomExtras""  you  can.  HomExtras  enables 
you  to  earn  WorldPerks  Bonus  Miles  when  you  buy  or 
sell  a  homes  finance  a  home  mortgage,  or  take  out  a 
home-equity  loan  or  line  of  credit.  The  program  is 
available  to  WorldPerks  members  who  enroll  in  the 
program  prior  to  working  with  a  GMAC  Real  Estate 
or  Better  Homes  and  Gardens®  Real  Estate  sales 
professional  or  completing  an  application  with  GMAC 
Mortgage.  Call  for  more  information  or  to  enroll 


See  how  your  Bonus  Miles  can  add  up! 


Property  Price/    Miles 
Loan  Amount    Earned 

Sell  your  home                                       $150,000 

37,500 

Purchase  your  next  home                      $200,000 
Finance/Refinance  your  home                $160,000 

50.000 
1 6,000 

Open  a  home-equity  line  or  loan           $20,000 

3,500 

.107,000 

today.  Earning  free  travel  has  never  been  easier. 
1-888-64-HomEx.  Please  mention  code  NWF. 


\VoRl.l)PKKK.S 


GMAC 

HomExtras       Mortgage 


^Better 

I     •  ^"™  n  and  tlandons® 

Real  Estate  Service 


Mortgage  ,<  Rcil  Estate  Foi  Miles 


f#3 


GMAC 


Real  Estate 


^^  The  HomExtras  program  is  available  to  WorldPerks  mombors  who  enroll  In  the  program  prior  to  working  with  a  GMAC  Real  Estate  or  Better  Homes  and  Gardens 
J  Real  Estate  sales  professional,  or  completing  an  application  with  GMAC  Mortgage.  In  the  case  ot  multiple  homeowners  or  mortgage  holders  with  WorldPerks 
Kilt  membership,  Bonus  Miles  will  only  be  awarded  to  one  account  per  transaction  Miles  .ire  awarded  (or  new  funded  retail  transactions  only  and  no  third  party  or 
ipondent  loans  are  eligible  This  offer  is  made  in  states  where  and  as  permitted  by  state  law  The  WorldPerks  HomExtras/Better  Homes  and  Gardens  Real  Estate  and  GMAC 
:«(aie  program  applies  only  to  homes  with  values  of  $50,000  or  greater  This  offer  cannot  be  combined  with  any  other  offers 
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'   WorldPerks 

With  over  -2,000  hotels  now  in  the 

xlilton  rdxdonors*  family,  you  11  discover  both 

xoints  CL  JVLiles  at  more  places  than  ever  before. 


New  hotels  effective  April  3.  2000  Online  enrollment  bonus  offered  through  December  31.  2000  HHonors  membership,  earning  and  redemr 


3nly     Hilton     HHonors     makes     your     travel     more     rewarding. 


L  he       Hilton       Hrlonors       family      just      ^ot       hi  ((Per. 


JW  itch  ,       m  u<  h 


lgger . 


lSS 


Now,       in      addition      to      .Hilton      and      V^onrad      International 


lOteLs,     you  11    earn    both    .Points    (X    JVliles    at        doubletree-        Doubletree,     .embassy     Ouites, 

1  HOTIli  SUIIEi  RlJOUTi  ClUBl  1 


ftamptoti)\ 


.Hampton  Inn,    .Hampton  Inn  Cx  Ouites  and  Homewood  Ouites  by  .Hilton, 


N  s    t    SUITES 


CONRAD 


>o,    .stay  with   the  new   Hilton   .HHonors  family  ot  hotels,     international'      and  discover 

1  l  MOTEII 


ow       Cx       can    be   more   rewarding. 


s 


lo    enroll    in    Hilton    Hrlonors    or    to 


EMBASSY 
SUITES' 


lake     reservations,      call     vour     prolessional     travel     a^ent     or     1-800-HHONORS 


Jr,    receive  a    1,000  point  bonus   by  enrolling  online  at  www.  hiltonhhonors .  com 


® 

Hilton  HHonors 

•  •  •  • 

Points&Miles™ 


Subject  to  HHonors  Terms  and  Conditions  Normal  rules  for  •  1  nors  points  and  airline  miles  apply  £2000  Hilton  HHonors  Worldwide. 
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United  (MileagePlus®) 

Premier  Executive  IK  status  (100,000 
miles)  members  now  get  six  systemwide 
upgrades.  Previously,  that  privilege 
extended  only  to  domestic  U.S.  flights. 
Mileage  Plus®  members  also  may 
purchase  Personal  Miles  at  2.5  cents 
each  to  use  as  gifts  or  to  push  their 
own  accounts  to  the  next  award  level. 
For  people  with  questions  about  their 
accounts,  United  has  extended  the 
operating  hours  of  its  MileagePlus* 
Service  Centers.  They're  now  open 
365  days  a  year. 

Northwest  (WorldPerks®) 

Shop  for  a  variety  of  merchandise 
through  Northwest's  Web  site  and 
earn  two  WorldPerks*  miles  for 
every  dollar  spent.  In  affiliation  with 
Northwest  Airlines,  Shop  at  I  lome 
(www.shop4.com/nwa3)  offers  discount 
prices  on  more  than  500,000  items  — 
everything  from  tools  to  dinnerware. 
WorldPerks®  members  also  score 
500  bonus  points  for  registering 
with  Shop  at  Home  and  making  their 
first  purchase. 

Continental  (OnePass®) 

Figuring  that  the  friends  of  OnePass® 
members  could  be  its  friends, 
Continental  has  extended  its  Miles 
of  Thanks  loyalty  program  for  busi- 
nesses and  customers  to  an  interactive 
PC-based  format.  Interactive  Miles 
of  Thanks  is  based  on  the  popular 
Miles  of  Thanks  program  which  lets 
businesses  award  OnePass®  miles  by 
certificate.  The  electronic  version 
lets  companies  create  loyalty  programs 
by  offering  OnePass®,  customize 
programs  to  link  miles  with  specific 
purchases  and  target  specific  customer 
or  employee  groups.  It  also  kicks 
out  reports.  To  learn  more  about 
Interactive  Miles  of  Thanks,  call  888- 
6-THANKS  or  go  to  Continental's 
Web  site:  www .continental.com. 


Miles  Are  Where  You  Find  Them 
and  These  Days,  That's  Everywhe 

Like  the  trading  stamps  of  old,  miles  have 
become  the  new  alternative  currency.  Long  since 

expanded  beyond  a  means  to  build  loyalty  among  frequent  airlin  - 


customers,  miles  today  appear  like  the  fallout  from  a  confetti  bo 
They  add  a  colorful  icing  to  almost  every  product  in  the  market 
from  flowers  to  mortgages,  from  online  brokerage  accounts  tc 
the  simple  act  of  clicking  around  the  Web. 


The  bottom  line?  "You  can 
earn  an  airline  ticket  without 
flying,"  says  Dean  Headley, 
associate  professor  of  marketing  at 
Wichita  State  University.  Conversely, 
miles  —  or  points,  as  the  case  may 
be  —  are  becoming  legal  tender 
for  almost  anything  including 
(surprise,  surprise)  i/^'Hi 

airline  tickets.  jd    ,,-)  m  \ 

During  a  promo-       _j^ — f .    \ 
tion  that  ended 
December  31, 
David  Phillips, 
a  civil  engineer 
at  the  University 
of  California 
bought  $3,150 
worth  of  Healthy 
Choice  puddings  and 
soups.  In  return,  he  earned 
1.253  million  miles. 

He  allocated  some  of  the  miles  to  his 
mileage  accounts  with  United,  Delta 
and  Northwest.  But  by  stashing  just 
over  a  million  miles  in  his  American 
Airlines  AAdvantage®  account,  Phillips 
ensured  himself  Gold  status  for  life. 
Without  buying  a  ton  of  pudding, 
die  best  mileage  bonus  opportunity  for 
most  people  today  is  when  they  buy, 
sell  or  finance  a  home.  Fern  Baker  of 


m 
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Mi 
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track  ii[ 

more  ii 
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GMAC  Mortgage  notes  that  peo 
who  list  or  buy  a  home  through 
GMAC  Real  Estate  and  Better 
Homes  and  Gardens®  Real  Estate  bare; 
get  miles  with  Northwest,  TWA  or  E  firing 
Finance  the  purchase  with  a  loan  fn 
GMAC  Mortgage,  and  you  add  mil 
your  Northwest  or  TWA  account 
"It's  exponential,  whic 
yf  ^--r>        means  you  get  credit 
2^^~     for  all  transactions 

you  sell,  buy  and  (is'poii 
finance  through  i  to  art 
Baker  says. 

As  an  added 
incentive,  peopl  Sta few 
who  belong  to 


the  American  Expi 


^w   Membership  Rewarc  pint 
J^    program  and  borrow  frc 
GMAC  Mortgage  can  earn  1 
bonus  points  for  every  $10,000  of  1 


value.  Those  points  in  turn,  can  b  '2rd$ 
spent  on  air  travel  or  merchandise  Re  Co 

Although  state  law  limits  availab 
of  such  real  estate  programs,  they  a 
available  in  two-thirds  of  the  couri 
so  it  definitely  bears  exploration 

"The  new  currency  is  mileage," 
says  Walter  Sanders,  vice  president  It: 
of  corporate  affairs  for  the  Citicoi  gf 
Diners  Club  and  its  charge  card,     itl 
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i  uts  (  Hub  boasts  that  ii  alone 
ust. iincrs  convert  Club  Reward 
s  worth  a  dollar  into  a  mile  on 
irline's  Irequent  travel  program. 
in.i\  explain  the  card's  popularity 
g  frequent  travelers  as  evidenced 
repeated  Freddie  Awards, 
not  the  only  way  to  hank 
•rtible  points.  Online  shoppers 
tcentives  (■www.rietceutives.com) 
arn  ClickRewards  that  convert 
or-one  to  miles  with  United's 
gePlus0",  Continental's  OnePass® 
unerican's  AAdvantage® 
ams,  among  others, 
travelers  find  it  increasingly 
o  rack  up  the  miles,  they  will 
t  more  opportunities  to  spend 
miles. 

"hat  we  find  is  that  a  lot  of  card 
)ers  are  such  frequent  flyers  that 
[  i  st  thing  they  want  is  mileage," 
fa  ianders  of  Diners  Club.  "So, 
ij)    created  a  brochure  that  offers 
a  quality  array  of  merchandise, 
is  what  you  want  and  we'll  get 
you.  We  had  a  lady  put  braces 
r  daughter's  teeth  with  Club 
rds®  points." 
ces  are  great  but  for 
people,  travel  is  still 
-eferred  prize.  Here 
fit  a  few  of  the  ways 
an  pour  miles  into 
avorite  frequent 
in  [iccount. 
ta 


"The  new  currency 
is  mileage,"  says 


be  combined  and  spent  on  merchandise. 
( Jet  details  at  www.dinenclubus.com  or 
call  800-234-6377. 

Piles  of  Points 

For  new  Diners  Club  card  members, 
using  the  card  once  a  month  during 
the  first  year  can  earn  24,000  Rewards 
points.  Under  the  program,  two  points 
equals  one  mile,  so  that's  a  simple  way 
to  bank  12,000  miles  on  card  purchases. 
Points  never  expire  and  by  keeping 
them  with  the  Club  Rewards  pro- 
gram, you  don't  have  to  worry 
about  losing  value  of  miles  in  your 
preferred  airline  program.  Again, 
call  800-234-6377. 

Delta  Airlines 
(SkyMiles®) 

SkyMiles®  members  can  earn 
25,000  miles  —  and  a  free  flight 
—  simply  by  depositing  $50,000 
in  a  new  online  investment  account 
with  E*TRADE  (www.etrade.com). 
Smaller  start-up  deposits  also  earn 
miles.  Score  5,000  bonus  miles  for  a 
$1,000  deposit  or  10,000  bonus  miles 
for  a  $10,000  deposit. 
ETRADE  lets  investors 
buy  stocks,  bonds,  options 
and  more  than  5,000 
mutual  funds. 


Walter  Sanders, 
vice  president  of 


America  West 
(FlightFund®) 


,[iers  Club 


rnational  (Club 
\  ards®  Program) 


Irse  Conversion 


orporate  affairs 
for  the  Citicorp 
Diners  Club  and 


enng  a  way  to  turn 
quantities  of  airline 
into  more  liquid 
..  1  Hners  ( Hub  now  will  offer 
Huh  Reward  point  for  each 
ransferred  from  United 
I  gePlus    .n  ( (units.    I  hose  points, 
ithers  from  card  purchases  can 


its  charge  card 


Buying  a  car?  Anyone 
who  buys  it  through 
America  West's 
FlightFund®  Auto 
Buying  Program  can 
add  up  to  15,000  miles 
to  their  FlightFund" 
account.  A  car  under 

$20,000  earns  5,000  miles.  A  car 

over  $40,000  earns  the  15,000. 

Before  buying,  visit  www.americawest. 

com/frequentflyer/ffbtber.btm  or  call 

800-853-3551  first. 


Rental  Rewards 

Through  April  30,  travelers  who  rent 
from  Thrifty  Car  Rental  will  earn 
500  bonus  miles  for  their  AAdvantage 
account,  plus  another  50  miles  for 
every  day  of  the  rental.  The  offer 
carries  a  two-day  minimum  and 
extends  to  customers  arriving 
at  U.S.  airports  only.  Get  details 
at  www.thrifty.com  or  by  calling 
800-THRIFTY  (800-847-4389). 


Northwest  Airlines 
(WorldPerks®) 
Wheeler  Dealer 

Rent  a  full-size  or  larger  car  from 
Hertz  for  two  or  more  days,  and  earn 
up  to  1,000  bonus  miles.  Weekday 
rentals  before  May  3 1  earn  500  bonus 
miles  in  the  WorldPerks*  program. 
Weekend  rentals  earn  1,000  bonus 
miles.  Book  online  at  www.hertz.com 
or  by  calling  800-654-2210. 

Phone  Tactics 

WorldPerks*  members  who  switch 
and  bundle  a  host  of  services  from 
telecom  partner  Sprint  can  stash  as 
much  as  17,650  bonus  miles.  The 
hitch?  Subscribe  to  Nickel  Nights 
calling  plan,  Sprint  Toll-Free  service 
and  Earthlink  Sprint  Internet.access. 
Then  stick  with  the  plan  for  at  least 
six  months.  Interested?  Get  in  line 
at  877-455-8220  or  sign  up  online 
at  bttp://csg.sprint.  com /airline/ 
nortbwest/mdex.html. 
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passenger  request: 
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©2000  Delta  Air  Lin 


Delta  means: 

honest  (honest)  updates  regularly  during  delays 

a  phone  call  (really)  if  your  flights  canceled  2  hours  before  it's  sup 

our  lowest  fare  (seriously)  for  your  flight  offered  over  the  phone 


BUSMBSGamm 


delta-air.com 


United  Airlines 
(MileagePlus®) 
Dialing  for  Miles 

Score  500  Mileage  Plus8  miles  with  the 
$50  purchase  of  a  Mileage  Plus/ATT 
Global  Phone  Card.  The  card  carries 
142  minutes  of  U.S.  long-distance 
(International  calling  rates  vary). 
Ever}7  time  you  recharge  the  card,  you 
earn  another  500  MileagePlus*  miles. 
Get  connected  at  800-PRE-PAID 
(800-773-7243). 

Eat  First,  Fly  Later 

Now,  MileagePlus"  members  can 
amass  miles  every  time  they  shop  at 
Safeway,  Dominick's,  Vons,  Pak  n' 
Save  and  Pavilions  grocery  stores. 
Under  the  new  relationships,  shoppers 
can  earn  125  miles  for  every  $250 
in  groceries  they  purchase  through 
December  31,  2000.  The  offer  requires 
membership  in  MileagePlus*  and  the 
appropriate  store  savings  program  — 
Safeway  Club,  Dominick's  Fresh  Values, 
VonsClub  or  Pavilions  ValuePlus. 
For  details,  inquire  where  you  shop. 
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Hotels  Hope  Guests  Will  Give 
Them  Points  —  for  Caring 

When  Les  Bentley,  president  of  Wyndham  Hotels  and  Resorts 
checked  in  for  his  first  overnight  stay  after  the  launch  of  the  chai 
new  By  Request®  frequent  guest  program,  a  golf  magazine  was 
waiting  for  him  in  his  room. 


And  that's  exactly  what  he 
expected.  After  all,  he'd  filled 
out  the  Personal  Profile  card 
indicating  his  love  of  the  game. 

Trouble  is,  he  also  had  marked 
"rock"  in  the  "cultural  interests" 
section,  too. 

"So  I  also  got  a  copy  of  Rolling 
Stone.  Now,  I  was  at  Woodstock  but 
that  was  a  long  time  ago.  So  we  still 
have  some  kinks  to  work  out." 

Wyndam,  along  with  Starwood, 
Hilton,  Hyatt  and  others  are  boosting 
the  power  of  their  points 
and  perks  programs, 
hoping  to  capture  not 
only  road  warriors  but 
business  travelers  who 
may  venture  out  only  two 
or  three  times  a  year. 

"It's  a  buyers'  market 
out  there  now,"  says 
Duane  Vinson  with 
Smith  Travel  Research. 
"Point  programs  are  now 
commonplace  and  very 
competitive.  Travelers 
think  if  somebody  else 
gives  me  a  better  deal 
tomorrow,  I'll  switch. 
The  partnering  in  these 
programs  is  just  phenom- 
enal, each  with  two  to  three  rental  car 
companies  and  three  or  four  airlines." 
Or  in  some  cases,  30  airlines. 

Overall,  the  programs  are  becoming 
easier  to  use  with  fewer  restrictions. 


As  the  industry 
has  gone  into 
consolidation,  the 
more  powerful 
_yalty  programs 
become,"  says  Jeff 
Diskin,  President 


and  COO  of 


Points  can  be  accumulated  more 
quickly  and  redeemed  for  a  varie 
of  things,  from  rooms  to  immediati 
luxuries. 

Through  Starwood' 
Preferred  Guest®  progr: 
for  instance,  guests  rece: 
points  upon  check-in 

"You  can  use  them  ri 
away  for  a  restaurant 
If  you  really  want  a  spa 
you  know  the  boss  isn' 
going  to  pick  up  the  ch 
use  your  Starpoints," 
suggests  Laura  Donahui 
of  Starwood  Hotels. 

Just  14  months  old, 
Starwood's  program  is 
available  at  all  of  Starw 
650  properties  (includi 
Westin,  Sheraton,  Fo 
Points,  St.  Regis  and 
W  Hotels).  Its  unique  ft 
is  that  points  can  be  used  any  time 
no  black  out  dates,  no  capacity  coi 
This  month,  Hilton  HHonors 
sweetened  its  frequency  program, 
extending  its  Double  Dip®  prograi 


dad  never  packs  a  flashlight 
when  he  travels  because  Sheraton 
never  has  blackout  dates. 


Our  hotels  never  leave  you  in  the  dark.That's  because 
we're  a  member  of  the  Starwood  Preferred  Guest 
Program,  the  only  frequent  guest  program  that 
delivers  no  blackout  dates  and  instant  upgrades 
at  every  Sheraton  hotel  and  resort  worldwide.  No 
wonder  it's  the  #1  Hotel  Rewards  Program  as 
reported  by  USA  Today  and  Program  of  the  Year 
as  reported  by  InsideFlyer.  Call  800-325-3535, 
visit  sheraton.com  or  call  your  travel  planner  for 
reservations  and  information  about  Sheraton.  And 
experience  all  the  ways  we  help  you  shine. 


Sheraton  is  a 
member  of  the 
Starwood  Preferred 
Guest  Program 

•  Awards  for  stays  and 
upgrades  at  more  than 
700  hotels  &  resorts  in 
over  70  countries 

•  No  blackout  dates 

•  Easy  rewards,  booked 
online  or  with  one  call 

•  Winner  of  the  Freddie 
Program  of  the  Year 


For  program  details 
and  to  join,  go  to 
sheraton.com  or 

call  800-325-3535. 


5}  J^  $  Who's  taking  care  of  you? 
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Sheraton 

HOI  ELS  PRESORTS 


\  6  subject  to  the  Starwood  Preferred  Guest  ftogram  terms  and  condoons. 
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beyond  Hilton  Hotels  to  all  its  2,000 
properties  worldwide.  The  program 
thanks  members  with  both  hotel  points 
and  airline  miles  from  one  of  its  33 
affiliated  carriers  for  each  business-rate 
stay-  The  double  deal  is  now  good  at 
Hilton's  Hampton  Inns  and  Suites, 
Doubletree,  Homewood  Suites,  and 
Embassy  Suites. 

Jeff  Diskin,  President  and  COO  of 
Hilton  HHonors  Worldwide  says 
that  research  shows  double  dipping  is 
the  third  most  desired  perk  by  business 
travelers.  Number  one  and  two? 
Non-smoking  rooms  and  "no  walking" 
policies  —  shuffling  overbooked  guests 
to  other  hotels. 

"As  the  industry  has  gone  into 
consolidation,  the  more  powerful  loy- 
alty programs  become,"  says  Diskin. 
"By  extending  Double  Dip*  to  all  our 
properties,  we  take  that  'I  have  to  stay 
at  the  competitors'  feeling  away.  'And' 
is  worth  more  than  'or'." 

Whether  it's  more  personalized 
service  or  free  weekend  stays,  hotel 
points  and  perks  have  never  been 
easier  to  earn  or  quicker  to  spend. 
Here's  a  roundup  of  who's  offering 
what  to  whom: 

Hilton  Hotels 
(Hilton  HHonors®) 

For  every  $2,000  spent  with  any  of 
Hilton's  2,000  properties  worldwide 
between  April  3  and  December  3 1 , 
2000,  Hilton  HHonors®  members 
get  2,000  bonus  points  and  500  miles. 
Guests  at  Hampton  properties  earn 
100  miles.  That's  in  addition  to 
the  10  points  for  every  dollar  spent 
and  500  miles  per  stay  in  the  Double 
Dip8  program.  Call  1-800-HILTONS 
(800-445-8667)  to  enroll,  make 
reservations  or  enroll  online  at 
www.hiltonhhonors.com.  Members 
can  check  their  account  status  at 
this  Web  site,  too. 


Marriott 

(Marriott  Rewards®) 

Marriott  Rewards*  members  who  pay 
with  a  Visa  card  two  or  more  times 
from  April  1  through  June  30  will 
earn  double  points.  All  Marriott 
properties  are  participating  and  there's 
no  limit  to  how  many  points  members 
can  rack  up.  Call  800-442-9929  or  go 
online  at  www.maiTiottrewards.com  to 
sign  up.  For  members  who  are  mile- 
hungry,  Marriott  now  offers  three 
miles  per  dollar  spent  at  1,800 
locations.  Marriott's  Bob  Berhens 
says  on  average,  members  can  earn 
over  1,000  miles  per  stay  at  the 
chain's  full-service  hotels. 

Bass  Hotels  and  Resorts 
(Priority  Club®) 

The  Bass  collection  of  over  2,700 
hotels  (including  Holiday  Inn,  Crowne 
Plaza  and  Inter-Continental)  has 
boosted  its  air  travel  partners  adding 
the  Asia  Miles*  frequent  flyer  program. 
Priority  Club*  members  can  earn  500 
Asia  Miles*'  for  any  qualifying  stay. 
The  Asia  Miles"  program  includes  the 
oneworld*  alliance  airlines  and  a  num- 
ber of  other  Southeast  Asian  carriers. 
Members  who  present  their  Priority 
Club*  card  at  Hertz  locations  will  earn 
125  points  per  day  on  qualifying  car 
rentals.  For  more  information  on  these 
programs,  visit  www.priorityclub.com  or 
call  800-272-9273. 

Hyatt  Hotels 
(Gold  Passport®) 

Hyatt  Gold  Passport®  members  can  use 
their  points  without  shuffling  paper  now 
that  Hyatt  has  introduced  online  award 
booking  and  paperless  awards.  Members 
go  to  www.goldpassport.com,  log  onto 
Account  Information,  enter  their 
account  number  and  PIN  and  make 
reservations.  Within  seven  days  of 
booking  a  reservation,  points  are 


«*  *»*• 


deducted  from  the  member's  accc 
Members  can  also  convert  points  I 
miles  at  the  Web  site. 

CAIS  Is  on  the  Case 

Tired  of  dial-up  Internet  connecti| 
via  the  hotel's  data  port?  Tired 
configuring  modems  and  waiting  : 
access  and  dealing  with  the  Work 
Wide  Wait?  Tired  of  wishing 
never  getting  —  a  remote  computl 
connection  to  the  home  office? 

With  plug-n-play  high-speed 
access  in  200  hotels  and  another  9| 
properties  in  line  to  add' service 
the  next  couple  of  years,  CMS  Inte  j 
is  leading  the  charge  to  bridge 
technology  gulf  between  the  busir 
traveler's  office  environment  anc 
their  hotel  space. 

This  month,  CMS  Internet  bej 
rolling  out  its  Corporate  Travele 
Program  for  clients.  In  addition] 
discounts  on  use  of  the  CAIS  sysj 
the  program  will  help  clients  esta 
quick  and  easy  broadband  access! 
from  the  road  to  their  corporate 
offices. 

For  travelers,  that  means  the  sar 
level  of  speed  and  convenience 
they  have  come  to  expect  in  their  I 
environments.  For  hotels,  it  means  I 
ability  to  offer  guests  parallel  voice 
data  use  of  existing  phone  lines 
the  equivalent  of  T-l  speeds. 
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When  you  travel,  make  sure  you  stay  at  a  hotel  that  offers  CAIS  Internet.  It's  30-50  times  faster  than  dial-up  service.  It's  in  more  hotels  than  any  other  provider.  And  all  you 

do  is  bring  your  ethemet  card,  plug  it  in,  and  get  to  work.  Check  it  out:  ALABAMA  —  Embassy  Suites  Montgomery.  Montgomery  334-269-5055  •  Hampton  Inn,  Madison 
-  256-464-8999  •  Hilton  Garden  Inn  Orange  Beach  Beachfront,  Orange  Beach  334-974-1600  •  Radisson  Hotels  Huntsville  256-882-9400  •  Radisson  Inn-Huntsville  Airport, 
i  Madison  256-772-8855  ARIZONA  —  Hilton  Phoenix  Airport,  Phoenix  480-894-1600  •  Hilton  Scottsdale  Resort  and  Villas.  Scottsdale  480-948-7750  •  Hilton  Suites  Phoenix 
1  Plaza,  Phoenix  602-222-1111  •  Marriott  University  Park,  Tucson  520-792-4100  •  Pointe  Hilton  South  Mountain  Resort,  Phoenix  602-431-6402  CALIFORNIA  —  Anaheim 

Orange  Hilton  Suites,  Orange  714-938-1111  •  Beverly  Hills  Hilton,  Beverly  Hills  310-285-1380  •  Embassy  Suites  Monterey.  Monterey  831-393-1115  •  Four  Seasons  Hotel. 

Beverly  Hills  310-273-2222  •  Hilton  Burbank  Airport  &  Convention  Center.  Burbank  818-843-6000  •  Hilton  Garden  Inn  Anaheim-Garden  Grove,  Garden  Grove  714-703-9100 

•  Hilton  Garden  Inn  Arcadia-Pasadena,  Arcadia  626-574-6900  •  Hilton  Garden  Inn  Valencia  Six  Flags,  Valencia  661-254-8800  •  Hilton  Inn  in  Torrance.  Torrance  310-540-0500 

•  Hilton  La  Jolla  Torrey  Pines,  La  Jolla  858-558-1500  •  Hilton  Los  Angeles  Airport.  Los  Angeles  310-410-4000  •  Hilton  Palm  Springs  Resort,  Palm  Springs  760-320-6868  • 
Hilton  Pasadena,  Pasadena  626-577-1000  •  Hilton  San  Francisco  &  Towers,  San  Francisco  415-771-1400  •  Hilton-Long  Beach,  Long  Beach  562-983-3400  •  Hilton-Oakland 
Airport,  Oakland  510-635-5000  •  Holiday  Inn  Bay  Bridge,  Emeryville  510-658-9300  •  Holiday  Inn  Sacramento  Capitol  Plaza.  Sacramento  916-446-0100  •  Hyatt  San  Jose 
Airport,  San  Jose  408-993-1234  •  La  Jolla  Marriott,  La  Jolla  858-587-1414  •  Ontario  Airport  Hilton,  Ontario  909-980-0400  •  Pleasanton  Hilton,  Pleasanton  925-463-8000  • 
San  Ramon  Marriott,  San  Ramon  925-867-9200  •  The  Doubletree  Hotel  Anaheim,  Orange  71 4-634-4500  •  W  Hotel,  San  Francisco  4 1 5-777-5300  •  Wyndham  Garden  Hotels. 

i  Sunnyvale  408-747-0999   COLORADO  —  Denver  Marriott.  Denver  303-297-1300  •  Hilton  Garden  Inn  -  Denver  International  Airport,  Aurora  303-371-9393  •  Holiday  Inn 

Denver  International  Airport,  Aurora  303-418-0400  •  Radisson  Hotel  Denver  Stapleton,  Denver  303-321-3500  •  Radisson  North  Denver  Graystone  Castle,  Thornton 

1303-451-1002    CONNECTICUT  —  Hilton  Southbury,  Southbury  203-598-7600    DISTRICT  OF  COLUMBIA  —  Embassy  Square  Summerfield  Suites,  Washington. 

DC  202-659-9000  •  Hilton  Washington  and  Towers,  Washington,  DC  202-483-3000  •  Marriott  at  Metro  Center,  Washington,  DC  202-737-2200  •  The  Capital  Hilton, 

Washington,  DC  202-393-1000  •  The  Washington  Court  Hotel  on  Capital  Hill,  Washington,  DC  202-628-2100  •  Washington  Marriott,  Washington.  DC  202-872-1500 

FLORIDA  —  Embassy  Suites  Tampa.  Tampa  81 3-977-7066  •  Hilton  Garden  Inn  Jacksonville  JTB/  Deerwood  Park,  Jacksonville  904-997-6600  •  Hilton  Garden  Inn  Lake  Mary, 

Lake  Mary  407-531-9900  •  Hilton  Naples  &  Towers,  Naples  941-430-4900  •  Hilton  Orlando-Altamonte  Springs,  Altamonte  Springs  407-830-1985  •  Hilton  Palm  Beach 

Airport,  West  Palm  Beach  561  -684-9400  •  Hilton  Sandestin  Beach  and  Golf  Resort,  Destin  850-267-9500  •  Loews  Miami  Beach,  Miami  Beach  305-604-1601  •  Marriott  Harbor 

'Beach  Resort,  Ft.  Lauderdale  954-525-4000  •  Radisson  Resort  Coral  Springs,  Coral  Springs  954-753-5598  •  Staybridge  Suites  by  Holiday  Inn,  Miami  305-500-9100  • 

.  Staybridge  Suites  by  Holiday  Inn,  Naples  941  -643-8002  •  Westin  Innisbrook  Resort,  Palm  Harbor  727-942-2000  •  World  Golf  Village  Resort  Hote,  St.  Augustine  904-940-8000 

,  GEORGIA  —  Atlanta  Perimeter  by  Bass,  Dunwoody  678-320-0111  •  Hilton  Atlanta  Airport,  Atlanta  404-767-9000  •  Hilton  Atlanta  and  Towers  Downtown.  Atlanta 

404-659-2000  •  Hilton  Atlanta  Northwest,  Atlanta  770-953-9300  •  Hilton  Garden  Inn  Atlanta  North  Johns  Creek,  Duluth  770-476-1966  •  Hilton  Garden  Inn  Atlanta 

Perimeter  Center,  Atlanta  404-459-0500  •  Radisson  Riverfront  Hotel,  Augusta  706-722-8900  •  Staybridge  Suites  by  Holiday  Inn,  Alpharetta  770-569-7200  •  Staybridge 

[Suites  by  Holiday  Inn  Atlanta  Perimeter,  Dunwoody  678-320-9057  •  Westin  Peachtree  Plaza,  Atlanta  404-659-1400    HAWAII  —  Hilton  Hawaiian  Village,  Honolulu 

l  808-949-4321  IDAHO  —  Ameritel  Inn,  Boise  208-323-2500  ILLINOIS  —  Doubletree  Club  Hotel,  Palatine  847-359-6900  •  Hilton  Chicago  and  Towers,  Chicago  31 2-922-4400 

i  •  Hilton  Chicago  O'Hare  Airport,  Chicago  773-686-8000  •  Hilton  Garden  Inn  of  Addison,  Addison  630-691  -0500  •  Hilton  Lisle-Naperville.  Lisle  630-505-0900  •  Hilton  Northbrook, 

iNorthbrook  847-480-7500  •  Hilton  Oak  Lawn,  Oak  Lawn  708-425-7800  •  Hilton  Springfield,  Springfield  217-789-1530  •  Oakbrook  Terrace  Hilton  Suites, 

Oakbrook  Terrace  630-941-0100  •  Palmer  House  Hilton,  Chicago  312-726-7500  •  Wyndham  Chicago,  Chicago  312-573-0300    INDIANA  —  Ramada  Inn  Plaza  Hotel 

|  Conference  Center,  Columbus  812-376-3051     IOWA  —  Radisson  Davenport,  Davenport  319-322-2200    KANSAS  —  Hilton  Wichita  Airport  Executive  Conference 

I  Center,  Wichita  316-945-5272  KENTUCKY  —  Hilton  Garden  Inn  Louisville  East,  Louisville  502-297-8066  •  University  Plaza  Bowling  Green,  Bowling  Green  270-745-0088 

I  LOUISIANA — Hilton  New  Orleans  Airport,  Kenner  504-469-5000  •  New  Orleans  Hilton  Riverside,  New  Orleans  504-561  -0500  MARYLAND — BWI  Airport  Marriott.  Baltimore 

1 41 0-859-8300  •  Comfort  Inn  Airport,  Baltimore  41 0-789-91 00  •  Gaithersburg  Hilton,  Gaithersburg  301  -977-8900  •  Greenbelt  Marriott,  Greenbelt  301  -441  -3700  •  Hilton  Garden 

Mnn  White  Marsh,  Baltimore  410-427-0600  •  Quality  Suites  -  Rockville,  Rockville  301-216-1864  •  Sleep  Inn  -  Rockville,  Rockville  301-947-3100  •  Staybridge  Suites 

i  Columbia/Baltimore,  Baltimore  770-604-2430  MASSACHUSETTS  —  Hilton  Logan  Airport,  Boston  617-568-6700  MICHIGAN  —  Hilton  Garden  Inn  Plymouth,  Plymouth  734- 

420-0001    •  Hilton    Inn   Southfield,    Southfield   248-357-1100  •   Hilton   Suites  Auburn    Hills,   Auburn    Hills  248-334-2222  •  Holiday    Inn    Express   Hotels  & 

Suites,  Allen  Park  313-323-3500    MINNESOTA  —  Hilton  Minneapolis  &  Towers,  Minneapolis  612-376-1000  •  Radisson  Plaza  Minneapolis,  Minneapolis  612-339-4900  • 

!  Staybridge  -  Eagan,  Eagan  320-235-7207  MISSOURI  —  Chateau  on  the  Lake.  Branson  417-334-1161  •  Embassy  Suites  Hotel  at  KCI  Airport.  Kansas  City  816-891-7788  • 

I  Homewood  Suites  -  KCI  Airport,  Kansas  City  816-880-9880  •  Kansas  City  Airport  Marriott,  Kansas  City  816-464-2200  •  St.  Louis  Frontenac  Hilton,  St.  Louis  314-993-1100  • 

Wingate  Inn,  Maryland  Heights  31 4-209-0001  NEBRASKA  —  Embassy  Suites  Hotel,  Omaha  402-346-9000  •  Staybridge  Suites  by  Holiday  Inn,  Lincoln  402-438-7829  NEW 

JERSEY  —  Brunswick  Hilton,  East  Brunswick  732-828-2000  •  Fort  Lee  Hilton,  Fort  Lee  201-461-9000  •  Hamilton  Park  Conference  Center,  Florham  Park  973-377-2424  • 

Hampton  Inn  &  Suites  Cherry  Hill,  Voorhees  856-346-4500  •  Hilton  at  Short  Hills,  Short  Hills  973-379-0100  •  Hilton  Newark  Airport,  Elizabeth  908-351-3900  •  Hilton  Woodciiff 

Lake,  Woodciiff  Lake  201-391-3600  NEW  YORK  —  Best  Western  MacArthur  Hotel,  Holtsville  631-758-2900  •  Hilton  Garden  Inn,  Saratoga  Springs  518-587-1500  •  Hilton 

Garden  Inn  Albany  Airport.  Albany  518-464-6666  •  Hilton  New  York  and  Towers,  New  York  212-261-5755  •  Hilton  Peart  River,  Pearl  River  914-735-9000  •  Hilton  Rye  Town, 

'fiye  Brook  914-939-6300  •  Hilton  Tarrytown.  Tarrytown  914-631-5700  •  Holiday  Inn  Wall  Street  District,  New  York  212-232-7700  •  Hotel  Lexington,  New  York  212-755-4400  • 

Ramada  Inn  East  End,  Riverhead  631  -369-2200  •  Waldorf  Astoria,  New  York  21 2-355-3000  •  Westchester  Marriott.  Tarrytown  91 4-631  -2200  NORTH  CAROLINA  —  Hilton 

Charlotte  and  Towers,  Charlotte  704-377-1 500  •  Hilton  Charlotte  University  Place,  Charlotte  704-547-7444  ext  71 76  •  Hilton  North  Raleigh.  Raleigh  91 9-872-2323  •  Staybridge 

Charlotte-Arrowhead.  Charlotte  704-527-6767  OHIO  —  Dayton  Marriott  Hotel,  Dayton  937-223-1000  •  Hilton  Garden  Inn  Cleveland  Airport,  Cleveland  216-898-1898  •  Hilton 

Garden  Inn  Twinsburg,  Twinsburg  330-405-4488  •  Radisson  Hotel  at  Gateway,  Cleveland  216-377-9000  OKLAHOMA  —  Hilton  Garden  Inn  Oklahoma  City,  Oklahoma  City 

405-942-1400  •  Hilton  Garden  Inn  Tulsa  Airport,  Tulsa  918-838-1444  OREGON  —  Embassy  Suites  at  Portland  Airport,  Portland  503-460-3000  •  Hilton  Garden  Inn  Portland 

lAirport,  Portland  503-255-8600  •  Hilton  Hotel  Portland,  Portland  503-226-1611  PENNSYLVANIA  —  Hilton  Pittsburgh,  Pittsburgh  412-391^1600  •  Hilton  Valley  Forge.  King  of 

Prussia  610-337-1200  •  Philadelphia  Airport  Hilton,  Philadelphia  215-365-4150  •  The  Sheraton  Rittenhouse  Hotel,  Philadelphia  215-546-9400    SOUTH  CAROUNA  — 

Embassy  Suites  Greenville  Golf  Resort.  Greenville  864-676-9090  •  Staybridge  Suites  by  Holiday  Inn,  Myrtle  Beach  843-903-4000  SOUTH  DAKOTA  —  Holiday  Inn  Cfry 

Centre,  Sioux  Falls  605-339-2000  TENNESSEE  —  Hilton  East  Memphis,  Memphis  901-767-6666  •  Hilton  Suites  Brentwood,  Brentwood  615-370-0111  •  Radisson  Summit 

Hill.  Knoxville  423-522-2600  TEXAS  —  Hampton  Inn  &  Suites  at  Rodeo  Center,  Mesquite  972-329-3100  •  Hilton  DFW  Lake  Executive  Conference,  Grapevine  817-481  -8444 

•  Hilton  Garden  Inn,  Addison  972-233-8000  •  Hilton  Garden  Inn  Las  Colinas,  Irving  972-444-8434  •  Hilton  Garden  Inn  North  Fort  Worth,  Fort  Worth  817-222-0222  •  Hilton 
Houston  Plaza  Hotel.  Houston  713-313-4000  •  Holiday  Inn  Beaumont  Plaza.  Beaumont  409-842-5995  •  Hyatt  Regency  Austin  On  Town  Lake,  Austin  512-477-1234  • 
Las  Colinas  Staybridge  Suites,  Dallas  972-465-9400  •  Las  Colinas  Wyndham,  Irving  972-650-1600  •  Radisson  Houston  Hobby  Airport,  Houston  713-943-7979  •  Staybridge 
Dallas/Las  Colinas,  Dallas  770-604-2430  •  Staybridge  Suites  by  Holiday  Inn,  Houston  713-355-8888  •  Staybridge  Suites  by  Holiday  InN,  San  Antonio  210-558-9009 
VIRGINIA  —  Hilton  Norfolk  Airport,  Norfolk  757-466-8000  •  Hilton  Richmond  Airport,  Sandston  804-226-6400  WASHINGTON  —  Bellevue  Courtyard.  Bellevue  425-869-5300 

•  Homestead  Village,  Bellevue  425-885-6675  •  Hyatt  Regency  Bellevue,  Bellevue  425-462-1234  •  Marriott  SeaTac  Airport.  Seattle  206-241-2000  WISCONSIN  —  Hilton 
Garden  Inn  Green  Bay,  Green  Bay  920-405-0400  •  Marriott  Madison  West,  Middleton  608-831-2000  INTERNATIONAL  —  Century  Hyatt,  Tokyo.  Japan  81-3-3348-1234  • 
Holiday  Crowne  Plaza,  Monterrey,  Mexico  011-52-8-319-6000,  Toll  Free:  1-800-637-3885  •  Holiday  Inn  Crown  Plaza,  Taipei,  Taiwan  886-27635656  •  Holiday  Inn  Express, 
(vlonterrey,  Mexico  011-52-8-389-6000  •  Park  Place  Ramada  Plaza.  Nova  Scotia.  Canada  902-468-8888  •  Prince  George  Hotel.  Nova  Scotia.  Canada  902-425-1986 


N  T  E  R  N  E  T 

Make  Sure  Your  Hotel  Lets  You  Do  Business.™ 


or  the  very  latest  list,  go  to  www.cais.com/hotel  or  call  888-252-CAIS. 
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SPECIAL       ADVERTISING       SECTION 


When  Is  a  Mile  Not  a  Mile  — 
When  It's  a  Wrist  Watch 

Busy  business  travelers  might  want  to  start  saving  a  little 
computer  time  for  some  day  trading.  Not  the  Wall  Street  kind. 

The  points-and-miles  kind. 


In  the  world  of  frequent  travel, 
a  mile  is  no  longer  just  an  air 
mile,  and  a  point  is  certainly 
more  than  a  hotel  bed. 

When  it  comes  to  redeeming 
points  and  miles  from  airlines, 
hotels,  credit  card  and  rental  car 
companies,  a  little  imagination  can 
get  travelers  just  about  anywhere 
...  or  any  thing.  More  and  more 
companies  let  their  club  members 
check  and  even  spend  or  transfer 
their  miles  and  points  online. 

Road  warriors  who  are  tired  of  flying 
can  turn  those  air  miles  into  points 
on  a  Diners  Club  card  and  buy  a  stereo 
system  from  the  club's  catalog.  Club 
Rewards*  members  who  earn  100,000 
points  can  redeem  them  for  anything 
they  want. 

Members  have  used  the  big  point 
balances  to  buy  liposuction,  Grateful 
Dead  tickets,  even  a  bar  mitzvah 
in  Israel. 

Got  more  miles  than  wheels? 
Lufthansa  Miles  &  More®  members 
can  redeem  their  miles  for  car  rentals. 

Travelers  willing  to  risk  a  few  hotel 
points  can  turn  their  Hilton  HHonors® 
points  into  gaming  chips  at  participating 
U.S.  Hilton  gaming  locations. 

For  miles  that  spend  like  dollars  just 
about  anywhere,  AOL  and  American 
Airlines  have  teamed  up  to  create  AOL 
AAdvantage®,  calling  it  the  world's 
largest  combined  online  and  offline 
consumer  rewards  network.  American 
Airlines  spokesman  Mark  Kienzle  said 
the  new  program  creates  "incredible 
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opportunities  for  AAdvantage®  mem- 
bers, especially  for  those  who  only  get 
8,000  to  10,000  miles  a  year.  Now  they 
can  use  them."  By  mid-May,  Kienzle 
expects  AAdvantage®  members  to  use 
miles  for  books,  CDs,  flowers,  even 
to  pay  their  AOL  bills. 

United  Airlines  Mileage 
Plus®  members  can  go 
online  and  use  their  miles 
to  bid  for  unusual  trips  or 
items  such  as  a  BMW  auto. 

Members  who  show 
up  for  the  auctions  also 
have  options  to  donate 
miles  to  charity.  In  1999, 
members  gave  up  seven 
million  miles  to  Doctors 
Without  Borders. 

Travelers  who  don't  see 
the  trip  on  which  they're 
itching  to  bid  at  the  United  Airlines 
Web  site  can  check  out  the  quarterly 
auction  at  Delta,  too.  Skymiles®  mem- 
bers can  bid  on  a  South  Africa  safari 
for  example,  for  a  minimum  of  250,000 


In  the  world  of 


frequent  travel, 


st  an  air  mile. 


and  a  point  is 
certainly  more 


than  a  hotel  bed 


miles.  "It's  a  prize,"  says  Delta 
spokesperson  Stephanie  Quinn, 
"that  money  can't  buy." 

For  plenty  more  creative  ways  tol 
redeem  miles  and  points,  read  on. 

Diners  Club 
(Club  Rewards®) 

Now  Club  Rewards®  members  can 
online  at  www.diiuTschtb.com  to  peruJ 
the  contents  of  what  also  comes  as 
a  40-page  print  catalog.  Offerings I 
include  more  than  280  name-brand 
items.  Members  will  find  everythinJ 
from  electronics  to  wine.  Get  a  60- 
minute  AT&T  phone  card  for  1,50 
points.  A  24-day  trip  on  the  Concoi    (s 
around  the  world?  Better  have  11.3 
million-plus  points  or  look  into  Dine 
Club  Points  Plus  Charge  option. 
(Diners  Club  points  accrue  at  the  rj 
of  two  points  for  every  dollar  spent.  I 


American  Express 
(Membership  Rewards®) 

Two  new  program  levels  offer  grea 
flexibility  to  members  of  the  AmE. 
Membership  Rewards®  program.  In 
Rewards  Plus®,  members  get  access 
"Your  Ticket",  a  featur 
that  lets  them  buy  ticke 
on  any  airline  to  any  de: 
nation  without  blackout 
or  other  frequent  flyer 
limits.  They  also  qualif 
for  "Your  Reward,"  a  fea 
ture  that  lets  them  rede 
program  points  —  at 
20,000  points  per  $100 
for  any  item  they  charge 
on  the  American  Expre; 
card.  Enrollment  is  $75 
($35  for  Platinum  and 
Gold  card  members).  The  second  ne1 
program  level  is  called  Membership 
Reward  Options®  and  offers  a  lowei 
$15  annual  fee  in  exchange  for 
the  privilege  of  redeeming  a  greater 
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hopping,  sleeping,  driving,  talking. 

(Flying  isn't  the  only  way  to  earn  miles.) 


6  Airline  Partners 
L      [Serving  more  than  4-00 
j(  ^destinations  on  5  continents.] 
II)  I       22  Hotels  and  Resorts 
5  Car  Rental  Partners 
iJr  of  America  FlightFund  VISA' 
Sprint1 
Diners  Club 
Flower  Club 
Troon  Golf 
Thrifty  andAllnght  Parking 
ClickRewanh 
FlightFund  Car  Miles 

World  Sw\ 

up 


Fly  free  faster  with  FlightFund. 

Ifjou  want  to  be  rewarded  frequently,  enroll  in  FlightFund,  America  West's  worldwide 
frequent -flyer  program.  From  booking  hotel  rooms  and  rental  cars  to  making  long-distance 
calls  or  even  playing  a  round  of  golf.jou  can  earn  miles  from  an  impressive  list  of  program 
partners.  Combine  that  with  2,500  bonus  miles  after  jour  first  flight  and  Award  levels 
beginning  at  20,000  miles*  andjou'll  be  flying  free  in  no  time.  Call  1  -800-24.7-5691 

FlightFund8 

^America  West  Airlines 


for  more  details.  Or  visit  www.americawest.com. 


liniti    my  or  all  rules,  regul is   travel  program)  01  offers  ol  the  FlightFund  program  it  an)  time  without  notice    Miles  earned  arc  subiect  to  terms 

id  1 1  ions  of  the  FlightFund  program.  An  account  that  docs  not  show  any  activity  for  36  consecutive  months  will  have  its  mil<  ..hiFund  arc  registered 

nksni  VmericaWesi  Urlines.  lot    'Based  on  Off-Peak  D sward  travel    Ward  seats  arc  limited  and  ma) Bights   Blackout  dates  apply.  O2000  America  West  Airlines. 


number  of  points  for  merchandise  from 
50  partners.  To  sign  up  or  learn  more, 
dial  800-AXP-EARN  (800-297-3276). 

Continental  (OnePass®) 

When  the  stage  beckons,  OnePass 
members  can  use  their  membership 
cards  to  qualify'  for  Broadway  show- 
discounts.  To  purchase  tickets, 
members  call  The  Broadway  Line® 
at  888-BROADWAY  (888-276- 
2392)  and  provide  the  ticket 
agent  with  the  special  OnePass® 
discount  code. 

Marriott 

(Marriott  Rewards®) 

In  addition  to  Marriott's  175  award 
options,  now  members  can  redeem 
hotel  points  for  tickets  to  Disney 
Theme  Parks,  Eurostar  and  the 
Orient  Express.  Call  800-442-9929  or 
go  online  at  www.fnarriottrewards.com 
to  sign  up. 

Hilton  (Hilton  HHonors®) 

Members  who  like  to  shop  online  now 
can  spend  their  Hilton  HHonors® 
points  on  merchandise  at  Eclout.com. 
Participating  merchants  include  Barnes 
and  Noble,  pcWonders.com,  Buy.com 
and  Amazon.com.  Check  www.bilton.com 
for  details. 

Hilton  is  also  the  only  hotel  program 
that  allows  travelers  to  exchange  both 
hotel  points  for  airline  miles  and 
exchange  miles  for  points.  HHonors" 
members  can  also  exchange  American 
Express  Membership  Rewards®  and 
Diners  Club  Club  Rewards®  points 
for  HHonors"  points. 

Starwood  (Preferred  Guest®) 

Members  can  redeem  Starpoints®  at 
favorite  retailers  such  as  The  Gap, 
Land's  End  and  Saks  Fifth  Avenue. 
Members  who  want  miles  over  beds 
can  transfer  20,000  points  to  airline 
miles  and  receive  an  extra  bonus  of 
5,000  Starpoints®. 
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Growing  Alliances  Multiply 
Mileage  Options 

An  airline  that  doesn't  belong  to  an  alliance  today  is  a  rare  bird 
indeed.  New  alliance  members  and  new  codeshare  agreement 
take  wing  weekly. 


For  frequent  travelers,  the 
benefits  of  such  agreements 
are  many,  but  perhaps  not 
as  extensive  as  travelers  might  hope. 
For  instance,  miles  issued  by  codeshare 
partners  and  alliance  partners  cannot 
be  freely  pooled.  The  miles  travelers 
stash  in  three  different  accounts  —  say 
United  Airlines,  All  Nippon  Airways 
and  VARIG  —  can't  be  combined  for 
a  ticket,  even  though  all  three  airlines 
belong  to  the  mega  1 5 
member  Star  Alliance7 

Travelers  can, 
however,  send 
all  their  miles  to 
one  account  and 
earn  trips  on  that 
airline.  Special 
exchange  arrange- 
ments, such  as  one 
between  Delta  Skymiles' 
and  Air  France  (not  Star  Alliance™ 
members)  are  exceptions. 

For  travelers  comparing  alliances 
for  the  greatest  possible  reach  —  and 
the  greatest  ability  to  add  miles  to 
their  favorite  account  —  the  news 
that  Singapore  Airlines  this  month 
joined  the  Star  Alliance™  had  to  have 
eyes  popping. 

Widely  praised  by  various  industry 
and  traveler  surveys,  Singapore 
Airlines  instandy  became  the  third 
largest  player  in  the  Star  Alliance™. 

As  first  proof  of  that  clout, 
Singapore  Airlines  brought  to  its  part- 
ners a  route  system  that  serves  more 
than  40  nations.  More  to  the  point, 
those  nations  are  often  long  distances 


from  each  other.  Singapore  Airlin< 
paying  passengers  flew  37.5  billior 
miles  through  October  1999,  rank 
it  third  among  Alliance  members 
behind  only  United  and  Lufthansa 
each  with  close  to  three  times  as  mi 
destination  cities. 

Singapore  spokesman  James  Bo) 
says  codeshare  arrangements  with 
Alliance  partners  will  allow  interr 
tional  business  travelers  seamless 
connections  through  Nort 
American  gateway 
cities  of  Los  Ange 
San  Francisco, 
Vancouver, 
Newark  and  N 
>  York '(Kennedy 
The  biggest 
benefit  of  flying  \ 
an  alliance  is  really  :  ■ 
about  status.  United  Airl 
spokesman  Kurt  Ebenhoch  likes  to  t 
the  story  of  his  American  businessr 
uncle,  regularly  sent  off  to  Europe  1  ty 
corporate  travel  planners. 

"Sometimes  he  flew  Lufthansa, 
sometimes  United,  or  Air  Canada. 
He  earned  miles,  but  never  enoug 
to  achieve  Premier  Status  on  Unitec 
With  Star  Alliance,  now  he  can." 

Ebenhoch's  uncle  can  apply  all  th< 
miles  he  earns  from  alliance  memb 
to  status  requirements  with  allianc 
members,  getting  him  a  whole  arr; 
of  perks,  even  United's  new  Econo 
Plus  seating.  The  airport  lounges  c 
alliance  members  are  open  to  him  t 

Just  a  little  over  a  year  since 
American  Airlines,  British  Airways, 
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ANNOUNCING  A  DAILY  DOUBLE 
THAT'S  A  SURE  THING. 


REGISTER  FOR  THE  MARRIOTT/VISA  DAILY  DOUBLE  AND  START  EARNING 
DOUBLE  POINTS  TOWARD  FREE  VACATIONS  TWICE  AS  FAST. 


Staying  at  Marriott  and  Renaissance  hotels  is  always  rewarding. 
And  now  it's  twice  as  rewarding.  Because  from  April  1  to  June  30, 
Marriott  Rewards'  members  earn  double  points.  Just  call 
1-800-442-9929  or  click  on  marriottrewards.com  and  register 
for  the  Marriott/Visa  Daily  Double.  (By  the  way,  current  members 
will  also  need  to  call.)  Then,  after  paying  for  your  first  Marriott 


VISA 


or  Renaissance  stay  with  your  Visa  card,  every  subsequent  Visa- 
paid  stay  earns  double  points?  All  of  which  adds  up  to  getting 
free  rooms  at  more  than  400  exciting  Marriott  and  Renaissance 
hotels  around  the  world  and  all  the  other  goodies  from 
Marriott  Rewards  in  double  time.  (Talk  about  a  sure  thing.) 
For  reservations,  call  your  travel  agent  or  call  1-800-627-7468. 


!\>^amott 

REWARDS. 

Easily  the  most  rewarding  way  to  travel." 


^  Harriott 

HOTELS    RESORTS   SUITES 


^RENAISSANCE 

™m7  HOTELS  ■  RESORTS  •  SUITES 


•DouDir  credit  bfyirn  with  the  .'000,  and  applies  to  all  p<m 

>tdoubied  Bonus  points  tamed  using  the  Mjr- 
Allow  4  6  nvetfa  'o'  double  potnh  to  ippt.*<  or>  Md"  on  Rrwa-dv  statement  All  Mamott  Rewa'ds  program  term; 
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Canadian  Airlines,  Cathay  Pacific 
Airways  and  Qantas  Airways  teamed 
up,  the  oneworld™  alliance  is  already 
leaving  its  mark  —  literally.  Travelers 
will  find  it  on  the  door  of  303  airport 
lounges.  Member  airlines  fly  to  665 
destinations  in  138  countries.  In  its 
first  year,  member  airlines  carried 
200  million  passengers  across  2.2 
billion  miles.  A  oneworld™  airline 
departs  somewhere  in  the  world 
every  14  seconds. 

Recent  news  in  alliances  and  code- 
shares  can  keep  frequent  travelers 
aware  of  all  their  travel  and  mile 
options.  Here's  what's  happening  — 
for  now. 

Switching  Allegiances 

American  Airlines  and  four  members 
of  the  Qualiflyer  group  of  airlines  — 
Swissair,  Sabena,  Crossair  and  Turkish 
Airlines  —  have  started  frequent  flyer 
program  cooperation.  AAdvantage* 
members  may  earn  mileage  credit  when 


Advertisers'  Web  Site 
Addresses 

America  West: 

ww2V.americawest.com 

CAIS  Internet: 

www.cais.com 

Delta  Airlines: 

www.  delta-air.  com 

GMAC  Mortgage: 

www  .gmacmortgage.com 

GMAC  Real  Estate: 

www.gmacrealestate.  com 

Hilton  HHonors  Worldwide: 

www.biltonhhonors.com 

Hilton  Hotels  Corporation: 

www.hilton.com 

Marriott  International,  Inc.: 

www.marriott.  com 

Marriott  Rewards: 

www.marriottrewards.  com 

Sheraton  Hotels: 

www.sheraton.com 
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traveling  on  non-transatlantic  flights 
operated  by  the  four  airlines  (excluding 
Turkish  flights  within  Turkey)  and 
when  traveling  on  one  of  Swissair's 
or  Sabena's  transadantic  flights  if  it 
is  a  codeshare  flight,  booked  under 
American's  AA  code 
and  flight  number. 
AAdvantage® 
members  may 
redeem  travel 
awards  on  all 
flights  operated 
by  the  four  airlines. 
Shortly  after  this  announce- 
ment, Austrian  Airlines,  Sabena 
and  Swissair  announced  they  would 
no  longer  participate  in  the  Delta 
Skymiles®  program  (effective 
April  13,2000). 

Delta  Airlines  (Skymiles®) 

Delta  Airlines  Skymiles"*  members  who 
fly  on  qualifying  Air  France  flights  will 
now  earn  miles  and  segments  which 


Singapore  Airlines: 

www.singaporeair.  com 

Additional  Resources 

American  Airlines: 

www.aa.com 

American  Express: 

www.americanexpress.com 

Budget  Car  &  Truck  Rental: 

www.  drivebudget.  com 

Click  Rewards: 

www.clickrewards.  com 

Continental  Airlines: 

www. continental,  com 

Diners  Club: 

www.dinersclub.com 

E*Trade: 

www.etrade.com 

Hyatt  Gold  Passport: 

www.goldpassport.com 

Inter-Continental: 

www.  interconti.  com 


will  count  toward  Medallion  stati 
Skymiles®  may  also  be  accrued  on 
Air  France  coded  flights  worldwic 
and  redeemed  on  all  Air  France 
operated  flights. 

Delta  now  has  a  codeshare  ag 
ment  with  AeroMexico's  Satu 
— -.        and  Sunday  flights  into 
^  Cozumel,  Mexico.  A  D 
codeshare  agreement 
announced  in  January 
South  African  Airways 
ates  the  only  nonstop  sei 
to  South  Africa  from  New  \ 
(JFK)  and  Atlanta.  Another  Delt 
codeshare  agreement  with  Air  Fra 
opens  Warsaw  and  Prague  throug 
Paris  to  Delta  flyers. 

Writers:  Stu  Watson  is  a  business  travel 
specialist.  Kathy  Watson  is  a  hospitality  in( 
expert.  Based  in  Portland,  Oregon 
Design:  Sundberg  &  Associates  Inc. 
Illustration:  Bryan  Peterson 
Produced  by:  MeigsMedia,  Ltd.,  Millbroo 
e-mail:  jonmeigs@earthlink.net 


Latin  Pass: 

www.latinpass.  com 

Netcentives: 

www.netcentives.  com 

Northwest  Airlines: 

www.nwa.com 

oneworld: 

www.oneworldalliance.com 

Radisson  Hotels: 

www.  radisson.com 

Southwest  Airlines: 

www.southwest.com 

Star  Alliance: 

www. star-alliance,  com 

Starwood  Hotels  &  Resorts: 

www.starwood.com 

The  Hertz  Corporation: 

www.hertz.com 

United  Airlines: 

www.ual.com 

US  Airways: 

www.  usairways.  com 
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On  this  now-sacred  soil 
we  raise  a  nation's  lasting  tribute. 


The  168  Days  Campaign  honors  the  168  Americans  who  died  in  the  largest 
terrorist  attack  on  American  soil:  The  bombing  of  the  Alfred  P.  Murrah  building. 

This  national  fundraising  effort  is  a  countdown  to  the  April  19  dedication 
of  the  Oklahoma  City  National  Memorial.  Call  toll-free  1-888-542-HOPE. 

And  share  a  place  in  history.  On  American  Soil." 

Please  send  check  or  money  order  to  P.O.  Box  323,  Oklahoma  City,  OK  73101. 
Contributions  are  tax-deductible.  Visit  www.  168days.com 


168  Days  Campaign 


OKLAHOMA  CITY 

NATIONAL 
MEMORIAL 


©  2000  OKC  National  Memorial  Fdn. 
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Education/Instruction 


Become  Tomorrow's  eStrategist 

Re-create  yourself  by  earning  your  graduate  degree  online.  Get  your  MS  in 
Information  Technology,  MS  in  Information  Management,  or  MBA.  Log  on 
and  you're  there.  Network  with  respected  technology  leaders  and  fellow 
professionals  from  around  the  globe. 

Join  us  at  www.isim.edu,  the  award-winning,  accredited  online  university. 
Applications  are  now  being  accepted  for  the  Spring,  Summer,  and  Fall  terms. 
Apply  online  or  call  our  admissions  mentor,  Robin,  at:  303.333.4224  ext.  1 77 
or  Toll-free  at  1 .800.441 .4746  ext.  177.  W 

iMsim  university 


Denver,  Colorado 
Accredited  Member  DETC 


eCreate  Yourself 


Corporate  Gifts 


500  Temporary  Tattoos,  Your  Logo, 

Only  S79   plus  shipping  (&  tax  if  CA) 

CALICO 

800/225-4269        Fax:    707/446- 

8273 

E-Mail:  CalicoUSA@Yahoo.com 


Health/Fitness 


Swim  At  Home 


Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  or 
ability.  Ideal  for  swimming,  water 
aerobics,  rehabilitation  and  fun.  The 
8'x  15'  Endless  Poor  is  simple  to 
maintain,  economical  to  run,  and 
easy  to  install  inside  or  outdoors. 

For  Free  Video  Call 

(800)233-0741,  Ext  983 

Visit  www.endlesspools.com 

or  mite  Cndless  Pools,  Inc. 

200  £  Dutton  Mill  Rd,  Dept  983  Q/\ 

Aston,  PA  19014  HS^r^t- 


Education/Instruction 


Master  of 

Earn  a  master's  degree 

Science  in 

from  an  accredited  business 
school  with  mote  than  70 

Financial 

years  ol  experience  in 

Services 

distance  education. 

'      ■  Jnicricun 

COJUUEGJS 

(610)526-1377 

gradschool@amercoll.edu 

The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor«Master«Doctor 

Business  (Mgmt.  HRM,  Health  Care) 

Management  of  Technology, 

Pschology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana.  CA  92705 
800-477-2254       www.scups.edu 


Rushmore      HA  IB  A 
University     lYIDM 

International  MBA  by  Distance 

Learning.  Flexible  curriculum. 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste.  250,  Dakota  Dunes 

SD  57049  US,  Phone:  605-232-6039 
Fax:  605-232-6011  bw@distancemba.com 

www.distancemba.com 


www.GraduateBusiness.com 

the  premier  website  of  graduate 
management  programs 

Published  in  cooperation  with  AACSB 

The  International  Association  for 

Management  Education 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  ~  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Books/Periodicals 


The  Violence-Prone  Workploce 

Richard  Denenberg  &  Mark  Braverman. 
1 4  case  studies  demonstrate  that  vio- 
lence in  workplaces  and  schools  is  not 
random,_but  a  result  of  conflict  allowed 
to  fester!  $32.50.  (800)  666-221 1 . 

CORNELL    UNIVERSITY    PRESS 


Legal  Services 


Asset  Protection 


Corporations,  Ltd.  Partnerships,  LLCs 

Offshore  Trusts,  Corps.,  Private  Banking 

Best  Jurisdictions  available  for 

Maximum  privacy  and  tax  savings 

Professional  -  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Inventions/Patents 


INPEX 

World's  Largest 
Invention  Show! 

1600  exhibits  expected  from  35  countries. 

Invention/technology/licensing/ 

sales  opportunities!  May  17-21,  2000 

Attend/Exhibit! 

1-800-422-0871 


Bus 


E-Commerce 


Special  introductory  promotion 


while  supplies  last 


Just  visit  our  website 

FREE  SPORTS 
TRAINER  WATCH 

(a  $39.95  value) 

AMERICA'S  LARGEST  WHOLESALER 
OF  NUTRITIONAL  SUPPLEMENTS 

WWW.CONSUMERSTORES.COM 


Investment  Services 


RAINMAKER  WANTED 

Seasoned  Consulting  organization  seeks 
"RAINMAKER"  -  retired  or  well  connected 
businessman  skilled  in  acquiring  consulting 
engagements  -  Economics,  Real  Estate, 
Banking,  IP.  Finance.  Healthcare  and  Litigation 
Support  -  on  a  generous  commission  basis. 
Phone (713) 972-7912;  Fax (713)  964-0444 
or  e-mail  drken@lehecoserv.com 


Offshore  Banks  Cap 
Insurance  Leasing/Fa(  • 
Trusts/Foijndatio 
Firewall  Solution    \ 

www.offshorespecialists 
consultant  @butterfield.coi 
Butterfield.  Reimer  &  Associ; 
1632  Buttonwood  Bay,  P.O. 
Belize  City.  Belize,  Central  Ar 


INC0RP0RR1 


•  FREE  Information 

•  All  U.S.  States  and  Otfs 

•  Attorney  owned  and  opej 


www.corpcreations. 
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ptgsta: 


1-800-672-91 


TRRDEMRFU 


KU 


Sales  Generc 

*  Current  Databas 

CALL  NOW:  1-888-329- 

Broadcast  Fax  Servi 

is  also  available! 

The  fastest  way  to  generate  sale 
Ideal  for  increasing  hits  to  your  w 

www.faxmate.com 
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e-mcorporateim 

—  'IHESS I 
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•  Registered  agent 

•  U.S.  bank  accounts  oi 

•  Nominee  director  ser 

Delaware  Incorporation  Han 


Delaware  Business  Incorporate 

800.423.29 


NeedaLogc 


Tmy^o 


innate 
■inir  jnd 
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kjLCor 


Get  a 
Custom 
LOGO  Tq 

Visa  MC  Amex 

Toll-Free:  1  -888-* 


www.  1 800myloqo.c 


Executive  Gifts 


Panasonic® 

For  your  Health  and  Comfort 


WHll 


SHIATSU  MASSAGE  LOUNGE, 


Call  For  Full  Details 


(800)  828-5180 


The  GIFT  tl 
will  LAST 
LIFETIMi 


:T  ENTR 
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I 
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For  Ad  Rates  and  Information 


Phone:  (312)  464-0500  Fax:  (312)  464-0512 


Travel 


I  DEBT  RELIEF! 

|  monthly  payments  by  up  to  50%! 


.;  to  bankruptcy.  A  Debt  Management 
-  gned  to  get  you  out  ol  debt-FREE! 

Ddit  counseling      J^*£iS5l£. 
bills  and  call  today1  wwwamenxrom  I 


:)-726-4575  4293) 


ness  Opportunities 


-SHORE  BANK 

FOR  SALE 
"FREE  report" 

800-733-2141 


R  L  D  W   I   D   E 

NKSS     CONSULTANTS 


[[E  MONEY  AS  A 
INESS  FINANCE 
ONSULTANT 


iness  Loans  and  Equipment 

■n  $1,000  to  $10  million.    No  co- 
Work  directly  with  National 

Jnlimited  earnings  potential  and 

come 

minute 

ninar  and 

ion  packet 

1-800-336-3933 

-oan  Consultants,  Inc.  ^ 


("■Ml 


FSHORE 


ill  lis 


Fax  on  Demand 

(800)551-9105 


foi» 


\lttfc 
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1-2141  Universal 

Amcx 


SfET ENTREPRENEURS 

*r  tt\  Home  Based  Oppty 
Insulting  /  Billion  $  Biz! 
S  ney.  On-going  Training 

S00netspace.com 


-NETSPACE 

(800  ('.IS  7722) 


Mens  Footwear 


MEN:    BE  TALLER!! 


Tired  ol  being 
short?  Try  our 
quality  footwear 
HiDQEN  height- 
increasing  feature 
INSIDE  shoe  No 
Q^EflSIZtD 
MEjtLSJ  Will  make 


you  r^LUUiRdependmg 


business 
write  tor 


Extremety  comfortable  Sizes  5-12  Widths  B-EEE 

EBEE  color  catalog 

ELEVATORS*   Q 

RICHIEE  SHOE  COMPANY  DEPT  BW04 
PO  BOX  3566  FREDERICK.  MD  21705 


1 -800-290-TALL 


men's  wide  shoes 


EEE-EEEEEE  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55D  Hingham,  MA  02043 
1-800-992-wide   www.wideshoes.com 


Telecommunications 


SPEAKERPHONE 
WITH  SMARTS 


ClearOne 

•Full  Duplex  Audio 
•Telephone  Handset-Like  Quality 
•Voice  Tracking  Microphones 
•PC  Connectivity 
•Tape  Recorder  Jack 


INTELLIGENT 
SPEAKERPHONE 


"MOST  SIGNIFICANT  ADVANCE 
IN  AUDIO  TEIJCCONFERENC1NC" 
-Telecon  98 


CONTACT  US  TO  LEARN  MORE  ABOUT  CLEARON 

PRODUCTS,TECHNOLOGIES,DISTRIBUTION 
PROGRAMS.  OEM  &  LICENSING  OPPORTUNITIES  AT: 

www.clearone.com        888.305.3885  781.970. 


Corporate  Gifts/Premiums 


0k,  so 
we  can't 
imprint 
everything ... 


But  we  can  put  your 
message  on  100,000  products. 
Log  on  to  PromoMart.com/bw 
to  buy  imprintable  business  gifts, 
promotional  products,  freebies ... 
well,  you  get  the  picture. 

PROMOMART 

www.promomart.com/bw 

We  put  your  logo  on  everything. 
A  almocr 
Enter  to  win  $1000  in  gifts! 


Computer  Equipment 


^_     . 

Ted  Dasher  Inc 

Hewlett-Packard 

Buy-Sell-Trade 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

h- .  Email  sales@dasher  com 


Aviation/Fractional  Ownership 


INTRODUCING' 


THE  EARLY  BIRD 

No  one  ever  remembers  who  gets  there 
second.   So,   don't  let  it  be  you.  The 
Learjet  31A®  flies  faster  and  higher  than 
any    other    light    business   jet. 
fly  over  bad   weather,   turbule 
arrive  ahead  of  your  competition.   For 
information  about  the  many  affordable 
benefits  of  being  a  Flexjet®  fractional 
owner,  call  1-800-FLEXJET. 


BOMBARDIER 

AEROSPACE 


www,  ffexjet  com 


GUARDING  YOUR 

ASSETS-AND 

GIVING  THEM 

AWAY 


Keeping 
Trusts 
Out  of 
j=£j  Harm's  Way 

More  bemficmrws  say  they're 
captives  of  bad  managers 


BY  MIKE  McNAMEE 

Trust  funds:  Don't  those  words  just  con- 
jure up  images  of  huge  sums  managed  with 
loving  care  by  tweedy  bankers  for  the 
benefit  of  carefree  heirs?  Well,  these  days, 
the  reality  is  something  else.  You'll  still 
find  banks  running  trust  funds,  but  the  av- 
erage fund's  size  is  less  than  $250,000,  and 
the  assets  are  probably  part  of  a  common  pool  of 
securities  or  mutual  funds.  Individual  attention? 
Forget  about  it.  Today's  smaller  trusts  are  more 
likely  to  be  overseen  by  a  harried  banker  who's 
running  300  other  accounts  as  well.  And  the  bene- 
ficiaries? They're  mad  as  hell — and  letting  their 
banks  know  about  it. 

Beneficiaries'  complaints  about  trustees  are  on 
the  rise.  Some  are  massive  lawsuits,  such 
as  the  multimillion-dollar  settlement  a 
Texas  family  won  for  legal  malpractice 
against  the  law  firm  that  handled  their 
grandfather's  estate.  Others  are  small-scale 
disputes,  such  as  the  $20,000  in  fees  Diane 
D'Arcy  of  Fairfax  County,  Va.,  won  back 

from  the  Boston  bank  that  pro-     

duced   meager   returns   for   her 

grandfather's  $250,000  trust.  Like 

D'Arcy,  many  beneficiaries  think 

their  bank  or  trust  company  is  collecting  fat  fees 

while  delivering  thin  investment  returns  and 

stingy  payouts  to  a  captive  clientele. 

Are  these  the  whirlings  of  idle  coupon-clippers 
or  a  sign  of  wider  problems?  The  answer  is  criti- 
cal, since  trusts  are  becoming  the  estate-planning 
tool  of  choice  for  Middle  America.  Revocable  or 
lifetime  trusts  aren't  a  problem,  because  most 
people  who  use  revocable  trusts  in  place  of  wills 
name  themselves  or  their  spouses  as  trustees. 
Battles  arise  over  irrevocable  trusts.  They  tend  to 
kick  in  after  the  grantor's  death  to  minimize  estate 


ESTATE 

LANNING 


Trusts 


taxes, 

support  wid 

ows  or  minor  chil 

dren,  channel  funds  to  charities,  or 

protect  assets  for  a  future  generation.  For 

careful  planning  and  drafting  are  crucial  to  j 

oft"  future  trouble  (table). 

By  their  nature,  trusts  are  ripe  for  cor 

Current  beneficiaries  want  the  biggest  po 
payouts;  their  children,  who  usuall 
what's  left  when  the  trust  dissolves,  w  k 
preserve  assets  and  go  for  growth.  "I 
ciaries  say:  'It's  our  money,'"  says  \lr 
Fast,  a  Hartford  lawyer.  "But  the  ti 
has  to  maintain  that  it's  not — it's  gran< 
money,  and  granddad  might  not  have  1 

the  beneficiary.' 

Trouble  is,  these  days  it's  i 
ly  that  granddad  would  kno^ 
trustee,  either.  Waves  of  me 


taipetj 
i  minte 
Kl  trust 

k  trustee 

>r 
m 

won't  r 
us 


atsa 


>> 


have  swallowed  up  local  institutions,  and  a 
placed  with  a  friendly  banker  in  Elwood, 
might  now  be  managed  in  Detroit.  Most  1 1 
are  invested  in  the  bank's  common  stock-and 
portfolio  or,  increasingly,  in  the  bank's  own  a 
mutual  funds,  whether  those  funds  are  world- 
ers  or  also-rans.  And  fees  keep  climbing:  P1  ( 
Glenn,  a  75-year-old  beneficiary  in  Atlanta, 
plains  that  Wachovia  Bank's  fees  have  risen 
times  as  fast  as  payouts  from  his  grandfa 
trust  since  1964.  Wachovia  says  fees  have  rem 
around  1%  of  trust  assets. 


IMIEED 


ti 
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competition  from  brokers'  and  insurers' 
y  minted  trust  arms,  as  well  as  state- 
ed  trust  companies,  should  put  the  heat 
u  :  trustees.  But  beneficiaries  complain  that 
0  captives,  because  most  older  trusts  don't 
i  lem  to  remove  or  replace  a  trustee  with- 
t  i>ving  major  breaches  of  fiduciary  duty, 
won't  resign  gracefully,  and  if  you  fight 
hey'll  use  the  trust's  own  money  to  fight 
;ays  Standish  H.  Smith,  founder  of  Heirs, 


a  beneficiaries'  advocacy  group  in  VUlanova,  Pa. 
ikers  say  they're  responding,  naming  tru  I 
imbudsmen  to  dandle  complaints  and  resign 

ing  as  trustees  inure  often.  But  "some 
times  you  can't  get  around  the  (act  that 
Uncle  Charlie  wanted  the  trustee  to  be 
tough,"  says  James  D.  McLaughlin,  di- 
rector of  trust  affairs  at  the  American 
Bankers  Assn. 

What  can  an  unhappy  beneficiary  do? 
First,  look  at  the  underlying  will  and 
trust  documents:  They  might  give  the 
trustee  bank  more  flexibility  than  it  thinks 
it  has.  If  not,  put  your  complaints  about 
poor  investments  or  lack  of  accountability 
in  writing.  Document  the  trust's  short- 
comings by  comparing  its  investment  re- 
turns with  other  balanced  portfolios.  Then 
try  to  negotiate  with  the  bank  to  move 
the  trust  elsewhere.  Litigation  should  be 
your  last  resort — even  if  you  have  doc- 
umented performance  that  the  bank 
might  find  embarrassing.  "You  have 
much  more  power  over  a  bank  when 
you're  threatening  to  sue  it  than  when 
you  actually  sue,"  says  Bedda  Emous  of 
Fiduciary  Solutions,  a  Boston  firm 
that  advises  beneficiaries. 
Replacing  a  trustee  should  get  eas- 
ier soon.  Under  a  new  Uniform  Trust 
Code  that  states  will  start  adopting  next 
year,  beneficiaries  can  ask  courts  to  re- 
move a  trustee  without  proving  wrongdo- 
ing as  long  as  all  the  beneficiaries  agree.  The 
new  rule  will  apply  to  all  trusts,  even  old  ones, 
that  don't  spell  out  removal  procedures. 
But  the  best  defense  against  future  trust  prob- 
lems is  good  planning.  Don't  rule  out  banks  or 
other  corporate  trustees:  They're  stable,  they  will 
outlive  your  heirs,  and  they  can  bring  a  dispas- 
sionate view  to  fractious  family  matters.  Instead, 
consider  co-trustees — pairing  a  bank  or  brokerage 
selected  for  its  investment  and  communication 
skills  with  a  family  member  or  trusted  adviser. 
And  give  the  individual  who  is  the  co-trustee  the 
upper  hand  in  executing  the  trust's  goals — as  well 
as  the  power  to  switch  institutions.  John  K.  Dwight 
of  Charlotte,  Vt.,  has  taken  that  course,  naming  his 
wife,  Heather,  co-trustee  with  Chittenden  Trust,  in 
trusts  he  has  already  funded  for  their  children. 
If  your  estate  must  provide  both  immediate  in- 


Where 
To  Find  Help 

HEIRS  INC. 
www.heirs.net 
Advises  beneficiaries 
and  advocates  trust 
reform 

FIDUCIARY  CHOICE 

www.fiduciary- 
choice.com 
Directory  for  banks 
and  trust  companies 
to  post  qualifications 

AMERICAN  COLLEGE 
OF  TRUST  &  ESTATE 
COUNSEL 

www.actec.org 
Referral  service 
for  finding  estate 
attorneys 

NATIONAL  ACADEMY  OF 
ELDER  LAW  ATTORNEYS 
www.naela.org 
Directory  of  lawyers 
who  handle  estate, 
Medicare,  and  other 
concerns  of  the  elderly 


Smart  Planning  To  Head  Off  Trouble 

Lifetime  or  revocable  trusts  aren't  a  problem.  But  irrevocable  trusts  must  be  drafted  with  care. 


I  UNNEEDED 
S 

I I  r  heirs  are 
mjfe  and  you 

Ihave  press- 
k  or  genera- 
Kipping 
i  us,  it's  easi- 
i  eave  assets 
rej  m  outright. 


PICK  THE  RIGHT 
TRUSTEE 

Avoid  obvious 
conflicts,  like  giv- 
ing a  daughter 
control  over  her 
stepmother's  in- 
come. And  screen 
trustees  for  in- 
vestment skills. 


CONSIDER 
CO-TRUSTEES 

Pair  a  family 
member  or  trust- 
ed adviser  with  a 
bank  or  broker 
trustee.  Give  the 
individual  power 
to  oversee  the 
corporate  trustee. 


CREATE  ESCAPE 
HATCHES 

Consider 
letting  bene- 
ficiaries vote 
to  replace  a 
poorly 
performing 
trustee. 


MAKE  YOUR 
WISHES  KNOWN 

Your  trustee 
and  beneficiaries 
should  have  a 
clear  understand- 
ing of  how  you 
want  your  estate 
to  be  managed 
and  distributed. 


LET 
GO 

Don't  try  to  rule 
from  the  grave. 
Consider 
"sprinkle"  trusts, 
which  distribute 
assets  to  benefi- 
ciaries at  set 
intervals  or  ages. 
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Trusts 


come  and  capital  for  future  heirs,  you  might 
consider  a  unitrust.  This  instrument  will  em- 
power your  trustees  to  invest  for  total  return 
and  to  use  capital  gains,  as  well  as  dividends  or 
interest,  to  pay  beneficiaries'  income.  The  result 
will  be  a  better  portfolio  and  less  conflict 
among  heirs. 

Owners  of  closely  held  businesses  face  special 
challenges.  "No  corporate  trustee  wants  to  be 
stuck  trying  to  run  a  business,"  says  Providence- 


based  planner  Amy  J.  Leavitt  of  Lincoln  F 
Advisors.  Work  out  a  succession  plan  or  pic 
dividual  trustee  who  can  set  the  business  uj 
orderly  sale. 

There's  no  way  to  guarantee  that  you 
and  trustees  won't  squabble.  But  if  you 
parties  know  well  in  advance  what  yoi 
done,  you  can  curb  friction.  That,  as  rr 
the  assets  you  leave,  may  be  you: 
legacy. 


COMMENTARY 


By  Mike  McNamee 

DEATH  AND  FEWERTAXES 


You  can't  take  it  with  you.  So  why 
do  so  many  people  hang  on  to 
their  wealth  until  the  bitter  end? 
Especially  when  the  Internal  Rev- 
enue Service  is  set  up  to  ensure  that 
the  end  will  be  bitter — or  at  least  ex- 
pensive— indeed. 

"One  of  the  biggest  mistakes 
wealthy  people  make  is  not  giving 
away  assets  while  they're  alive,"  says 
Bob  Carson,  a  tax  partner  and  plan 
ner  at  Ernst  &  Young.  "It's  human 
nature."  But  defy  nature.  Give  to 
your  heirs  while  you're  alive,  and 
they'll  thank  you  for  it.  They'll  net 
more  after  taxes  than  if  you  leave 
the  same  assets  in  your  estate. 
Give  wisely,  and  you  can  wipe  out 
the  55%  IRS  levy  on  estates  of  $5 
million  or  more. 

Gifts  enjoy  two  tax  advan- 
tages. Up  to  $10,000  that  you 
give  to  each  recipient  in  a 
year  is  excluded  from  gift  and 
estate  taxes.  Give  more,  and 
the  second  tax  break  kicks 
in:  The  gift  tax  is  levied 
only  on  the  amount  you 
give,  while  the  estate  tax  is 
levied  on  your  whole  es- 
tate— including  the  tax.  Say 
you  give  your  children  $1 
million.  In  the  55%  bracket, 
you'll  pay  $550,000  in  tax. 
Leave  $1.55  million  in  your 
estate,  and  the  IRS  will  take 
55%  of  it.  It  will  get 
$852,500,  and  your  kids  will 
net  $697,500—30%  less. 

Astute  planners  say  you 
shouldn't  just  give — you 
should  give  early.  On  top  of 
the  $10,000  annual  exclu- 
sion, the  tax  code  gives  you 
a  lifetime  credit  that  lets 
you  transfer  $675,000  with- 


out paying  gift  or  estate  taxes.  (The 
excluded  amount  will  rise  to  $1  mil- 
lion in  2006.)  "That's  your  coupon,  and 
you  should  spend  it  wisely,"  says 
Thomas  R.  Livergood,  a  financial 
planner  with  Balasa  &  Hoffman  Inc. 
in  Schaumburg,  111.  Give  $500,000  in 
stock  to  your  kids  today,  directly  or 
in  trust,  and  you'll  pay  no  tax.  Wait 

10  years — when  the 

stock  has  risen, 


'Tis  Better  To  Give... 

A  couple  has  $2  million  in  current  assets,  earning  10%  per 
year,  to  transfer  to  their  two  children  over  the  parents'  10- 
year  joint  life  expectancy.  Their  best  strategy:  Give  the 
funds  away  over  a  10-year  schedule  so  that  none  of  the  $2 
million  is  left  in  their  estate. 

STRATEGY 


VALUE  TO  KIDS  AFTER 

10  YEARS  (Millions) 


GIVE  $2M  TO  KIDS  NOW 


GIVE  $2M  SPREAD  OVER  10  YEARS 
GivE$40j0b0  EACH  YEAR** 


$3.38 
3.60 
2.72 


HOLD  ASSETS  UNTIL  DEATH 


*Assumes  55%  gift  and  estate  tax  bracket.  To  reach  that  rate,  the  couple  would  have  to 
hold  $5  million  or  more  in  other  assets  at  death. 
**Each  donor  can  give  $10,000  tax-free  to  each  donee,  so  the  couple  can  give  two  chil- 
dren a  total  of  $40,000  per  year  without  paying  tax. 
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say,  to  $1.3  million — and  the  same 

will  net  the  IRS  $165,000  in  taxes. 

The  best  way  to  keep  wealth  in 

family  is  to  combine  the  gift-tax  ac 

vantage,  your  lifetime  credit,  and  I 

approved  discounts  for  gifts  that  a 

structured  in  certain  ways.  Say  yo 

put  $1  million  worth  of  stock  and  r 

estate  into  a  family  limited  partnei 

ship  (flp).  Name  yourself  the  gene 

partner,  with  the  power  to  decide 

how  assets  are  managed,  but  gi\ 

99%  of  the  partnership  to  your 

children  as  limited  partners.  Since 

your  kids  can't  manage  or  sell  the 

property,  their  shares  are  deeme 

impaired  and  can  be  reported  o 

gift-tax  return  at  less  than  ful 

face  value.  A  discount  of  35% 

would  wipe  out  the  tax.  But  p 

ceed  with  care:  The  govern 

ment  is  cracking  down  on 

deep-discount  flps,  especial 

those  funded  with  marketa 

stocks  or  bonds.  A  skilled 

planner,  lawyer,  or  accoun 

tant  can  structure  an  flp 

that  will  withstand  an  auc 

The  biggest  hurdle  to  li 

time  gifts,  planners  say,  is 

persuading  clients  to  let  g 

"These  aren't  people  who 

need  to  worry  about  their 

next  meal,"  says  Livergoo 

"But  they  still  have  to  be 

*5^5»?ii!L persuaded  to  give  up  som< 

wealth  and  control."  If  this 
sounds  like  you,  get  a  fina 
cial  analysis  to  see  how 
much  of  your  wealth  will 
outlive  you.  Then,  rememl 
the  estate  planner's  rule: 
"Tis  better  to  give  than  to 
bequeath." 

McNamee  covers  financ 
planning  from  Washington 


fiple 


GIFT  AND  ESTATE 
TAXES  PAID* 


989,100 

2.47  million 


2.33      2.85  million 


230  BUSINESS  WEEK  /  APRIL  10,  2000 


fro  corporate  e-PC:  Featured  with  Intel    Pentium   III  processor  667  MHz/256  MB  RAM/8  4  GB  HD/HP  Toptooli  management 
software/HP  Port  Control  System   For  pricing  and  specs,  visit  www.hp.com/go/epc 
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The  revolutionary  new  HP  e-PC  is  built  fast  and  lean,  without  any  unnecessary  old  technology. 
And  with  all  three  of  the  major  components  easily  swappable,  it  is  simple  to  support  and 
deploy.  Complete  with  Microsoft  Windows  2000  for  improved  reliability  and  manageability. 
Once  again  proving  that  if  there  is  less  to  go  wrong,  less  will. 

Demand  a  better  computer. 
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Donations 


When  Giving  Means 
Getting  Back 

The  tax  advantages  of  donating  stock 


BY  JOAN  OLECK 


When  Community  Foundation  Silicon  Valley 
holds  a  networking  party  to  pull  rich, 
young  Internet  entrepreneurs  into  phil- 
anthropy, a  kind  of  gee-whiz  moment  of- 
ten occurs,  says  venture  capitalist  Kevin 
Fong,  managing  partner  of  the  Mayfield  Fund. 
"One  of  the  questions  that  always  comes  up," 
says  Fong,  "is,  'How  do  you  contribute  stock? 
What  are  the  advantages?'  It's  amazing,  when 
you  talk  to  these  people,  that  many  of  them  are 
not  that  sophisticated  when  it  comes  to  their 
own  finances." 

Yet  William  H.  Davidow,  a  founding  partner  of 
Mohr,  Davidow  Ventures  in  Menlo  Park,  Calif., 


Gift  Stock  Resources 


SITE/ADDRESS  (WWW.) 


COMMENTS 


COMMUNITY  FOUNDATION 
SILICON  VALLEY 

cfsv.org 


FIDELITY  INVESTMENTS 

fldelity.com 

GIVEASHARE.COM 

giveashare.com 

NEWTITHING 

newtithing.org 

CHARLES  SCHWAB 

schwab.com 


predicts  a  flood  of  giving  of  appreciated  stock  by 
Internet  billionaires  in  years  to  come.  Indeed, 
both  Davidow  and  Fong  are  already  multimillion- 
dollar  stock  donors.  And  they  have  learned  that 
gifting  stock,  as  the  practice  is  called,  is  impor- 
tant both  for  the  good  it  does  for  the  world  and 
the  good  it  does  for  your  taxes  and  estate  plan- 
ning. Gifting,  says  Martin  Greif,  managing  di- 
rector of  American  Express  Tax  &  Business  Ser- 
vices in  New  York,  is  "one  of  the  simplest  and 
greatest  things  in  the  tax  law."  So  if  you're  sit- 
ting on  capital  gains  you'd  like  to  turn  over  to 
charity,  here  are  some  key  points: 
TAKE  A  DEDUCTION.  The  Internal  Revenue  Ser- 
vice allows  you  to  take  a  tax  deduction  on  the 
full  fair-market  value  of  a  gift  stock,  irs  rules  di- 
rect you  to  calculate  its  value  by  figuring  the 
mean  between  the  high  and  low  on  the  day  you 
transfer  it.  That  means  lots  of  charitable  mileage 


E  ST 

out    of  shares    you    may    have 
bought   at  rock-bottom   prices. 
Lawrence  Rapoport,  manager  of 
client  accounting  at  Rockefeller 
&  Co.,  explains  it  this  way:  Say 
you  bought  stock  for  $1,000  that's  now 
$10,000.  If  you  sold  those  shares,  you  woij 
20%,  or  $1,800,  in  capital  gains  taxes 
$9,000  profit.  Instead  of  having  $10,000  to 
charity,  you'd  have  only  $8,200.  Yet  if  you 
$10,000  in  stock,  you  can  claim  the  full  amd 
a  deduction.  Remember  to  hold  the  stj 
months  or  more.  Otherwise,  you  may 
only  your  original  cost  basis. 
GIFT  INSIDER  STOCK.  You  can  donate  resl 
stock  or  "locked-up"  shares  held  by  initia 
lie  offering  insiders.  Community  Found 
for  instance,  is  holding  on  to  pre-lPO  shq 
AltaVista,  the  search  engine  and  Net 
and  Snowball.com,  a  Web  site  aimed  atl 
30-year-olds.  To  value  restricted  stock,  yj 
need    an    independent    appraiser,    accj 
to  irs  rules.  Although  you  are  not  requij 
engage  an  appraiser  for  stock  worth 
or  less  that  is  not  traded  on  any  secj 
market,  in  practical  terms,  you  will  nee| 
to  value  the  stock,  says  Greif. 

KNOW  THE  LI 
The  irs  allow 
to      donate 
worth  up  to 
your  adjusted 
income  and  s 
a  current  vah 
The  limit  for 
ing  t6  a  family 
dation  is  20% 
The   overall 
on  donations  i; 
so  you  can  au 
that   30%    in 
with    an    add: 
20%  of  your 
cash.  If  you  ( 
the   limit,   yo 
carry  over  tl 
cess  for  five  y< 
GIFT  MUTUAL  FUND  SHARES.  "You  don't  S( 
as  much,"  says  Morgan  Stanley  Dean  Witt 
nior  Vice-President  Matthew  Ives,  "bees 
mutual  fund  makes  a  distribution  every 
That  means  fund  shares  tend  to  have  s 
capital  gains. 

WATCH  THE  CALENDAR.  Although  you  won't 
your  exact  agi  until  at  least  yearend,  doi 
nate  stock  on  Dec.  31.  It  might  not  trans 
time  for  current-year  tax  benefits.  And  b< 
to  ask  your  recipient  charity  for  a  don 
knowledgement  letter  for  the  irs. 
TRY  A  TRUST.  You  deposit  appreciated  stoc 
charitable  remainder  annuity  trust  and  < 
annual  income  of,  say,  6%.  Upon  your  deat 
charity  receives  the  principal.  Using  a 
avoids  taxes  on  the  stock's  gains  and  gets 
deduction,  dependent  on  your  age  and  the 
of  the  annuity  interest. 


Click  on  "Giving," 
then  "How  to  give" 


m 


Click  on  "Charitable 
Gift  Fund" 


New  site  will  let  you 
donate  shares  over  the  Net 

Help  in  deciding  how  much 
you  can  afford  to  give 

Go  to  "Charitable  Giving" 


Nl 
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The  Disabled 


len  Your  Kids  Will 
ways  Be  Dependent 

3  to  assure  care  for  disabled  children 


JAN 
ND 


vo 


ike  other  parents  of  children  with  disabili- 
ties, Evelyn  and  Robert  Hausslein  of  Lex- 
ington, Mass.,  had  to  face  a  heart-rending  is- 
sue: How  would  their  33-year-old  son 
Thomas,  who  is  moderately  retarded,  sur- 
lvive  after  his  parents'  death?  To  assure  his 
living  arrangements,  Evelyn,  61,  a  retired 
teacher,  and  Robert,  62,  a  retired  chemical 
engineer,  bought  a  unit  12  years  ago  for 
$65,000  in  an  independent-living  facility 
for  developmentally  disabled  adults.  His 
$1,200  monthly  support  is  partially  cov- 
ered by  government  subsidies.  The  Hauss- 
leins  also  set  up  a  trust,  structured  so 
that  Thomas  will  not  lose  government  aid 
when  his  parents  leave  an  estate.  Their  other 
two  adult  children  are  trustees  who  will  make 
cash  distributions  as  well  as  monitor  his  care. 

Thomas'  future  may  now  be  more  secure  than 
those  of  his  siblings.  "We're  buying  some  level  of 
peace  of  mind  and  control,"  says  Evelyn  Haus- 
slein. Adds  her  husband:  "With  Tommy  in  a 
group  home,  his  future  is  predictable.  With  our 
other  children,  we  don't  know  how  the  vicissi- 


GROUP  HOME 

Evelyn  and  Robert 
Hausslein  bought  a 
unit  in  a  residence 
for  developmentally 
disabled  adults  for 
their  son,  Thomas, 
now  33 


tudes  of  life  will  treat 
them." 

Like  the  Haussleins, 
increasing  numbers  of 
families  are  facing  such 
estate-planning  difficul- 
ties, with  tricky  legal  is- 
sues and  tough  calcula- 
tions to  determine  an 
adult  child's  long-term  fi- 
nancial needs.  "Severe- 
ly disabled  children  used 
to  die  before  their  par- 
ents," says  Christopher 
Sullivan,  a  vice-president 
and  manager  of  Merrill 
Lynch's  new  financial- 
planning  program  for  families  with  special-needs 
children.  Thanks  to  medical  advances,  "many 
more  now  outlive  them."  The  Arc,  an  advocacy 
organization  for  the  mentally  retarded  with  local 
chapters  nationwide,  says  that  people  with  de- 
velopmental disabilities  often  live  well  into  their 
60s,  and  nearly  a  half-million  adults  with  mental 
retardation  are  living  with  a  parent  who  is  over 
60.  That  means  that  parents  may  have  to  provide 
for  the  future  of  their  disabled  children  at  the 
same  time  that  they're  arranging  for  their  own 
retirement  and  their  other  children's  college 
educations. 

COSTLY  MISTAKES.  A  key  first  step  is  finding 
other  parents  in  similar  situations.  They  can  be 
founts  of  information  on  community  services,  es- 
tate attorneys,  and  financial  planners  with  ex- 
pertise in  these  areas.  Also,  the  local  organization 
that  advocates  for  your  child's  disability,  such 
as  affiliates  of  United  Cerebral  Palsy  and  the  Na- 
tional Alliance  for  the  Mentally  111,  can 
put  you  in  touch  with  experts. 

Make  sure  your  attorney  understands 
"special-needs"  trusts;  a  mistake  by  an 
estate  lawyer  with  little  experience  in 
this  sub-specialty  can  imperil  your  child's 
security.  Such  government  benefits  as 
Medicaid  and  Supplemental  Security  In- 
come are  crucial  because  they  pay  for  most  med- 
ical care,  housing,  and  other  community  services. 
But  under  federal  and  state  laws,  disabled  adults 
can't  receive  those  benefits  if  their  assets  ex- 
ceed $2,000.  A  special-needs  trust  (to  pay  for 
such  extras  as  nicer  clothes,  entertainment,  a 
computer)  must  be  written  so  that  the  child 
doesn't  own  the  assets  or  control  any  portion. 
Trust  documents  also  must  clearly  specify  that 


.. 
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FAMILY  TIES 

Tom  Hausslein's 
siblings  are  also 
his  trustees 


INITIAL  SIZE 
OF  TRUST 


the  funds  will  go  only  for  expenses  the  govern- 
ment won't  provide.  The  government  has  sus- 
pended benefits  when  documents  state  in  too- 
general  terms  that  the  funds  will  be  used  for  the 
care  of  the  child. 

Even  the  wealthiest  parents  should  preserve 
the  possibility  of  government  aid.  A  child  re- 
ceiving Medicaid  can  still  use  the  trust  to  pay  for 
upgrades  in  care — say,  the  best  neurologist  or 
private  institution. 
"Even  if  you're  paying 
privately,  you  still  want 
Medicaid  for  unexpected 
medical  expenses  that 
could  wipe  out  even  a 
well-planned  estate," 
says  Theresa  Varnet,  an 
estate  attorney  with  the 
law  firm  Spain,  Spain  & 
Varnet  in  Chicago. 

One  popular  tool  to 
expand  the  pot  is  second- 
to-die  life  insurance, 
which  pays  out  after  the 
second  parent  dies.  The 
money  can  be  used  ei- 
ther to  pay  taxes  on  the 
entire  estate,  or  to  fund 
the  special-needs  trust. 
Also,  work  with  grand- 
parents and  other  rela- 
tives who  may  be  consid- 
ering a  bequest.  Varnet 
usually  advises  clients  to 
set  up  "stand-alone"  spe- 
cial-needs trusts  to  ac- 
cept gifts  and  bequests — 
and  pay  for  a  child's 
supplemental  needs — until  the  parents'  special- 
needs  trust  kicks  in  at  their  deaths.  Remember  to 
look,  too,  at  the  beneficiary  clauses  of  401(k)  plans, 
annuities,  individual  retirement  plans,  and  other 
assets.  Cynthia  Haddad,  a  financial  planner  with 
Bay  Financial  Associates  in  Waltham,  Mass.,  notes 
that  some  estate  attorneys  "will  never  take  the 
step  to  make  sure  these  assets  are  transferred 
into  trust  documents." 

How  much  should  be  left  in  a  trust?  That  de- 
pends partly  on  your  wealth,  your  retirement 
needs,  the  age  of  your  child,  and  the  expenses  of 
other  children  still  at  home.  A  financial  planner 
with  expertise  in  disabilities  and  advocacy  orga- 
nizations can  help  you  figure  out  how  much  your 
child's  housing  and  other  needs  could  cost  down 
the  road.  And  consider  the  feelings  of  your  oth- 
er children:  Sometimes  worried  parents  will  leave 


How  Much  Will  Your 
Trust  Pay? 

Assuming  that  the  disabled  child  lives  to 
about  age  80,  here  are  the  yearly  payouts 
based  on  the  initial  size  of  the  trust  and 
your  child's  age  at  your  death.  The  calcu- 
lations assume  that  inflation  will  average 
3%,  the  annual  return  on  investments  will 
average  8%,  and  that  the  trust  will  be  de- 
pleted by  the  end  of  the  child's  life. 


YEARLY  PAYOUTS  BASED  ON  DISABLED 
CHILD'S  AGE  AT  YOUR  DEATH 


30  YEARS  OLD 

40  YEARS  OLD 

50  YEARS  OLD 

$50,000 

$1,716 

$1,885 

$2,217 

200,000 

8,304 

8,980 

10,308 

400,000 

17,088 

18,441 

21,096 

700,000 

30,264 

32,632 

37,278 

1,000,000 

43,439 

46,822 

53,459 

DATA:  THE  ARC  OF  INDIANA 


Choose  a  trustee  carefully.  You  want  someone 
who  is  capable  and  honest,  of  course,  but  also 
sensitive  to  the  special  needs  of  your  child 


their  entire  estate  to  their  disabled  child 
ing  resentment  among  siblings,  says  Jose 
Donald  III  of  McDonald  &  Kanyuk,  a  law- 
Concord,  N.  H.  If  government  benefits  ai 
erous,  you  may  be  able  to  leave  more  t 
other  children.  "You  want  to  make  sui 
siblings  remain  loyal  and  affectionate  1 
disabled  brother  or  sister,"  he  says. 
Also,  choose  a  trustee  and  other  m< 
carefully.    The   t 
will  invest  the  fur 
make      disburse 
Some  experts  wai 
banks,  while  goo 
ciaries,  often  kno\ 
about  your  child's 
or  even  about  re] 
requirements  undt 
lie-assistance  law 
lings  are  often  the 
es,   though   then 
conflict  of  intere 
family  member  sti 
inherit  the  remair 
the  trust.  Jim  Bo^ 
of  Dixon,  111.,  didn 
itate  to  choose  his 
daughters  as  sue 
trustees  for  his  soi 
43,  who  is  menta 
tarded.  "I  want  so 
who  knows  him 
needs,"  Bown  say 
OPEN  EYES.  Anoth 
tion  is  a  nonprofit 
nization.    Some 
groups   are   settii 
services  to  act  as  to 
as  your  child's  "needs  monitor,"  or  both.  Tl 
of  Indiana,  for  instance,  has  established  a 
trust  and  hired  a  bank  to  invest  the  asset 
million  from  130  separate  special-needs 
Perhaps  the  best  strategy  is  to  choose  co-tr 
who  can  monitor  each  other.  Varnet  also 
requires  an  accounting  firm  to  review  the 
once  a  year  "to  keep  the  trustee  honest." 
Ensuring  that  your  child  is  living  in  a 
environment,  watched  over  by  people  wl 
derstand  his  or  her  personal  needs,  can 
even  more  difficult  process.  Tap  into  the 
services  network  and  start  coming  up  v 
housing  plan,  either  buying  space  in  a  p 
program  or  getting  on  a  waiting  list  for 
ernment-subsidized  support  services  and  ho 
One  big  help  is  to  prepare  a  detailed  descr 
of  the  child's  history  and  preferences 
thing  from  favorite  foods  and  activities  to  fi 
and  doctors  the  child  sees.  Although  not  a 
document,  this  "letter  of  intent"  will  give 
caregivers  vital  information  on  how  best  to 
your  child's  needs. 

Keep  in  mind  that  it  could  take  many  mi 
even  years,  to  arrange  the  money,  home 
social-service  network.  But  to  know  that 
child  can  live  comfortably  for  years  afte: 
die  is  surely  worth  the  time  and  effort. 
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figure  I.   straw 


figure  2.   sticks 


figure  3.    brick 
(The  third  little  pig  was  onto  something.) 


The  world's  best  e-security  begins  with  the  brick 


RSA 


SECURITY" 

The  Most  Trusted  Name  in  e-Security" 


For  a  complimentary  copy  of  the  IDC  White  Paper,  "eSecurity:  The  Essential  eBusiness 
Enabler, "contact  RSA  Security  at  1.800.495.1095  ext.  201  or  www.rsasecurlty.com/go/brick. 


Look  for  the  RSA  Secured 
mark  on  products  that  contain 
the  world's  best  e-secunty 
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ALL-IN-ONE  SITES  HAVE 
SOME  MISSING  PIECES 

When  someone  throws  money  at  you  to  be- 
come a  customer,  should  you?  The  other 
day  in  Atlanta,  outside  a  Charles  Schwab 
office,  promoters  of  a  new  Web  site  called  On- 
Money.com  invited  me  into  then-  plexiglass  "cash 
booth."  It  sat  next  to  their  sweepstakes  prize,  a 
$(50,000  Range  Rover  loaded  with  $20,000  in 
cash.  The  booth  was  Uttered  with  money,  too,  all 
fake  except  for  two  real  $5 
bills.  When  a  fan  went  on, 
swirling  the  bills  up  around 
my  face,  I  had  10  seconds 
to  grab  a  real  fiver  before  it 
hit  the  ceiling. 

I  failed,  but  I  swear  it's 
not  sour  grapes  that  left  me 
wondering:  Is  a  free  site 
that  aims  this  year  to  spend 
$250,000  in  cash  promotions 
and  prizes  worth  your  at- 
tention? OnMoney.com  is 
one  of  a  growing  number  of 
sites  (table)  that  promise  to 
make  our  financial  lives  eas- 
ier via  "account  aggrega- 
tion." That's  Webspeak  for 
gathering  on  one  page  your 
bank,  brokerage,  and  credit 
card  balances,  plus  such  oth- 
er stuff  as  frequent-flier 
points  and  phone  bills. 

How  does  this  work? 
From  OnMoney.com's  home 
page,  I  registered  for  free 
by  giving  my  name,  zip 
code,  and  e-mail  address. 
Next,  I  set  up  a  "MyAccounts"  page  by  giving 
OnMoney.com  my  online  user  names  and  pass- 
words for  such  accounts  as  my  American  Ex- 
press Optima  card  and  BellSouth  home  phone 
service.  When  I  was  done,  one  page  showed  me 
how  many  frequent-flier  miles  I  have  on  three 
airlines,  how  many  messages  I  had  waiting  at 

America  Online,  how 
high  my  Optima  card 
bill  had  climbed,  and 
the  cash  balance  in 
my  brokerage  ac- 
count. Each  time  I  re- 
turned to  OnMoney- 
com,  I  could  see  all 


BY  ROBERT  BARKER 

It  was  nice  to  see 
at  a  glance  my 
personal  balance 
sheet.  But  if 
you  can't  compare 
the  picture  to, 
say,  last  month's, 
the  service  isn't 
very  useful 


PROMO:  Cash  prizes  for  the  quick 


One-Stop  Accounting 

Selected  Web  sites  that  will  gather 
much  of  your  financial  information  together: 

SITE  WEB  ADDRESS FEATURE 

www.altavista.com 


ALTAVISTA         www.altavista.com  MyAccounts 

MSN*  moneycentral.msn.com  My  MoneyCentral      ly."l'  *     H"t"rT  ^  'tv! 

GO  NETWORK     www.go.com  AccountKeeper         just  one  password 

www.onmoney.com         MyAccounts 


0NM0NEY.COM 
YODLEE 

*Available  in  April 


www.yodlee.com 


MyYodlee 


DATA:  BUSINESS  WEEK 


The  sites  vow  to 
protect  privacy,  but 
it's  still  a  long  leap  of 
faith.    OnMoney.com 


passes  along  permission  to  use  my  pasl 
to  VerticalOne,  the  partner  that  does  allf 
actual  account  aggregation.  VerticalOne 
by  entering  your  banking  and  brokeragd 
Web  sites  under  your  name  and  plucki 
the  key  data.  Rivals  Yodlee.com,  linked  vJ 
taVista  and  Intuit,  and  Corillian,  which 
Microsoft's  MSN  MoneyCentral,  work  siij 
The  sites  and  aggregators  swear  up  and 
keep  your  trust,  but  VerticalOne  limits  i 
ity  to  $100,000  even  if  it's  grossly  ne£ 
Many  people  will  reasonably  find  all  of 
creepy — way  too  X-Files. 

I  didn't.  In  fact,  I  found  it  neat  to  cap| 
one  glance  some,  if  not  all,  of  my  persor 
ance  sheet.  Just  the 
can't  recommend  th^ 
pie   spend   time   at 
sites  yet.  One  reason  | 
all     of    the     bugs 
worked  out.  For  inJ 
VerticalOne  couldn't! 
er    to    OnMoney.c 
right  balance  for 
South  account.  A  J\ 
bill,  long  since  paid, 
up  in  late  March  as 
ance    Due."    Not    a  I 
dence-builder. 

Worse  is  the  fact  tl| 
information  you  get 
gregating  is  of  limitd 
No  site  I  found  woi| 
me  export  data  to  a 
sheet,  where  I  migh| 
pare  it  witji  my  fir 
position  last  month 
nipulate  it  in  other  I 
At  Schwab's  site,  y(j 
do  a  cross-account 
fer — moving  money 
bank  account  to  a  H 
money  market  fund, 
ample — but  you  can't  do  that  at  an  aggreg 
Such  tools   and   services  are   coming 
Money.com  ceo  Vince  Passione  says  that  bj 
he  expects  the  site  to  offer  such  functiJ 
cash-flow  analysis  of  your  bank  and  credj 
transactions,  with  comparisons  of  your  fir] 
habits  against  benchmarks  for  folks  in 
nancial  situations.  That  way,  you  can  tell  if  | 
spending  too  much  on,  say,  housing. 

Tighter  integration  with  bill-paying 
help  hook  users.  "We're  betting  on  B 
says  msn  Money  Central  product  manage j 
Jorgensen.  "It's  really  going  to  take  off."  I  [ 
As  these  sites  add  tools  and  tie  features  s\ 
bill-paying  closer  to  bank  balances,  thej 
But  for  now,  there's  no  hurry  to  get  on  bd 


BusinessWeek  ONLINE. 


For  barker.online,  go  to  www.businessweek.com/inj 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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WINDOWS  PERPETUAL  CALENDAR 

■mures:  I SK.  while  or  rose  gold  case.  Mechanical  hand-assembled  movement.  25  jewels.  Limited  production  of  28  pieces. 

mailable  at:  CELLINI.  Hotel  Waldorf  Astoria.  Park  Avenue  at  40th  Street.  New  York.  NY  10022 

&  509  Madison  Avenue  at  53rd  Street.  New  York,  NY  10022 

For  further  information  on  this  and  other  watches  in  our  collection,  please  contact: 

ROCER  DUBUIS  NORTH  AMERICA  (570)  970  8888 


Trying  to  make  money  is  only  half  the  fun. 
No...  that's  pretty  much  it. 


Everyone  likes  money,  that's  why  you  invest.  And  that's  why  E*TRADE*  gives 
you  the  tools  you  need  to  make  better  investing  decisions.  From  market 
insights  directly  off  the  street  to  Smart  Alerts  that  keep  tabs  on  your  investments. 
And  at  E*TR ADE*  you  never  have  to  spend  your  precious  money  on  high 
commissions.  Trades  start  as  low  as  $4-95  with  active  investor  rebate.  For  more 
information,  visit  etrade.com  or  call  us  at  1'800-ETRADE-l. 
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E*  TRADE 


Rebate  applies  to  trades  in  excess  of  75  per  calendar  quarter.  $4.95  for  listed  market  orders,  $9.95  for  Nasdaq  and  limit  orders.  E*TRADE 
the  difference  between  actual  commission  paid  and  discounted  commission  each  month  within  two  weeks  of  month-end.  Trades  30-75  per  c 
quarter  are  $9.95  for  listed  market  orders  and  $14.95  for  Nasdaq  and  limit  orders.  Trades  1-29  per  quarter  are  $14.95  for  listed  market  orders 
limit,  and  stop  orders  are  $19.95.  For  listed  orders  over  5,000  shares,  add  $0.01 /share  to  the  entire  order.  Add  $15.00  for  broker-assisted  tra 
connect  fees  for  Web  access.  Direct  modem  and  TELE*MASTER  connect  fees  are  $.27/minute.  ©  2000  E*TRADE  Securities,  Inc.  All  rights  r 
Member  NASD/SIPC.  E*TRADE  is  a  registered  trademark  of  E*TRADE  Securities,  Inc. 
System  response  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions  and  system  performance. 
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one  service, 
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RECOVERING 
FROM  A  WALLOP 


Tyco  International  Chairman  Dennis  Ko- 
zlowski  aims  to  get  back  in  investors'  good 
books.  The  stock  took  a  beating  after  alle- 
gations that  Tyco  (TYC)  engaged  in  accounting  ir- 
regularities in  its  acquisitions,  which  Kozlowski 
denies.  The  Securities  &  Exchange  Commission 
is  looking  into  the  charges.  The  stock,  which 
had  been  in  the  mid-60s,  closed  at  28'/  on  Dec.  9. 
It  has  since  rallied,  to  49%  on  Mar.  29. 

What's  Kozlowski's  strategy?  He  has  shifted 
gears,  stressing  Tyco's  New  Economy  opera- 
tions. Conglomerate  Tyco  is  in  health  care, 
valves,  fire  protection,  and  security.  Tyco  also 
makes  plenty  of  high-tech 
products:  undersea  fiber-op- 
tic cable  and  wireless  tele- 
com and  electro-optic  con- 
nection devices.  But  the 
market  hasn't  recognized 
their  true  worth. 

So  Kozlowski  is  taking 
two  of  Tyco's  high-tech 
units  public.  Tyco  has  filed 
to  sell  20%  "of  TyCom, 
which  is  No.  1  in  undersea 
fiber-optic  cable.  The  ipo  will  sell  $1  billion  of 
stock.  Kozlowski  says  he  also  plans  to  take  pub- 
lic m/a-com,  whose  products  are  sold  to  the 
broadband  telecom,  automotive,  and  aerospace 
industries.  Kozlowski,  who  has  bought  compa- 
nies worth  $30  billion  over  just  three  years,  in- 
tends to  forge  ahead  with  acquisitions:  He  ex- 
pects to  tie  up  two  deals  this  year — in  the 
electronics  and  technology  sectors,  to  comple- 
ment Tyco's  fiber-optics  and  telecom  operations. 

Tyco's  stock  soared  eightfold  in  the  five  years 
ended  Sept.  30,  1999 — prior  to  claims  of  question- 
able accounting.  Analyst  Phua  Young  of  Merrill 
Lynch,  who  rates  the  stock  a  long-term  buy,  says 
Tvco's  move  to  associate  itself  with  the  New  Econ- 
omy, plus  its  strong  fundamentals,  should  drive  the 
stock  higher.  His  12-month  target:  95,  or  35  times 
his  2001  estimate  of  $2.70  a  share.  In  2000,  he  sees 
earnings  of  $2.13. 

LEAP'S  GENIUS: 
FLAT-FEE  CELLULAR 


SEPT.  28, '99    MAR.  29, '00 
▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 
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eap  Wireless  International  (lwin) 
has  found  its  niche:  It  provides 
no-frills,  talk-all-you-want  wire- 
less phone  service  for  $29.95  a  month. 
The  service  has  yet  to  go  national, 
but  its  stock  has  already  broken  loose: 
Trading  at  20  a  share  in  October,  Leap 
soared  to  9&by  Mai-.  29.  It  has  major 
partners:  Former  parent  Qualcomm, 
which  spun  off  Leap  in  1998,  still  owns 
591 .  and  Sprint  PCS  owns  V<. 

"By  any  measure,  Leap  is  the  most 


inexpensive  wireless  company  around,"  Bays  Bri 

an  Zimmerman,  money  manager  at    Forstmanil 

Lefl  Associates,  which  has  accumulated  -riac 
Other  wireless  companies  trade  at  $180  to  $300 
per  potential  customer,  vs.  $85  to  $90  for  Leap,  tie 
says.  And  based  on  its  10-year  projected  cash 
flow,  the  stock  is  worth  200.  Leap  has  "hut<e  po- 
tential" for  world  growth,  says  Zimmerman,  since 
it  targets  middle  to  low-tier  markets. 

Using  technology  provided  by  Qualcomm,  Lu- 
cent Technologies,  and  Ericsson,  Leap  so  far 
serves  only  Nashville  and  Chattanooga,  along 
with  cities  in  Mexico  and  Chile.  Leap  plans  to 
go  national  soon. 

THE  HIDDEN  GEM 
AT  WESTERN  DIGITAL 

Once  a  high-flying  technology  stock,  Western 
Digital  (wdc)  fell  out  of  favor  when  the 
disk-drive  business  went  into  a  downturn  a 
couple  of  years  ago.  "The  stock  was  trading  as  if 
Western  Digital  was  going  out  of  business,"  says 
Dane  Lewis,  an  analyst  at  Robertson  Stephens. 
That  was  in  November,  when  the  stock  had  fall- 
en to  213/o.  But  it  has  since  bounced  back  to  TMe. 
"We  believe  the  disk-drive  business  will  emerge 
from  the  downcycle,"  says  Lewis,  who  has  up- 
graded his  rating  on  the  stock  to  a  buy. 

There  is  another  reason  for  his  bullish  stance: 
Western  has  an  unappreciated  gem  in  its  net- 
work storage  business,  which  he  estimates  is 
worth  $500  million  to  $1  billion.  The  storage 
business,  where  demand  has  been  exploding  be- 
cause of  Internet  growth,  is  not  reflected  in  the 
stock  price,"  says  Lewis.'  Considering  that  West- 
ern's market  cap  is  about  $1.1  billion,  investors 
are  getting  the  company's  Connex  nas  (network 
attached  storage)  systems  unit  for  peanuts. 

Connex'  entry  into  the  nas  market,  according  to 
Lewis,  is  well  timed  to  participate  in  the  rapid 
growth  of  network  storage 
appliances.  Researcher 
Dataquest  sees  the  NAS 
market  growing  from  $855 
million  in  1999  to  more  than 
$6  billion  in  2003.  Connex 
has  sold  products  of  its  NAS 
systems  through  some  big 
U.S.  distributors,  including 
Ingram  Micro.  Lewis  thinks 
Western  has  opportunities 
to  sell  its  products  to  origi- 
nal equipment  makers. 

Western's  disk-drive  business,  says  Lewis,  will 
survive  the  current  downcycle.  He  figures  West- 
ern's cash  levels  and  sources  of  cash,  totaling 
more  than  $500  million,  are  sufficient  to  carry  the 
company  through  the  downturn. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Mar.  29 


%  change 
Year  to    Last  12 
Week      date        months 


%  chan 


GLOBAL  MARKETS 


Mar.  29       Week 


Year  to  | 
date 


S&P  500 

Mar.  Sept.  Mar.  Mar.  23-29 


1485h 


1230" 


1480 


COMMENTARY 

Old  Economy  stocks  beat  New 
Economy  stocks  for  the  third 
week  in  a  row  as  investors 
continued  to  take  profits  from 
tech  stocks  and  pour  them  into 
blue-chips.  Some  shifting  was 
due  to  a  Mar.  28  report  by 
market  guru  Abby  Joseph  Co- 
hen that  said  tech  stocks  are 
"no  longer  undervalued."  The 
Nasdaq  finished  down  4.5%, 
while  the  Dow  was  up  1.4%. 
The  BW  50  was  up  0.7%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

Business  Week  50* 

Business  Week  Info  Tech  100** 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 


1508.52 

11,018.7 

4644.7 

480.4 

210.1 

14,384.7 

1370.8 
1094.8 
937.1 
606.5 
852.5 
134.4 
73.3 
571.5 
242.1 
676.1 


0.5 
1.4 
-4.5 
-2.8 
-1.5 
-0.9 

0.7 

-0.9 

1.0 

0.9 

5.5 

1.3 

-0.4 

0.9 

2.7 

-7.1 


2.7 
-4.2 
14.1 
8.0 
6.2 
4.1 

5.4 
NA 
5.6 

-0.7 
2.2 
1.1 

-0.4 

-4.3 
6.6 

-5.1 


15.1 
10.1 
86.3 
29.8 
30.4 
20.9 

36.6 
NA 

23.6 
5.6 
9.4 

-5.2 

-6.6 

-18.7 

0.8 

25.0 


S&P  Euro  Plus  (U.S.  Dollar)       1546.8 


London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


6598.8 

6505.5 

7864.8 
20,706.7 
18,096.4 

9702.2 

7885.2 
Mar.  28 


0.3 
-0.2 
3.6 
0.8 
4.9 
3.1 
-1.7 
1.3 


2.4 
-4.8 

9.2 
13.0 

9.4 

6.7 
15.3 
10.6 


PSE  Technology 

*Mar.  19,  1999  =  1000 


1176.4       -5.4        21.0      133.9 


"Feb.  7,  2000  =  1000 


Wk.  ago 

1.13% 

31.4 

24.7 

0.41% 

Wk.  ago 

S&P  500  200-day  average  1374.1       1368.8 

Stocks  above  200-day  average  31.0%       30.0% 

Options:  Put/call  ratio  0.42  0.44 

Insiders-.  Vickers  Sell/buy  ratio  0.78  0.77 


S&P  500  Dividend  Yield  1.12% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  31.8 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.9 
First  Call  Earnings  Revision*  0.79% 

•First  Call  Corp. 
TECHNICAL  INDICATORS  Mar.  28 


BEST-PERFORMING         Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 
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Publishing 
Hotels  &  Motels 
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MUTUAL  FUNDS 


■■  S&P  500*    ■ 
4-week  total  return 


I  All  Equity  Week  ending  Mat  28 

52-week  total  return 


%        2        4        6         8      10        12 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


9        18      27       36      45       54 
•'Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return       % 

Financial  13.4 

Large-cap  Value  8.6 

Large-cap  Blend  8.5 

Mid-cap  Value  8.4 

Pacific/Asia  ex-Japan  7.6 

Leaders 

52-week  total  return  % 

168.3 

108.9 

103.1 

81.8 

78.2 


Technology 
Small-cap  Growth 
Mid-cap  Growth 
Pacific/Asia  ex-Japan 
Diversified  Pacific/Asia 


Laggards 

Four-week  total  return       % 

Health  -9.1 

Precious  Metals  -4.0 

Japan  -2.6 

Small-cap  Growth  -1.1 

Diversified  Paciric/Asia  1.2 

Laggards 

52-week  total  return  % 

-6.5 

-4.7 

3.5 

4.6 

8.5 


Precious  Metals 
Financial 
Real  Estate 
Large-cap  Value 
Mid-cap  Value 


INTEREST  RATES 


KEY  RATES 


Week      Year 
Mar.  29     ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


5.54%    5.49%   4.48% 
5.88       5.91       4.49 


BLOOMBERG  MUNI  YIELD  EQUIVAI  :" 

Taxable  equivalent  yields  on  AAA-rated,  tax-e 
municipal  bonds,  assuming  a  31%  federal  t; 
10-yr.bond    30-  4' 


18;  IIS 


1-YEAR  TREASURY  BILLS  6.25  6.21  4.72 

10-YEAR  TREASURY  NOTES  6.16  6.13  5.25 

30-YEAR  TREASURY  BONDS  5.98  5.97  5.63 

30-YEAR  FIXED  MORTGAGE!  8.32  8.27  7.05 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


5.03% 
7.29 


INSURED  REVENUE  BONDS     5.21 


fi« 


TAXABLE  EQUIVALENT 


tBanxQuote,  Inc. 


7.55 


BW  PRODUCTION  INDEX 


K;M 


165 


Change  from  last  week.  0.4% 


Change  from  last  year:  10.5% 


INDUSTRIAL  OUTPUT 

Mar.  18=162.7 

1992=100 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  is  on  the  rise  a 
a  0.4%  increase,  after  three  weeks  of 
162.  The  unaveraged  index  soared 
164.7,  from  162.9.  After  seasonal  adju:  plalll 
components  were  up.  Truck  produc  n6SCi52 
5.9%,  and  General  Motors  Corp.  annoi  ic (BELj B  4|i 
it  is  going  after  the  heavy-duty  pickup  r  inn ... 
fall  with  a  new  diesel  engine.  Eled  .„ ' 
output  increased  a  substantial  3.6%  ,  ** 
son  Electric'*,  Weekly  Electric  Output  ' 
at  161,  the  highest  it  has  been  since  'C:-  S 


I  THE  WEEK  AHEAD 


NAPM  SURVEY  Monday,  Apr.  3,  10  a.m.  edt 
►  The  National  Association  of  Purchasing 
Management  business  index  probably 
slipped  to  56.5%  in  March,  from  56.9% 
in  February.  That's  the  median  forecast  of 
economists  surveyed  by  Standard  & 
Poor's  MMS,  a  division  of  The  McGraw- 
Hill  Companies.  Industrial  activity  has 
been  accelerating  since  last  summer, 
with  output  boosted  by  both  domestic 
and  foreign  demand. 

CONSTRUCTION  SPENDING  Monday,  Apr.  3, 
10  a.m.  edt>-  Construction  outlays  were 
probably  unchanged  in  February,  after  jump- 
ing 2.7%  in  January. 


LEADING  INDEX  Tuesday,  Apr.  4,  10a.m.  edt 
►  The  Conference  Board's  composite  index 
of  leading  indicators  was  probably  flat  in 
February.  The  weakness  in  the  stock  market 
offset  gains  in  the  labor  market.  The  index 
rose  0.3%  in  January. 

EMPLOYMENT  Friday  Apr.  7,  8:30  a.m.  edt>- 
The  S&P  MMS  survey  calls  for  a  large 
300,000  gain  in  payrolls  in  March.  That  fol- 
lows a  tiny  43,000  advance  in  February  and 
a  384,000  surge  in  January.  The  unemploy- 
ment rate  is  expected  to  fall  back  to  4%, 
from  February's  4.1%.  Hourly  wages  proba- 
bly increased  0.3%  in  March,  the  same  rise 
reported  in  February. 


! 


INSTALLMENT  CREDIT  Friday,  Apr.  7,  2  / 
for  ►  Consumers  likely  added  another 
billion  in  new  debt  in  February,  says  thWslll 
S&P  MMS  survey.  Thanks  to  high  confic  fe 
and  strong  job  markets,  consumers  hav 
been  borrowing  at  a  record  pace  since 
vember.  With  the  expected  February  ri 
new  borrowings  are  up  by  $50.6  billio 
just  the  last  four  months,  compared  w 
$79  billion  for  the  entire  year  before  t 
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Editorials 


THE  ECONOMY:  A  HIGHER  SAFE  SPEED  LIMIT 


Defying  first-of-the-year  predictions  and  standard  eco- 
nomic convention,  the  American  economy  races  on.  De- 
spite five  Federal  Reserve  rate  increases,  consumers  are 
spending  like  crazy,  corporations  are  investing  like  mad, 
stock  indexes  are  bumping  new  highs,  profits  are  soaring,  and 
inflation  remains  only  a  troublesome  worry,  not  a  major  re- 
ality. What  the  heck  is  going  on?  Welcome  to  the  debate  on 
New  Economy  safe  speed  limits,  Part  Two. 

Part  One  began  in  1995  and  ended  last  year  when  the  Fed 
and  most  economists  concluded  that  the  U.S.  economy  could 
grow  at  3%  to  3%%  annually  without  inflation,  significantly 
higher  than  the  2%  to  2!A%  of  previous  decades.  But  recent 
data  show  that  the  potential  growth  rate  may  be  even  high- 
er— perhaps  3%%  to  4lA% — and  policymakers,  investors,  and 
businesspeople  alike  are  debating  again  how  fast  is  fast.  We 
are  cautiously  optimistic  that 


technological  revolutions  produce  falling  prices,  but  the 
nitude  and  speed  of  the  IT  revolution  is  unprecedented, 
made  innovations  more  affordable  to  middle-class  familie^ 
faster  rate  than  before  (www.dallasfed.org). 

The  chart  compares  the  current  wave  of  innovation  t| 
last  one.  Lest  we  forget,  before  the  Information  Age, 
was  the  Age  of  Electricity,  as  Joseph  Schumpeter  callec 
Capitalism,  Socialism,  and  Democracy.  The  previous 
nology  cascade  came  off  electricity,  which  spawned  autod 
planes,  telephones,  refrigeration,  and  the  radio.  But  it  toj 
years  from  when  cars  were  invented  for  a  quarter  of  all 
households  to  buy  one,  39  years  to  get  a  telephone,  59  ye^ 
have  air  conditioning,  and  23  years  to  get  a  radio.  Price 
these  new  products  declined  over  time,  but  rather  slowj 
contrast,  it  took  only  18  years  from  the  invention  of  the 

a  quarter  of  U.  S.  housel 


.PERCENT  OF  HOUSEHOLDS  WITH: 


we  can  notch  up  the  nonin- 
flationary  growth  rate  once 
more.  But  we  are  experienc- 
ing what  Treasury  Secretary 
Lawrence  H.  Summers  calls 
"paradigm  uncertainty." 

The  case  for  a  still  higher 
safe  speed  limit  rests  on  the 
possibility  that  information 
technology  may  be  changing 
the  economy  far  more  than 
anyone  imagined  even  a  year 
or  two  ago.  Sun  Microsys- 
tems Inc.  President  and 
Chief  Operating  Officer  Ed- 
ward J.  Zander  recently  said 

at  the  World  Economic  Forum  in  Davos,  Switzerland,  that 
we  are  only  "in  the  third  year  of  a  10-to- 15-year  technology 
cycle."  He  may  be  right  for  two  reasons.  Historically,  new 
technologies  are  introduced  into  an  economy  by  ones  or 
twos,  changing  it  modestly  and  slowly.  Think  plastics.  Some- 
times, they  have  little  impact.  Think  nuclear  energy.  Once  or 
twice  a  century,  a  transforming  event  takes  place. 

This  is  the  case  with  information  technology.  IT  is  generat- 
ing a  cascading  effect  as  it  spills  over  from  one  innovation  to 
another,  pouring  a  succession  of  products  and  services  into  the 
marketplace.  This  changes  everything  in  ways  that  are  outside 
the  prevailing  paradigm.  The  microchip  has  set  off  a  cascade, 
generating  computers,  the  Internet,  cell  phones,  the  mobile 
Net,  and  biotechnology.  Nanotechnology  may  soon  follow. 

A  chart  by  W.  Michael  Cox,  chief  economist  at  the  Federal 
Reserve  Bank  of  Dallas,  and  Richard  Aim  illustrates  the  trend. 
Adapted  from  their  book  Myths  of  Rich  &  Poor,  the  trend  lines 
show  that  the  cascade  is  actually  picking  up  speed.  Information 
technologies  are  diffusing  into  corporations  and  households  at 
an  ever  faster  rate.  This,  in  turn,  is  generating  continuous  non- 
inflationary  growth.  The  reason  is  simple:  falling  prices.  All 


THE  AMAZING  TECHNOLOGY  CASCADE 
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to  buy  one,  13  years 
cell  phone,  and  seven 
to  get  on  the  Internet. 

There  is  plenty  of  co{ 
versy  over  just  when 
innovation  was  really 
vented"  and   whether 
round  of  innovations  i 
ing  diffused  faster  thai 
previous  one.  Cox,  for  e. 
pie,  chooses  the  inventii 
the  World  Wide  Web  a 
starting  point  for  the  I 
net.  He  picks  Edison's 
bulb  and  his  building  of 
trie  generating  plants  ai 
beginning  for  electricity.  Others  disagree  with  the  ti 
Nevertheless,  the  current  cascade  ripples  on,  deflatin 
economy  as  it  moves. 

But  this  doesn't  occur  evenly  and  everywhere.  In 
where  you  don't  know  the  true  economic  speed  lim: 
makes  less  sense  to  look  at  the  speedometer  than  out  th 
window.  You  can't  tell  whether  the  growth  rate  is  tool 
just  by  measuring  it  against  the  past.  Looking  directly  a 
data  can  provide  early  warning  signs  of  inflation.  Ther 
some  out  there  already.  Margin  debt  is  exploding  at  a 
annual  rate.  Consumer  debt  is  soaring.  Wage  pressure; 
building.  The  current  account  trade  deficit  is  at  a  r 
high.  And  it  may  be  that  too  much  money  is  being  thro 
the  tech  boom.  Some  dot-com  entrepreneurs  "are  spe 
venture-capital  money  like  they're  spending  their  paren 
lowance,"  said  Harvard  Business  School  professor  Ros 
Moss  Kanter  recently  in  Davos. 

Given  the  overheated  growth  in  late  1999,  the  Fed! 
every  reason  to  tap  the  brakes.  But  it  should  resis 
temptation  to  throttle  growth  below  4%  or  so,  a  new  s 
limit  that  now  seems  safe. 
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Fly  Like  an  Eagle." 


Introducing 
E-Merchandise  Return 

The  amount  of  effort  it  takes  for 
your  customers  to  return  a  pack- 
age just  might  be  the  difference 
between  getting  your. website 
bookmarked  or  badmouthed. 
But  you  can  significantly 
increase  customer  satisfaction 
offering  E-Merchandise  Return 
Ti  the  U.S.  Postal  Service.  With 
it,  customers  can  be  authorized 
to  print  merchandise  return 
labels  directly  from  your  website. 
Packages  can  be  taken  to  any 
local  post  office  and  shipped 
quickly  back  to  you. 

It's  fast,  convenient,  and 
economical.  And,  it's  a  great 
'/  way  to  turn  customer  returns 
/  into  return  customers. 

For  more  information  about 
equipping  your  website  with 
E-Merchandise  Return,  visit, 
www.USPSPriorityMail.com 
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IS  THE  PARTY  OVER? 

High-tech  stocks  are  undergoing  a 
much-needed  correction.  But  relax, 
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like  a  healthy  flight      M 
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With  mimio,  any  whiteboard  becomes  an  electrc  ebo 

Every  idea  should  be  this  good. 


Ever  wish  you  could  quickly  share  the 
results  of  your  latest  brainstorming 


session  with  co-workers  or  clients? 


Now  you  can  with  mimio;  Simply 
attach  it  to  any  whiteboard  up  to  4  x  8 


feet  and  connect  it  to 


a  PC.  Then  insert  a 


standard  Expo  marker 


into  a  mimio  jacket  and  start 
writing.  The  mimio  software  captures 
whatever  you  write  or  draw  in  color 


and  in  real  time.  Print,  fax,  e-mail, 


drag  and  drop  into  any  Windows 
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application,  or  share  notes  across  the 
Internet.  At  less  than  2.5  lbs.,  mimio 
is  portable  and  durable.  Perfect  for 
travel.  And  it's  priced  at  just  $499 
including  everything  you  need  to  turn 
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any  whiteboard  into  an  electronic 
one.  To  find  out  more  about  the 
extraordinary  mimio — the  first  in  a 
series  of  creative  collaboration  tools 
from  Virtual  Ink— call  1.877.my.mimio, 
or  you  can  visit  us  at  www.mimio.com. 
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That's  exactly  how  you'll  feel  about  doing 
business  on  the  Web  when  you  partner  with 
Interland.  After  all,  Interland  is  the  one-stop 
Web  solutions  provider  that  gives  you  your 
own  personal  Account  Manager  who'll  take 


you  through  the  whole  process,  every  step  ol 
the  way.  Someone  you  can  rely  on  to  take  tl 
time  to  learn  about  your  business,  and  delive 
affordable  Web  solutions  tailored  to  your 
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A  VEGGIE  CLEANER  TO 
SHINE  UP  P&G  STOCK 


jager:  Third  time  lucky? 

DESPERATELY  IN  SEARCH  OF 
hot  new  consumer  products 
to  boost  its  fortunes,  the 
doyens  of  the  Old  Economy 
at  Procter  &  Gamble  are 
hard  at  work.  In  the  past 
year,  P&G  has  come  out  with 
Swiffer,  an  electrostatic  floor 
sweeper,  and  Dryel,  a  home 
dry-cleaning  mix.  But  neither 
has  increased  total  corporate 
sales.  Now,  ceo  Durk  Jager 
and  his  crew  are  hoping  the 


third  time  is  a  charm.  They 
want  to  boost  their  sagging 
stock  price — off  40%  this 
year — by  getting  you  to  clean 
your  vegetables. 

After  six  years  of  test 
marketing,  P&G  is  rolling  out 
Fit  Fruit  and  Vegetable 
Wash  this  April  at  $4.99  for 
an  8.5  oz.  bottle.  P&G  research 
indicates  that  16%  of  the  pop- 
ulation worries  so  much 
about  food  poisoning  that 
they  have  cut  down  on  their 
veggie  consumption.  So  P&G 
came  up  with  Fit,  a  wash 
made  with  citric  acid  and 
baking  soda  that  cleans  off 
90%  of  residues. 

P&G  figures  at  least  10%  of 
U.  S.  households  will  try  Fit 
within  a  year.  "There  seems 
to  be  real  demand  for  the 
product,"  says  Eileen  Gorm- 
ley,  an  analyst  at  Donaldson, 
Lufkin  &  Jenrette.  Still,  a  ma- 
jor boost  from  Fit  is  unlikely. 
The  company  is  just  too  large 
for  one  product  to  make  much 
difference.        Micfiael  Arndt 


HARDBALL  DIPLOMACY 

HOW  MUCH  IS  A 
TERRORIST  WORTH? 

TOPPING  THE   LIST  OF   U.S. 

security  concerns  is  the  cap- 
ture of  elusive  terrorist 
Osama  bin  Laden, 
who  is  wanted  in 
connection  with  the 
1998  bombings  of 
two  U.S.  embassies 
in  East  Africa.  For 
years,  the  U.S.  has 
been  trying  to  en- 
list Pakistan  in 
ferreting  him  out 
from  neighboring 
Afghanistan,  where  BIN 

the  fundamentalist 


Taliban  regime  has  been  shel- 
tering him. 

Now,  following  President 
Clinton's  visit  to  Islamabad  in 
March — in  which  he  promised 
the  military  regime  a  return 
to  "economic  and  diplomatic 
partnership,"  in  part,  if  it 


could  help  deliver  bin 
Laden — Pakistan  is  suddenly 
keen  to  help.  One  of  the  coun- 
try's top  security  officials,  In- 
terior Minister  Moinuddin 
Haider,  told  business  week 
that  he  will  soon  travel  to 
Afghanistan  to  ask  the  Tal- 
iban to  give  up  bin 
Laden  and  close  his 
terrorist  training 
camps. 

Haider,  a  retired 
lieutenant  general 
who  heads  Pak- 
istan's internal  se- 
curity, police,  and 
paramilitary  forces, 
says  that  he  will 
advise  the  Taliban 
that  sheltering  the 
terrorist  leader  is  "not  worth 
the  price  it  is  paying"  in 
diplomatic  and  economic 
isolation. 

Haider,  after  first  making 
his  controversial  comments  to 
business  week,  later  denied 
the  remarks.      Sheri  Prasso 


LADEN 


TALK  SHOW  Ulf  you've  got  Nasdaq  stock,  it's  like  haj 
Confederate  money" 

—  Actor  Robin  Williams  on  the  Today  show 


EX  LIBRIS 

HARRY,  WE  HARDLY 
KNEW  YE 

SOME   BOOKSELLERS  ARE   SEE- 

ing  the  first  hints  that  the 
phenomenal  interest  in  the 
Harry  Potter  books  may  be 
leveling  off  despite  a  huge 
print  run  for  the  fourth  book 
in  the  series,  tentatively  ti- 
tled Harry  Potter  and 
the  Dooms  pell 
Tournament 
and  set  for  sale 
on  July  8. 

Early  indica- 
tions are  that 
Doo  mspell  is 
probably  enjoy- 
ing the  largest 
advance  sale 
ever  of  any  children's  book. 
It  is  already  No.  1  on  Ama- 
zon.com's  best-seller  list, 
thanks  to  preorders.  But 
there  may  not  be  much  more 
growth  left  in  the  young  Eng- 
lish    wizard's      adventures. 


While  American  Bool 
Assn.      President     I 
Howorth  says  that  Doi 
could   be   "the  large; 
printing  for  a  children 
ever,"  he  warns  about 
saturation     and     Scl 
printing  too  many  bo 
did  that  in  1997,  with 
ular  Goosebumps  seri 
says  that  independent 
stores,  especially,  stil 
Potter  books  si'tt 
their  shelves.  Wh    ' 
cause  with  19.8 
U.S.  copies  sold, 
one  who  is  going 
fan  already  is 
Lo 
Bloon 
Publi 
says    it 
run  will  be 
lion  copies.  U 
lisher  Scholastic 
run  will  be  even  great] 
comparison,  a  new  adul 
seller  like  John  Grish 
Brethren  had  a  first 
2.9  million.  Joan 


'!x 


ndi 


K^im  as 


THE  LIST   EARLY  DEATHS:  FACT  AND  FICTIO 


A  recent  study  by  the 
health-advocacy  group 
Partnership  for  Pre- 
vention notes  the  gap 
between  what  Ameri- 
cans think  are  the 
biggest  causes  of  pre- 
mature death  and  the 
actual  causes.  Per- 
ceptions are  skewed 
by  highly  visible  and 


emotional  issues  like 

drug  abuse  and  AIDS. 

But  by  targeting  the 

real  mass  killers — 

with  policies  such  as 

higher  tobacco  taxes 

or  more  school 

spending  for  phys 

ed — the  U.S.  could 

save  1.6  million  lives 

over  the  next  decade,    killer 


I 


1    CANCER 

30% 

1  TOBACCO  USE             37 

2   HEART  DISEASE 

29 

2  OBESITY/INACTIVITY    28 

3  AUTO  ACCIDENTS 

28 

3  ALCOHOL  ABUSE            9 

4  TOBACCO 
USE 

25 

4  NONSEXUAL                   8 
INFECTIOUS  DISEASES 

5  ALCOHOL  ABUSE 

18 

5  TOXIC  HAZARDS             7. 

6   DRUG  ABUSE 

17 

6  FIREARMS                     3. 

7   FIREARMS 

15 

7  VENEREAL  DISEASE        2J 

8  OBESITY/INACTIVITY 

9 

8  AUTO  ACCIDENTS           2. 

9  AIDS 


8 


9  ILLICIT  DRUGS 


'Percentage  of  respondent:  who  described  these  as  the  leading  causes  of  premature  dea 
1,000  adults  were  surveyed  in  March.        "Percentage  of  premature  deaths  from  each! 

DATA  PARTNERSHIP  FOR  PREVENTION 
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y  Blunt  worked  with  Merrill  Lynch  Business 
rial  Services  to  turn  the  challenges  of  a 
ng  business  into  opportunities  for  growth. 


'blunt 

concord  trailways/merrill  lynch  client 

:  I  bought  my  own  bus  line  at  22.  I  realized,  to 
he  business,  I  had  to  start  delegating.  Working 
>ny  and  his  team  at  Merrill  Lynch  has  helped  me 
iy  time  more  effectively.  And  build  an  even 
er  company. 

artigan 

lynch  financial  consultant 

It's  fulfilling  to  have  clients  like  Woody  who 
iate  and  understand  the  cash  management, 
and  retirement  plans  we  offer. ..the  past  21 
lave  been  a  wonderful  opportunity  for  me  to  get 
n  him  as  both  a  friend  and  a  financial  partner... 


If  I 


th  Merrill  Lynch,  I  get  what  I  want  —  personal  service  that 
meets  all  my  financial  needs,  from  one  source." 


rkscenter.ml.com/wcma 


I 'ill  Lynch.  Pierce.  Fenner  &  Smith  Incorporated. 
nirittes  Investor  Protection  Corporation  (SIPC1.  WCMA  is  a  registered  service  mark  of 
1  &  Co..  Inc.  Working  Capital  Management  is  a  service  mark  of  Merrill  Lynch  &  Co..  Inc. 
t.  owner  of  Concord  Trailways.  is  a  customer  of  Merrill  Lynch  and  was  compensated, 
istered  trademark  of  Visa  International. 


Merrill  Lynch  Business  Financial  Services 

We  think  every  business  can  go  as  far  as  Woody's.  That's 
why  we  offer  expert  services  to  help  you  manage  your 
cash  flow  with  our  Working  Capital  Management^' 
Account  (WCMA®  account),  obtain  financing,  even 
control  purchasing  and  expenses  while  earning  rewards 
with  the  WCMA  Visa'  Business  Signature  card. 

Every  step  of  the  way,  we'll  help  you  manage  your 
finances  so  you  can  focus  on  running  your  business. 
And  to  keep  things  easy,  you  can  conduct  business 
online.  The  truth  is,  it's  a  lot  easier  to  turn  the 
challenges  of  a  growing  business  into  opportunities 
when  you  have  the  right  financial  partner. 


be  bullish 


Merrill  Lynch 


Call  for  our  free  Business  Financial  Kit  With 

CD-ROM  or  to  make  an  appointment 
with  a  Merrill  Lynch  Financial  Consultant. 

1-800-Merrill  ext  4709 


Up  Front 


SILICON  CULTURE 

WEAVING  THE  WEB 
IN  PARIS 

BY  TRADITION,  GRITTY  SENTIER 

is  the  Paris  garment  district. 
But  it  has  also  become  the 
French  riposte  to  Silicon  Val- 
ley— home  to  Yahoo!  France, 


to  homegrown  Net  startups 
such  as  Freesbee,  and  more. 
Why  this  particular  comer 
of  Paris?  When  fiber-optic  ca- 
bles were  laid  for  the  nearby 
stock  exchange  in  1998,  Sen- 
tier  became  desirable  because 
of  its  easy  broadband  access 
and    low   rents.    The    Paris 


Chamber  of  Commerce  says 
that  just  since  November,  the 
number  of  new  tech  compa- 
nies there  has  doubled,  to  77. 
Typical  of  startup  owners  is 
28-year-old  Jerome  Frizzera, 
who  rented  a  dingy  second- 
floor  space  to  set  up  Web  site 
Magique-Emilie.com  for  par- 
ents of  young  kids.  With  oth- 
er startups  nearby,  "it's  easi- 
er to  meet  people  and 
exchange  ideas,"  he  says.  A 
few  Sentier  companies,  such 
as  Internet  consultant  Fi  Sys- 
tem, have  hit  it  big.  Its  mar- 
ket cap  on  the  Paris  Bourse 
is  $1.3  billion. 

The  rush  to  Sentier  is  cre- 
ating a  crush.  Yahoo  France, 
for  example,  has  already  out- 
grown its  offices  and  is  tak- 
ing more  space  elsewhere. 
Other  firms  are  settling  in 
Republique,  a  Paris  working- 
class  area  turned  high-tech 
hive.  But  you'll  never  mis- 
take it  or  Sentier  for  Silicon 
Valley.  This  is  France — where 
the  locals  smoke  cigarettes  in 
Internet  cafes.  Try  that  in 
Palo  Alto.        Anna  Bawden 


WIRED  LIFE 

POCKETFUL 
OF  SAVINGS 


PRICES  ARE  FALLING  FAST  FOR 

the  handheld  organizers  pio- 
neered by  Palm,  which  went 
public  in  March 
under  ceo  Carl 
Yankowski  and 
is  now  worth 
$23  billion.  Six 
months  ago,  the 


YANKOWSKI: 

Palm  prince 

cheapest  Palm 
cost  more  than 
$200,  while  the 
thin  Palm  V  fetched  about 
$400.  Today,  Buy.com  offers 
Palm  Hie  for  $149, 
Egghead.com  sells  the  Ve  for 
$269.99,  and  shopping  might 
turn  up  even  lower  prices. 

Why  the  collapse  at  a  time 
when  computer  prices  have 
been  stable?  In  a  word,  com- 


petition— both  with  other  prod- 
ucts running  Palm  software 
and  with  new  Palm  models. 

The  break  came  in  Sep- 
tember when  Palm  licensee 
Handspring  launched  its  Vi- 
sor, sort  of  a  Palm  Ill-plus, 
starting  at  $149.  Palm  cut  the 
entry-level  I  lie  to  un- 
der $200,  and 
discounting  has 
taken  it  below 
$150.  Then  in 
February,  Palm 
put  pressure  on 
the  market  with 
the  $450  IIIc,  its  first 
color  units.  Although 
the  monochrome  Ills 
will  be  around  for  a 
while,  they  are 
clearly  moving  into  /J^ 
what  is  known  delicate-  * 
ly  in  the  industry  as  "end- 
of-life-cycle  management."  So 
investors  are  not  too  worried. 
And  consumers  can  expect 
more  price  cuts  as  Palm 
clears  the  way  for  newer 
models.  Stephen  H.  WUdstrom 
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BON  APPETIT 

NOT  MUCH  COOKING 
AT  THE  MULTIPLEX 

ARK     RESTAURANTS,     WHICH 

runs  everything  from  fast- 
food  joints  in  Las  Vegas  to 
Lutece  in  New  York, 
thought  it  could  cash  in  on 
the  trend  toward 
sit-down  restaurants 
at  theaters.  Au  con- 
traire.  The  experi- 
ment in  feeding  film- 
goers  came  to  a 
cash-consuming  halt 
when  Ark  shut  down 
two  restaurants  in 
one  of  the  nation's  10 
busiest  multiplexes. 
The  cost,  pretax,  was 
about  $5  million — more 
than  Ark's  latest  quarterly 
net  earnings. 

The  20-screen  Loews  Cine- 
plex  Entertainment  property 
in  Southfield,  Mich.,  is  close 


to  some  of  Detroit's 
suburbs.  But  Ark's  M 
grill  and  dim  sum  rest 
just  never  caught  o: 
the      target      demog 
group,     say     manage 
the     New    York    co 
a  Robert  Towe 
(£  operating 
says  Ark  ex 
to   draw   "su| 
but    got 
boys"  instea 
The  eateri 
be  replaced 
locally  run 
pub  and  m 
potato  dine 
noted  in  Sec 
&  Exchange 
mission      ri 
filed  prior  t| 
restaurants' 
that   the   poor   sales 
"could  have  a  significa 
pact  on  the  company's 
results  for  the  current 
year."  Michael  J 


THE  BIG  PICTURE 


START  THE  E-REVOLUTION  WITHOUT  ME 

Large  businesses  aren't  diving  into  e-commerce  just  y 
Only  28%  of  them  can  can  process  a  transaction  onlim 
Only  25%  plan  "significant"  investments  to  improve  or 
procurement,  [-— ^    online  business  as  a  percentage  of  total  reve 


■  below 

5% 
ITiTTfil 
3.7%  3.7%, — 1.2% 


15%- 
10% 


1 10%- 
20% 


I  ABOVE 
20% 


NO 
RESPO 


mum 


SURVEY  OF  80  COMPANIES,  MOST  WITH  REVENUES  OF  $1  BILLION  OR  M 
JULY-SEPTEMBER,  1999 


'PROJECTION 


FOOTNOTES  Americans  who  say  their  most  dreaded  day  is  tax  day,  Apr.  15:  1 5%;  who  say  it's  a  day  at  the  dentist  or  doctor: 
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DATA:  LUTHERAN  BROTHE 


Welcome  to  the  next  level  of  e-commerce. 
At  harbinger.net,  you  won't  believe  what  you  can  do. 


Harbinger  has  helped  more  than  40,000  businesses,  including 
85<Vo  of  the  Fortune  500,  succeed  in  e-commerce.  And  now, 
with  harbinger.net v  -  our  virtual  e-commerce  center  - 
there's  a  place  where  those  companies,  their  customers  and 
suppliers  connect  and  trade  on  the  net.  At  harbinger.net, 
business-to-business  transactions  are  conducted  globally, 
in  real  time.  And  mission-critical  data  always  remains 
secure.  Through  harbmger.net,  you'll  enter  the  future  of 
e-commerce.  And  once  you  see  what  it  can  do 
for  your  business,  there'll  be  no  turning  back. 

Visit  www.harbinger.net  for  more  information. 


Harbinger: 

We  make  e-commerce  work" 


©2000  Harbinger  Corporation  or  its  subsidiaries.  All  rights  reserved.  Harbinger  and  the  Harbinger  logo  are 
registered  trademarks  and  harbinger  net  is  a  servicemark  of  Harbinger  Corporation  or  its  subsidiaries. 


V 


1942 


mill 


Leland  James  forms  Freichtliner  Corporation,  revolutionizing  the  market  with  an  aluminum  cab-over  truck 
and  setting  the  stage  for  modern-day  efficient  truck  transportation. 


1958 


FREIGHTLINER  REDEFINESWORLDWIDE  TRUCK  EFFICIENCY  BY  INTRODUCING  THE  INDUSTRY'S  FIRST  90-DEGREE 

TILTING  CAB-OVER  CONFIGURATION. 


1987 


BHTUN 
MO 


FREIGHTLINER  DEVELOPS  AND  INTRODUCES  ABS  TO  TRUCKING  IN  NORTH  AMERICA,  USHERING  IN  A  NEW  AGE  OF  SAFETY  TECH  NOLC 
FREIGHTLINER  MAKES  ABS  STANDARD  BY  1995,  LONG  BEFORE  THE  FEDERAL  MANDATE.  ' 


1988 


Setting  new  standards  with  an  aerodynamic,  lightweight,  comfortable  design,  Freightliner  introduces 
the  most  complete,  innovative  line  of  cab-over  and  conventional  highwaytrucks  in  the  industry. 


1991 


FREIGHTLINER  LAUNCHESTHE  MEDIUM-DUTY  INDUSTRY'S  NEW  BENCHMARK  IN  DRIVER  ERGONOMICS,  MANEUVERABILITY, 
VISIBILITY,  EFFICIENCY  AND  STYLE.  THE  BUSINESS  CLASS  BECOMES  THE  FASTEST-GROWING  MEDIUM-DUTY  LINE  IN  NORTH  AMERIC 


h 


ANDCl 


», 


With  the  industry's  first  completely  integrated  70"  raised-roof  double  bunk  sleeper,  Freichtliner  forever  chances 
the  driver  environment,  providing  for  more  operational  flexibility  and  efficiency. 


1995-98 


REIGHTLINER  LAUNCHES  THE  MOST  ADVANCED  PRODUCT  LINE  EVER,  INCORPORATING  OVER  40  NEW  SAFETY  FEATURES  LIKE  A  MORE  CRASHWORTHY 
MINUM  CAB,  DRIVER  SIDE  AIR  BAG.ONBOARD  DIAGNOSTICS,  MAINTENANCE-FREE  CHASSIS  ANDTHE  FIRST  RADAR-BASED  COLLISION  WARNING  SYSTEM. 


1999 


Reinforcing  its  dealers' commitmentto  24  hours  a  day,7days  a  week  service,  Freightliner  partners  with 
TravelCenters  of  America  to  provide  warranty  and  service  support  in  more  than  160  U.S.truck  stop  locations. 


2000 


ghtliner  rolls  out  the  Century  Class  S/T,the  first  truck  in  its  class  to  incorporate  a  completely  integrated  vehicle  information 
and  communications  platform  and  advanced  safety  technologies  like  rollover  warning  and  lane  guidance  systems. 


OUR  WHEELS  ARE  ALWAYS  TURNING. 


FRFinHTHNFR 


A  Division  or  FntlCHTIISER 

CORPORATION 


•pyright  ©  2000,  Freightliner  Trucks  -  A  Division  of  Freightliner  Corporation,  Portland,  OR  97208  All  rights  reserved.  FTUMC-A-233  Freightliner  Corporation  is  a  DaimlerChrysier  Company 
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SHADOWS  FALL 
ACROSS  THE  VALLEY 


Kudos  for  taking  on  the  poignant  top- 
ic of  wealth  inequality  in  Silicon  Valley 
("Down  and  out  in  Silicon  Valley,"  Social 
Issues,  Mar.  27).  I  am  appalled  at  the 
greed  demonstrated  by  the  senior  man- 
agement of  so  many  companies  there. 
The  concept  of  billionaire  chief  execu- 
tives employing  part-time  workers  who 
duck  in  and  out  of  homeless  shelters 
while  holding  down  jobs  that  offer  min- 
imum benefits,  if  any,  is  a  disgrace. 
Whatever  happened  to  the  notion  of 
stewardship  on  the  part  of  management 
toward  their  workers? 

One  of  the  beauties  of  our  economic 
system,  however,  is  that  excesses  have  a 
way  of  being  resolved  over  time.  As 
workers  such  as  Fawnda  Stewart  leave 
the  Valley  for  other,  more  habitable  ar- 
eas, the  companies  relying  on  labor  such 
as  hers  ultimately  will  pay  the  price — ei- 
ther in  the  form  of  higher  wages  or 
bankruptcy,  as  their  customers  bolt  due 
to  unfulfilled  promises  of  service.  In- 
vestors wisely  will  consider  these  is- 
sues as  they  attempt  to  evaluate  future 
profitability  of  such  companies. 

It  is  a  truism  that  a  society  is  only  as 
great  as  its  least  common  denominator. 
At  some  point,  the  17,000  millionaires  in 
Silicon  Valley  will  understand  this,  as 
their  children  go  uneducated  due  to 
teacher  shortages,  as  restaurants  close 


because  they  can't  get  food  on  the 
and  a  host  of  other  inconvenience 
thrust  upon  them.  Perhaps  then, 
of  these  talented  managers  of  the  | 
Economy  will  realize  that  their  go  n 
turn  to  dust  unless  they  lead  wit] 
dom  and  fairness. 

Rober  « 
Columbia|r  ado 

Jective, 
Extraordinarily  high  housing  cost 
traffic  congestion  are  not  the  only 
vantages  of  Silicon  Valley.  I  have 
and  worked  in  the  Valley  for  the  p 
years,  and  the  lifestyle  here  leaves 
to  be  desired.  Life  in  the  high-tech 
ca  largely  consists  of  endless 
chained  to  a  desk  in  a  maze  of  cul 
The  monotonous  tilt-up  concrete 
buildings  exude  no  charm  or  wa 
At  lunch  time,  Valley  workers  ru 
eat  in  overcrowded,  mediocre  n 
rants.  Despite  the  region's  much 
hooed  ethnic  diversity,  it's  obvious 
alike  all  the  people  are  in  their  belie  jmm,, 
terests,  and  dress.  Corporate  infl; » 
is  strong,  and  Silicon  Valley  reseml 
sprawling  company  town. 

Many  new  arrivals  are  focused 
ly  on  getting  rich  quick,  and  they 
little  effort  to  reach  out  to  help  ot 
Donations  to  charities  and  volunte 
are  at  levels  below  national  aver  nf 
Despite  all  the  money,  there  is 
markable  absence  of  world-class  n  jf, 
urns,  restaurants,  and  entertain!  e 
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RECTIONS  &  CLARIFICATIONS 

able  in  "The  talented  Ms.  Redstone" 
rtainment,  Apr.  3)  should  have  said 
Shan  Redstone  received  her  bache- 
Jegree  trom  Tufts  University  in  1975, 
oston  University. 


3.  On  weekends,  people  leave  in 
i,  heading  to  Lake  Tahoe,  Napa, 
:1,  and  other  places  where  they 
cape  the  drudgery  that  is  Silicon 

Anthony  G.  Stegman 
San  Jose,  Calif. 

referred  to  the  light-rail  system 
construction  by  the  Valley  Trans- 
on  Authority  (vta)  as  part  of  the 
n,  since  it  would  allow  people  to 
"ther  from  work  ("The  other  side 
on  Valley,"  Editorials,  Mar.  27).  It 
th  noting,  however,  that  VTA  has 
>re  than  20  miles  of  rail  in  service 
ut  a  decade,  attracting  only  mod- 
ership  that  has  not  measurably 
ed  traffic.  It  remains  to  be  seen 
er  additional  lines  will  be  any 
Effective. 

planning  concerns  (cost  of  hous- 
laffic  congestion,  etc.)  that  your 
raised  have  been  on  the  public 
p  I.  in  Santa  Clara  County  for  more 
j  l)  years,  yet  conditions  have  only 
d  worse  during  that  time.  It  is 
!  istic  to  expect  that  a  few  more 
if  bf  light  rail  will  solve  the  eco- 
I  and  mobility  problems  of  a  con- 
ii  l  and  rapidly  growing  county  of 
Ijhan  1  million  people. 

'  Michael  Rancer 
Piedmont,  Calif. 

;nt  easy  saying  goodbye 

IERALRE 


Jiiony  Bianco,  the  author  of  "The 
eJlas  some  explaining  to  do"  (The 
>yp  ation,  Mar.  20),  made  no  attempt 
me  in  touch  with  me,  but  that  didn't 
nt'<  :  him  from  guessing  about  why  I 
cf(  neral  Reinsurance  Corp.  For  the 
From  the  moment  I  learned  of 
ire  Hathaway's  interest  in  Gen- 
I  believed  that  the  combina- 
s  a  perfect  one.  I  didn't  "prompt- 
ign"  as  president  and  chief 
ng  officer  because  of  "Buffett's 
vertised  opposition  to... stock  op- 
In  fact,  I  spent  seven  months 
lg  the  announcement  of  the  ac- 
n — from  June,  1998,  to  Febru- 
}9 — traveling  to  General  Re  of- 
lound  the  world,  helping  assure 
i  npany's  management  team,  em- 
i  ,  and  customers  thai  the  acqui- 
•r  /as  right  for  them. 


I   resigned  for  I  he  oppoii  unity  to 

help  lead  St.  hail  Cos.,  one  of  the  lead- 
ing primary  commercial  insurers  in  tin 
world.  Even  when  that  opportunity 
presented  itself,  however,  it  was  still  a 
hard  decision  to  leave  General  Re,  a 
great  company  in  every  respect,  after 
30  years. 

James  E.  Gustafson 

President  and 

Chief  Operating  Officer 

St.  Paul  Cos. 

St.  Paul,  Minn. 


AMERICASTIS 
ALREADY  A  STAR 


BellSouth  Corp.'s  Americasl 
has  not  struggled  at  all.  It  is  a  phe 
nomenal  tuccess  ("Dueling  dishes:  Can 
BellSouth  beam  itself  up?"  New-:  Analy- 
sis &  Commentary,  Mar.  27).  The 
"flawed  radio-wave  technology"  author 
Charles  Haddad  speaks  of  is  called 
MMDS  (multichannel  multipoint  distribu- 
tion service).  Does  HMDS  require  a  clear 
line  of  sight?  Yes.  Is  the  goal  to  reach 
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100%  of  any  given  marketplace?  No. 
mm,ds  operators  understand  that  line-of- 
sight  in  any  market  may  be  only  60%  to 
80% — so  what?  Sixty  percent  of  1  mil- 
lion is  still  600,000  potential  customers. 
On  Wall  Street  today,  a  pay-TV  sub- 
scriber is  worth  between  $5,000  and 
$6,000.  After  only  two  years,  BellSouth's 
$50  million  investment  is  worth  more 
than  $1.75  billion.  It  doesn't  sound  as  if 
BellSouth's  Americast  service  has  made 


EXTOLLING  THE  E-BOOK 

"As  I  get  older,  I  find  it 
much  easier  to  read  on 
the  computer  screen  or 
my  Rocket  eBook, 
because  I  can  adjust 
the  type  size  and,  on  the 
Rocket,  the  backlight" 


a  "poor  showing,"  nor  as  if  the  Ameri- 
cast service  is  "languishing." 

What's  more,  Americast  has  achieved 
a  market  penetration  of  more  than  20% 
in  only  two  years,  operating  in  only  two 
markets  (Atlanta  and  New  Orleans). 
Imagine  the  penetration  of  Americast's 
digital  wireless-TV  service  after  it  has 
accrued  as  much  development  time  as 
cable  and  satellite  services.  If  the  ser- 
vice accrues  an  additional  20%  penetra- 
tion over  the  next  two  years — a  dis- 
tinct possibility  with  launches  in  Miami, 
Orlando,  and  Tampa — Americast  could 
see  subscribership  surpassing  1  million 
homes,  which  would  give  it  a  market 
value  in  excess  of  $5  billion. 

Christopher  S.  Hintz 

Vice-President 

Digital  Broadcast  Corp. 

Great  Neck,  N.  Y. 


LOSING  YOURSELF 
IN  A  GOOD  E-BOOK 


The  real  winners  for  e-books  could 
be  high  schools  ("A  new  chapter  for  e- 
books,"  Technology  &  You,  Mar.  27). 
Each  student  is  permanently  assigned 
one  e-book  and  downloads  text  at  home 
or  in  class,  as  necessary.  No  more  book 
check-in,  check-out,  or  storage  over  the 
summer.  Easy  updates;  no  graffiti  dam- 
age; no  heavy  backpacks  to  lug  home. 
As  a  taxpayer,  I'd  be  willing  (if  the 
school  can't  afford  it)  to  purchase  hard- 
ware this  versatile  for  my  kids.  Of 
course,  I'm  assuming  the  downloads  will 
eventually  be  cheaper  than  purchasing 
printed  books. 

Steven  C.  Baker 
Portland,  Ore. 


I  read  50  to  100  books  a  year, 
what  I  need  and  want  in  an  e-bl 
thin  unit  that  opens  up  like  a  papJ 
(maybe  a  little  bigger),  that  coJ 
more  than  $200,  and  will  accel 
formats  that  books  are  publish! 
Then,  the  books  must  sell  at  a  \ 
price  than  I  can  order  them 
amazon.com  or  that  I  can  buy  th«i 
at  Wal-Mart.  That  means  at  leasl 
to  75%  off  retail.  And  if  it  had 
""■■■■■^  that  let  the  book  "el 
after  a  month  or  t\ 
problem. 

One    way    to    see 
technology  move  fof 
rapidly  is  to  get  e-boj 
the  hands  of  librariel 
then  let  them  "rent 
the  books  for  $2  to 
rental,  which  woulc 
people  a  chance  to  ti| 
the  units,  and  give 
braries  a  new  source! 
come  without  having  to  order  mi] 
copies  of  best-sellers. 

Thomas  Cc 
CI 


My  leisure  reading  has  been 
books  almost  exclusively  for  well 
year,  and  the  most  I've  paid  for 
has  been  $6  each  for  some  of 
Sanders'  novels,  at  Alexandria 
Literature  (www.alexlit.com).  As 
older,  I  find  it  much  easier  to  rei 
the   computer  screen   or  my   R 
eBook  (for  which  I  paid  under  $2C  | 
eluding  shipping),  because  I  can  a  I 
the  type  size  and,  on  the  Rocket  Ji 
backlight.  I  can't  imagine  color 
an  issue  with  a  novel,  because  thy 
perbacks  I  used  to  read  didn't  ha 
or  illustrations,  either. 

Quality  and  selection  are  impr 
by  leaps  and  bounds,  and  I'm  find 
much  more  enjoyable  selection  of  Id 
reading  than  on  the  shelves  of  the) 
bookstore.  I  will  admit  to  not  rej 
from  the  best-seller  list  or  mains 
literature.  As  a  reader  of  sciend 
tion  and  fantasy,  I'm  perhaps  o 
at  the  market  from  a  different  am 
Elizabeth  Ben; 
Fargo, 

AN  ACCOUNTANT 
COUNTS  HIS  BLESSINGS 

I  enjoyed  reading  "Where  ha| 
the  accountants  gone"  (The  Co/ 
tion,  Mar.  27).  As  managing  partq 
the  largest  accounting  firm  in  Wa 
ton,  I  found  myself  nodding  at  mj 
the  points  that  were  made  by 
Nanette  Byrnes.  The  issues  she 
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DELIVER  US  FROM  EVIL 
Peacekeepers,  Warlords,  and  a  World  of 
Endless  Conflict 

By  William  Shawcross 

Simon  &  Schuster  •  447pp  •  $27.50 


THE  NEW  MILITARY  HUMANISM 
Lessons  from  Kosovo 

By. Noam  Chomsky 

Common  Courage  •  199pp  •  $15.95 


THE  NEW 
WORLD  DISORDER 


Among  the  remarkable  aspects  of 
the  post-cold-war  world  is  how 
faithfully  humanity  has  picked 
up  where  it  left  off  50  years  ago,  as  if  a 
half-century  of  East- West  conflict  froze 
politics  and  history  in  time.  The  Japa- 
nese and  the  Italians  now 
seek  the  functioning  politi- 
cal systems  that  eluded 
them  in  the  late  1940s.  In- 
donesia's declared  goals  to- 
day— democracy  and  na- 
tional integration  of  its 
disparate  population — are 
those  Sukarno  set  when  he 
became  the  new  nation's 
first  President  in  1949. 
Elsewhere,  many  of  the 
conflicts  seen  on  cnn  seem 
like  delayed  responses  to 
decolonization  and  the  re- 
laxation of  big  power  politics  during  the 
first  few  years  after  World  War  II.  It's  a 
pet  theory,  unproven  and  unprovable. 
From  it  follows  the  corollary — equally 
beyond  verification — that  had  the  cold 
war  not  intervened,  at  least  some  of  to- 
day's conflicts  might  have  been  resolved 
many  years  ago. 

You  needn't  look  far,  certainly,  to  find 
"something  approaching  chaos  in  inter- 
national relations,"  as  William  Shaw- 
cross puts  it  in  his  new  book,  Deliver 
Us  from  Evil:  Peacekeepers,  Warlords 
and  a  World  of  Eiidless  Conflict.  But 
what  is  the  cause  of  our  New  World 
Disorder,  Shawcross  asks?  What  should 
be  done,  or  not  done,  to  counter  it? 
How  effective — how  justified,  even — is 
"humanitarian  intervention"?  Indeed, 
what  does  the  term  really  mean?  And 
what  is  meant  when  "the  international 
community"  is  invoked  in  rendering 
judgment  on  political  causes  or  the  in- 
dependence movements  that  would  re- 
draw the  global  map? 

These  are  questions  that  concern  both 
Shawcross,  a  distinguished  British  jour- 


DELIVER  US 


WILLIAM 
SHAWCROSS 


nalist,  and  Noam  Chomsky,  the  celebrat- 
ed linguist  and  decidedly  uncelebrated 
political  polemicist,  who  now  offers  us 
The  New  Military  Humanism:  Lessons 
from  Kosovo.  Their  books  come  at  the 
same  subject  in  very  different  ways. 
Shawcross — whose  previous 
books  include  one  on  Cam- 
bodia, Sideshow — is  a  jour- 
nalist in  his  very  genes, 
dedicated  to  seeing  and  say- 
ing. Chomsky  is  a  listener,  a 
logician,  and  a  Greek  cho- 
rus all  in  one:  He's  not  in- 
terested merely  in  what  the 
West  has  done  in  Kosovo; 
he's  just  as  concerned  with 
what  the  West  tells  itself 
about  what  it  has  done  and 
the  gap — a  wide  one,  Chom- 
sky asserts — between  the 
two.  I  wouldn't  describe  either  of  these 
books  as  delivering  a  happy,  diverting 
message.  But  they  succeed  well  in  ex- 
plaining where  things  stand  a  decade  af- 
ter the  Berlin  Wall  fell — and  where  we 
need  to  go  from  here. 

Deliver  Us  from  Evil  is  an  ambitious 
book.  It's  built  around  close 
accounts  of  the  main  crises 
that  have  erupted  since  the 
Berlin  Wall's  collapse.  We 
fly  from  Cambodia  to 
Bosnia  to  Somalia  to  Iraq 
to  various  African  capitals 
and  finally  to  Kosovo,  with 
stops  at  the  U.N.  in  be- 
tween. In  each  case,  Shaw- 
cross gives  us  the  princi- 
pal actors,  a  chronology  of 
the  crisis,  how  various 
forces  coalesced  in  re- 
sponse, and  the  outcome — 
if,  indeed,  there  has  been  one.  On  his 
travels,  Shawcross  is  often  in  the  com- 
pany of  U.N.  Secretary-General  Kofi 
A.  Annan,  with  whom  he  is  evidently 
on  chummy  terms.  He  enjoys  wide  ac- 
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LESSONS  FROM  KOSOVO 


cess  to  the  leadership  in  pretty 
any  capital  he  visits,  and  he's  at 
in  the  borderless  world  of  intern 
agencies. 

Shawcross'  conclusions  are  coge 
neath  the  chaos,  he  writes,  "a  nev 
al  architecture  is  being  built  upon 
temational  system  that  was  const 
after  the  Second  World  War 
its  principal  elements  are  "human 
rather  than  strategic  intervention' 
world  judicial  system  that  includ 
International  Criminal  Court  in 
by  the  messes  in  Yugoslavia  and 
da.  "The  overall  aim  is  to  prote 
rights  of  individuals  and  to  limit  t 
punity  of  dictators,"  he  says.  Th 
ment  here  is  best  made  by  Anna 
on.  The  long-term  answer  to  the 
conflicts,  he  tells  Shawcross,  is 
courage  development  and  a  dem 
consciousness,  so  that  people 
volved  in  their  own  governanc 
learn  to  protect  human  rights  ai 
rule  of  law  in  their  own  societies. 
If  there's  a  problem  in  this  b 
has  to  do  with  method  more  th 
gument.  Shawcross  writes  out  of 
British  tradition  of  "I-was-there' 
nalism,  exemplified  by  the  early 
of  Alan  Moorehead,  the  great  wj 
correspondent  of  London's  Dail 
press.  That's  fine  when  describi 
Alamein,  but  it's  a  mismatch  h 
don't  much  care  about  the  win 
factor  as  Annan  ruminates  one 
evening.  Stale  detail  lends  the  h 
superficiality  that's  at  odds  with 
cross'  purpose — and  it  crowd 
analysis  that  would  have  bettei 
ported  his  argumen 
half  the  length,  Delii 
from  Evil  would  be 
as  powerful. 

"There  is  never  ai 
answer  as  to  why  the 
light  of  internationa 
cern  focuses  more  on 
conflicts  than  ot] 
Shawcross  writes.  L 
New  Military  Huma 
Noam  Chomsky  dis 
vigorously  with  this 
tion.  And  "vigorous'' 
ly  does  justice  to  thej 
of  his  argument:  Reading  Chom: 
like  standing  in  a  wind  tunnel.  Wi| 
lentless  logic,  Chomsky  bids  us 
ten  closely  to  what  our  leaders  tell  ■ 
and  to  discern  what  they  are  le 
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WHAT  IS  "HUMANITARIAN  INTERVENTION," 


AND  DOES  IT  REALLY  DO  MUCH  GOOD? 
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out.  The  answers  become  clear  ei 
he  says.  The  catch  is  they  won't 
ones  we  want  to  hear.  "One  of  then 
est  things  to  do  is  look  in  the  m 
Chomsky  writes.  "It  is  also  one 
most  important  things  to  do." 

Kosovo,  site  of  the  Western  all 
most  recent  intervention,  is  Chor 
template.  You  can't  put  Westen 
duct  down  to  humanitarianism,  he 
when  the  West  tolerates  (or  sup 
equivalent  (or  worse)  offens 
Turkey's  war  against  the  Kun 
Colombia's  anti-insurgent  drive, 
bombing  may  have  brought  Mil 
to  his  knees  in  Belgrade,  but  Ch< 
makes  a  good  case  that  it  was  a 
international  law,  that  it  could  have 
avoided  via  diplomacy,  and  that  i 
motivated  by  national  and  NATO  s 
terest  rather  than  moral  concer 
Chomsky  sees  it,  the  issue  was 
bility:  The  bombs  were  meant  t( 
solidate  nato  and  stand  as  a  thr< 
others  who  would  defy  it. 

Humanitarian  intent?  A  fig  le 
Chomsky  sees  it,  a  euphemisrr 
ployed  by  everyone  from  the  Ami 
Puritans  to  Stalin  and  Hitler.  Lir 
the  impunity  of  dictators  is  a  fine 
he  argues,  but  who  gets  the  job 
answer  is  not  dissimilar  to  Shawc 
What's  needed  is  a  strong  interna 
framework  to  which  all  nations  are 
ject.  But  he's  less  optimistic 
whether  that  is  within  our  grasp, 
world  is  ruled  by  force,"  Cho 
writes,  "under  a  veil  of  moral  pu 
woven  by  the  educated  classes,  wl 
throughout  history,  preach  eloqu 
about  'a  landmark  in  international 
tions,'  a  'new  era'  of  justice  and 
eousness  under  the  courageous  le 
ship  of  the  enlightened  states 
accident  their  own." 

Chomsky,  as  he  often  does,  \ 
voice  problem.  He  is  shrill  and  sa 
tic — chiefly  because  he's  angry 
what  he  sees  as  rampant  Ame 
hypocrisy.  The  strident  tone  anc 
yielding  criticism  long  ago  landed  h 
the  Siberia  of  American  discourse 
an  undeserved  fate.  What  Chomsk; 
to  say  is  fully  as  legitimate  as 
Shawcross  has  to  tell  us.  He  is  cert 
correct  as  to  the  price  Americans 
for  ignoring  history  and  failing  tc 
themselves  as  others  see  them.  If 
is  anything  new  about  our  age,  it  is 
the  questions  Chomsky  raises  will 
tually  have  to  be  answered.  Agree 
him  or  not,  we  lose  out  by  not  liste 
BY  PATRICKS 

Smith  was  covering  East  Asit 
the  International  Herald  Tribune  a 
New  World  Disorder  emerged. 
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Concrete  evidence  of  our 
reinvestment  philosophy 


In  1959,  we  began  our  U.S.  operations  in  Los  Angeles.  We  continued  to  grow  and  develop, 
opening  our  first  U.S.  plant  in  1979  Today,  we  directly  employ  20,000  Americans  throughout 
the  United  States.  Add  to  that  our  manufacturing,  research  &  development,  marketing  and 
distribution,  and  our  total  U.S.  investment  is  in  excess  of  $4.4  billion.  As  you  can  see,  when  it 
comes  to  contributing  to  the  American  economy,  our  commitment  is  rock  solid. 


Thinking: 


To  learn  more,  write  to    Honda.  Q55  L  Enfant  Plaza  SW.  Suite  SiOO.  Washington.  DC  20024    ©2000  Honda  Nonh  America.  Inc 
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v.? 


Play  hooky 


ft 


@?   Connected 

[From: Grant  Davis 
[Meeting  alert! 

hope  you're  still  at 
[the  office.  Jenkins 
just  called  and 

said  he's  coming 
jat  2:00  instead  of 

400.  Be  there! 

OK      v     Menu 


Point 


$ 


T0 


■ 


WEB 


wireless  Internet 


1 1-line  screen 


built-in  PDA 


syncs  to  PC 


voice  command' 


wireless  modem' 


6.5  ounces 


H  yards.from  the  nearest  wall  jack.  But  only  a  short  putt  away  from 
the. timely,  email  that  just  forwarded  from,  your  office.  What  better  way  to 
dodge  a  bullet  than  with  the,'' 11 -line  NeoPoint  '  smartphone.  You  can  read  .. 
an  entire  message  or  contact  file  at  a  single  glance.  You  can  update  names 
and  addresses  on  your  PC;  then, sync  them  directly  into  the  phone  (data^ 
cable;  and  software  included).  It's  the  perfect  blend  of  cellphone  and  PDA. 
NeoPoint  smartphones.  See  more.  Scroll  less.  Be  smarter.  ^^>dKbUJ 

«  2000  M",Piiiiii,  lor   Nr>oHc>int,  Iho  NeoPoint  Inyo  and  Simpjty  Mora  Intfilligifnl  are  tr.virmntki  of  NeoPpint,  Int.  All  riahti  tejetvod  I  --.•■.  i  , 
'..'.  f-u.ituifri  -Mlj\ar\  to  change  without  natii  <■■  'Voicn  c.ommand  available  on  started  mpdek    •  'lwi*'|«Ji!»(t*V  v/."V 


For  the  nearest  stor 
or  to  buy  online,  vis 
www.neopoint.coi 


Ne©Poini 

SIMPLY  MORE  IMELLMJti 


Instantly,  it  scans  the  latest 
IT  news,  white  papers  and 
product  reviews.  Pores  over  thou- 
sands of  enterprise  IT  articles, 
highlighting  the  information  you 
need.  Welcome  to  the  ITworld.com 
Network,  with  content  from  eight 
trusted  sources.  It's  the  one  place 
to  find  everything  you're  looking 
for.  From  expert  IT  advice  to  help 
with  training  and  RFPs. 

www.ITworld.com 


the  IT  problem -solving 
network™ 
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Amazing!  A  country  known  for  lei 
pleasure  now  has  something  else  to  off* 


In  the  year  2000,  close  to  nine  million 
tourists  will  visit  Thailand.  But  lately,  difterent 
kinds  of  visitors  are  staying  in  Thailand  for 
good.  They  are  visionary  businessmen  and 
entrepreneurs  who  have  discovered  the 
advantage  and  competitiveness  of  Thai  pro- 
ducts. 

Thailand  now  has  the  largest  concen- 
tration of  hi-tech  manufacturing  in  Southeast 
Asia,  from  aloe  vera  extraction  to  zinc  smel- 
ting, from  automotive  assembly  to  zootechny. 
In  fact,  most  FORTUNE  500s  and  their  rivals 
elsewhere  have  had  their  presence  in 
Thailand  in  one  form  or  another. 

Why  does  the  world  buy  from  or  have 
their  products  made  in  Thailand?  Well,  it  all 
boils  down  to  product  integrity  and  customer 


satisfaction.  With  abundant  skilled  labor,  ex 
lent   infrastructure   and   a   supportive   gov 
ment,   Thailand   is  fast   becoming   one   of 
most  competitive,  emerging  economies  in 
world. 

If  your  company  hasn't  made  it  to 
FORTUNE   list,   looking   into  Thailand   could   r 
you  get  there  sooner.  And  if  you  do,  it  cc 
turn  out  to  be  the  smartest  decision     yoi 
ever  made. 

As   for   leisure   and    pleasure,   well, 
indulge  yourself  and  take  it  as  a  bonus. 


THAILAND 

.Land  of  Diversity  &  Refinement! 


Visit  "Thailand's  Brand  Fair  2000"  during  July  19-23  at  Muang  Thong  Thani.  Explore  and  investigate  all  kinds  of  industri(j 
and  durable  consumer  products  made  in  Thailand.  For  more  details  :  www.moc.go.th  or  Fax:  (662)  513-2828 
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Nought  they'd  give  me  a  few  tools. 

But  I  walked  away  with  a  shiny  new  toolbox." 


Tomas  Mathews.  Vice  President  Human  Resources  -  International,  America  Online.  Inc. 


M 


At  the  University  of  Michigan 
Business  School  Executive 
Education  Center,  we'll  fill  your 
head  with  more  than  just  facts. 
We'll  give  you  a  whole  new 
perspective.  Equip  you  with  the 
knowledge  you  need  to  grow.  Get 
ahead.  Make  an  immediate  impact. 
Be  a  leader.  You'll  learn  from  the 
faculty  that  creates  the  big  ideas 
and  shows  you  how  to  apply  them. 
In  the  real  world.  Your  world. 

Choose  from  a  breadth  of  courses 
in  General  Management.  Corporate 
Strategy.  International  Business. 
Managerial  Leadership,  Human 
Resources.  Accounting/Finance  and 
Marketing/Sales.  Come  learn  why 
Michigan  is  ranked  as  one  of  the 
two  best  providers  of  executive 
education  in  the  world.  And  why 
it's  the  country's  most  innovative 
business  school. 


a  free  program  catalog,  please  call  734.763.1000  (U.S.),  e-mail  um.exec.ed@umich.edu,  or  visit  www.bus.umich.edu/execed 
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Maybe  he'll  be  a  pilot. 


Life  is  full  of  possibilities.  Sadly,  for  some,  Huntington's  Disease  is  among  them.  A  child  whose  parents  carry  the 
gene  has  a  50%  chance  of  inheriting  this  fatal  brain  disorder.  If  he  does,  he'll  eventually  lose  his  ability  to  walk,  talk, 
and  think.  But  you  have  the  ability  to  do  something  about  it.  Help  us  find  a  cure  for  Huntington's  Disease.  If  enough 
people  give,  maybe  no  one  else  will  have  to  suffer.  For  more  information,  call  800-345-HDSA  or  visit  www.hdsa.org. 


Huntington's  Disease  Society  off  America 

158  West  29th  Street,  7th  Floor,  New  York,  New  York  10001-5300 
Generation  2000...Make  This  The  Last  Generation  Of  Huntington's  Disease. 

Call  800-345-HDSA  or  visit  vyrww.hdsa.org. 

Photography:  Michal  Venera.  San  Francisco. 
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■you@businessweek.com 

r  LAST,  THE  PC 
lETS  SIMPLER 


amlined  devices 
i  as  Compaq's 
I)  will  dominate 
corporate  market 

ver    the    past    few 

(years,  various  folks 

have   come   up   with 

zr,  cheaper  alternatives 

I'  office  desktop  PC.  But 

I'C  has  beaten  back  all 

iges  by  getting  cheaper 

lore  important,  being 

3vil  corporate  informa- 

jchnology  departments 

pite  the  rise  of  alter- 
such  as  information 
ces,  the  PC  is  poised 

nain  dominant  in  busi- 

3  for  a  long  time.  It  is 
so  by  becoming  some- 
simpler,  smaller,  more 
and  a  good  deal  less 
al. 

i  Compaq  iPAQ  is  a  pro- 
of the  new  breed.  The 

thing    you    notice 
it  is  a  sleek  indus- 

design  and  a  foot- 


cation  yields  a  computer  that 
is  smaller  and  cheaper,  boots 
up  faster,  and  is  less  trou- 
ble-prone. 

This  design  doesn't  let 
workers  change  the  configu- 
ration of  their  computers 
much,  and  the  Windows  2000 
operating  system  lets  man- 
agers lock  things  down 
tighter.  For  example,  users 
can  be  barred  from  installing 
any  software.  Since  systems 
managers  are  more  concerned 
with  controlling  costs  than 
with  employees'  freedom  to 
modify  their  computers,  this 
is,  for  better  or  worse,  the 
wave  of  the  future. 

I  expect  to  see  simplified 
PCs  like  the 
iPAQ  come  to 
dominate 


for  any  ordinary  business 
task.  The  hard  drive,  4.3  or 
8.4  gigabytes,  is  smallish  by 
today's  standards,  but  net- 
work machines  need  less  local 
storage.  The  built-in  speak- 
ers won't  challenge  your 
home  stereo,  but  they're  good 
enough  for  office  use  and 
save  space  and  fuss.  And  the 
iPAQ  is  a  sealed  box,  with  no 
slots  for  add-in  cards. 
There  are  only  two 
real  options.  By  far 
the  more  interesting 
is  a  bay  that  accepts 
the  same  drives  used 
on  Compaq's  Armada  laptops. 
Current  choices  are  a  CD- 
ROM,  DVD,  or  SuperDisk  LS- 
120,  which  can  also  read  and 
write  1.44-mb  floppy  disks. 
A  recordable  CD 
drive  will  proba- 
bly be  added 
soon.  The  sec- 
ond choice  is 
between   a   ver- 


HOW  THE  NEW  BOYS  MATCH  UP 


NEW  TOOL: 

The  iPAQ  was 
designed  for 
corporate  nets 


and   parallel   porl  -      though   a 

locking  arrangemenl  can  block 

access  to  them  -  and  a  fixed 
CD-ROM  or  DVD,  hut.  no  floppy. 
IBM  has  also  announced 
plans  to  enter  the  field  in  late 
spring  with  its  Not  Vista  line, 
including  a  model  that  incor- 
porates the  computer  into  the 
base  of  a  flat-panel  display. 
Dell,  which  pioneered  the 
simplified  design  with  its 
Webpc  for  consumers,  plans  a 
corporate  offering  this  fall. 
SMALL  FRY.  While  the  iPAQ 
was  designed  primarily  for 
the  corporate  market,  Com- 
paq has  been  a  bit  surprised 
that  nearly  half  of  the  units 
are  going  to  small  and  mid- 
size business- 
es, attracted 
to  the  simplici- 
ty, the  low 
cost,  and  the 
sleek  design. 
Compaq  has 
added  to  the 
small-business 
appeal  of  the 
iPAQ  by  including 
software  that  can 


nches.  But  the  de- 
changes  are  far 
than  skin-deep  and 
y  summed  up  by 
arketing  hype  that 
aq  is  an  "Internet 
3."  This  computer 
eally  designed  from 
~ound  up  to  live  on 
>orate  network. 

IPAQ,  which  starts 
jut  $500  without  moni- 
designed  for  the  main- 
n  office  worker,  not  the 
or  power  user.  Either 
processor  choices,  the 
Hz  Celeron  or  a  slight- 
>re  powerful  500-MHz 
um  III,  is  plenty  fast 


COMPAQ  iPAQ 

HEWLETT-PACKARD  eVECTRA 

PROCESSOR 

500-MHz  Celeron 
500-MHz  Pentium 

III 

500-MHz  Celeron 
667-MHz  Pentium  III 

DISK  DRIVE 

4.3-8.4  GB 

8.4  GB 

MEMORY 

64-128  MB 

128-256  MB 

REMOVABLE 
STORAGE 

CD-ROM,  DVD, 
SuperDisk,  or  none 

CD-ROM  or  none 

PRICE 

$499-849 

$549-1,199 

'I 


DATA  COMPAQ.  HP 


sion  that  uses  only  universal 
serial  bus  connectors  to  add 
accessories  or  a  model  that 
includes  a  serial  and  a  print- 
er port — aimed  mostly  at  cor- 
porations that  require  these 
largely  obsolete  ports  on 
their  bid  lists.  The  simpliri- 


the  corporate  market,  espe- 
cially as  companies  move  to 
Windows  2000  in  coming 
months.  Hewlett-Packard  is 
about  to  ship  its  eVectra  mod- 
el, a  less  ambitious  variation 
on  the  iPAcj  theme.  The  eVec- 
tra comes  with  standard  serial 


transfer  the  existing  settings 
and  preferences  of  a  PC  to  a 
new  computer,  which  greatly 
eases  the  job  of  upgrading. 

In  his  book  The  Invisible 
Computer  (mit  Press),  Don- 
ald A.  Norman  argues  that 
the  radio  only  became  a 
practical  product  for  a  mass 
audience  when  it  evolved 
from  a  complicated  config- 
ure-it-yourself  device  to 
an  appliance  with  just  a  vol- 
ume control  and  a  tuning 
knob.  With  business  Pes  like 
the  iPAQ  and  consumer  prod- 
ucts like  the  WebPC  and  the 
Apple  iMac,  it  looks  like 
that  evolution  has  finally 
begun. 


STEVE  WILDSTROM'S  reviews  and  commentaries  are  a  regular  feature  of  Business  Now,  a  weekly  program  on 
some  ABC-TV  affiliates.  For  a  list  of  stations  and  times,  go  to  www.businessweek.com/mediacenter/ 
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Contrary  to  popular  belief,  nomadic  males 
do  not  traverse  the  ground  on  their  knuckles. 


Great  Beasts 
On  the  Move. 

Following  the  nomadic  male. 


RACKING  THESE  WONDROUS  CREATURES 

was  no  easy  task.  After  weeks  of  searching,  I 
had  all  but  given  up  hope. 

Suddenly,  without  warning,  something  in  the 
distance  caught  my  eye.  Then  I  saw  them.  First  one, 
then  in  quick  succession,  two,  three  and  four  of  these 
magnificent  beasts  appeared  through  the  brush. 

But  what  happened  next  was  truly  perplexing. 
They  weren't  walking  upright,  nor  were  they  crawling 
around  on  their  knuckles.  No, 
they  moved  nimbly  across  the 
terrain  in  a  Honda  CR-V4WD! 

This  new  and  exciting  dis- 
covery explained  my  inability 
to  find  them.  On  foot,  nomadic 
males  are  clumsy  and  ungrace- 
ful bipeds.  But  in  this  machine, 
with  its  Real  rime"  4-wheel 
drive,  they  could  travel  great 
distances  with  relative  ease. 

I  named  the  alpha  male 
"Sarge."  I  knew  he  was  indeed 
the  dominant  one  because, 
when  it  came  to  operating  the 
CR-Y  he  was  always  behind 
the  wheel.  And  no  one  dared 
challenge  him. 


Writer,  thinker,  naturalist,  Joann  Walker  has 
dedicated  her  life  to  the  study  of  the  nomadic  male. 

Sarge  would  lead  the  other  males 

("Slackjaw,"  "Buggie"and  "Li'l  Opie") 

on  their  daily  treks  into  the  bush. 

The  CR-V  proved  to  be  a  useful  tool 

for  such  excursions. 

Apparently,  the  CR-V's  Real  Time  4-wheel  drive 

would  engage  automatically,  when  needed.  This  gave 
the  group  a  sure-footed  grip 
on  many  types  of  terrain.  Since 
this  process  was  automatic,  it 
required  the  nomadic  males 
to  make  use  of  absolutely  no 
brain  power.  A  good  thing. 

Be  that  as  it  may,  my  dis- 
covery of  their  Honda  CR-V 
use  forces  us  to  radically  alter 
how  we  view  the  nomadic 
males.  It  also  forces  us  to  ask 
some  rather  compelling  ques- 
tions. Perhaps  these  nomadic 
males  are  more  like  us  than 
anyone  had  originally  thought. 
Perhaps  they  are  not  the  "clods 
of  the  animal  kingdom,"  as 
some  have  speculated.  Time, 


On  foot,  the  nomadic  males  are  clumsy,  ungainly  creatures, 
from  their  "nesting  area,"         In  the'Honda  CR-V,  however,  they  are  anything  but.         and  careful  study,  will  tell. 


WHONDA 


The  CR-V 


r<>r  more  information,  call  1-800  i3-HONDAoi  visit  www  honda  con 
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Economic  Viewpoint 


. 


BY  ROBERT  KUTTNER 


YES,  VIRGINIA, 

THERE  IS  A  SPECULATIVE  BUBBLE 


REALITY: 

Even  the  New 
Economy 
hasn't 

repealed  the 
rule  that 
sooner  or  later, 
a  stock  price 
must  reflect 
earnings 
capacity 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of 
Everything  for  Sale 


Is  the  long-awaited  stock  market  correction 
at  hand,  or  is  this  the  bull  market  that  re- 
fuses to  die?  Lately,  a  lot  of  smart  people 
have  concluded  that  the  market  has  peaked. 
Yet  in  the  first  quarter,  investors  put  a 
record  $120  billion  into  equity  funds,  most  of 
it  into  aggressive,  high-growth  funds.  When 
exuberance  is  truly  irrational,  it  tends  to  be 
impervious  to  evidence. 

Paine  Webber  Inc.  recently  ran  a  full-page 
ad  warning  investors  to  be  prudent.  "We  have 
said  it  countless  times  before,"  the  ad  de- 
clared, "and  we  will  say  it  again:  In  the  long 
run,  only  two  things  determine  stock  prices — 
earnings  and  p-e.  Yet  many  of  these  'new 
new  industrials'  have  no  earnings."  Robert 
J.  Shiner's  new  book,  Irrational  Exuberance, 
cites  a  1999  Barron's  poll,  which  asked  money 
managers:  "Is  the  stock  market  a  specula- 
tive bubble?"  Amazingly,  72%  answered  yes. 
Even  the  bullish  Abby  Joseph  Cohen  of  Gold- 
man, Sachs  &  Co.  recently  announced  that 
she  has  pared  her  exposure  to  stocks. 

But  investors  don't  want  to  believe  the 
party  is  over.  At  first,  they  fled  "old  economy" 
stocks  for  the  technology  sector.  They  fled 
Internet  retailers  for  high-tech  business-to- 
business  companies.  Then  they  fled  back  into 
traditional  blue  chips.  (Did  somebody  say 
"herd  behavior"?)  What  they  have  not  done 
yet,  despite  five  interest  rate  hikes,  is  to  flee 
stocks  for  money-market  instruments. 
NEW  FAITH.  Optimists  insist  that  the  New 
Economy  really  is  so  new  that  historically 
outlandish  valuations  are  justified.  They  cite 
three  key  factors.  The  Internet  economy  por- 
tends a  new  era  of  permanently  higher  pro- 
ductivity growth,  higher  economic  growth, 
and  higher  profits.  The  baby-boomer  money 
pouring  into  the  stock  market  will  keep  share 
values  up.  The  new  faith  in  "stocks  for  the 
long  run"  will  prevent  panic  selling. 

The  pessimists,  led  by  Shiller,  suggest  that 
the  present  level  of  share  prices  is  a  classic 
bubble.  He  likens  the  market  to  a  "naturally 
occurring  Ponzi  scheme,"  a  self-deception  by 
giddy  investors  who  assume  unsustainable 
returns,  on  the  premise  that  other  investors 
will  be  even  giddier. 

At  some  point,  however,  a  stock  price  has 
to  reflect  earnings.  And  earnings  plainly  can- 
not possibly  justify  present  multiples.  Shiller 
cites  one  company,  eToys  Inc.,  established  in 
1997  to  sell  toys  over  the  Internet.  Its  stock 
value  soon  soared  to  $8  billion,  higher  than  in- 


dustry leader  Toys  'R'  Us — even  though 
'R'  Us  had  400  times  its  sales  and  j 
healthy  profit  of  $376  million  in  fiscal 
1998,  while  eToys  ran  a  loss.  The  price- 
ings  ratio  of  the  market  as  a  whole  is  no 
in  excess  of  1929  levels. 

Enthusiasts  of  Internet  retailing  mi 
enly  assume  that  each  new  company  wi 
joy  monopoly  profits.  But  regulatory  j 
and  the  laws  of  economics  are  necess 
constraining  that  euphoria.  The  Securit 
Exchange  Commission  has  been  jawb( 
accounting  firms  to  take  their  jobs  seri( 
As  a  consequence,  a  growing  number  of 
corns  are  reporting  lower  actual  revenue; 
poorer  prospects  for  future  earnings.  The 
tice  Dept.  is  also  insisting  that  antitrust 
be  applied  to  the  New  Economy.  An( 
patent  laws  are  requiring  that  generic  i 
vations  such  as  video  streaming  be  r 
widely  available  rather  than  hoarded.  V 
some  innovators  such  as  Amazon.com 
with  its  patented  "one-click"  checkout 
tern,  have  managed  to  defend  unique 
ness  methods,  these  monopolies  are  b 
challenged  as  well.  The  Internet  invites 
comparison,  which  shaves  profits. 

This  market  has  been  cruising  for  a  rr 
correction.  One  trigger  could  be  the  Mien 
case  and  the  implication  that  monopoly  pi 
are  not  an  inevitable  aspect  of  the  Inte 
economy. 

As  I  write  these  words,  I  am  prepa 
remarks  for  the  White  House  Conferenci 
the  New  Economy.  What  is  surely  new  al 
the  New  Economy  is  higher  levels  of  ; 
ductivity  growth,  made  possible  by  infor 
tion  technology.  This  is  no  small  achievem 
It  means  that  we  can  enjoy  near  full  emp 
ment  with  low  levels  of  inflation  and  stea 
rising  real  living  standards. 

But  the  Internet  economy  has 
repealed  the  timeless  rule  that  the  wortl 
an  enterprise  must  reflect  its  earnings 
pacity.  It  would  be  better  for  the  real  ec 
omy  if  some  air  came  out  of  the  stock  n 
ket  slowly.  Alas,  that  is  not  the  nature 
bubbles — particularly  when  all  that's  s 
taining  the  equity  markets  is  the  prospeel 
even  higher  share  prices  and  not  divider 
When  the  herd  decides  that  the  bubble 
expand  no  more,  the  herd  psychology  is 
cash  out  fast.  In  the  long  run,  of  course 
market  comes  back.  But  try  telling  that 
stampede. 
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Now  investment  property  professionals 
can  find  something  remarkable  on  the  web. 

The  truth. 


,S  ir  Exchange.  Eighteen  billion  square  feet  of  property.  One  window.  Open  it  at  www.costargroup.com. 
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Are  you  also  managing  your 
own  business  software? 


Take  your  eyes  off  the  ball  these  days  and  you're 
headed  for  trouble. To  take  technology  hassles  out 
of  your  hair,  Infinium  ASP  offers  a  comprehensive 
suite  of  business  software  and  analytical  tools  that  are: 
1  .available  over  the  Web,  2.  customized  to  your  business 
processes,  3.  securely  hosted,  and  4.  able  to  support 
complex,  large-scale  businesses  as  well  as  start-ups. Why 
Infinium?  We're  the  first  single-source,  fully  accountable 
Application  Service  Provider,  with  a  proven  track  record 
of  delivering  solutions  to  2,000  customers.  For  a  copy  of 
our  Executive  Report  on  the  business  benefits  of  ASPs, 
call  1.877.356.0228,  or  go  to  infinium.com/asp. 


C >>a  INFINIUM 

\~6  do  great  work 


Economic  Trends 


BY  GENE  KORETZ 

AMERICAS  SECRET 
LAROR  FORCE 

Illegal  immigration  to  the  rescue 

In  recent  years,  the  jobless  rate  has 
fallen  to  levels  not  seen  in  decades, 
and  the  ranks  of  the  unemployed  and  of 
those  who  are  out  of  the  labor  force 
but  would  like  to  work  have  declined 
sharply.  Yet  payroll  job  growth  remains 
healthy,  and  wage  pressures  stay  re- 
strained. Can  the  good  times  last? 

Many  experts,  including  those  at  the 
Federal  Reserve,  are  dubious — fearing 
that  labor  shortages  could  spark  a  resur- 

THE  GROWING  DISPARITY 
BETWEEN  JOB  COUNTS 


DIFFERENCE  BETWEEN  PAYROLL  SURVEY 

AND  HOUSEHOLD  SURVEY  ESTIMATES 
—  OF  PRIVATE-SECTOR  EMPLOYMENT* 
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▲  MILLIONS  OF  WORKERS  -PAYROLL  MINUS  HOUSEHOLD  COUNT  OF 

NONFARM  WAGE  AND  SALARY  WORKERS 
DATA:  LABOR  DEPT 

gence  of  inflation  unless  economic  growth 
is  reined  in.  But  economists  at  Credit 
Suisse  First  Boston  are  not  so  sure.  A 
critical  safety  valve,  which  many  people 
seem  to  be  ignoring,  they  believe,  is  the 
growing  supply  of  foreign  workers — es- 
pecially illegal  immigrants  attracted  by 
America's  economic  boom. 

One  sign  of  the  times  is  the  drop  in 
political  opposition  to  immigration.  Both 
Republicans  and  Democrats  favor  letting 
more  foreign  skilled  workers  into  the 
country.  The  afl-cio  has  called  for  the 
repeal  of  laws  penalizing  employers  who 
hire  illegal  immigrants.  And  government 
agencies  have  begun  enforcing  illegals' 
rights  in  the  workplace. 

With  U.  S.  job  creation  loinning  about 
3  million  a  year  recently,  Credit  Suisse 
figures  that  close  to  half  of  those  new 
workers  have  come  from  indigenous  la- 
bor-force growth  and  another  350,000 
or  so  from  a  decline  in  the  ranks  of  the 
unemployed.  The  rest,  it  argues,  have 
presumably  come  from  immigration. 

Official  estimates  put  total  immigration 
in  recent  years,  including  children  and 
oldsters,  at  about  700,000  legal  immi- 
grants and  275,000  illegals.  But  Credit 
Suisse's  economists  think  the  real  number 


of  illegals  has  been  rising  sharply — to  as 
many  as  600,000  last  year. 

As  evidence,  they  cite  the  growing 
disparity  between  the  estimates  of  pri- 
vate-sector wage  earners  provided  by 
the  government's  two  employment  mea- 
sures (chart).  Since  1995,  as  employ- 
ment has  surged  higher,  the  gap  be- 
tween the  payroll  survey's  job  count 
and  the  household  survey's  count  has 
widened  by  some  3.5  million.  Much  of 
this,  says  Neal  Soss  of  Credit  Suisse, 
"probably  reflects  illegal  immigration." 

Soss  and  his  colleagues  note  that  the 
payroll  survey  is  based  on  company  em- 
ployment records,  which  would  include  il- 
legals who  are  using  false  ID.  But  the 
household  survey  is  based  on  interviews 
of  workers,  who  would  be  unlikely  to 
cooperate  if  they  were  here  illegally. 
Thus,  it's  no  surprise  that  the  payroll 
survey  shows  stronger  job  growth. 

What  rising  immigration,  both  legal 
and  illegal,  implies,  of  course,  is  that 
foreign  workers  are  playing  a  key  role 
in  the  New  Economy — helping  to  lessen 
wage  pressures  even  as  the  jobless  rate 
hits  new  lows.  Indeed,  this  added  labor 
supply  is  itself  a  New  Economy  phe- 
nomenon— as  plunging  costs  have  made 
it  easier  for  U.S.  residents  to  phone 
friends  or  relatives  abroad  about  job 
opportunities  in  the  states. 

"The  giant  sucking  sound  across  U.S. 
borders,"  says  Soss,  "is  coming  from 
Mexicans  and  other  foreigners  being 
drawn  to  the  booming  U.  S.  economy." 


DID  MATERNITY 
LEAVE  LAW  HELP? 

Not  too  much,  suggests  a  study 

When  federal  maternity  leave  legisla- 
tion was  passed,  its  proponents  ex- 
pected a  big  impact  on  the  ability  of 
women  to  keep  their  old  jobs  after  tak- 
ing time  off  to  have  a  child.  According  to 
a  recent  rand  study  by  Jacob  Alex  Her- 
man and  Arleen  Leibowitz,  however,  the 
effect  was  probably  far  smaller  than  an- 
ticipated. The  reason:  Even  before  the 
law  was  passed,  most  women  who  re- 
turned to  full-time  work  after  childbirth 
went  back  to  their  old  jobs. 

Using  data  collected  before  the  Fam- 
ily and  Medical  Leave  Act  of  1993,  the 
study  compares  the  employment  pat- 
terns of  working  new  moms  with  those 
of  other  working  women  of  similar  age 
and  education.  Since  the  law  applies 
only  to  women  with  full-time  jobs,  and 
many  choose  either  to  work  part-time  or 
leave  the  workforce  for  a  year  or  so  af- 


ter childbirth,  the  study's  main  fo    ! 
on  those  who  kept  working  full-ti: 

Prior  to  the  law's  passage,  the 
finds,  89%  of  mothers  working  ful 
both  a  year  before  and  six  months 
childbirth  wound  up  working  fo 
same  employer.  Among  other  full-ti 
97%  were  working  for  the  same  bo 
ter  a  similar  18-month  period.  Thus 
ing  a  kid  appeared  to  "cause"  only 
moms  to  switch  full-time  jobs. 

In  sum,  most  working  new  I 
seem  to  have  held  on  to  their  jobs 
before  the  legislation.  That's  st: 
in  light  of  the  fact  that  many 
who  do  switch  jobs  probably  do  s 
untarily  to  gain  more  flexible  houi 
better  access  to  day  care.  Still, 
man  notes  that  maternity  leave 
may  have  other  positive  effects, 
as  enhancing  women's  sense  of  sect 
inducing  more  to  work  before  preg  ^ 
cy,  and  promoting  higher  fertility. 
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U.S.  OPERATIONS! 
HUM  OVERSEAS 


A  global  recovery  drives  earnin 


N 
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ot  long  ago,  it  looked  as  if  the  ( 
seas  affiliates  of  U.S.  compa 
were  still  hurting.  Now,  with  news 
profits  of  those  units  jumped  15.5% 
year,  "it's  clear  that  the  aftereffec 
the  1997-98  global  crisis  are  rapidly 
sipating,"  says  Joseph  Quinlan  of 
gan  Stanley  Dean  Witter. 

At  $104.2  billion,  U.S.  internati 
profits  in  1999  actually  set  a  new  ra  | 
edging  out  the  '97  peak  by  $300 
lion.  The  numbers  were  up  across 
board:  33%  in  Canada,  8%  in  Eui 
(despite  a  14%  decline  in  the  euro), 
in  Latin  America,  and  40%  in  Asia 

In  Europe,  operations  in  Bri 
Switzerland,  and  Ireland  posted  dou 
digit  increases.  In  Asia,  gains  in  Jaj 
Hong  Kong,  and 
Malaysia  were  es- 
pecially strong. 
And  in  Latin 
America,  Mexican 
profits  rose  54%. 
Looking  ahead, 
Morgan  Stanley 
expects  U.S.  affil- 
iate income  to  in- 
crease 12%  this 
year  in  the  wake 
of  continuing  eco- 
nomic growth  in 
almost  all  foreign 
markets  and  a 
rise  in  the  euro. 


FOREIGN  PR0FI1 
RISE  AGAIN 
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MES  C.  COOPER  &  KATHLEEN  MADIGAN 


iOWTH  IS  STILL  TOO  FAST 
I  SATISFY  THE  FED 

pite  market  turmoil,  demand-and  the  risk  of  rate  hikes-is  still  high 


S.  ECONOMY 


IMESTIC  DEMAND 
! ACCELERATING 


With  the  economy  now  more 

than  a  quarter  of  the  way  into 

is  there  any  sign  that  growth  is  slowing  down  to 

» that  would  please  the  Federal  Reserve  and  allay 

ars  in  the  financial  markets  that  more  rate  hikes 

the  offing?  Nope,  not  yet. 

sine,  first-quarter  growth  is  bound  to  come  in 
the  fourth  quarter's  blistering  7.3%  annual  rate, 
ted  in  the  Commerce  Dept.'s  latest  revision  to 
iross  domestic  product.  But  right  now,  econo- 
generally  expect  that  growth  last  quarter  was  in 
Bnge  of  4.5%  to  5%.  That's  hardly  a  pace  that 
bring  smiles  to  Fed  policymakers. 

More  important,  the  top-line 
number  on  first-quarter  gdp 
wall  disguise  the  fact  that  do- 
mestic demand  for  everything 
from  cars  to  copy  machines  to 
construction  is  actually  accel- 
erating, led  by  rambunctious 
consumers.  Based  on  data  so 
far,  BUSINESS  WEEK  estimates 
that  domestic  demand  grew  at 
a  6.5%  rate  last  quarter,  up 
from  5.9%  in  the  fourth  (chart), 
ne  slowdown  in  demand  does  seem  likely  this 
er,  if  only  because  consumers  need  to  catch  their 
i  after  boosting  their  spending  at  a  dizzying  5.5% 
ver  the  past  year.  Confidence  wavered  a  little  in 
l,  and  higher  gas  prices  are  sure  to  cut  into  dis- 
nary  income.  Also,  recent  stock  market  volatility 
have  a  sobering  influence  (page  40). 

SO,  WHY  HAVEN  T  domestic  buyers  sunk  under 
eight  of  the  Fed  tightening  which  began  last 

More  than  borrowing  costs,  two  other  factors 
powered  spending  over  the  past  year:  exception- 
arong  job  markets  and  the  wealth  effect  of  soaring 
prices.  One,  or  both,  of  those  influences  will  have 
>w  clear  signs  of  waning  before  you  can  expect 
isting  slowdown  iii  overall  demand. 
far,  though,  every  indicator  points  to  tighter-,  not 
',  labor  markets,  and  while  stock  prices  have  been 
tioitalh  volatile,  there  is  still  considerable  stimu- 
om  past  wealth  gains  left  in  the  pipeline.  Only  a 
icted  period  of  market  weakness  will  dissipate 

ealt  h  effect  on  spending. 

estors  gol  an  idea  of  what  a  severe  market  cor- 
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A  RECORD  QUARTER 
FOR  CAR  SALES 


LIGHT  VEHICLES       Jj 


l  MILLIONS,  ANNUAL  RATE 

DATA  J  P  MORGAN  BUSINESSWEEK 


rection  might  look  like  when  stock  prices  rode  the 
roller  coaster  on  Apr.  4.  The  Dow  Jones  industrial  av- 
erage swung  700  points  between  its  high  for  the  da\ 
and  its  low,  only  to  close  down  47  points,  or  0.4%.  The 
tech-heavy  Nasdaq  composite  was  down  75  points,  or 
1.8%.  The  drops  left  the  broad  Wilshire  5000  index,  a 
good  proxy  for  the  wealth  effect,  about  flat  for  the 
year,  but  it  remains  up  about  16%  from  a  year  ago. 

And  keep  in  mind  it's  accu- 
mulated wealth — not  one-day 
volatility — that  will  determine 
future  consumer  spending. 
From  the  fourth  quarter  of 
1998  to  the  final  quarter  of 
1999,  household  net  worth  in- 
creased by  13.4%,  according  to 
economists  at  Goldman,  Sachs 
&  Co.  Using  the  standard  rule 
of  thumb,  that's  enough  to  add 
at  least  1.5  percentage  points 
to  annual  growth  in  real  consumer  spending. 

Wealth  gains  have  had  a  clear  impact  on  car  sales. 
March  sales  added  up  to  an  annual  rate  of  17.9  million, 
down  from  the  phenomenal  19  million  pace  in  February. 
For  the  quarter,  sales  averaged  a  record  18.2  million,  up 
from  16.9  million  in  the  fourth  quarter  (chart). 

That  surge  is  a  big  part  of  why  overall  consumer 
spending  sped  up  in  the  first  quarter.  Given  data 
through  February,  real  outlays  for  the  quarter  are  like- 
ly to  post  a  growth  rate  of  6.5%.  However,  vehicle 
sales  were  helped  by  dealer  incentives  and  so  are  un- 
likely to  maintain  their  first-quarter  pace.  That  means 
overall  consumer  spending  is  likely  to  slow  a  notch  or 
two  in  the  second  quarter.  Moreover,  weeklj  retail  sur- 
veys suggest  a  slower  pace  of  nonauto  buying  in  March, 
possibly  foreshadowing  cooler  growth  this  quarter. 

THE  MOST  SURPRISING  SECTOR  in  the  first  quarter 

was  construction.  February  outlays  for  new  homes, 
business  structures,  and  government  projects  rose1  1.59? 
in  February,  after  gains  of  2.29?  in  January  and  29? 
each  in  November  and  December.  That's  the  strongest 
four-month  growth  since  1984.  Real  construction  outlays. 
which  feed  directly  into  certain  GDP  categories,  might 
have  risen  at  a  159?  annual  rate  in  the  first  quarter.  In 
particular,  housing  appears  to  have  made  a  solid  con- 
tribution to  GDP  growth. 

In  addition,  business  investment  in  new  equipment 
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likely  rebounded  strongly  from  what  was  probably  a 
Y2K-related  slowdown  in  the  fourth  quarter.  Through 
February,  shipments  of  capital  goods  rose  at  an  annual 
rate  of  about  14%,  a  sharp  reversal  from  a  slight  decline 
at  yearend.  A  similar  speedup  is  evident  in  the  month- 
ly data  on  the  output  of  business  equipment. 

Persistent  domestic  demand  is  powering  the  indus- 
trial sector.  The  nation's  purchasing  managers  reported 
that  their  business  index  in  March  slipped  to  55.8%, 
from  56.9%  in  February.  But  a  reading  above  50%  sig- 
nals that  the  factory  sector  is  expanding. 

One  important  bit  of  news  in  the  buyers'  report  was 
the  continued  rise  in  prices  paid  for  materials.  The 
price  index  jumped  to  79.8%,  the  highest  reading  in  five 
years  (chart).  The  survey  said  that  "Comments  from 
purchasing  managers  this  month  focused  on  rising 
prices."  And  while  soaring  oil  prices  were  noted,  high- 
er prices  were  also  reported  for  certain  metals,  elec- 
tronics, containers,  and  freight  charges. 

OF  COURSE,  NOT  ALL  SEGMENTS  of  the  economy 

contributed  to  growth  last  quarter.  Government  spend- 
ing, which  soared  an  unusually  large  9.3%>  in  the  fourth 
quarter,  probably  did  not  add  anything  to  growth. 

The  chief  drag,  however,  is  sure  to  be  foreign  trade. 
The  January  trade  deficit  was  far  greater  than  the 
fourth-quarter  average,  even  after  adjusting  for  pricier 
oil,  whose  biggest  impacts  will  not  show  up  until  Feb- 
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ruary  and  March.  A  wider  trade  gap  could  easil 
tract  1.5  percentage  points  from  overall  growth  i 
That's  the  chief  reason  why  the  top-line  gdp  numb 
be  less  than  the  growth  in  domestic  demand. 

Another  possible  subtraction 
might  have  come  from  slower 
inventory  growth.  Some  of  the 
Y2K-related  precautionary 
buildup  in  the  fourth  quarter 
was  expected  to  be  reversed 
in  the  first  quarter,  but,  so  far, 
the  monthly  data  show  little 
slowdown  in  the  pace  of  stock- 
building. 

Overall  business  inventories 
in  January  grew  at  about  the 
same  pace  averaged  in  the  fourth  quarter,  unadji 
for  inflation.  And  through  February,  stock  leve 
manufacturing  were  rising  faster  than  in  the  ft 
quarter.  Still,  some  of  that  rise  reflects  higher  oil  p 
that  have  inflated  inventory  values 

The  Commerce  Dept.  won't  report  first-quarter 
until  Apr.  27.  And  key  data — especially  the  Ap: 
trade  report — will  factor  into  the  final  calculations, 
the  considerable  data  already  available  show  that 
nesses  and  consumers  used  much  of  the  winter  to 
spending.  Until  domestic  demand  cools  off,  look 
more  frowns  at  the  Fed. 


JAN.  '98  MAR 

A  PERCENT  CHANGE  REPORTING 
IMPROVEMENT  OR  HIGHER  PRjCE 
DATA.  NATIONAL  ASSOCIATION  01 
PURCHASING  MANAGEMENT 


SLOUCHING  TOWARD  RECOVERY 


The  manufacturing  sector  is 
leading  the  recovery  in  Thai- 
land, the  first  Asian  country  to 
topple  into  financial  chaos  in  1997, 
and  one  of  the  last  to  recover. 
In  the  fourth  quarter,  Thai- 
land's real  gross  do- 
mestic product  was  up 
6.5%  from  a  year  ago. 
For  all  of  1999,  real 
GDP  rose  a  healthy 
4.2%,  following  a  10% 
plunge  in  1998  (chart). 
In  the  fourth  quarter, 
manufacturing  rose 
15%  from  a  year  ago. 
Government  spending 
was  up  9.6%,  consumer 
demand  rose  8.6%,  and  exports 
jumped  17%.  The  rise  in  govern- 
ment spending  has  tipped  the  fed- 
eral budget  into  a  deficit  for  the 
first  five  months  of  the  fiscal  year. 
But  with  the  private  sector  pick- 


TNAILAND  COMES 
OUT  OF  RECESSION 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA.  BLOOMBERG  FINANCIAL  MARKETS 


ing  up,  so  should  tax  receipts. 
The  government  expects  real 
GDP  growth  of  4.4%  for  2000,  and 
the  first-quarter  data  look  solid. 
Industrial  output  in  February 
grew  9.2%  from  a  year  ago.  Also 
in  February,  exports 
shot  up  by  32%.  The 
trade  surplus  shrank, 
though,  because  bet- 
ter domestic  demand 
caused  Thai  imports 
to  rise  by  10%. 

The  recession  plus 
a  cut  in  the  value- 
added  tax  last  year 
has  slowed  down  in- 
flation. Thai  consumer 
prices  rose  just  1.1%  from  a  year 
ago  in  February,  even  with  a 
jump  in  energy  prices. 

One  big  drag  on  the  economy 
will  be  Thailand's  floundering  fi- 
nancial system,  whose  collapse 


helped  to  touch  off  the  Asian  cr 
sis  back  in  1997.  The  Thai  govei 
ment  has  closed  or  seized  about 
70  banks  and  financial  companiei 
since  1997  (the  latest  on  Mar.  20 
nationalized  others,  and  resold 
some  to  foreign  banks.  The  finar 
cial  sector  shrank  19%  in  the 
fourth  quarter.  However,  the  fi- 
nancial restructuring  may  result 
in  a  favorable  rise  in  the  rating 
Thailand's  sovereign  debt. 

Although  the  coalition  govern 
ment  has  made  inroads  in  refornls 
ing  the  financial  sector,  it  is  con 
fronting  a  scandal  of  its  own.  Th 
interior  minister  resigned  on  Ma 
22  for  alleged  financial  impropri 
eties.  Although  the  stock  market 
fell  on  the  news,  which  spurred 
fears  that  early  elections  will  be 
called  before  November,  so  far  tl 
scandal  is  not  expected  to  short 
circuit  the  Thai  recovery. 
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The  name 

Rolex 

isn't  just  given. 

It's  earned. 


j  5  positions  +  temperature." 
s  inscription  tells  the  story  of 
dreds  of  hours  of  testing  by 
3ontrole  Officiel  Suisse  des 
Dnometres,  an  independent  testing 
ity  in  Geneva.  For  fifteen  days  and 


nights,  the  movement  undergoes  a 

series  of  tests  in  five  different  positions 

at  rapidly  varying  temperatures. 

Therefore,  your  Rolex  chronometer 

has  proven  that  it  has  what  it  takes  to 

stand  up  to  the  rigors  of  the  real  world. 


•t 
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i't  panic — 
estors  are  just 
king  quality 

It  was  the  most  volatile 
day  in  the  history  of 
the  stock  market.  Both 
the  Dow  Jones  indus- 

y  trial  average  and  the 
Nasdaq  plummeted 
more  than  500  points 
before  staging  a  re- 
markable recovery. 
Bids  of  margin  calls  went  out 
I  the  country.  Accounts  were 
out.  Novice  investors  who  had 
housands  in  a  few  months  saw 
ounty  wiped  out  in  the  course  of 
lours.  Even  seasoned  investors, 
?re  coming  to  believe  that  Wall 
had  signs  pointing  in  one 
>n — up — were  shaken.  Is 


('all  it  convergence.  M  can  only  be 

healthy  for  the  market.  For  the  last 
year  and  a  half,  the  stock  market 
become  a  markel  of  extremi 
tremely  high  valuations  for  the  New 
Economy  denizens  that  dominate  the 
Nasdaq — and  extremely  low  valuations 
for  anything  that  smacked  of  the  Old 
Economy. 

In  the  past  few  weeks,  and  especial- 
ly the  last  few  days,  the  market  tried 
to  correct  those  extremes.  True  to 
form,  the  shift  took  place  in  an  ex- 
tremely violent  way.  First,  the  Nasdaq 
Composite,  which  gained  an  amazing 
130%  from  the  beginning  of  1999  up 
to  Mar.  10,  slid  16%  in  three  weeks,  a 
swift  and  severe  correction  by 
itself.  Then,  on  Apr.  4,  the 
tech-dominated  index  fell 
off  the  cliff. 

What's  really  go- 
ing on  here  is  a 
massive 


ECH  COMES  BACK  TO  EARTH 

PERCENTAGE  CHANGE  OF  INDEXES 
SINCE  SEPT.  30,  1999 


st  the 

ing  of  a  major  mar- 
ikeout?  Is  the  party  over? 
Apr.  4  was  a  day  that  crystal- 
he  change  in  leadership  of  the 
arket  that  began  three  weeks 
It  is  not  so  much  a  change  from 
Iconomy  stocks  to  Old  Economy 
rather,  it  is  a  flight  to  quality 
the  entire  equity  spectrum. 
look  at  the  numbers.  Since  Mar. 
■  day  the  tech-heavy  Nasdaq 
,  through  Apr.  5,  that  index  has 
17.8%.  Even  more  jarring,  the 
Hies  Internet  index  has  plunged 
iring  the  same  period.  Still,  tech 
!  like  Cisco  Systems,  Dell  Com- 
ind  Intel  have  continued  to  rise, 
the  blue-chip  Dow  has  risen 
with  stocks  like  Eastman  Ko- 
rocter  &  Gamble,  and  Citigroup 

C  solid  gains. 


tore,  e  pedal!}  I  ho  e  who  had  i*h. 
tech  stocks  on  margin  (page  44),  should 
ultimately  turn  out  to  be  benefldal  for 

the  -lock  market  as  a  whole.  For  one 
thing,  many  institutional  in  have 

been  on  the  sidelines,  waiting  for  sign.-  of 
life  in  quality  value  stocks.  That  means 
more  money,  rather  than  less,  could  tie 
flowing  into  the  market. 

The  correction  in  high-priced  high 
tech  will  also  dramatically  reshape  the 
initial  public  offering  market — and  for 
the  better.  Many  startups  will  never 
make  it  to  market,  and  many  already- 
public  Internet  companies  will  find  it 
harder  to  get  further  financing  (page 
48).  Metropolitan  Life  Insurance  Co. 

90 


MAR.  14, 


9,811.24 


APR.  5,  '00 


4,169.21 


APR.  5.  '00 


11,033.9 


shift  in  in- 
vestor psychology  and  a  dra- 
matic reevaluation  of  companies  with 
lots  of  nifty  ideas  and  great  potential 
but  not  much  else.  Old  Economy  gi- 
ants are  winning  newr  respect  from  in- 
vestors, while  New  Economy  darlings 
like  Juniper  Networks  Inc.  and  Veritas 
Software  are  losing  some  of  their  lus- 
ter. Investors  didn't  abandon  tech 
stocks  altogether,  but  they  definitely 
switched  from  companies  on  the  come 
to  companies  that  have  arrived.  Bluer- 
chip  tech  stocks — companies  with  real 
products,  revenues,  and  profits — dis- 
played strength  in  the  face  of  the  sell- 
off,  and  indeed  are  higher  now  than 
they  were  on  Mar.  10. 

This  shift,  though  painful  for  many  in- 


-    80 


70 


60 


50 


40 


30 


20 


10 


-10 


and  Krispy  Kreme  Doughnut  Corp., 
the  donut  chain,  successfully  launched 
ipos  in  the  midst  of  the  rout.  Neither 
company  was  competing  for  dot-com 
dollars. 

"Momentum  had  taken  the  Nasdaq 
to  levels  it  shouldn't  have  gotten  to  in 
the  first  place,"  says  Joseph  Battipaglia, 
market  strategist  for  Gruntal  &  Co.  Of 
course,  last  year  at  this  time,  the  mar- 
ket was  also  shifting — though  less  dra- 
matically— from  tech  to  industrials.  But 
six  weeks  later  the  market  sentiment 
turned  back  to  New  Economy  stocks. 
Battipaglia  says  this  year  is  different, 
with  Old  Economy  stocks  better  poised 
for  performance.  "We've  already  had 
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What's  going  on  is  a  dramatic  reevaluation  of  companies 


five  rate  hikes,  whereas  last  year  we 
were  just  entering  into  a  period  of  high- 
er rates,"  he  says.  "We've  had  the  re- 
covery of  Asia,  and  a  recovery  in  oil 
prices." 

The  partial  deflation  in  stock  prices 
could  slow  the  economy  a  bit,  some- 
thing Fed  Chairman  Alan  Greenspan 
has  yet  to  do  through  five  interest-rate 
hikes  over  the  past  nine  months.  In  re- 
marks at  a  White  House  conference  on 
the  New  Economy,  Greenspan  signaled 
that  rates  were  likely  to  go  higher 
gradually.  He  shrugged  off  the  market 


ports  will  start  coming  in  within  days, 
and  the  outlook  is  excellent.  According 
to  i/b/e/s,  the  earnings  research  firm,  it 
will  be  another  record-breaking  quar- 
ter for  profits.  That  includes  the  tech 
sector,  which  is  projected  to  grow  near- 
ly 35%  over  the  first  quarter  last  year. 
And  analysts  have  raised  their  Year 
2000  earnings  estimate  for  companies 
in  the  Standard  & 
Poors  500-stock 
index  to  17.9% 
from  17.2%,  ac- 
cording  to    First 


said  market  strategist  Abby  Josed 
hen  of  Goldman,  Sachs  &  Co.,  spJ 
at  the  White  House  conference! 
think  the  economic  and  profit  expl 
will  continue."  Some  market  wa| 
credit — or  blame — the  influential 
for  triggering  the  Nasdaq  debac| 
Mar.  28,  she  advised  Goldman  clie 
scale  back  their  technology  holdind 


INTERNET  STOCKS  TAKE  A  DIVE 
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APR.  5, 


volatility  and  remained  bullish  on  the 
economy:  "I  see  no  reason  that  produc- 
tivity growth  cannot  remain  elevated, 
or  even  increase  further,  to  the  undeni- 
able benefit  of  businesses  and  workers." 
BEST  FOOT  FORWARD.  Indeed,  the  econ- 
omy remains  robust.  The  most  recent 
figures  show  that  consumer  spending, 
manufacturing,  production,  and  pro- 
ductivity are  strong.  Inflation  is  still 
modest  and  energy  prices,  which  were 
getting  scary  a  few  weeks  ago,  have 
moderated. 

Perhaps  the  most  important  factor 
that  will  help  market  stability  as  well  as 
investor  confidence  is  strong  corporate 
profits.  The  first-quarter  earnings  re- 


Call  Corp.,  anoth 

er    earnings    re-  |  j|^  I 

search  firm. 

The  bulls,  of 
course,  are  trying 
to  put  their  best 

arguments       for-   OUCH,  A  CORRECTION:  Panic  in  the  pits  at  the  Chicago 
ward.    "At   times 


fir 


like  this  it's  important  to  step  back  and 
look  at  the  big  picture.  We  have  a 
healthy  economy  with  rapidly  growing 
earnings  and  no  inflation  problem.  And 
globally  we  have  a  growing  demand  to 
own  common  stock,"  says  Alfred  Gold- 
man, chief  market  strategist  at  A.G.  Ed- 
wards &  Sons  Inc.  in  St.  Louis. 

"The  bull  market  doesn't  end  here," 


bC 


raise  some  cash.  Of  course,  there  s' 
other  factors  that  contributed  to 
Nasdaq's  woes,  like  the  collapse  oi  it 
settlement  negotiations  in  the  Micr 
antitrust  case  (page  50).  Microso 
the  largest  stock  in  the  capitaliza  Is 
weighted  Nasdaq.  Also,  a  report 
many  Internet  companies  were  runri 
out  of  cash  took  its  toll.  So  did  stori U| 

SI 


Jket  rei 
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f  nifty  ideas  and  great  potential  but  not  much  else 


•kct  getting  flooded  with  stocks 
Otecutives  who  would  finally  be 
cash  in. 

>ugh  record  trading  volume  and 
y  may  cause  investor  jitters,  it 
i  bullish  indicator.  By  some  mea- 
ipr.  4  was  the  most  volatile  day 
the  stock  market.  Says  Bernard 
n\  who  heads  an  investment-re- 


is  still  22'/t  overvalued.  "Our  concern  is 
that  there's  likely  to  be  bad  news  on 
the  horizon  in  terms  of  inflation  and 
interest  rates,"  he  says.  He  recom- 
mends investors  look  at  companies  that 
have  a  global  presence,  like  General 
Mills  and  PepsiCo,  as  well  as  drug 
companies  Merck  and  Schering-Plough. 
One  thing  Cliggott  and  even  the  more 
bullish  analysts 
agree  on  is  that 
some  of  the  specu- 
lative players — 
those  who  use  bor- 


tion  has  pulled  back.  And  in  the  long 
run,  that  makes  for  a  much  safer,  less 
volatile  market,"  says  Jeffrey  M. 
Warantz,  an  equity  strategist  at  Sa- 
lomon Smith  Barney. 
TRENDING  HIGHER?  Moreover,  the  Dow 
and  the  Nasdaq  are  now  on  more  equal 
footing,  with  the  Dow  down  3%  for  the 
year  and  the  Nasdaq  up  2%.  "The  main 
issue  is  the  divergent  market.  Nasdaq 
had  been  going  one  way  and  Dow  the 
other,  but  now  they're  starting  to  move 
the  same  way  and  trend  higher,"  says 
Mark  Leibovit,  chief  market  strategist 


THE  MOVE  TO  QUALITY 


Changes  in  stock  prices  since  the  Mar.  10  peak  of  the 
Nasdaq  Composite  Index 
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irm  in  Cincinnati:  "This  usually 

5  a  bottom  and  that  the  worst  is 

is." 

it?  Despite  the  move  to  quality, 

i  rket  remains  overvalued,  say 
lalysts.  Even  with  the  improved 
s  forecasts  and  lower  bond 
naiiy  valuation  models  still  point 
QUed  trouble.  Douglas  Cliggott, 
uity  strategist  at  J.P,  Morgan  & 

•  S  l>y  his  reckoning,  the  S&P  500 


rowed  money  to 
trade  already  risky 
issues — have  been 
humbled,  if  not 
forced  from  the 
market. 
Margin  debt  is  at  its  highest  level 
ever:  It  now  represents  3%  of  personal 
income,  three  times  the  historic  norm, 
according  to  a  study  by  investment 
management  firm  Sanford  C.  Bernstein 
&  Co.-And  the  stocks  investors  are  buy- 
ing on  margin  have  betas,  or  volatility, 
as  well  as  price-earnings  ratios,  well 
above  the  market's  average,  the  study 
shows. 

"The  good  news  is  that  the  specula- 


and  market  technician  at  vk  Trader,  a 
day-trading  firm  in  Sedona,  Ariz.  He 
thinks  that  both  the  Dow  and  the  Nas- 
daq will  move  substantially  higher  in 
the  next  12  months. 

The  Nasdaq  lows  hit  on  Apr.  4  didn't 
deter  some  tech  aficionados.  Frank 
"Quint"  Slattery,  a  big  tech  investor  at 
pbhg  Funds,  sold  his  Microsoft,  Cisco, 
and  aol  to  buy  favorites  that  had  been 
taken  down  50%  to  60%  in  the  fall — 
InfoSpace.com,  Broadcom,  Brocade  Com- 
munications Systems,  and  Exodus  Com- 
munications among  them.  "It  was  the 
bargain  of  a  lifetime  for  some  of  these 
stocks,"  Slattery  said.  Ken  Wolff,  who 
owns  a  day-trading  firm  in  Paradise, 
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Calif.,  says  his  firm's  strategy  was  to 
grab  beaten-down  blue-chip  tech  stocks 
like  Oracle,  Cisco,  and  JDS  Uniphase  as 
they  hit  bottom  during  the  day:  "That 
was  where  all  the  selling  was  occur- 
ring, so  we  expected  the  buying  to  oc- 
cur there  too."  They  played  it  right. 
His  traders'  profits  ranged  from  $27,000 
to  $300,000  in  the  course  of  the  day.  "It 
was  a  flight  to  quality  in  tech,"  he  says, 


adding  that  his  traders  also  played  the 
Dow  as  a  "buy  and  hold"  strategy — 
grabbing  stocks  like  Chase  Manhattan, 
Procter  &  Gamble,  and  AT&T  as  they 
bottomed  out.  "We'll  keep  them  for 
days,  weeks  or  months,  depending  on 
the  market's  momentum,"  he  says. 

The  fast-money  crowd  may  need  a 
break.  Establishment  players  like  Steve 
M.  Milunovich,  Merrill  Lynch  &  Co.'s 


manager  of  technology  researc 
that  the  market  will  be  less  for 
particularly  in  the  Internet  secti 
that  finally,  cash-producing  bi 
models  appear  to  matter  to  inv 
"The  place  to  be  is  infrastructure  i 
where  companies  with  real  earnin  A 
enjoy  spending  by  the  Internet  <    \ 
nies,"  he  says.  ^ 

Also,  there  has  been  a  flight  t  f^m 


MARGIN  CALLS:  NOT  A  LOT  OF  WIGGLE  ROOM 


Loans  from  brokerage  firms  to 
their  customers  to  buy  stock — 
known  as  margin  debt — soared 
62%  from  1998  to  1999,  to  $230  bil- 
lion, prompting  dire  warnings  from 
Federal  Reserve  Chairman  Alan 
Greenspan  and  other  scolds.  They 
said  that  highly  leveraged  investors 
could  be  wiped  out. 

Bullish  investors  tuned  out  the 
warnings — until  now.  With 
the  slide  in  the  Nasdaq 
since  Mar.  10,  many  in- 
vestors are  facing  their 
first  margin  calls — demands 
from  brokers  for  more  cash  ^ 

to  use  as  collateral  for  their 
loans.  Brokers  say  margin 
calls  ran  50%  above  normal 
on  Apr.  3  and  100%  higher 
on  Apr.  4. 

What  investors  are  dis- 
covering is  that  policies  for 
making  margin  calls  are 
hardly  uniform.  Brokerages 
weigh  a  range  of  factors  in 
deciding  how  much  lever- 
age an  investor  should  be 
allowed  and  how  hard  they 
should  come  down  on  someone  whose 
stocks  lose  too  much  value  as  collat- 
eral. While  some  let  computer  pro- 
grams call  the  shots,  others  depend 
on  human  judgment. 

The  Federal  Reserve  allows  in- 
vestors to  borrow  up  to  50%  of  a 
stock's  value  from  brokerage  houses.  If 
a  stock's  value  slips  significantly,  bro- 
kerages ask  investors  to  put  up  more 
cash  or  sell  some  of  their  position.  Al- 
though exchange  rules  give  brokerages 
up  to  15  days  to  get  their  money,  most 
demand  that  it  be  coughed  up  soon- 
er— in  some  cases,  immediately. 

At  some  online  firms,  the  approach 
is  downright  impersonal.  Datek  On- 
line Holdings  Corp.'s  six  risk  man- 
agers have  tagged  100  volatile 
stocks.  The  firm  uses  software  that 


automatically  e-mails  margin  calls  to 
customers.  Larger  accounts  also  get 
a  phone  call,  but  all  investors  have 
to  pay  up  in  three  days,  no  matter 
who  they  are.  "Begging  and  pleading 
are  not  a  good  idea,"  says  Datek 
spokesman  Michael  Dunn. 

Datek  is  more  rigid  than  most. 
Another  online  broker,  NDB.com,  a 
unit  of  National  Discount  Brokers 


At  online  brokers, 

clients  get  only 

a  couple  of  days 

to  pay  up 


Group  Inc.,  usually  demands  that 
customers  meet  margin  calls  in  two 
days.  But  "there's  a  certain  aniount 
of  discretion  left  to  the  managers"  of 
the  risk  department,  says  NDB.com 
Chairman  Dennis  V.  Marino.  In- 
vestors who  use  traditional  brokers 
say  they  generally  get  two  weeks  to 
either  sell  stock  or  send  in  a  check. 


Some  investors  may  be  trading 
margin  without  being  fully  aware 
it.  In  an  extreme  case,  Lori  Fergi 
son,  a  neophyte  investor  from  Bre 
ster,  N.  Y.,  says  she  was  given  a 
margin  account  by  E*Trade  Grou] 
Inc.  even  though  she  checked  a  b< 
on  her  application  saying  she  didn 
want  one.  As  a  result,  she  says, 
when  she  accidentally  placed  an  o 
der  she  couldn't  afford, 
E*Trade  put  it  through 
anyway  and  loaned  her 
about  $5,000  to  cover  the 
difference.  She  says  that 
when  the  stock  tumbled, 
E*Trade  liquidated  share 
in  her  account  without  c< 
tacting  her  to  raise  collal 
al.  E*Trade  did  not  respi 
to  phone  calls  on  Apr.  5 
seeking  comment. 
ON  YOUR  OWN.  It  might 
seem  that  margin-call  dis 
putes  would  be  ripe  for  li 
gation,  but  Michael  Swick 
San  Diego-based  sharehol 
attorney,  says  few  lawyer 
take  such  cases.  When  in' 
vestors  open  trading  accounts,  thej 
usually  agree  to  submit  disputes  to 
arbitration.  And  because  each  marj 
dispute  is  unique,  he  says,  it  is  diff 
cult  to  bring  class  actions. 

Margin  debt  has  soared  because 
investors  realize  that  leverage  can 
improve  their  returns  in  a  bull  ma 
ket.  David  Read,  an  Atlanta-based 
systems  consultant,  says  he  opene' 
margin  account  a  month  ago  to  jui 
up  his  returns  even  though  he's  pi 
ty  sure  that  trading  on  margin 
"could  be  interpreted  as  a  sin."  Bt 
he  barely  slept  the  night  of  Apr.  4 
because  he  feared  a  margin  call  th 
never  came.  For  investors  who  ha 
bought  on  margin,  there  could  be 
many  sleepless  nights  ahead. 
By  Heather  Timmons  in  New  Y< 
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ity  in  biotechs,  with  investors  turning  to 
proven  companies  like  Amgen,  Chiron, 
and  Genentech  that  have  deep  pipelines 
and  successful  products  already  on  the 
market.  The  sector,  which  hit  an  all- 
time  high  on  Mar.  7,  has  been  sinking 
since  mid-March  due  to  a  news  an- 
nouncement from  President  Clinton  re- 
garding free  access  to  genome  research. 
"Earlier  this  year,  we  were  buying 


everything  because  we  knew  it  would 
go  up.  This  isn't  true  anymore,"  says 
Faraz  Naqvi,  manager  of  the  Dresdner 
rcm  Biotechnology  Fund. 

There's  no  guarantee  that  the  move 
to  quality  alone  will  send  the  market  to 
new  highs.  But  at  least  it  will  be  able 
to  climb  on  more  solid  ground. 

By  Ma  re  in  Vickers  and  Jeffrey  M. 
Ladennan  in  New  York,  with  Geoffrey 


S»iitli  in  Boston,  Rich  Miller  and 
ra  Colin  in  Washington,  and  E\ 
Licking  and  Peter  Coy  in  New 
and  Joseph  Weber  in  Chicago 
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TIME  TO  KEEP  A  COOL  HEAD 


Take  no  action:  That's 
the  best  thing  to  do  to 
protect  your  stock  and 
mutual-fund  portfolio  in 
today's  market.  "The  most 
dangerous  thing  an  in- 
vestor can  do  is  overreact 
in  this  kind  of  market," 
says  Rick  Adkins,  a  certi- 
fied financial  planner  with 
Arkansas  Financial  Group. 
Instead  of  panic  selling 
when  share  prices  are 
plunging,  wait  a  fewr  days 
until  you  can  make  a  ra- 
tional decision  to  sell,  not 
an  emotional  one. 

Reasons  not  to  sell  are 
often  forgotten  at  times  of 
market  turmoil.  For  one, 
many  institutional  in- 
vestors are  "looking  to  tap 
the  irrational  behavior  of 
the  individual  investor," 
says  Adkins.  That  means 
savvy  money  managers 
may  be  waiting  to  gobble 
up  the  shares  you  sold  at 
bargain  prices.  That  seems 
to  be  what  happened  earlier  this 
week,  when  Janus  Capital  Corp.  and 
others  began  buying  stocks  vora- 
ciously around  midday  Tuesday. 
BEARISH  BET.  Often,  bottom  fishers 
such  as  Janus  drive  the  market  back 
up  as  quickly  as  it  has  fallen.  In  the 
last  decade  or  so,  the  stock  market 
has  usually  rebounded  within  days  of 
a  big  sell-off.  You  can't  count  on  a 
fast  snap-back  every  time,  of  course. 
But  if  you  start  dumping  shares, 
odds  are  you'll  buy  them  back  later 
at  a  higher  price.  "If  you  thought 
that  the  stock  you  bought  was  good 
value  yesterday,  it's  likely  to  be  a 
good  value  today  unless  something 
fundamental  has  changed  in  the  com- 
pany's prospects,"  says  Harold  Even- 
sky,  a  partner  with  Evensky,  Brown 


WHY  YOU  SHOULDN'T  SELL  IN  A  PANIC 

►  Smart-money  players  are  waiting  to  scoop  up  your  shares 
at  a  bargain  price.  Don't  let  them  make  a  fool  of  you. 

■*■■  Recent  experience  is  that  markets  usually  snap  back 
within  a  week  or  so  after  a  sharp  sell-off.  If  you  sell  in 
the  downdraft,  you  may  wind  up  buying  your  stock  back 
at  a  higher  price. 

►  If  you  sell  a  position  that  has  a  gain,  you'll  have  to 
shell  out  money  to  pay  taxes — money  that  would  other- 
wise be  earning  you  more  in  the  future. 


&  Katz,  a  financial  planning  firm. 

What's  more,  selling  into  a  market 
downdraft  is  an  implicit  bet  that  you 
expect  your  stocks  to  keep  falling. 
"That  makes  you  a  market-timer," 
says  John  Markese,  president  of  the 
American  Association  of  Individual 
Investors.  "And  no  one  really  knows 
what  the  market  is  going  to  do." 

Emotional  selling  can  batter  your 
personal  portfolio,  too.  If  you're  suck- 
ered  into  selling  a  stock  at  a  gain, 
you'll  pay  capital-gains  taxes  with 
money  that  would  otherwise  be  earn- 
ing you  more  in  the  future.  Imagine, 
for  instance,  that  you  bought  a  stock 
for  $100,  which  doubled  to  $200  and 
then  fell  to  $120.  "You've  got  a  huge 
loss,"  says  Evensky,  "but  you're  still 
up  20%  from  a  tax  standpoint." 


Finally,  says  Markese,] 
"don't  break  your  long- 
term  investment  plan 
based  on  short-term  marl 
ket  gyrations,  because 
that's  the  wrong  time  to 
do  it."  It's  tempting  to 
unload  shares  in  a  tumuLl 
tuous  market,  but  many 
consider  it  a  chance  to  re 
assess  your  risk  tolerancd 
and  adjust  your  alloca- 
tions. "It's  always  easier 
to  be  risk-tolerant  when 
markets  are  going  up,  an| 
unfortunately,  people 
haven't  assessed  the  like-l 
ly  downside  of  their  port-| 
folio,"  says  Markese. 

One  way  to  find  out 
how  much  exposure  you 
have  to  a  high-risk  sector 
such  as  technology,  is  to 
go  to  morningstar.com 
and  use  their  portfolio 
X-ray.  Investors  who  aim| 
to  be  broadly  diversified 
through  their  fund  hold- 
ings are  often  surprised 
at  how  much  technology  they  own. 
An  investor  who  sought  asset  diver- J 
sity  by  holding  equal  stakes  in  five 
funds — Vanguard  Growth  &  Income, 
Vanguard  Index  500,  White  Oak 
Growth,  Third  Avenue  Value,  and  T.  | 
Rowe  Price  International  Discov- 
ery— would  discover  that  40%  of  the  | 
funds'  combined  portfolio  is  in  tech- 
nology stocks.  That's  higher  than  the| 
market  as  a  whole.  Only  about  33% 
of  the  Wilshire  5000  index  is  in  tech. 
If  you  find  your  exposure  to  high- 1 
risk  stocks  too  great,  rebalance  yourj 
portfolio.  Again,  don't  sell  in  a  panic,] 
but  wait  a  week.  Then  "bite  the  bul- 
let and  sell,"  says  Evensky,  and  real-| 
locate  those  assets  elsewhere.  But 
whatever  you  do,  do  it  consciously. 

By  Toddi  Gutner  in  New  YorA 
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When  will  reality  finally  catch  up  to 


e-commerce?  When  will  I  be  able  to  serve  my  customers  like 


I  always  have?  Today. 
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THE  DOT.COMS 
ARE  FALLING 
TO  EARTH 

Investors  are  fleeing  consumer  companies 


5-* 


On  Mar.  31,  when  investors  dis- 
covered that  drkoop.com's  audi- 
tors had  expressed  doubts  about 
the  health  site's  ability  to  con- 
tinue as  an  ongoing  business, 
the  reaction  was  swift.  Drkoop  shares, 
already  down  to  6K  from  a  high  of  36% 
last  July,  dropped  to  2%  over  the  next 
three  days.  Yet  the  low  opinion  of  Price- 
waterhouseCoopers,  drkoop's  auditors, 
was  hardly  startling  news.  They'd  given 
the  exact  same  analysis  last  summer  at 
the  time  of  drkoop's  initial  public  offer- 
ing. No  matter.  Enthusiastic  in- 
vestors ignored  the  warnings 
and  pushed  the  stock  up  300% 
in  its  first  month  of  trading. 

But  that,  as  they  say,  was 
then.  And  this  is  now.  As  the 
tech  market's  highest  fliers  have 
come  crashing  down,  few  have 
been  harder  hit  than  unproven, 
unprofitable  Net  companies. 
From  its  high  on  Mar.  10,  the  Ham- 
brecht  &  Quist  Internet  Index  is  down 
33%.  Raging  cash  burn  rates,  weak  busi- 
ness models,  and  a  growing  supply  of 
publicly  traded  shares  have  dramatical- 
ly tempered  what  was  once  unques- 
tioned optimism  in  the  Net  sector. 
'DARWINIAN  CHANGE.'  Nothing  under- 
scores this  more  than  the  state  of  de- 
flated consumer-oriented  Net  companies. 
The  stocks  of  many  have  been  in 
freefall.  After  throwing  money  around 
willy-nilly,  public  and  private  investors 
now  understand  just  how  hard  it  will  be 
for  most  of  them  to  make  money.  "We 
had  a  mania  that  is  completely  histo- 
ry," says  James  W.  Breyer,  general  part- 
ner at  venture  capital  firm  Accel  Part- 
ners. "Many  companies  were  receiving 
venture-capital  funding  from  the  public 
market,  and  in  most  of  those  cases,  the 
public  made  the  wrong  bet." 


While  analysts  differ  on  their  esti- 
mates, they  all  agree  that  the  inevitable 
shakeout  will  be  bloody.  Up  to  three- 
fourths  of  all  Net  companies  will  be 
eliminated,  either  through  consolidation 
or  bankruptcy,  estimates  Henry  M. 
Blodget,  an  analyst  at  Merrill  Lynch  & 
Co.  "It's  a  Darwinian  change,  and  entire 
species  will  disappear,"  says  Gary 
Rieschel,  managing  general  partner  at 
venture-capital  firm  Softbank  Technolo- 
gy Ventures. 

The  worst  damage  today  is  in  sites 
that  offer  up  goods  or  services 
to  consumers.  But  anxieties 
have  also  begun  to  hit  business- 
to-business  stocks,  as  investors 
fear  that  too  many  unproven 
companies  are  competing  in  that 
crowded  market.  Highfliers  in- 
cluding Ventro  Corp.,  Ariba,  and 
VerticalNet,  which  all  operate 
online  exchanges,  have  seen 
their  stocks  drop,  in  some  cases  by 
more  than  half  from  highs  in  mid-March. 
"What's  happening  in  the  market  is  chal- 
lenging everyone's  assumptions,"  says 
Mark  F.  Santacrose,  CEO  of  Entrade 
Inc.,  a  Northfield  (111.)  company  that 
helps  form  B2B  marketplaces.  "Six 
months  ago,  two  or  three  guys  in  a 
garage  could  come  out  with  an  idea  and 
say  they're  worth  $20  million  to  $30 
million.  That  just  changed  in  a  big  way." 
The  shakeout  threatening  consumer 
companies  is  hardly  surprising,  given 
last  year's  investment  free-for-all.  In 
many  e-commerce  sectors — pets,  con- 
sumer electronics,  and  beauty  products, 
to  name  a  few — 10  to  20  heavily  funded 
companies  were  set  up  to  compete.  A 
slew  of  content  companies,  including 
news,  health,  and  women's  sites,  had 
over-the-top  IPOs  last  year.  Now,  of  the 
272  Internet  IPOs  during  the  past  year, 


•    . 


, 


88  are  trading  below  their  off* *" 
price — and  most  of  them  are  consi  1(,1|>  Ne 
Net  companies,  according  to  Thoi  u  in 
Financial  Securities  Data.  Among  "**] 
tent  sites,  women's  site  iVfllage.con''1"''^ 
line  magazine  Salon.com,  and  wee  ^  *? 
service  The  Knot  are  all  below  I  ffit% 
IPO  prices.  TheStreet.com,  a  fina  p 
news  site  that  skyrocketed  to  71  .*'* 
its  first  day  of  trading  last  May,  %  mad 
plummeted  to  6'A  and  gone  as  fa 
hiring  an  investment  banker. 

The  investor  flight  has  led  lll; 
frighteningly  new  situation  for  consi Jl 
companies:  lack  of  access  to  cash.  ' 
ready,  the  IPO  market  is  coming  in  1 
reassessment.  There  are  currently 
billion  worth  of  public  stock  offer 


avej 


Ettarts,  cat  h  flu  h  tradil  iona]  petai 
could  well  be  among  i  he  big  ben< 

of  the  Nel  consolidal  ion.  Man)  an 
alyste  expect  them  to  1 
the  drop  in  Nel  stock  price*  to  in 
up  struggling  online  companies    "Now, 
all  these  online  brands  can  gel  into 
game,  whereas  they  couldn't  in  the  pasl 
because  of  the  valuations,"  Bays  Javier 
Rojas,  managing  director  at  Broadview 
International,  an  investment  bank. 

That  won't  save  everyone,  though. 

Steve  Frankel,  an  analyst  at   Adam-. 

Harkness  and  Hill,  questions  whether 

grocery-delivery  service  Peapod  will 

be  bought  even  at  its  rock  bottom 

of  $3  a  share,  or  market 


valuation  of  $55.2  million.  And 
of    200  consumer  companies 


gistration,  says  Michael 
ran,  head  of  technology  in 
lent  banking  at  Deutsche  Bank 
Brown.  If  the  stock  market's  cor- 
n  is  sustained,  many  will  have  to 
or  cancel  offerings  and  seek  capi- 
sewhere,  he  reasons.  During  the 
eek  in  March  alone,  five  Net  corn- 
delayed  IPOs. 

ITCY  BOOM?  Nor  can  new  start- 
lrn  to  venture  capitalists.  The  word 
my  VCs  is  that  investing  in  con- 
•  companies  is  out.  When  they  do 
stakes,  it's  at  drastically  reduced 
tions.  New  York  venture  fund  Alt- 
il  LLC  in  early  April  invested  in  a 
'-commerce  and  service  company — 
>r  509!  less  than  it  would  have  spent 
enths  ago.  "It's  a  return  to  reason- 
nvesting."  says  Geoffrey  Smith,  an 
pita]  general  manager.  Softbank's 
hel  tells  a  similar  story.  The  VC  firm 
tly  made  a  $3  million  investment 
I'1',  -take  in  a  consumer  compa- 
I  price  two-thirds  lower  than  it 
I  have  paid  eight  months  ago. 
spate  of  auditors'  warnings  about 

ector  has  also  heightened  trepida- 

Since  January,  seven  more  e-busi- 
s  have  tiled  annual  reports  in  which 


their  auditors  raise  new  questions  about 
their  ability  to  continue  doing  business. 
The  Securities  &  Exchange  Commission 
says  at  least  eight  out  of  the  200  opin- 
ions filed  this  year  on  going  con- 
cerns implicate  Net  companies, 
including  CDnow,  Peapod, 
drkoop,  Value  America, 
and  Bingo.com.  Such 
opinions  indicate  "the 
auditors  think  the  proba- 
bility of  bankruptcy  is  pret- 
ty high,"  says  Rebecca  Todd, 
an  accounting  professor  at 
Boston  University. 
With  cash  dwindling,  the  long  await- 
ed consolidation  is  expected  to  hit  con- 
sumer companies  during  the  second  half 
of  the  year.  Surprisingly,  after  twTo  years 
of  being  dismissed  as  stuck-in-the-past 
"brickheads"  by  money-losing  Net  up- 


INTERNET 
SHAKEOUT 

The  past  year's 
worst-performing 
dot-com  IPOs 


price 

projected  to  run  out  of  cash, 
Softbank's  Rieschel  estimates  a 

third  will  go  broke,  a  third  will  get 
bought  by  Net  or  briek-and-mortar  ri- 
vals, and  the  rest  will  limp  along. 

This  revaluation  isn't  a  passing 
trend — it's  a  reevaluation.  Companies 
now  have  to  prove  themselves.  In  the  e- 
tailing  market,  for  instance,  among  the 
standouts  will  be  those  that  can  solve 
tricky  distribution  problems.  Companies 
with  unique  models  that  are  specific  to 
the  Web,  like  priceline.com  and  eBay. 
are  considered  likely  winners,  while 
those  with  great  customer  service  and 
new  revenue  streams  like  Amazon.com 
are  also  wTell-positioned.  But  across  the 
board,  companies  will  have  to  show  a 
clear  path  to  profitability  and  the  ability 
to  manage  costs.  Now  that's  a  blast 
from  the  past. 

By  Heather  Green,    with 
Nanette        Byrnes,        i 
New  York,  Norm  Alster 
in   Boston,  and  Arlene 
Weintraub       in       Los 
Angeles 


IPO 
DATE 

ISSUER 

OFFER 
PRICE 

PERCENT  ^\ 
CHANGE* 

4/8/99 

VALUE  AMERICA 

23 

-86 

11/23/99 

SMARTERKIDS.COM 

14 

-79 

12/10/99 

M0THERNATURE.COM 

13 

-79 

5/21/99 

FASHI0NMALL.COM 

13 

-75 

7/7/99 

MUSICMAKER.COM 

14 

-74 

5/11/99 

CAREERBUILDER 

13 

-71 

8/2/99 

1 -800-FLOWERS.COM 

21 

-70 

2/10/00 

PETS.COM 

11 

-70 

10/14/99 

NETRADIO 

11 

-70 

6/8/99 

DRK00P.COM 

9 

-70 

Based  on  closing  price  as  of  3/5/2000 
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WHY  GATES  IS 
ROLLING  THE  DICE 

Risking  breakup,  he'll  forge  ahead  with  his  all-in-one  Web  stratej 


Judgment  Day.  Nearly  two  years 
after  the  government  filed  its 
antitrust  suit  against  Microsoft, 
it  is  finally  here.  Judge  Thomas 
Penfield  Jackson  ruled  on  Apr.  3 
that  the  software  giant  indeed  violated 
the  Sherman  Antitrust  Act  by  attempt- 
ing to  monopolize  the  Web-browser  mar- 
ket. His  ruling  clearly  brands  Microsoft 
Corp.  as  a  lawbreaker  and,  presuming  it 
withstands  appeal,  increases  the 
risk  that  the  company  will  some- 
day pay  a  price  for  its  misdeeds. 
The  government  is  scheduled  to 
submit  its  proposed  remedies  by 
the  end  of  April — with  a  deci- 
sion from  Judge  Jackson  ex- 
pected soon  after. 

But  the  stock  market  has  al- 
ready rendered  its  judgment: 
This  is  dreadful  news  for  Microsoft.  In 
the  three  trading  days  after  negotia- 
tions between  Microsoft  and  the  Jus- 
tice Dept.  broke  down  on  Apr.  1,  pan- 
icky investors  dumped  the  stock, 
sending  its  price  down  nearly  19%.  And 
jitters  over  Microsoft  were  a  key  cata- 
lyst behind  the  huge  tech-stock  sell-off 
that  convulsed  the  market  for  much  of 
the  early  part  of  the  week. 

So  why  didn't  Microsoft  Chairman 
William  H.  Gates  III  avoid  this  hassle 


and  settle?  After  all,  the  government 
was  offering  something  less  than  a 
breakup  of  the  company.  It  mainly  want- 
ed Microsoft  to  offer  a  version  of  Win- 
dows without  a  browser  attached  and 
called  for  new  rules  that  would  limit  the 
company's  ability  to  control  what  tech- 
nologies it  adds  to  its  operating  system. 
The  answer  is  simple:  In  a  bold  roll 
of  the  dice,  Gates  decided  not  to  accept 
any  solution  that  would  fence 
Microsoft  in  just  as  the  company 
is  struggling  to  compete  in  a 
new  Internet-based  world.  Plus, 
he  thinks  he  can  stave  off  dra- 
conian  remedies.  And  while  the 
case  drags  on,  Gates  keeps  the 
government  out  of  his  hair.  The 
company's  freedom  to  beef  up 
Windows,  says  Gates,  is  "not 
only  important  to  Microsoft  and  its 
shareholders,  [it's]  important  to  all  con- 
sumers, and  even  to  the  economy  that 
we're  all  experiencing." 

Strip  away  the  flag-waving  and  you 
get  to  the  essence  of  Gates's  reluctance. 
Bottom  line:  Integrating  new  features 
into  Windows  is  critical  to  Microsoft — 
and  the  company  can't  afford  to  have 
the  government  deciding  what  belongs 
and  what  doesn't.  It  attached  a  Web 
browser  to  Windows  95  five  years  ago 


because  it  had  become  clear  that  pe 
wanted  to  access  the  Web — and 
Netscape  Communications  Corp.'s 
ular  Navigator  browser  was  shaping 
as  a  rival  to  Windows.  The  comp 
believes  that  if  it  can't  add  new  pit  | 
of  Web  technology  to  Windows,  it 
be  left  behind  as  consumers  and  b 
nesses  increasingly  adopt  the  Interne 
rather  than  the  personal  computer- 
the  center  of  their  computing  unive 

It's  no  wonder,  then,  that  Micros 
and  Justice  are  at  loggerheads.  Mi< 
soft  needs  to  turn  Windows  into  a  r 
kind  of  operating  system  designed 
fully  exploit  the  Internet.  And  Jusl  appe: 
wants  to  prevent  Microsoft  from  tl? 
ing  advantage  of  its  Windows  monop  1.  Afc 
to  establish  the  kind  of  stranglehold  f  a  Web 
the  emerging  world  of  e-business  th.a  i  2000 1 
now  has  over  the  PC  industry — and  t !,  Ai 
it  used  to  dominate  in  browsers,  "h 
clear  that  any  antitrust  remedy  ir  le 
monopoly  case  has  to  be  forward-look  penrerfu 
because  otherwise  you  would  foreitiv 
be  playing  catch-up,"  says  Justice  DeWn 
antitrust  chief  Joel  I.  Klein. 

So,  no  deal.  Now,  as  long  as  Juc  p 
Jackson  doesn't  issue  an  injunction  tl  )a 
handcuffs  Microsoft,  the  company  is  fi  ig  k\ 
to  forge  ahead  with  its  technology  plaio 
without  government  interference  wl  511-4 


At  either  the  District  of  Columbia  Circuit  Court  or  the  Supk 
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appeals      process       V 

|i  Is  on.  And  forge  ahead 

J.  Already,  Microsoft  gives 

•  a  Web  browser  as  part  of  its  Win- 

2000  operating  system  for  business 

5.  And  it  includes  so-called  Web- 

>r  soft  ware  for  free  with  each  copy 

e  Windows  2000  version  that  nans 

0|d)owerful  server  computers  that  are 

re«  raffle  cops  for  corporate  networks 

Web  sites.  The  company  is  creating 

devices  to  carry  its  software  into 

i  Net  access  systems.  And  now,  the 

>any  is  in  the  process  of  creating 

g    links  among  all  of  its  versions  of 

lows  software.   In  essence,  there's 

f  to  !«•  just  otic  big  Windows  that 


runs  on  everything  from  note- 
book computers  to  huge  servers. 
Despite  its  immense  clout,  though, 
Microsoft  faces  a  tough  road  in  trying  to 
replicate  its  desktop  dominance  on  the 
Internet.  Steven  M.  Sakoman,  chief  op- 
erating officer  at  Be  Inc.,  maker  of  the 
Be  operating  system  and  the  new  BelA 
operating  system  for  Internet  appliances, 
points  out  that  the  Redmond  (Wash.)  gi- 
ant so  far  is  only  a  bit  player  in  the  hot 
new  Net  appliance  and  handheld  mar- 
kets. And  on  Apr.  5,  the  competition  got 
tougher  when  America  Online  Inc.  un- 
veiled its  new  Netscape  (5  browser. 

Microsoft    has  scheduled  a  full-day 
conference  on  its  new  Internet  strategy 


for  analysts  and  the  media  in  May,  The 
company  expect  th<  event,  dubbed  I  o 
nun  2H00,  to  have  every  hit  of  the  im 
pad  of  a  similar  meeting  it  held  hack  in 
December,  1995,  when  it  announced  that 
a  Web  browser  would  soon  be  a  fr<-<- 
piece  of  software  integrated  into  Win- 
dows. That  decision  launched  the 
called  browser  war  with  Netscape — and, 
ultimately,  brought  the  government 
down  on  Microsoft. 

Many  in  the  business  see  the  same 
old  Microsoft  at  work.  "They  have  a  vi- 
sion that  is  breathtaking,"  says  one 
computer-industry  executive.  "They 
want  to  dominate  the  Internet." 
The  company  has  a  nerdy 
name  for  its  new  plan:  Next 
Generation  Windows  Services. 
Essentially,  the  idea  is  to  plant 
bits  of  software  in  the  versions 
of  Windows  for  desktop  PCs,  cor- 
porate servers,  and  Web  sites 
that  make  them  fit  together  and 
mesh  with  the  Web  like  hands  in 
gloves.  Someone  buying  a  pair  of 
baseball  tickets,  for  example,  could 
click  to  buy  the  tickets  online.  Then, 
automatically,  the  system  wrould  bill 
the  user's  credit  card,  put  a  memo  on 
the  PC's  calendar,  and  zip  an  e-mail  to  a 
friend  the  ticket  buyer  wants  to  take 
to  the  game.  Many  Net  companies  are  al- 
ready developing  such  services  for  the 
Web,  but  Microsoft  hopes  to  redirect  all 
those  efforts  into  writing  for  Windows. 
HEARTS  AND' MINDS.  Microsoft  will  also 
offer  powerful  incentives  for  business- 
people.  Web-site  operators  would  no 
longer  have  to  build  all  the  capabilities 
they  need  themselves.  Companies  that 
sell  products  on  a  Web  site,  for  example, 
could  tap  into  a  Microsoft  service  called 
Passport,  which  handles  confirmation  of 
customers'  identities  and  authorization  of 
credit-card  transactions.  This  is  how 
Microsoft  won  the  hearts  and  minds  of 
software  developers  in  the  past.  Once 
developers  start  building  on  a  Microsoft 
platform,  it's  difficult  to  switch  to  an- 
other technology.  "I  appreciate  having 
somebody  else  build  this  stuff  so  I  can 
concentrate  on  my  own  products,"  says 
Tony  McAlister,  vice-president  for  in- 
formation services  at  Buy.com,  a  popular 
e-commerce  Web  site. 

The  new  Internet  strategy  is  so  cru- 
cial to  Microsoft  that  Gates  turned  over 
his  CEO  duties  to  Steven  A.  Ballmer  in 
January  largely  so  that  he  could  focus 
on  it.  But  by  declining  the  government's 


k,  Microsoft  would  face  a  friendlier  audience 
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olive  branch  in  order  to  push  Windows 
onto  the  Net,  Gates  is  also  taking  a  cal- 
culated risk.  He  may  have  pushed  Klein 
into  a  position  where  he  has  no  choice 
but  to  seek  a  breakup.  "Now  that  set- 
tlement talks  have  broken  down,  we 
are  back  to  square  one.  I  would  be  sur- 
prised if  the  government  didn't  ask  for 
some  form  of  structural  relief,"  says 
Stephen  D.  Houck,  who  served  as  lead 
lawyer  for  the  states  before  returning  to 
private  practice  late  last  year. 

Klein  and  the  19  state  attorneys  gen- 
eral involved  in  the  case  are  expected 
to  insist  on  denying  Gates  complete 
control  over  the  Windows  operating 
system  no  matter  what  new  markets 
Microsoft  may  enter.  "The  case  is  about 
preventing  bundling  from  blocking  com- 
petition and  stifling  innovation,"  says 
Connecticut  Attorney  General  Richard 
Blumenthal.  "Requiring  that  there  be 
no  tying  or  bundling  would  be  an  ap- 
propriate remedy." 

That's  heresy  to  Gates — but  he  has 
some  grounds  for  hoping  that  he'll  pre- 
vail in  the  end.  First,  there's  the  Bush 
card.  In  March,  the  GOP  Presidential 


candidate  told  Microsoft  executives  that 
he  opposes  a  breakup.  While  Bush  later 
backed  away  a  bit  from  that  statement, 
Microsoft  executives  are  plainly  con- 
soled by  the  fact  that  Klein  may  soon 
be  leaving  office. 

More  important,  Jackson's  decision 
may  not  hold  up.  Unless  the  two  sides 
settle,  U.  S.  v.  Microsoft  would  ordinar- 
ily be  decided  by  the  conservative  Dis- 
trict of  Columbia  Circuit  Court  of  Ap- 
peals. But  in  a  scheduling  meeting  on 
Apr.  4,  Jackson  said  he  might  push  for 
an  immediate  appeal  to  the  Supreme 
Court.  If  that  happens,  or  if  the  case  is 
ultimately  appealed  to  the  high  court, 
Microsoft  would  face  a  fairly  friendly 
audience.  "It's  highly  unlikely  that  Judge 
Jackson's  opinion  would  travel  through 
the  higher  courts  unscathed,"  says 
George  Washington  University  antitrust 
professor  William  Kovacic. 

The  key  weakness  in  Judge  Jackson's 
opinion  is  the  issue  of  tying:  whether  it 
was  legal  for  Microsoft  to  bundle  its  In- 
ternet browser  into  its  operating  sys- 
tem. In  an  earlier  case  involving  Mi- 
crosoft's 1994  consent  decree  with  the 
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BILL'S  VISION 


Gates  rebuffed  the  trustbusters'  proffered  deal  partly  because 

Microsoft's  hopes  of  dominating  the  Web  depend  on  adding  new 

features  to  Windows.  Here's  what's  coming: 


TECHNOLOGY 

VOiCE  RECOGNITION 
STREAMING  MEDIA 
PASSPORT 

GROUP  SCHEDULING 

NEXT  GENERATION 
WINDOWS  SERVICES 


PURPOSE 

Built-in  freedom  from  your  mouse 

Built-in  ability  to  get  music  and  video 

Automatically  supplies  credit-card  numbers, 
passwords,  etc.,  when  shopping  or  surfing  Web  sites 

Arranges  for  virtual  meetings,  complete  with  shared 
documents 

Builds  Web  functions  into  the  operating  system 
to  link  everything  from  Internet  buying  to  calendars 
and  e-mail 


I 


Justice  Dept.,  the  appeals  court 
that  the  software  giant  should  have 
right  to  wrap  a  new  feature  into 
dows  if  it  can  show  any  "plausible 
efits"  to  consumers.  In  a  highly  um 
step  for  a  federal  trial  judge,  Jacl 
disregarded  this  guidance  and  sai 
was  inconsistent  with  Supreme  C 
precedent.  That  certainly  won't 
Jackson  any  friends  on  the  D.  C. 
cuit  and  may  not  go  over  so  well 
the  Supreme  Court,  either. 
NERVOUS  JUDGES.  A  second  potei 
weakness  in  the  government's  posi 
While  the  case  revolved  around  M 
soft's  effort  to  conquer  the  browser  i 
ket,  many  of  the  possible  remedies 
ahead  to  the  Internet  and  corpor 
enterprise  markets.  The  company 
argue  that's  not  fair.  Under  fundame 
constitutional  principles  of  due  proc 
punishment  has  to  be  closely  relate 
the  crime.  And  judges  may  be  ner\  j 
about  imposing  a  remedy  that  goes 
far  beyond  the  proof  offered  at  t  I 
George    Mason    University    antiti 
scholar  Ernest  Gellhorn  thinks  t  I 
whichever  high  court  hears  the  (  I 
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may  say:     We  are  not  going  tu  ai  i 
any  conduct  remedy  where  we  d 
know  what  the  effect  will  be." 

The  issue  is  not  as  black  and  whit< 
Microsoft  would  like  folks  to  belk 
however.  There  have  been  plenty 
antitrust  cases  in  the  past  in  which 
government  has  imposed  forward-lc 


ing  remedies.  "The  relief  d&es  not  h 
to  be  confined  to  the  exact  offensi 
says  Brookings  Institution  antitr 
scholar  Robert  E.  Litan. 

Nonetheless,  Gates  clearly  has  so 
cause  for  hope.  Given  the  questi 
about  Jackson's  ruling  and  the  fact  t 
there's  little  direct  harm  that  can 
attributed  to  Microsoft's  predatory 
tions,  he  seems  to  believe  that  it's 
likely  that  higher  courts  will  approv 
breakup.  What's  more,  the  company 
truthfully  argue  that  its  supposedly  a 
competitive   behavior   hasn't   done 
much  good  in  new  markets  such 
handheld  devices  and  high-end  serve 
If  he's  right,  Gates  probably  won't 
ceive  a  punishment  much  worse  tl 
the  one  the  government  was  propos: 
in  settlement  talks. 

By  the  time  anything  is  resolvfi 
Microsoft's  Windows  will  likely  be 
tightly  interwoven  with  the  Web  that ' 
will  be  impossible  to  extricate.  So — W 
Street  histrionics  aside — Gates  m 
stand  a  chance  of  rolling  sevens. 

By   Jay   Greene   in   Seattle,    M\v, 
France  in  New  York,  and  Dan  Cam  ■ 
in  Washington,  D.C.,  with  Peter  Bi 
rows  in  San  Mateo 
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It's  time  to  explore 
investing  opportunities. 


Let  Prudential  Mutual  Funds  be  your  guide. 


Introducing 

Prudential 

Jennison 

International 

Growth  Fund 

fhe  newest  member  of 
the  Prudential  family  of 
international  funds  draws 
on  our  Rock  Solid' 
approach  to  investing 
''    overseas — and  the 
expertise  of  a  renowned 
sub-advisor.  Jennison 
Associates,  a  wholly 
owned  subsidiary  of 
Prudential,  has  been 
a  premier  manager  of 
domestic  and  international 
growth  stock  portfolios  for 
over  30  years,  with  a 
major  presence  in  foreign 
markets. 

Jhe  co-managers  of  the 
fund,  Blair  Boyei  and 
Howard  Moss,  hove  more 

ist  i  than  45  years  of  investing 

trl  experience  between  them 
and  currently  manage 
m  than  $6  billion  in 
otional  assets. 
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Diversifying  your  mutual  fund  portfolio  with  international  growth  potential  has  always 
been  a  sound  strategy.  Now  more  than  ever,  the  attractive  outlook  for  many  foreign 
markets  suggests  you  may  want  to  put  more  of  your  money  to  work  in  international 
investments.  Speak  with  your  financial  professional  about  how  Prudential  Mutual 
Funds  can  help  strengthen  your  portfolio. 
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Exhaustive  research  is  our 
foundation.  Every  holding  in  a  Prudential 
actively  managed  mutual  fund  is  chosen 
based  on  in-depth  fundamental  research. 
Prudential's  analysts  routinely  visit  companies 
to  scrutinize  their  business,  analyze  risks, 
and  assess  earnings  and  growth  potential. 

Our  team-based  approach  creates 
an  advantage.  Prudential  draws  on  the 
knowledge  of  regionally  based  investment 
teams,  each  with  highly  specialized  expertise 
and  access  to  information  around  the  world. 

Global  analysis  means  added  risk 
management.  Once  we  have  obtained 
the  input  of  our  locally  based  analysts, 
Prudential  adds  another  layer  of  research. 
Our  U.S. -based  global  portfolio  managers 
fine-tune  stock  selections  to  ensure  that 

each  local  investment  decision 
is  made  in  the  context  of 
global  political  and 
economic  trends. 


Prudential  Global  and  International 
Stock  Funds,  Class  A  shares 

Average  Annual  Total  Returns  as  of  1 2/31/99  (Including  Sales  Charges)" 


1-year    |    5 -years       Since  inception 

Prudential  Pacific 
Growth  Fund 

59.75%     2.88%     8.47%  mm 

Prudential  Glabal 
Growth  Fund 

41.13%!  20.11%    12.98%  n/22/90) 

Prudential  Global 
Genesis  Fund 

35.67%   10.50%     9.37%  d/22/90)' 

Prudential  Developing 
Markets  Equity  Fund 

63.22%    N/A     26.45%  (6/26/98) 

Prudential  International 
Value  Fund 

25.54%     N/A     14.93%  (9/23/96) 

Prudential  Europe 
Growth  Fund 

20.90%  21.20%   18.29%  (7/13/94) 

Past  performance  is  no  guarantee  of  future  results. 

Learn  more  today.  For  more  complete 
information  about  any  of  Prudential's  global 
and  international  funds,  including  charges 
and  expenses,  call  and  ask  for  a  free 
prospectus.  Before  you  invest  or  send  money, 
please  read  the  prospectus  carefully.  And  talk 
with  a  professional  from  Prudential  or 
another  select  firm  about  how  these  funds 
can  complement  your  portfolio. 

1-800-THE-ROCK 

extension  6762     www.prudential.com 


V/i  Prudential 


Prudential  Investments  Fund  Management,  LLC.  The  ptincipal  value  and  investment  returns  will  fluctuate,  and  on  investor's  shores,  when  redeemed,  may  be  more  or  less  than  their  original  cost.  The  calculation  of  overage 
itol  returns  assumes  the  effects  of  the  cuirent  maximum  applicable  front-end  soles  chaiges  for  Class  A  shares.  On  August  1 , 1 994,  the  maximum  front-end  soles  charges  for  Closs  A  shares  of  most  equity  funds  were  reduced 
5"»  to  5  00"»  Calculations  using  the  maximum  front-end  soles  charges  in  effect  prior  to  August  1 , 1 994,  would  have  resulted  in  lower  average  annual  totol  returns  for  Closs  A  shores. '  Without  woiver  of  management  fees 
ixpense  subsidization,  the  Funds'  overage  annuol  total  return  would  hove  been:  Global  Genesis  10  35°.'  (5-years),  9.06°.'  (since  inception);  Developing  Markets  62.78°.:  (1-year),  26.22°c  (since  inception).  The  Funds  offer 
.es  of  shores  to  our  investors.  Class  A,  8,  C  ond  I  shares  have  a  common  portfolio,  although  their  fees,  expenses,  charges  and  inception  dates  moy  vory.  Because  of  these  differences,  returns  to  investors  may  olso  vary.  These 
oy  not  be  appropriate  foi  all  investors.  There  is  no  assurance  that  the  Funds'  obiectives  will  be  achieved. 

s  focus  on  the  stocks  of  foreign  companies,  which  are  subject  to  the  lisks  of  currency  fluctuation  and  the  impact  of  political,  social,  ond  economic  change.  The  Prudential  Jennison  International  Growth  Fund,  Prudential  Developing 
Equity  Fund  and  Prudential  International  Volue  Fund  may  also  invest  in  denvotive  securities,  which  hove  their  own  risks.  The  Prudential  Pacific  Growth  Fund  may  be  subject  to  greater  investment  risks  because  of  its  objective 
ies,  including  its  Pacific  Bosin  orientation.  The  Prudential  Pacific  Growth  Fundand  the  Prudential  Europe  Growth  Fund  con  also  invest  up  to  25V  of  their  assets  in  lower-quality  foreign  convertible  debt  securities  which  ore  sub- 
eater  risk  of  loss  of  principal.  Prudential  Global  Genesis  Fund  con  invest  in  small-cop  stocks  which  hove  limited  marketability  ond  moy  be  subject  to  more  abrupt  and  erratic  market  movements  than  large-cop  stocks.  Developing 

iftl  ecunties  involve  certain  risks  which  should  be  considered  carefully  by  on  investor  in  the  Fund.  These  risks  may  result  in  greater  share  puce  volatility, 

ftl  tl  Mutual  Funds  oie  distributed  by  Prudential  Investment  Management  Services  LLC  (member  SIPC),  100  Mulberry  Street,  Gateway  Center  Three,  Newark,  NJ  07102,  a  subsidiary  of  The  Prudential  Insurance  Company  of 
e  7S1  Broad  Street,  Newark,  NJ  07102. 
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BAL  POLITICS 


EATTLE 

IflTHOUT  THE  TEAR  GAS? 

i-globalists  converge  on  IMF-World  Bank  meetings  in  Washington 


■hen  finance  ministers  gather  in 
1  Washington  for  the  spring  meet- 
■  ings  of  the  World  Bank  and  In- 
tional  Monetary  Fund,  hardly  any- 
lotices  except  the  maitres'd.  But 
year's  Apr.  16-17  confab  will  be 
Co  ignore.  It  will  attract  a  huge, 
•y  crowd  of  environmentalists,  hu- 
rights  advocates,  union  members, 
uds  activists,  who  will  try  to  dis- 
I  the  meetings. 

/  ey're  out  to  repeat  the  success  of 

1  December's  protests  in  Seattle  that 

d  sabotage  World  Trade  Organiza- 

]  :alks.  So  will  the  pin-striped  dele- 

( ;  also  be  forced  to  hustle  home 

clouds  of  tear  gas  and   brawling 

I  !  streets?  Not  necessarily.  Global  fi- 

i  i  is  not  as  polarizing  an  issue  as 

the  protesters  aren't  as  organized 

ime,  and  capital  police  are  better 

^ired  than  their  Seattle  colleagues. 

ill.  the  World   Hank  and    [MF  are 

ling  carefully.  Many  of  the  protest- 

nut  understand  the  minutiae 

e  agencies,  which  were  formed  af- 

Id  War  II  to  fight  global  pover- 


ty and  avert  economic  crises.  But  the 
demonstrators — who  should  be  substan- 
tially fewer  than  the  60,000  in  Seattle- 
have  the  zeal  of  missionaries  and  be- 
lieve that  secretive,  multilateral 
institutions  have  lost  their  way.  The 
IMF,  World  Bank,  and  WTO  make  up 
what  protest  literature  terms  a  "global 
triad"    that    forces 

countries  to  restmc-  a  These  institutions  need  to 

tui'G       econo  m  l  &  s 

to  favor  corporate     be  agents  for  the  poorest 

managers  investors,    pe0ple  rather  than  for  banks 

and  speculators.  r       r 

Environmental-     and  large  corporations  " 

ists     charge     that  

World  Bank  loans  fi-       CAROL  WELCR,  FRIENDS  OF  THE  EARTH 

nance  ecosystem- 
damaging  projects  such  as  China's  mas- 
sive Three  Gorges  Dam.  Human-rights 
supporters  and  unionists  argue  that  the 
lending  agencies  support  countries  that 
restrict  religious  freedom  and  tolerate 
sweatshops,  aids  activists  complain  that 
neither  institution  does  enough  to  get 
low-cost  aids  drugs  to  developing  na- 
tions. Their  hit  list  even  includes  the 


TURTLE  POWER:  EnVVTO 

will  be  marching  again 

America  Online  Time  \\ 
merger,  which  the  groups 

fear  will  "globally  homoge 
nize"  content  on  the  Net  and 
harm  local  cultures.  'These 
institutions  need  to  be 
agents  for  the  poorest  people 
rather  than  for  banks  and 
large  corporations,"  says 
Carol  Welch,  a  Friends  of 
the  Earth  analyst. 
DOWNSIDE.  Already,  demon- 
strators are  making  headway 
with  their  efforts  to  shine  a 
harsh  light  on  globalization's 
downside.  In  March,  Stanley 
Fischer,  the  IMF's  acting 
managing  director,  met  with 
Friends  of  the  Earth,  pover- 
ty group  Oxfam  Internation- 
al, and  other  activists.  Meet- 
ing participants  say  they 
came  away  encouraged  that 
top  fund  officials  were  finally 
starting  to  pay  attention  to 
their  concerns,  though  they 
aren't  expecting  substantial 
changes  anytime  soon. 

Bank  and  fund  officials 
say  the  agencies  are  trying 
to  speed  up  Third  World 
debt  writeoffs — a  key  de- 
mand of  some  demonstra- 
tors. And  the  finance  minis- 
ters for  the  first  time  will 
discuss  wavs  to  fund  more 
Beck  of 


ways 
AIDS  programs.  Says  Juliette 
Global  Exchange,  a  San  Francisco-based 
human-rights  group:  "Regardless  of 
whether  we're  able  to  shut  down  the 
meetings,  we've  already  raised  public 
awareness." 

After  their  attempt  at  consciousness- 
raising  in  Washington,  D.  C,  the  anti- 
globalists  won't  rest. 


They  want   to  use 
the  momentum  from 
Seattle  to  create  a 
new    social    move- 
ment   on    a    level 
with  Vietnam  War 
protests.  They  plan 
to  converge  on  the 
national       political 
conventions  this  summer,  then  to  take 
to  the  streets  of  Prague,  where  the  IMF 
and  World  Bank  will  meet  in  Septem- 
ber. In  the  process,  they  hope  to  turn  a 
ragtag  coalition  into  a  potent,  worldwide 
force  that  prods  bankers  and  politicians 
into  tempering  the  fervor  for  globaliza- 
tion and  confronting  its  side  effects. 

By  Rich  Miller  and  Laura  Coin/ 
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COMMENTARY 


By  Paul  Raeburn 


BIOTECH  FOODS  AREN'T  OUT  OF  THE  WOODS  YET 


After  a  year's  deliberation,  the 
National  Academy  of  Sciences  on 
Apr.  5  released  the  most  authori- 
tative report  so  far  on  one  of  the 
biggest  controversies  of  the  new  cen- 
tury— the  safety  of  biotech  foods. 
The  academy's  expert  committee  said 
it  had  found  no  evidence  that  gene- 
spliced  crops  are  unsafe  to  eat.  And 
it  endorsed  the  central  principle  of 
the  government's  existing  biotech 
regulations:  that  genetically  engi- 
neered foods  pose  no  special  risk 
simply  because  they  are  produced  by 
a  new  process. 

The  conclusions  are  a  welcome 
boost  to  the  beleaguered  biotech  in- 
dustry. Indeed,  moments  after  the 
academy's  press  conference,  a  re- 
lieved Biotechnology  Industry  Orga- 
nization said  it  was  "pleased  this 
timely  report  reassures  consumers 
that  foods  derived  from  plant 
biotechnology  are  thoroughly  tested 
and  safe." 

BEHIND  OUR  BACKS.  But  for  the  in- 
dustry and  its  supporters,  the  report 
may  be  too  little,  too  late.  The  crowd 
of  protesters  in  the  streets  outside 
the  academy's  offices  was  a  reminder 
that  the  scientific  issues  are  only  one 
part  of  a  broader  public  debate. 
Many  critics  are  angry  that  biotech 
foods  slipped  quietly  into  the  food 
supply  back  in  '95  without  public  de- 
bate. Most  consumers  didn't  find  out 
they  were  eating  them  until  the  past 
year.  So  it's  not  surprising  that 
they're  concerned  and  upset. 

Indeed,  after  years  of  explosive 
growth  in  the  use  of  biotech  crops, 
such  consumer  suspicions  are  causing 
farmers  to  cut  back.  In  1999,  33%  of 
U.S.  cornfields  were  planted  with 
gene-altered  varieties.  This  year, 
biotech  strains  will  make  up 
only  25%  of  the  U.S. 
crop.  With  soy-  ^ - ;S;* 


beans,  biotech's  share  went  from  57% 
last  year  to  52%  in  2000.  Farmers 
are  worried  that  the  markets-  for  the 
crops  will  shrink. 

Better  communication  might  have 
prevented  this  backlash.  While  the 
academy  report  was  generally  favor- 
able to  government  regulatory  agen- 
cies, it  did  take  note  of  many  short- 
comings in  their 
handling  of  biotech 
foods.  "Regulatory 
agencies  should  do  a 
better  job  expanding 
public  access  to  the 
process,"  the  academy 
said  in  a  statement  re- 
leased at  the  press 
conference.  The  report 
also  criticized  a  1994 
Environmental  Protec- 
tion Agency  ruling  that 
exempts  some  cate- 
gories of  pest-resistant 
biotech  crops  from  spe- 
cial scrutiny.  It  should 
have  been  making  sure 
right  along  that  the  new  crops  were 
being  adequately  studied.  And  it 
should  have  told  the  public  that  reg- 
ulators were  on  the  job. 

Communication  alone  won't  end  all 
the  questions.  Biotech's  critics  will 
take  some  comfort  from  the  report's 
long  list  of  scientific  questions  requir- 
ing further  research.  The  list  in- 
cludes the  need  to  develop  methods 
to  spot,  and  weed  out,  allergens  or 
high  levels  of  natural  toxins  that 
might  be  inadvertently  introduced 
into  food  through  gene-splicing. 

Another  set  of  unanswered  scientif- 
ic questions  concerns  the  environmen- 
tal risks  of  biotech  crops.  The  report 


INTO  GAP 


A  report  by 
the  National 
Academy  of 
Sciences  settles 
some  questions 
but  also  calls  for 
more  research 


called  attention  to  the  widely  publi- 
cized May,  1999,  study  that  found  ths 
pollen  from  pest-fighting  corn  could 
slow  the  growth  of  monarch  butterfh, 
caterpillars  and  sometimes  kill  them. 
The  academy  committee  said  "rigor- 
ous field  testing"  should  be  done  to 
determine  the  effects  of  pest-resistan 
plants  on  a  whole  range  of  insect 

species.  And  the  com 
mittee  said  that  re- 
search should  be  don 
to  minimize  the 
chance  that  pest- 
resistance  genes  will 
spread  to  weeds,  po 
tentially  creating 
superweeds  that 
could  be  difficult  to 
eradicate. 

The  report  did  not 
say  how  much  this 
research  would  cost 
or  who  should  pay 
for  it.  But  such  re-    j 
search  is  the  only 
way  to  put  the  criti- 
cism to  rest.  Ultimately,  biotechnolo- 
gy offers  the  promise  of  foods  with 
more  nutrition  than  conventional 
foods  as  well  as  higher  yields  and 
lower  chemical  use  down  on  the 
farm.  The  academy  report  is  likely  t 
lead  to  improvements  in  the  U.  S. 
regulatory  system,  and  it  will  proba- 
bly speed  the  pace  of  research  on  the 
unanswered  scientific  questions. 
Those  changes  may  eventually  help 
the  biotech  industry  answer  its  crit 
ics.  But  until  research  is  completed, 
the  protests  aren't  going  away. 


Raeburn  is  senior  editor  for  sciencA 
and  technology. 
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Deutsche  Banc  Alex.  Brown 


Looking  beyond 
the  Age  of  Either/Or. 


Global  markets. 

Infinite  bandwidth. 

Lots  of  facts  (not  much  wisdom). 

No  question,  you  can  have  it  all. 

But  can  you  handle  it? 

All  the  rules  keep  changing. 

Yesterday's  collaborators? 
Today's  competitors. 
Earnings  and  shareholder  value  - 
total  strangers? 

That  company  you  want  to  buy? 
Now  wants  to  buy  you. 

Welcome  to  the  21st  century. 
And  Catch  22 

At  Deutsche  Bank,  we  move  beyond  the 
Age  of  Either/Or. 

Brains  and  brawn. 

We  routinely  put  our  own  cash  on  the  table  to 
seal  a  deal.  But  cash  is  only  as  valuable  as  the 
ideas  behind  it.  You  need  capital  to  play  the  game, 
thought  leadership  to  win  it.  We  deliver  both. 

Global  and  local. 

To  master  strategic  markets  in  the  Age  of  All,  you 
need  global  expertise,  cultural  nuance  and  local 
intelligence.  Through  our  90,000  professionals  on 
the  ground  in  every  time  zone,  you  get  it  all 

Debt/equity  and  advisory. 

You  need  innovation  and  liquidity  on  both  sides 
of  the  equation,  and  the  tools  to  balance  it. 
That's  why  we  put  stock  in  all  forms  of  equity, 
debt,  leveraged  finance  and  world-class  advisory. 
It's  why  our  clients  put  a  lot  of  stock  in  us. 


Deutsche  Bank 
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CORPORATE  GOVERNANCE 

MATTEL:  A  GREAT  DEAL 
OF  RE-ASSEMBLY  REQUIRED 

An  activist  will  help  pick  a  new  CEO-maybe  even  directors 


Even  as  a  teenager,  Ralph  V.  Whit- 
worth  was  a  Mr.  Fixit.  Back  then, 
he  repaired  broken  appliances  and, 
as  a  19-year-old,  helped  overhaul  the 
irrigation  system  in  his  hometown  of 
Winnemuca,  Nev.  These  days,  Whit- 
worth  fixes  broken  companies.  And  in 
recent  weeks,  the  shareholder-rights  ac- 
tivist has  been  focusing  his  attention 
on  troubled  toymaker  Mattel  Inc. 

By  all  accounts,  it  won't  be  a  simple 
fix.  Named  to  the  toy  company's  11-per- 
son  board  on  Mar.  2,  the  44-year-old 
Whitworth  joins  a  deeply  entrenched 
group  of  directors  that  two  years 
ago  rubber-stamped  a  $3.5  bil-     :&_ 
lion  acquisition  of  The  Learning 
Co.,  which  saddled  the  com- 
pany with  roughly  $300  mil- 
lion in  losses.   Moreover, 
sales  have  tapered  off  for 
Mattel's  franchise  properties, 
including  its  flagship  Barbie 
dolls.  And  Mattel  has  been  . 
slow    to    tap    the    fast 
growing  Internet  mar 
ket.    The    pileup    of 
problems     led 
the     resignation 
of  ceo  Jill   E 
Barad  on  Feb. 
2,     and     have 


sent  the  stock  sliding  75%  in  two  years. 
Mattel's  board  only  reluctantly  invit- 
ed Whitworth  to  join.  Whitworth — who 
early  in  his  career  was  a  takeover  artist 
with  Texas  oilman  T.  Boone  Pickens — 
today  heads  investment  fund  Relational 
Investors  LLC.  Specializing  in  improv- 
ing shareholder  returns  by  shaking  up 
troubled  companies,  Whitworth  in  1998 
overhauled  the  board  of  ailing  Apria 
Healthcare  Group  Inc.  and  has  used 
board  seats  to  force  change  at  electron- 
ics company  Tektronix  Inc.  and  trash 
hauler  Waste  Management  Inc.,  among 
others.  "Ralph  understands  bad  situa- 

NO  JOY  IN  THIS  TOY  STORY 
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WHITWORTH:  Shaking  up  troubled 
companies  to  help  shareholder  ret 


tions  better  than  anyone  I  know," 
shareholder-rights  advocate  Nell  Mi 
publisher  of  The  Corporate  Libr 
"And  he  understands  the  process  tc 
it  changed  better  than  anyone  I  kn 

Indeed,  Whitworth  was  lured  to 
boardroom  to  head  off  a  potential  p 
fight  he  planned  to  wage  at  Mattel's 
7  annual  meeting.  Backed  by  the  £ 
California  Public  Employees'  Retirer 
System,  which  has  invested  $500  mi 
with  Relational  Investors,  Whitw 
also  represented  the  interests  of  imm 
state-pension  funds  in  Florida,  Ma 
chusetts,  and  Wisconsin.  The  four'fi 
controlled  more  than  9%  of  Mat 
shares — enough  under  Mattel's  by 
to  elect  their  own  director,  exp] 
Sarah  Teslik  of  the  Council  of  Ins 
tional  Investors,  a  Washington-basec 
sociation  of  pension  funds. 

Whitworth,  who  attended  his  first 
tel  board  meeting  on  Mar.  30,  isn't  sa; 
what  he  hopes  to  do.  However,  he  w 
forceful  supporter  of  the  company's  Aj 
decision  to  seek  buyers  for  its  troul 
Learning  Co.  Those  close  to  Whitwc 
say  he'll  push  for  changes,  including 
ting  overhead  and  seeking  joint  venti 
to  help  Mattel  promote  its  stable  of  v 
known  toys  on  the  Internet  and  as  gar 
BARBIE  BLUES.  As  a  new  member  of 
Mattel  board's  nominations  and  coi 
rate-governance  committee,  Whitwc 
is  also  in  a  favorable  position  to  push 
board  candidates  who  share  his  vie 
Moreover,  Whitworth  has  been  told  t 
"less  than  highly  regarded  board  m( 
bers"  may  not  be  asked  to  remain 
the  board  much  longer,  says  Teslik, 
will  also  have  a  say  in  the  selection  c 
new  chief  executive,  which  could  hap] 
within  the  next  90  days.  At  least  < 
top  candidate,  Walt  Disney  theme  p 
chief  Paul  Pressler,  is  said  to  have  t 
en  himself  out  of  the  search,  in 
due  to  the  unsettled  board  situation 

But  finding  a  new  ceo  isn't 
board's  only  problem.  A  California  st 
appeals  court  has  reinstated  a  s 
brought  by  a  former  employee,  who 
leges  she  was  wrongfully  dismissed 
uncovering  accounting  irregulariti 
Mattel,  which  refused  to  comment,  a 
faces  shareholder  lawsuits  over  T 
Learning  Company  acquisition  and  t 
generous  package  it  gave  Barad  wh 
she  resigned — including  an  estimat 
$8.5  million  in  salary  and  bonuses  a 
forgiveness  of  a  $4  million  persoi 
loan.  All  in  all,  plenty  for  an  aggressi 
new  director  to  dig  into. 

By  Ronald  Grover  in  Los  Angei 
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Deutsche  Banc  Alex.  Brown 


The  Age  of  All  is  here. 


Global  performance  is 


leading  to  results™ 


As  you  step  into  the  new  millennium,  you'll  need  it 
all   You'll  need  financial  advisers  with  360°  vision 
and  serious  resources,  who  respond  instantly  to 
change,  cope  elegantly  with  chaos  and  have  a 
proven  track  record  in  every  corner  of  the  globe. 
Any  less  and  you  risk  it  all. 


Selected  recent  awards  and  poll  results:* 

•  Most  Impressive  Investment  Bank  for  Overall 
Capital  Raising  in  1999 

•  World's  No.1  Investment  Bank  for  Raising  Capital 

•  Bond  House  of  the  Year 

•  Euro  Bond  House  of  the  Year 

•  Best  Bank  for  Securitization 

•  Advisor  of  the  Year  -  Asia  Pacific 

•  Best  Bank  in  Euroland 

•  Project  Finance  House  1999 

•  Credit  Derivatives  House  of  the  Year 

•  Interest  Rate  Derivatives  House  of  the  Year 

•  Breakthrough  Technology  Deal  of  the  Year  - 
Foundry  Networks,  Inc. 

•  M&A  Advisory  of  the  Decade 


Euromoney  Poll  of  Polls: 

"A  new  pecking  order  emerges. 
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ACCOUNTING 


TECHDOM'S  NEW 
BEAN-COUNTING  BATTLE 

It's  lobbying  hard  to  preserve  "pooling  of  interests" 


Pity  the  kingpins  of  Silicon  Valley. 
Their  stocks  are  getting  slammed, 
and  their  revenues  are  under  a 
microscope.  What  could  go  wrong  next? 
Well,  by  yearend,  America's  top  book- 
keepers plan  to  pull  the  plug  on  "pooling 
of  interests,"  the  accounting  technique 
popular  at  merger-happy  high-tech  com- 
panies. Accountants  argue  that  pooling 
lets  companies — especially  tech  and  fi- 
nancial companies — hide  and  minimize 
the  true  cost  of  deals. 

But  Silicon  Valley  is  not  going  to 
leave  the  pool  without  a  fight.  The  tech 
world  is  lining  up  heavyweights  from 
Congress  to  lean  on  the  Financial  Ac- 
counting Standards  Board  and  its  pa- 
tron, the  Securities  &  Exchange  Com- 
mission. High  tech's  argument:  The  New 
Economy's  growth  is  powered  by  merg- 
ers that  combine  startups'  new  ideas 
with  the  capital,  production,  and  distri- 
bution resources  of  established 
tech  companies.  Make  those 
deals  more  costly,  they  say,  and 
you'll  slow  the  growth  of  the 
country's  hottest  companies. 
"Chilling  another  company's 
desire  to  buy  something 
we've  built  is  not  in  the  in- 
terests of  our  shareholders," 
argues  Gene  Hoffman  Jr., 
CEO  of  online  music  dis- 
tributor EMusic.com  in 
Redwood  City,  Calif. 
INTENSE.  Techdom  does 
not  expect  a  win  like  it 
got  in  1995,  when  the 
Valley  reversed  FASB's 
drive  to  count  stock  op- 
tions as  an  expense.  But 
at  the  very  least,  the  heat 
from  Capitol  Hill  is  likely 
to  delay  FASB's  final  ruling 
by  as  much  as  a  year  be- 
yond its  December  target. 
And  the  board  may  ulti- 
mately ease  the  pain  of  elim- 
inating pooling  by  adopting  M 
rules  that  give  tech  companies 
more  credit  for  their  chief  as- 
sets— intellectual  property  and 
superior  market  position. 

Why  the  intense  lobbying? 
Pooling  allows  some  companies 
that  pay  for  mergers  with  stock  to 


claim  favorable  treatment.  In  a  pooling 
deal,  the  merging  companies  combine  all 
of  their  assets  at  the  assets'  historical 
value.  The  merger  premium — how  much 
the  acquirer  pays  over  the  target  com- 
pany's book  value — nev- 
er shows  up  in  the  post- 
merger  balance  sheet. 

When  deals  use  the 
more  common  "pur- 
chase" method  of  ac- 
counting, that  premium 
must  be  recorded  as 
goodwill.  And  goodwill 
must  be  written  off  over 
time,  putting  a  drag  on 
earnings.  Such  earnings 
hits  are  particularly  painful  for  tech  com- 
panies, given  the  huge  gap  between  their 
book  values  and  what  they  command  in 
the  market.  Take  Applied  Materials  Inc.'s 
recent  $1.8  billion  takeover  of  Etec  Sys- 


FASB  wants  to 
scrap  the  practice 

because  it  can 
hide  merger  costs 


terns  Inc.,  a  Hayward  (Calif.)  mai 
laser  gear.  Etec's  book  value  on  J 
was  just  $249  million — so  $1.5  bill: 
the  purchase  price  won't  be  record 
the  books. 

By  taking  away  pooling,  FASB  \ 
stall  the  industry,  teenies  and  their 
in  Congress  argue.  But  accounting 
makers  retort  that  their  job  is  to 
duce  reliable  numbers  for  inves 
FASB  argues  that  pooling  confuse 
vestors  and  lets  companies  hide  the 
cost  of  overpriced  takeovers.  "It's 
to  argue  for  the  current  pooling  : 
which  say  you  can  put  two  comp 
together  and  pre 
nothing  happened,' 
Elizabeth   A.    Fe 
accounting  standarc 
rector  at  the  Ame 
Institute   of  Cer 
Public  Accountant 
Still,   the   high 
lobbying   is    likel 
force    a    compro 
FASB  is  apt  to  tr 
help     New     Eco 
companies  by  improving  its  rule 
recognizing  intangible   assets — i 
such  as  patents,  brands,  subscriber 
and  share  of  the  Internet  market, 
while,  banks  are  pushing  a  proposal 
would  let  merger  partners 
off  such  assets  selectively, 
might  not  pass  muster  wit 
sec,  which  doesn't  like  to 
companies  discretion  to 
age  earnings.  Another  p 
tial   compromise:   Write 
goodwill,  but  on  a  sepa: 
statement  that  won't  a: 
earnings. 

Silicon    Valley    do 
apologize  for  seeking 
cial    treatment, 
people  ask,  'Do  you 
pect  to  have  diffe 
rules  than  General 
tors?'  we  say,  'Ye 
says    Cisco    Syst 
Inc.    CEO    John 
Chambers,   wh 
company    is    sp 
heading  the  lobb 
"They  led  the  indui 
al  revolution,  but  wi 
leading  the  informal 
revolution."  That  a; 
ment  can  still  turn  hi 
on  Capitol  Hill — and 
even  tilt  green  eyesh 
in  the  Valley's  favor. 
By  Mike  McNamee 
Amy  Borrus  in  Washi? 
with  Andy  ReinJiardt  in 
Mateo 
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DLP 


A  TEXAS  INSTRUMENTS  TECHNOLOGY 

VSSIONWITH 
!G  DIGITAL  LIGHT. 

I  Digital  Light  Processing"  imaging  technology 

by  Texas  Instruments,  visuals  are  finally 
seen  the  way  they  were  meant  to  be  seen  - 
^with  fiery  brilliance.  That's  because  the 

ted  technology  behind  the  DLP" processor 
„elivers  a  crystal-clear  digital  image.  The 
nd  result  is  unsurpassed  color  and  contrast, 
)  in  ambient  light.  From  portable 

jn  projectors  to  cinema  and 


tainment, 


DLP™  technology 


an  just 


a  high-quality  digital  image;  it  project- 
and  excitement  every  time.  To  find 
out  more  about  DLP"  processors  and  the 
products  branded  with  this 
technology,  visit  our  Web  site  or  call 
1-888-DLP-BY-TI. 


www.aiD.com 


hsttumems  is  traded  publicly  on  die  NYSE®  under  the  symbol  TXN     6030-G7P  !.?00OW 


I  gital  Light  Processing:  Demand  Visual  Excellence 


Texas 
Instruments 
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•By  Timothy  J.  Mullaney 

THOSE  WEB  PATENTS  AREN'T  ADVANCING  THE  BALL 


At  first  glance,  developments  dur- 
ing the  past  month  looked  like 
they  would  calm  fears  that 
patents  are  threatening  the  Internet's 
future.  The  Patent  &  Trademark  Of- 
fice (pto)  announced  a  review  of  how 
it  grants  so-called  business-method 
patents,  raising  hopes  for  fewer  goofy 
judgments  such  as  giving 
priceline.com  exclusive  rights  to  the 
"name  your  own  price"  system  car 
dealers  have  used  forever.  Even 
CEO  Jeffrey  P.  Bezos  of  Ama 
zon.com,  owner  of  a  recent 
patent  for  "one-click  shop- 
ping," conceded  patents 
like  his  should  be  good 
for  up  to  85%  less  time 
and  be  granted  less 
often. 

Below  the  surface, 
the  news  is  much  less 
positive.  Bezos  still 
plans  to  enforce  his 
patent,  now  being 
challenged  by 
Barnesandnoble.com. 
Priceline  is  in  court 
with  rival  Expedia 
Inc.,  and  Broad  vi- 
sion Inc.  just  collect 
ed  a  $15  million 
patent-infringement 
settlement  from 
Art  Technology 
Group.  On  Mar.  21, 
the  pto  gave  Mob- 
Shop  Inc.  notice  of 
patent  a  on  using 
the  Web  to  form 
ad-hoc  buying 
groups  to  seek  dis- 
counts, not  exactly 
a  novel  idea.  That's 
not  much  of  a  sign 
that  the  pto  is  seri- 
ous about  change. 

STANDARDS.  Indeed,  more  business- 
method  patents  are  in  our  future.  Few- 
er than  1,000  were  granted  in  the  past 
two  years,  but  almost  4,000  applications 
came  in.  The  pto  doesn't  plan  to  re- 
view whether  such  patents  should  be 
granted  at  all,  just  how  to  make  the 
process  better.  But  this  stops  short  of 
what's  needed:  The  pto  and  the  courts 
must  raise  the  standards  for  business- 
method  patents.  Only  those  that  are 


truly  innovative  should  win  protection. 

Why  does  this  matter?  Dubious 
patents  threaten  to  limit  competition 
on  the  Web.  It  has  already  happened 
in  the  case  of  priceline,  where  the 
threat  of  litigation  helped  delay  Expe- 
dia's  entry  into  the  name-your-own- 
price  travel  arena.  Stanford  Universi- 
ty law  professor  John  H.  Barton  says 
patent  challenges  usu- 
ally cost  $3  million  in 
legal  fees — and 

three- 


In  fact,  granting 
exclusive  rights  to 

simple  Net  ideas 
is  a  bar  to  progress 


fourths  of  chal- 
lenged patents  are 
modified.  Entrepre- 
neurs are  fighting 
when  they  should 
be  innovating,  says 
Buyer  of  Credit  Suisse  First 
"I'm  not  sure  that's  exactly 


Lise  J. 

Boston. 

where  investors  in  these  companies 

hoped  their  money  would  be  spent," 

she  says. 

Patent  law  needs  to  be  changed  be- 
cause how  we  innovate  has  changed. 
pto  Commissioner  Q.  Todd  Dickinson 
says  granting  patents  easily  has  made 
the  U.  S.  a  productivity  machine.  But 
the  argument  overlooks  some  New 
Economy  facts.  In  the  Industrial  Rev- 


olution, developing   products  and 
bringing  them  to  market  was  highly 
capital-intensive.  Business-method 
patents  existed  but  were  rare. 

In  contrast,  Web  business  models 
today  are  cheap  and  fluid.  I  often  ask 
e-business  executives  how  long  their 
their  ideas  or  related  software  took  t 
develop.  The  answers:  as  little  as  a 
few  minutes,  a  few  weeks,  or  that  as 
bunch  of  college  kids  built  the  soft- 
ware as  a  summer  job.  MobShop  ceo 
Jim  Rose  says  he  filed  for  his  patent 
before  even  creating  the  company. 
These  companies  will  all  hit  nine-fig- 
ure market  values  with  little  invest 
ment  in  intellectual  property.  Ho 
much  protection  do  they  need? 
The  Web's  history  offers 
different  model  of  innov 
tion,  built  on  industry 
wide  cooperation. 
What  ended  the 
productivity  sta 
nation  of  the 
1970s  was 
technology 
companies 
who  part- 
nered with 
others  and 
let  the  in- 
dustry run 
with  their 
innovations 
Tim  Berners 
Lee  didn't 
patent  the  hyper- 
linking  technology  that 
makes  the  Web  possible.  That  decisio: 
changed  the  world.  Now,  he's  "aghast"] 
at  patents  for  baby-step  innovations 
like  Amazon's. 

The  pto  will  give  patents  for  busi- 
ness models  if  they  are  novel,  not  ob- 
vious, and  deemed  useful.  That's  the 
law.  But  the  office  needs  to  raise  the 
bar.  That  takes  more  than  pro's  cur- 
rent plans  to  address  the  issue  by 
building  databases  and  hiring  patent 
examiners.  It  starts  with  reminding 
everyone  that  patents  exist  to  make 
our  world  more  creative  and  produc- 
tive, not  to  reward  companies  or  their 
lawyers  for  claiming  possession  of  the 
obvious. 


Mullaney  is  e-business  editor. 
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If  you  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk  with  UUNET,®  an  MCu 
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In  Business  This  Week 


EDITED  BY  ANNE  NEWMAN 


BUILDING  A 
WIRELESS  GOLIATH 

FINALLY,  SBC  COMMUNICATIONS 

and  BellSouth  can  compete 
with  the  big  boys  in  wireless. 
The  two  combined  their  wire- 
less units  Apr.  5  into  a 
sweeping  domestic  service 
that  covers  nearly  70%  of  the 
U.S.  population  and  16.2  mil- 
lion users. 

Nowr  the  two  Bells  have 
the  scope  to  put  pressure  on 
national  players  AT&T  Wire- 
less and  Verizon  Wireless,  the 
newly  formed  Bell  Atlantic- 
Vodafone  AirTouch  venture. 
The  newcomer  expects  to 
make  acquisitions  before  sum- 
mer to  expand  its  reach  to 
such  cities  as  Seattle  and 
New  York.  The  company,  con- 
trolled 60%  by  sbc  and  40% 
by  BellSouth,  will  focus  on 


CLOSING    BELL 


SEARS  ROBUST 

Maybe  Arthur  Martinez,  Sears 
Roebuck's  chairman  and 
CEO,  will  exit  in  glory.  Two 
weeks  after  saying  he  will  re- 
tire byyearend,  Martinez  re- 
leased estimates  on  Apr.  5 
suggesting  Sears  is  back  on 
track,  thanks  to  strong  sales 
of  appliances  and  tools. 
First-quarter  earnings  could 
rise  at  least  63%  from  a  year 
earlier,  boosting  annual  profit 
growth  to  15%  or  so,  above 
earlier  forecasts  of  10%  to 
12%.  Investors  cheered: 
Sears  stock  rose  23%  to  37/4, 
its  highest  price  since  late 
August. 
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wireless  Internet  services. 
Could  it  also  go  public,  as 
AT&T  Wireless  and  Verizon 
plan  to  do?  "It  certainly  is  a 
terrific  option,"  says  sbc 
Chief  Edward  Whitacre. 


METLIFE  GOES 
THE  IPO  ROUTE 

UNDETERRED  BY  THE  WEEK'S 

gyrating  markets,  Metropoli- 
tan Life  Insurance  plowed 
ahead  with  its  initial  offering 
on  Apr.  5,  raising  $4.6  billion 
in  its  conversion  from  mutual 
to  stock  ownership.  It  wasn't 
everything  the  giant  insurer 
wanted — it  initially  planned 
to  raise  as  much  as  $6.5  bil- 
lion. But  less  is  still  more: 
Company  officials  were  eager 
to  rake  in  new  capital  to 
compete  in  today's  deregulat- 
ed financial-services  land- 
scape. Although  Met  Life  will 
use  some  of  its  new  capital 
to  pay  policyholders  who  opt- 
ed for  cash,  it's  better  poised 
to  pursue  acquisitions. 


GALL  IT  THE  G0KE 
CHALLENGE 

when  douglas  daft  suc- 
ceeded the  embattled  Dou- 
glas Ivester  as  head  of  Coca- 
Cola  last  December,  many 
analysts  expected  Daft  to 
throttle  back  from  the  robust 
growth  targets — 7%  or  8%  a 
year  in  soda  sales  and  15%  in 
profits — the  company  had  en- 
joyed when  communism  was 
falling  and  Coke  was  building 
bottling  plants  as  fast  as  it 
could  in  places  like  Russia 
and  China.  Now  he  has  made 
clear  that  he's  still  gunning 
for  the  old  targets.  After 
spending  his  first  four 
months  reviewing  operations 
and  gaining  confidence  about 
Coke's  ambitious  marketing 
plans,  Daft  told  analysts  "we 
couldn't  in  all  honesty"  pro- 
ject lower  growth  in  sales. 
Still,  Wall  Street  remains 
skeptical:  Coke's  stock  fell  9% 
on  Apr.  5.  Coke  is  "still  a 
'show  me'  story,"  says  San- 


Is  this  a  peak  experience? 
For  31  years,  Jerry 
Sanders  has  led  Advanced 
Micro  Devices  through  a 
roller-coaster  rival 
ry  with  Intel, 
gaining  and  los- 
ing ground  to 
the  chip  giant 
in  patent  bat- 
tles and  in  sales.   " 

Now,  Sanders 
is  savoring  un- 
precedented success. 
On  Apr.  5,  he  said  in  Tokyo 
that  AMD's  first-quarter 
sales  would  hit  a  record  of 
more  than  $1  billion,  up 
10%  from  the  prior  quarter, 
on  strong  sales  of  pes.  Ana- 
lysts expect  profits  of  $65 
million;  AMD's  stock  rose  to 
an  all-time  high  of  67  and  a 
market  value  of  $10  billion 
or  more. 


Sanders,  63,  grew  up 
poor  in  Chicago  and  aspii 
to  be  an  actor  before  his 
face  was  rearranged  in 
college  brawl.  He 
^k     switched  to  elec 
^    tronics  and 
founded  AMD 
1969.  Now,  ha 
than  two  year; 
from  his  plann 
retirement,  he's 
riding  high. 
"You've  got  to  give 
him  credit,"  says  U.S.  Bai 
corp  Piper  Jaffray  analyst 
Ashok  Kumar.  But  new 
twists  lie  ahead.  The  PC 
business  is  peaking,  and  __ 
tel  plans  to  unveil  a  sizzlin 
new  line  of  chips  in  the  sei 
ond  half.  For  Sanders,  the 
thrill  ride  is  never  over. 

By  Andy  Reinhardt  in 
San  Mateo,  Calif. 


i, 


ford  C.  Bernstein's  William 
Pecoriello. 


GUIDANTANDJ&J 
BURY  THE  HATCHET 

AFTER  SQUABBLING  FOR  THREE 

years  over  patents  on  wire- 
mesh  tubes  used  in  blocked 
arteries,  Guidant  and  Johnson 
&  Johnson  on  Apr.  4  signed  a 
truce.  They're  dropping  pend- 
ing lawsuits,  swapping  patent 
licenses,  and  vowing  to  coop- 
erate. J&J  will  distribute  some 
angioplasty  catheters  made  by 
Guidant.  And  Guidant  will  pay 
between  $125  million  and  $425 
million  to  a  European  partner 
of  J&J's  for  technology  used 
for  strengthening  heartbeats. 
The  two  still  have  to  hash  out 
some  issues  in  arbitration. 


ONE  GIANT  STEP  FOR 
CHINESE  TRADE 

BUSINESS   LOBBYISTS   SCORED 

their  first  big  victory  Apr.  5 


in  the  effort  to  gather  c 
gressional  support  for  Chir 
entry  into  the  World  Tra 
Organization.  House  Speal 
J.  Dennis  Hastert  (R-Ill.) 
dicated  that  the  gop  will  st 
playing  political  games  by 
nouncing  that  he  will  schedi 
a  floor  vote  on  legislation 
grant  China  permanent  m 
mal  trade  status  the  week 
May  22.  That  means  the  G 
won't  be  trying  to  delay  tl 
vote  until  just  before  the  D 
mocratic  convention,  whi< 
would  have  worsened  tensioi 
between  pro-China  House  D 
mocrats  and  their  labor  allie 


1 


S9I! 


ET  CETERA . . . 
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■  Carl  Icahn  will  pay  $4.7 
lion  for  the  90.5%  of  Nabisc 
Group  Holdings  he  doesn't  am 
m  American  Home  Product 
and  Elan  will  co-develop  al 
Alzheimer's  vaccine. 

■  Yahoo  !'s  first-quarter  rev 
enue  more  than  doubled  fron| 
e-commerce  and  Net  ads. 
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e  (|  e  enjoy  TH E  SUPERFANTASTIC  NET  ECONOMY  the  dot  in  com,  SUN  MICROSYSTEMS,  has  the  end-to-endsoftware  you  need,  whether  your  business 

IS  STARTING  UP  OR  STARTING  OVER,  WE  CAN  HELP.  OUR  SOFTWARE  CAN  CONNECT  YOUR  DATACENTER  TO  YOUR  SUPPLY  CHAIN  TO  YOUR  CUSTOMERS,  AND 
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THE  SURPRISING  SUCCESS 
OF  THE  ACCIDENTAL  SPEAKER 


When  Congress  adjourned  in  1999  amid  partisan  chaos, 
capital  cognoscenti  were  down  on  the  leadership  of 
new  Speaker  J.  Dennis  Hastert  and  equally  downbeat 
about  Republicans'  prospects  for  retaining  a  majority  in  the 
House  in  2000.  Under  Hastert — an  Illinois  backbencher  un- 
prepared for  his  sudden  rise  to  power — the  House  often  dis- 
solved into  chaos  as  the  desire  to  torment  Bill  Clinton  over- 
whelmed the  impulse  for  thoughtful  legislating. 

Hastert  may  not  be  a  latter-day  Metternich,  but  never 
let  it  be  said  that  he  doesn't  learn  from 
experience.  This  year,  the  Speaker  is  ex- 
erting more  discipline  over  his  colleagues. 
He  is  talking  strategy  with  President 
Clinton  instead  of  hurling  brickbats.  And 
at  Hastert's  direction,  the  House  has 
shifted  from  all-out  ideological  warfare 
to  a  more  centrist  strategy  that  focuses 
on  passing  compromise  legislation. 

How  come?  Hastert  is  reading  the 
polls.  Voters  want  Republicans  to  fight 
less  and  cooperate  more.  Trouble  is,  the 
issues  voters  care  about  most — education, 
health  care,  and  pension  security — are 
dominated  by  Democrats.  If  House  Re-  ~ 
publicans  are  to  hang  on  to  the  chamber  they  now  control  by 
just  six  seats,  they  need  to  make  a  good-faith  effort  to  enact 
problem-solving  measures  before  they  head  home  this  fall. 

That's  why  Hastert  is  determined  to  turn  Republicans 
into  players  on  key  bills.  Take  Clinton's  drive  for  a  hike  in  the 
minimum  wage.  Instead  of  shouting  it  down,  the  House 
passed  a  measure  that  gradually  boosts  the  wage — albeit 
while  showering  small  business  with  billions  in  tax  breaks. 

On  tax  policy,  the  House  is  a  far  different  place  than  it  was 
a  year  ago,  when  Republicans  approved  a  $792  billion  grab- 
bag  of  tax  cuts  that  became  instant  veto  bait.  This  year,  to 
avoid  White  House  criticism,  Republicans  have  broken  their 
tax  plan  into  bite-size  chunks  worth  more  than  $400  billion. 
Offered  a  chance  to  cast  a  vote  for  GOP  standard-bearer 
George  W.  Bush's  $1.7  trillion  mega-cut,  House  GOPers  de- 


CLINTON  AND  HASTERT:  Compromises 


murred,  opting  instead  for  a  series  of  small  cuts  sui 
marriage-penalty  and  estate-tax  relief. 

Hastert  is  also  pushing  compromises  to  give  drug  be 
to  seniors  and  grant  patients  new  power  to  sue  managed 
health  providers.  He's  pressing  arch-conservatives  for 
concessions  on  gun  control.  And  he  is  working  hand-in- 
with  Clinton  on  the  lobbying  blitz  to  grant  China 
nent  trade  status.  Instead  of  Newt  Gingrich-style  head-b 
ing,  Hastert  says:  "We  have  to  do  some  positive  things. 
Hastert  may  be  the  Accidental  Spl 
er,  and  his  oratorical  skills  don't  ex 
send  chills  down  anyone's  spine.  But 
Gingrich,  he  is  filling  party  coffers 
Mar.  31,  Hastert  had  raised  $24  m 
on  the  rubber-chicken  circuit.  He  h 
to  bring  in  $10  million  more  by  yean 
CENTER    SHIFT.    Despite    his    strk 
Hastert  faces  tough  challenges,  such 
appeasing  hard-liners  who  bristle  at 
more  moderate  tilt.  Case  in  point:  edi 
tion.  Hastert  believes  the  GOP  must  m 
the  Administration  part  way  on  the  p 
to  fix  aging  schools.  But  on  Mar.  30, 
"  was  forced  to  pull  a  bipartisan  sch< 
construction  bill  from  the  floor  when  he  failed  to  corral  enoi 
conservative  votes.  "Hastert's  not  the  problem,"  says  Rep 
sentative  James  P.  Moran  (D-Va.).  "There  is  a  hard  core  wi 
in  the  GOP  that  gives  him  fits  on  every  piece  of  legislatio 
Hastert's  move  to  the  center  has  the  Dems'  attention,  t 
"He's  playing  on  our  turf,"  grouses  one  Democrat  Hill  aid< 
A  year  ago,  Hastert's  House  was  one  reason  the  G 
trailed  Democrats  by  10  points  in  some  polls.  But  a  m 
March  survey  by  pollsters  Edward  Goeas  and  Celinda  La 
shows  that  the  race  for  Congress — like  the  battle  for  t 
White  House — is  a  dead  heat.  Part  of  that  shift  is  caused 
the  fading  of  anti-GOP  impeachment  backlash.  But  Washingt 
insiders  say  that  the  underestimated  Hastert  is  also  a  re; 
Republicans  are  back  in  the  ballgame. 

By  Lorraine  Woeltt 


CAPITAL  WRAPUP 


UPS  VS.  AMERICAN  AIRLINES 

►  An  already  pitched  battle  over 
which  company  will  get  a  new  air 
route  between  the  U.  S.  and  China  is 
getting  hotter.  United  Parcel  Service 
Inc.  has  hired  former  U.  S.  Trade  Rep- 
resentative Mickey  E.  Kantor  and 
economist  Joseph  Stiglitz,  onetime 
chief  economic  adviser  to  President 
Clinton.  They  are  teaming  up  with 
Teamsters  President  James  P.  Hoffa  to 
urge  the  Transportation  Dept.  to  give 


the  route  to  UPS,  the  Teamsters' 
biggest  employer.  The  routes  could 
mean  as  much  as  $500  million  in  annu- 
al revenue  to  the  winner.  And  new 
routes  won't  be  awarded  again  until 
2005  at  the  earliest.  Not  to  be  out- 
done, American  Airlines  Inc.  CEO  Don- 
ald J.  Carty  came  to  Washington  in 
mid-March  to  plead  his  case  that 
awarding  the  routes  to  a  passenger 
carrier  would  be  of  greater  benefit  to 
the  U.  S.  economy.  A  decision  is  ex- 
pected in  late  summer. 


1 


TARGETING  ISSUE  ADS 

►  Democrats  are  taking  aim  at  inter 
est  groups  that  run  issue  ads  and 
keep  their  fund-raising  secret.  Al 
Gore  wants  to  force  so-called  Section 
527  committees  to  register  with  the 
Federal  Election  Commission.  Two     |  0 
House  bills  and  a  Senate  measure 
would  require  527s  to  disclose  donor 
and  expenses.  Otherwise,  the  public! 
ty-shy  groups  would  lose  their  tax 
exemption. 
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FIDELITY    INVESTOR 


Fidelity 


Investments' 


WE  HELP  YOU  INVEST  RESPONSIBLY' 


ROLLOVER 
EXPRESS 


Fidelity  Rollover  Express'"  can  make  it  easy  to  roll  over  and 
consolidate  your  eligible  employer  plan  savings  without  tax 
consequences.  By  rolling  over  your  eligible  retirement  savings 
at  Fidelity,  you  get  access  to  a  wide  range  of  investment 
choices  and  funds  with  a  history  of  solid  performance.  Fidelity's 
Rollover  Specialists  will  even  help  manage  the  details: 

1  |  Contact  your  former  employer 

2  j  Speed  up  the  transfer  of  funds 

3  |  Help  you  identify  an  investment  strategy 

And  now  that  Fidelity's  Rollover  Express  is  available  online, 
it's  easier  than  ever  to  roll  over  your  eligible  401(k)  savings. 

ROLL   OVER   YOUR    RETIREMENT   SAVINGS  CALL  1-800-544-565  0  OR 


ISIT      FIDELITY.COM/ROLLOVER 


SUg  is  a  Fidelity  customer  and  was  compensated, 
i  or  complete  information  on  any  Fidelity  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing.  Past  performance  is  no  guarantee  ol  future  results 
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ow  pages.  That's  so  90s.  Especially  when  you  have  the  quick-and-easy  Request  For  Quote  service  from  Onvia.com. 
PR  agency?  Health  insurance?  A  tax  accountant?  Fill  out  your  request  with  us  and  you'll  get  customized 
from  national  and  local  companies  in  hours,  not  days.  It's  quick.  It's  simple.  And  it  may  just  save  your  sanity. 
ere  To  Get  |  Small  Business  News  &  Advice  |  Business  Products  |  Business  Services  |  Request  For  Quote 
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NAME  YOUR  PRICE- 
FOR  EVERYTHING? 

Gas,  credit  cards... expansion  will  sorelytestpriceline.com 


Back  in  the  early  '90s,  Heidi  G. 
Miller  bailed  out  of  Chemical  Bank 
to  work  for  a  struggling  financial 
services  outfit  named  Primerica 
and  its  charismatic  ceo,  Sanford  I.  Weill. 
It  was  a  gutsy  move  at  the  time,  and 
many  of  her  co-workers  probably  thought 
she  was  nuts.  Of  course,  she  wasn't. 
Miller  went  on  to  become  one  of  the  top- 
ranking  executives  at  financial  super- 
market Citigroup. 

Now  Miller  is  raising  eyebrows  with 
another  risky  move.  Earlier 
this  year,  she  abruptly  quit  Citigroup 
to  become  chief  financial  officer 
at  priceline.com  Inc.,  the  hugely  ambi- 
tious Internet  company  founded  by 
entrepreneur  Jay  S.  Walker.  "It's  much 
more  exciting  to  me  to  grow  a  business 


than  sit  at  the  top,"  says  Miller. 
Miller,  46,  may  be  in  for  far  more  hair- 
raising  excitement  than  she  had  ever 
bargained  for.  The  highest-profile  hire  on 
priceline's  blue-chip  management  team, 
she  needs  to  demonstrate  quickly  that 
Walker's  patented  "name  your  own  price" 
system  of  selling  airline  tickets  can  be 
successfully  transferred  to  groceries,  cars, 
gasoline,  telephone  minutes,  and  a  raft  of 
other  products  and  services.  The  Nor- 
walk  (Conn.)-based  company  is  pumping 
such  new  lines  with  its  loopy  TV  ads 
starring  William  Shatner,  but  it's  far  from 
clear  how  they  will  fare.  Complicating 
matters,  several  airlines  and  hotels  are 
studying  whether  to  launch  Web  services 
that  could  cut  the  legs  out  from  under 
priceline's  established  travel  businesses. 


Investors,  initially  thrilled  by  <. 
ny  projections  that  new  products 
double  revenues  this  year  to  $1  1 
have  been  taken  on  a  roller-coast* 
of  late.  Earlier  this  year,  shares 
by  88%,  to  nearly  96,  only  to  be 
in  the  market's  e-tailing  downdraft 
shares  falling  back  to  75.  Compar 
with  last  May,  when  investor  in 
tion  pushed  priceline  shares  to  If 

Now,  investors  could  be  hit  wi 
other  curveball.  Although  pricelir 
ported  1999  gross  revenues  of  $481 
lion,    up    from    $35    million    in 
investors  could  be  tested  further  ir 
ing  months  if  new  accounting  guid 
force  priceline  to  change  the  wa^ 
ports  sales.  On  a  net  basis,  prie 
revenues  were  about  one-eighth  th 
of  its  gross  last  year. 
"TOUGH  LANDSCAPE."  Certainly  t\ 
rival  of  several  high-profile  exect 
bolsters  priceline  as  more  than  a| 
fly-by-night,  ceo  Richard  S.  Bradd 
former  president  of  Citibank,  arri 
August,    1998.  In  the  past  year,  pri 
lured   Miller;  chief  marketing  o 
Michael  McCadden,  who  ran  Gap 
online  ventures  as  executive  vice- 
dent;  and  President  Daniel  H.  S 
man,  an  ex-president  of  AT&T's  cons 
division.  "We  have  assembled ..  .the 
management  team  on  the  Interne 
day,"  boasts  William  E.  Ford,  a 
ner  at  General  Atlantic  Partners,  a 
ture-capital  firm  whose  12%  stake 
it  priceline's  second-largest  inve 
Walker,  its  largest  shareholder 


liam  Shatnei 
PJnly  the  most 
;ne  company's  stars, 
execs  who  made  their  names 
Citibank,  AT&T,  and  Gap 
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Everything  hangs  on  this  moment. 

That  glorious  and  scary  second  your  e-gallery  goes  live. 

You're  expecting  tens  of  thousands  of  global  visitors 
within  the  first  45  minutes. 

You're  projecting  millions  of  hits. 

Your  success  relies  on  whether  the  network  can  handle  the  volume. 

That's  why  Marconi  is  delivering  faster,  more  dependable 
optical  networks. 

Next  generation  networks  with  the  bandwidth  to  handle 
virtually  unlimited  traffic. 

With  this  kind  of  power  at  your  fingertips,  now's  the  time  to  ask — 


When,  will  your 


finest  hour 


optical  networks  ;      I         Deep  Fiber   broadband  access 


internet  switching  and  routing 


voice,  video,  data  iriu 


www.  m.uvoiu.  com 


This  could  be  your  finest  hour. 
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37%,  now  spends  most  of  his  time  at 
Walker  Digital,  a  think  tank. 

Even  with  all  that  talent,  though, 
there's  no  guarantee  that  Wall  Street's 
on-again,  off-again  love  affair  won't  come 
to  a  crashing  halt  once  and  for  all. 
Priceline  could  soon  face  stiff  competi- 
tion from  its  own  suppliers.  Hyatt, 
Hilton,  Marriott,  Starwood  Hotels  & 
Resorts,  and  Cendant — most  of  which 
sell  excess  hotel  rooms  through  price- 
line — are  having  "serious"  discussions 
about  starting  their  own  company  to 
distribute  over  the  Internet,  says  Hyatt 
Hotels  Corp.  Vice-President  Peter  D. 
Connolly.  The  chains  worry  that  by 
handing  sales  to  priceline,  they  could 
lose  control  of  their  customers.  "If  you 
don't  participate  in  your  own  pricing, 
you're  encouraging  the  commoditization 
of  your  own  products,"  Connolly  says. 

Airlines  could  move  in  the  same  di- 
rection. Several  industry  sources  say 
that  David  Bonderman,  head  of  Texas 
Pacific  Group  and  a  major  investor  in 
Continental  Airlines  Inc.,  is  actively  con- 
sidering starting  a  company  with  other 
airlines  to  sell  excess  tickets  online. 
Bonderman  was  unavailable  for  com- 
ment. He'd  have  plenty  of  company. 
Honolulu-based    Cheap   Tickets    Inc., 


which  sells  discounted  airline  tickets  on- 
line, just  launched  a  $20  million  mar- 
keting campaign  and  claims  it  is  sell- 
ing almost  half  as  many  seats  a  week  as 
priceline.  "The  landscape  is  tough  [and] 
the  margins  are  tight,"  says  Cheap  Tick- 
ets President  Sam  E.  Galeotos. 

To  stay  one  step  ahead,  priceline 
needs  to  swiftly  broaden  its  lineup.  Cur- 
rently, 90%  of  revenues  come  from  air- 
line tickets,  rental  cars,  and  hotel  rooms. 
But  priceline  will  get  less  than  half  its 
revenues  from  travel  by  2003,  estimates 
Lauren  Cooks  Levitan,  an  analyst  at 
BancBoston  Robertson  Stephens.  In 
March,  the  company  began  selling  blocks 
of  long-distance  phone  time  to  con- 
sumers. It  plans  to  sell  gasoline  stalling 
in  May,  issuing  cards  similar  to  those  al- 
ready used  for  buying  groceries.  Still 
to  come:  auto  and  life  insurance,  elec- 
tronic gadgets,  and  co-branded  credit 
cards.  Priceline  also  plans  to  get  into 
business-to-business  and  overseas  ven- 
tures. By  yearend,  the  company  esti- 
mates, 10  million  people  will  have  bid 
for  goods  and  services  via  priceline,  up 
from  four  million  in  1999.  "We're  looking 
at  18  new  products,"  Miller  says. 

The  new  lines  make  sense  where 
priceline  can  sell  excess  supply  and 


sa 


where  customers  are  willing  to 
fice  brand  and  convenience  to  get  a 
"If  the  market  has  oversupply  or  { 
ishability,  priceline  is  perfectly  suit< 
says  Ford  D.  Cavallari,  an  e-comme 
consultant  with  Renaissance  Stratc 
in  Boston.  Long-distance  outfits,  for 
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Talk  with  mori 
intelligence. 


Whether  it's  finding  out  who  Billy 
really  likes,  checking  e-mail  on  fl 
run.  or  conducting  a  teleconferenc| 
from  the  car.  mobile  phones  arc  an 
essential  part  of  our  li\es. 

Which  is  why  you  should  know  that 
an  astonishing  I  out  of  10  mobile  phones 
delivered  in  the  world  today  run  on  ST 
microchips.  STMicroelectronics  is  poised  to 
the  future  of  wireless,  working  with  today's 
leading  manufacturers  to  make  tomorrow's 
phones  positively  brilliant. 

Spread  the  news. 
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We  I  tut  more  intelligence  into  everything. 

STMicroelectronics  formerly  SGS-THOMSON 

^  world  leader  in  semiconductors  with  ninety-five  location! 

mi  five  continents  •  www  st.com 


Coming  Soon 

Last  year,  pricdine.com  expanded  beyond  airline 

tickets  to  groceries,  new  cars,  hotel  rooms,  and 

mortgages.  It  hopes  to  target  an  even  broader 

audience  in  coming  months. 

CONSUMER  By  June  30,  users  will  be  able  to 
name  their  price  for  long-distance  phone  service, 
gasoline,  and  cruises. 

B2B  In  mid-May,  priceline.com  will  start  selling 
blocks  of  long-distance  phone  time  to  small  compa- 
nies. Later  this  year,  it  will  offer  them  ad  space, 
freight  services,  and  office  equipment. 

INTERNATIONAL  Joint  ventures  set  up  with  part- 
ners in  Hong  Kong  and  Australia  will  start  selling 
airline  tickets  later  this  year.  New  joint  ventures  are 
expected  this  summer  in  Japan,  Europe,  and  Latin 
America. 


have  to  sell  their  phone  min- 
»fow  or  lose  the  revenue. 
I  priceline  has  shown  it  can  move 
;sively  to  lock  up  new  customers, 
grocery  business,  the  company 
nl   deals  with  25  manufacturers  to 
y  :  msumer  goods  below  retail.  Price- 


OATA:  PRICELINE  COM  INC. 

line  makes  its  money  off  the  difference 
between  that  discount  and  the  store's  re- 
tail price.  Consumers  sign  up  for  a  Web- 
House  Club  card,  which  is  free  for  the 
first  three  months  and  then  costs  $3  each 
month  you  buy  something.  Grocery  items 
are  displayed  on  priceline.com.  with  sev- 


eral prices.  The  site  spil  s  oul  ;i  lisl  of 
agreed-upon  deals,  which  you  take  to  the 
store  with  your  card  Priceline  says  thai 
150,000  people  have  signed  u|i  bo  Car. 

Bui  to  build  the  business,  priceline 
promises  to  discount  many  initial  pur- 
chases by  as  much  as  50%.  "They  lure 
you  in.  It's  very  smart,"  Bays  Henry  M. 
Blodget,  an  Internet  analyst  at  Merrill 
Lynch  &  Co.  But  will  customers  use 
the  service  as  enthusiastically  once 
prices  bounce  up?  Blodget  estimates 
priceline  loses  money  whenever  it  dis- 
counts a  purchase  by  more  than  20%. 
BURNISHED  IMAGE.  An  even  bigger  prob- 
lem may  be  that  some  of  the  new  busi- 
nesses targeted  don't  have  excess  sup- 
plies for  priceline  to  sell  at  a  discount. 
Priceline  promises  it  will  deliver  sav- 
ings of  10#  to  20c  a  gallon  on  gasoline, 
for  instance.  But  anyone  who  has  been 
to  a  pump  lately  knows  that  gas  sup- 
plies are  tight.  "There's  no  large  ineffi- 
ciency in  this  market,"  says  Cavallari. 

Even  if  priceline  pulls  off  its  expansion 
in  all  the  areas  targeted,  investors  could 
still  be  spooked  if  it  decides  it  has  to 
change  the  way  it  reports  revenues.  It 
now  books  the  entire  sales  price  of,  say, 
an  airline  ticket.  That  has  helped  burnish 
its  image  as  a  fast-growth  company.  But 


Play  with  more 
intelligence. 


The  fun  is  back.  Kids  of  all  ages  are 
into  video  games  like  never  before. 
In  fact,  microchip  technology  has 
transformed  almosl  everything  about 
home  entertainment,  making  products  better 
and  smarter  than  ever. 

STMicroelectronics  supplies  billions  of 
microchips  for  a  broad  spectrum  of  digital 
consumer  products,  particularlj  for  advanced 
systems,  such  as  digital  cameras,  IAD.  HDTV, 
and  set-top  boxes. 

That  makes  ST  a  major  player  in  the 


digital  revolution. 
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We  put  more  intelligence mto  ev«iytning 

STMii  roi  li  I  HOMSl  a 

\  world  i 

mi  five  continents  •  «  w u  si 


■ 


Get  rid  of  moles,  gophers  and  other 
burrowing  pests,  with... 


95* 


Mole-Ex  VI™  only  $59 

*But  read  this  ad  for  an  even  better  deal! 

If  s  annoying  to  see  your  beautiful  lawn  being  ruined 
by  moles,   gophers,  and  other  burrowing  pests.  You 
may  have  tried  pouring  poison  down  their  holes  or  get- 
ting rid  of  them  with  other  nostrums.  Nothing  really  works. 
Now  comes  Mole-Ex  VI",  the  revolutionary  electronic  solution 
to  this  age-old  problem.  It  does  work!  Spike  Mole-Ex  VT'  into 
your  lawn.  It  emits  short,  high-pitched  shrieks  (at  the  thresh- 
old of  ultrasound)  in  30  sec.  intervals.  They  are  barely  audi- 
ble to  humans,  but  they  are  calibrated  to  be  totally  dis- 
tressing to  moles,  gophers,  and  other  burrowing  pests. 
They  can  barely  see,  but  their  hearing  is  fine-tuned. 
Once  they  get  a  blast  of  Mole-Ex  VT,  they'll  scamper 
away  and  will  never  return.  Mole-Ex  VT"  protects 
about   1,000  sq.   yds.   against  these  pests.       ■f-gy 

*And  here  is  the  "even  better  deal":  Buy 
two  Mole-Ex  VT  for  $119.90  and  well 
send  you  a  third  one,  with  our 
compliments — absolutely  FREE!  ""-"i 


You  may  order  by  toll-free  phone,  by 

mail,  or  by  fax  and  pav  by  check  or 

Visa/MasterCard.  Please  give  order  number  #1056F524.  Add 

shipping/  insurance  of  $4.95  for  one  unit  or  $9.90  for  three  units, 

plus  sales  tax  for  CA  delivery.  You  have  30-day  refund  and 

one-year  warranty.  We  do  not  refund  postage.  For  customer 

service  or  wholesale  information,  please  call  (415)  643-2810. 


'  •   Mole  -Ex  \1 
protects  abOut  IJ0O0 
sa.yds.  against  motes 
gophers    and    other 
pests  Do  not  confuse 
this  advanced  device 
with    similar    looking, 
but  much  less  sophisti- 
cated and  less  powerful, 
units!   Runs   iiii   4   D- 
Cells     (not     included) 


2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 
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we  see  reflections  of  our  children. 


is  the  strong  one. 
The  ocean,  rambunctious  and  untamed, 
the  absolute  dreamer. 


td  to  choose  the  tree  over  the  ocean 
would  be  like  choosing  one  child  over  the  next. 

(sAn  impossibility  as  large  as  the  world  itself. 
i 

the  world's  leading  environmental  groups  are  working  together, 
nd  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 
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priceline  only  holds  the  ticket  rri(| 
tarily  before  transferring  it  to  I 
tomer  and  pockets  only  the  spreal 
tween  the  ticket  price  and  what  it  I 
airlines.  If  it  booked  that  net  instep 
the  gross  figure,  1999  revenues! 
would  have  grown  sharply,  but  to| 
$57.8  million. 

The  question  of  net  vs.  gross  I 
enues  is  likely  to  become  stickid 
coming  months.  Worried  that  some 
companies  are  manipulating  revei 
the  Securities  &  Exchange  CommiJ 
asked  the  Financial  Accounting 
dards  Board  to  look  into  it.  An 
task  force  could  issue  tighter  guide 
this  summer.  Task  force  head  Tir 
S.  Lucas  says  he  can't  say  if  pricl 
might  be  affected.  "There  are  some| 
es  where  practicing  accountants  ag 


Its  own  suppliers 

might  soon  give 

priceline  a  run  for| 

its  money 


ought  to  be  gross  and  some  wl| 
[they]  agree  it  should  be  net.  In 
cases,  it's  debatable,"  he  says.  "P^ 
line  might  be  in  that  gray  area." 

Miller,  and  most  analysts,  dismiss| 
debate  as  little  more  than  a  technics 
"I  wouldn't  have  come  here  if  I  thov, 
this  was  an  issue,"  she  says.  Still, 
change  by  priceline  in  a  momentum-l 
ven  market  could  unsettle  investors,! 
alysts  concede.  "If  priceline  weref 
quired  to  change  its  revenue  recognit) 
we  would  anticipate  a  negative  ] 
from  the  marketplace  because  of  fes 
another  MicroStrategy  scenario," 
Sara  Farley,  an  analyst  at  Paine Web| 
referring  to  the  collapse  of  that  softv 
company's  stock  after  it  announced 
would  revise  revenues  and  earnings.| 

Execs  at  priceline  say  there's  no 
parison  and  that  they're  building  a  br 
based   discounting  powerhouse, 
strength  of  our  brand  is  the  No.  1  in 
lator,"  says  CEO  Braddock.  Miller  is  J 
minded  of  her  previous  employers.  "<f 
en  what   I've  seen  so  far,   I  belil 
[priceline]  can  be  a  huge  company  woj 
wide... as  big  as  Citi,"  she  says,  add 
coyly:  "I  won't  tell  you  when."  Up 
now,  investors  have  felt  a  little  like  pr 
line  customers:  From  day  to  day, 
never  know  what  price  to  expect.  Mc 
time,  there's  no  guarantee  priceline 
deliver  the  goods  on  its  grand  plan. 
By  Pamela  L.  Moore  in  Non 
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B2B  e-Commerce  Success  Stories 
So  Compelling,  Our  Customers  Wish 
To  Remain  Anonymous. 


IRONSiDf 


Technologies        Inc. 

Forging  a  better  e-business  solution. 


If  you  haven't  heard  about  IRONSIDE,  it's  not 
surprising.  Some  of  our  best  customers  like  to 

"~\  IRONSIDE,  for  your  information, 


is  the  industry's  largest  sell-side  B2B  e-Comme 
player  with  more  customers"  than  anyone  else. 
And  unlike  other  c-Commerec  providers. 
IRONSIDE  seamlessly  integrates  its  proven 
electronic  commerce  solution  into  your  existing 
systems.  As  a  result,  IRONSIDE  customers  get 
their  e-Commcrce  systems  up  and  running  last  - 
in  fact,  nobody's  faster.  IRONSIDE  combines 


the  speed  to  market  and  speed  to  customer 
satisfaction  you  want  with  the  speed 


roadmap  today.  We  promise  not 
to  tell  your  competition. 
It'll  be  our  little  secret. 


\ 


I 


'  Ironside  gave  us  the  competitive  edge. 
Their  speed  of  implementation  made 
us  heroes  with  our  stockholders.  Their 
performance  made  us  heroes  with 
our  customers.  Tell  anyone  you  want. 
Just  don't  tell  our  competition." 


m 


1.800.495.I      ION 

MUM  "  <•■■■■  M  ItOMSMM  mdlMMMMQ  m  t  *  mat  olMONS tl ■■■:■■,.<„,  m,„ 


You  can't  hide  from  change.  But  you  can  prepare  tor  it.  Embrace  it  even.  That's  where  we  come  in.  With  a  network  of  skiifed  professic 
who  aren't  just  on  the  cutting  edge,  they're  defining  it.  With  powerful  resource  management  tools,  including  a  unique  contractor  rating  systj 


'evolutionary  procurement  technology  and  services  that  integrate  seamlessly  into  your  existing 
■n  ructure.  All  designed  to  help  you  manage  the  emerging  workforce.  Before  it  starts  to  manage  you. 


(Mj  SkillsVillage.com 


A  new  force  of  work. 
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During  Mile  3,  develops  plan  to  reallocate  company's  401  (k)  holdings  !► 


SIH 

Sprint  home 

Log  on  to  0ffice.com 

Post  question  in  financial 
community  center 

iBBfifil 

Use  interactive  tool  to  analyze 
financial  impact  of  new  plan 

Schedule  meeting  with  decision  tea 

Order  new  desk  to  put  feet  up  on 

Today's  businesspeople  are  always  thinking.  Always  looking  for  better  answers  and  solutions. 
Now  they  can  find  them  at  Office.com— the  top-rated  online  business  center  with  expert, 
in-depth  information  on  nearly  150  industries  and  professions,  unparalleled  tools  and  access 
to  the  people  and  services  businesspeople  need  the  most.     The  new  way  to  work. 

92000  Office.com  he.  Ml  rights  retemd.  Hated  HI  online  business  center  overall  and  on  value  to  end  users  6y  Cahners  In-Stat  Croup.  December  1999. 
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Government 


i  ADMINISTRATION 


HE  GL0B0-C0P  AT 
REASURY 


3retary  Summers  wants 
nake  the  world  his  beat, 
c  evaders  and  money 
nderers,  beware 

[■hen     Lawrence     H.     Summers 

■  stepped  up  from  his  No.  2  post 

■  at  the  Treasury  Dept.  to  replace 
•etary  Robert  E.  Rubin  last  July, 
ket  mavens,  finance  ministers,  and 
1  normally  skeptical  Hill  Republi- 

reacted  with  contented  sighs.  It 
^'t  hard  to  figure  out  why.  The  Ru- 
economy  was  purring.  Treasury's 
rs  were  overflowing.  And  Summers' 
Ration  as  a  pro-market  economist 
hed  the  soul  of  even  fervent  GOP 
in-bashers. 

iven  his  eerily  smooth  ascension  and 
lack  of  economic  fires  to  fight,  the 
hy  Summers  mainly  faced  the  prob- 

of  boredom.  With  the  lame-duck 
rinist ration  slowly  sinking  into  a  sea 
Dmestic  tranquility,  what  would  the 
\  Treasury  chief  do  to  occupy  his 
,  aside  from  putting  his  signature  on 
ly  minted  bills? 

pe  answer:  go  global.  In  nine 
ths  mi  the  job,  Summers — who  al- 
s  had  the  international  portfolio  un- 
Rubin— has  assumed  a  new  persona 
treasury's  top  globo-cop.  He  has 
tched  a  crackdown  on  corporate  tax 
its,  is  trying  to  shut  down  interna- 
il  tax  havens,  and  pledges  hot  pur- 

of  drug 
,rpins  who 
Her  dirty 
irs.  "He  has 

ed  into  territory  no  other  Treasury 
"etary  has."  says  Jonathan  M.  Winer, 
rmer  State  Dept.  official  who  han- 
I  international  law  enforcement. 
i  June,  Summers  hopes  his  work 
| pay  off  when  a  task  force  of  indus- 
1  nations  from  the  Organization  for 
domic  Cooperation  &  Development 
lishes  a  hit  list  of  offshore  banking 
#rs  that  dry-clean  dirty  money.  The 
>.  and  its  allies  intend  to  use  the 
ings  to  press  for  a  cleanup.  And  the 
isury's  enforcer-in-chief  is  asking 
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Congress  for  broad  new  powers,  includ- 
ing the  authority  to  prohibit  U.  S.  banks 
and  securities  firms  from  dealing  with 
offshore  financial  centers  that  are  cozy 
with  drug  lords.  "In  a  global  economy, 
the  challenge  of  overcoming  financial 
crime  is  too  important  for  law  enforce- 
ment agencies  alone,"  he  says. 

But  Summers  isn't  just  going  after 
bad  actors.  He's  active  on  a  broad  array 
of  international  issues,  including  advo- 
cacy of  tax  credits  to  promote  global 
health.  And  his  plan  to  streamline  the 
International  Monetary  Fund  (IMF)  and 
World  Bank  will  be  high  on  the  agenda 
when  the  two  agencies  meet  in  Wash- 
ington on  Apr.  16-17.  Summers  wants 
the  IMF  to  focus  on  financial  rescues 
rather  than  long-term  financing,  and  he 
thinks  the  World  Bank  can  do  more  to 
attack  Third  World  poverty. 

Still,  Summers  is  walking  a  tough 
beat.  Just  as  globalization  has 
made   it   easier  to  move 
capital  around  the 
world,  it  has 
also 


made  it 
much  simpler  to  hide 
money.  The  IMF  reckons  that  at 
least  $600  billion  in  profits  from  illegal 
drugs  and  other  crimes  is     laundered 
each  year.  Much  of  that  flows  through 
U.  S.  banks. 

Treasury  is  pressing  bankers  for  new 
guidelines  for  tracking  "high-risk"  ac- 
counts most  likely  to  be  involved  in 
shady  business.  The  guidelines,  which 
should  be  in  place  later  this  year,  sup- 
plant more  stringent  proposals  that  U.  S. 
regulators  had  to  abandon  last  year  af- 
ter protests  from  privacy  groups. 
SQUEEZE  PLAY.  Summers  is  also  asking 
Congress  for  new  authority  to  penalize 
foreign  banking  centers  that  are  havens 
for  illicit  money.  The  goal:  to  give  Trea- 
sury the  power  to  squeeze  dirty-money 
traffickers  without  hurting  legitimate 
businesses.  The  proposal  has  consider- 
able backing  in  the  House.  But  it  faces 
an  uncertain  future  in  the  Senate,  where 
the  powerful  head  of  the  Banking  Com- 
mittee, Texas  Republican  Phil  Gramm, 
thinks  it  may  be  overreaching. 

Other  conservatives  wonder  if  Sum- 
mers' preoccupation  with  narco-bucks 
isn't  partially  meant  to  provide  a  shield 
for  the  campaign  of  Al  Gore,  whom 
Summers  is  informally  advising.  By 
pressing  the  fight  against  money  laun- 
dering so  publicly,  the  Treasury  chief  is 
attempting  to  inoculate  Gore  against 
charges   that   he   was   asleep   at   the 


T-MAN  ON  A  TEAR 

Treasury  Secretaries  usually  devote  their  time 

to  the  domestic  economy.  But  with  the  U.  S. 
booming  and  President  Clinton's  second  term 
winding  down,  Larry.  Summers  is  assum 
ing  a  very  different  role. 

CORPORATE  TAX  SHELTERS  Summers 
is  requiring  both  buyers  and  sellers  of  shel- 
ters to  disclose  deals  to  the  IRS  and  is 
seeking  authority  to  impose  stiff 
penalties  for  abusive  transactions 

GLOBAL  HEALTH  He  is  pushing  for 
tax  credits  for  drug  companies  that 
sell  vaccines  to  prevent  diseases  such 
as  malaria  in  developing  countries 

GUN  CONTROL  The  Secretary 
played  a  major  role  in  the  Clinton 
Administration  deal  with  Smith  &  Wesson 


MONEY  LAUNDER- 
ING Summers  is  ask- 
ing Congress  for 
sweeping  new  powers 
to  crack  down  on 
money  laundering,  in- 
cluding the  ability  to 
cut  U.S.  financial 
links  to  offshore  banks 


samovar  while  Kremlin  kleptocrats  loot- 
ed the  Russian  economy,  skeptics  al- 
lege. "It's  an  embarrassment  to  the  Ad- 
ministration and  Gore,"  says  David  F. 
DeRosa,  a  Yale  finance  professor.  "It's 
much  more  politically  expedient  to  stick 
it  to  the  banking  sector  than  to  address 
the  fundamental  question  [of  Russia  pol- 
icy]." A  Summers  aide  denies  the 
accusation. 

Critics  on  the  left,  meantime,  con- 
tend that  Summers'  drive  against  mon- 
ey laundering  doesn't  go  far  enough.  "I 
was  disappointed"  by  the  lack  of  teeth 
in  Treasury's  legislation,  says  Senator 
Charles  E.  Schumer  (D-N.Y.).  "It's  my 
guess  that  not  much  will  be  done  [under 
it]."  Schumer  opposes  Summers'  plan 


because  it  gives  Treasur 
much  discretion  to  go  li 
on  a  money-laundering  n 
for  fear  of  harming  relati 
Treasury's  crackdown  o 
shelters    and    havens 
prove  to  be  just  as  contr 
sial.    Under    Summers' 
both  buyers  and  promote 
shelters  would  be  require 
disclose  deals  aimed  at  si 
cantly  reducing  tax  liabili 
He  also  wants  Congress  to 
transactions    done    solel 
avoid  taxes.  Treasury  rec 
it  loses  at  least  $10  billi 
year  from  corporate  shelte 
But  House  Ways  &  M 
Committee      Chairman 
Archer  (R-Tex.)  says  he 
consider  any  major  tax-shel 
legislation  this  year  and 
blasted  the  Administration 
antibusiness  bias,  saying: 
porations  are  not  bad.  Co: 
rations  are  very,  very  good 

Corporate  tax  officials 
Summers'  disclosure  provisi 
are  too  vague  to  work.  To 
tect  themselves  against  po 
ble  penalties,  companies  mil 
disclose  thousands  of  deals 
the  government,  drowning  u 
phisticated  revenue  agents  i 
sea  of  paper.  Administration 
ficials  acknowledge  that  Inter 
Revenue  Service  auditors 
have  to  be  far  better  trainee 
the  new  disclosure  rules 
going  to  work. 

A  tireless  advocate  of 
nancial  transparency  duri 
the  Asian  crisis,  Summe 
would  also  use  disclosure 
attack  offshore  tax  haver 
such  as  the  Cayman 
lands.  Most  payments  ma< 
to  businesses  in  havens  wtou 
have  to  be  disclosed  to  the  IRS. 

Summers,  who  Administration  insi 
ers  say  is  likely  to  stay  at  Treasury 
Gore  wins,  knows  the  battle  again 
global  financial  crime  won't  be  a  cine 
"These  are  not  problems  that  are  goin 
to  go  away  overnight,"  he  notes.  "Bi 
it's  important  that  we  be  mindful  of  th 
challenges  as  well  as  the  benefits 
ever-more-sophisticated  capital  markets 
Summers'  solution:  concerted  glob; 
policing  and  considerably  more  discrc 
tionary  power  for  Treasury.  In  the  high 
ly  charged  environment  of  a  U.  S.  elec 
tion  year,  he's  not  finding  the  goinj 
particularly  easy.  But  bored  he's  not. 

By  Rich  Miller  and  Howard  Gleck 
»ia)t  in  Washi)igto)i 
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My  Territory. 


My  Opportunity. 
My  Sale. 


My2Way 

The  hand-held 

for  the  highly 

mobile. 


If  you  had  one  of  these  in 

your  hand  right  now,  to 

whom  would  you  be 

sending  a  message? 

Your  purchasing  agent? 

(Just  a  guess.) 
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My  Company. 


My  Responsibility. 
My  Decision. 


When  last-minute  negotiations 


3  2000  Melro.n 


My2Way. 

require  a  quick  check  with  the  boss,  you  can  do  it  instantly 
and  unobtrusively  with  My2Way  v  from  Metrocall  -  The 
Hand-held  for  the  Highly  Mobile.  For  more  information 
about  My2Way,  call  1-877-TWOWAY8  (896-9298)  today. 

MGTGOCAll 

AMERICA'S  WIRELESS  NETWORK 
www.metrocall.com  •  AOL  Keyword:  Metrocall 
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TURNAROUNDS 


BATTLE- 
TESTED 

CEO  Galvin 
took  over  a 
wreck  three 
years  ago 


A  NEW  COMPANY 
CALLED  MOTOROLA 

Once  in  serious  trouble,  the  cell  phone  maker  has  remade  itself-and  embraced  the 

In  late  March,  when  Janiece  Webb 
and  other  Motorola  Inc.  executives 
visited  the  London  headquarters  of 
wireless  giant  Vodafone  AirTouch 
PLC,  they  ran  into  unconcealed  anger. 
The  company's  top  brass  were  fuming 
over  Motorola's  past  arrogance  and  its 
repeated  blunders  in  delivering  cutting- 
edge  phones.  "I  don't  want  to  waste  my 
time  with  you  guys,"  said  Paul  Donovan, 
Vodafone's  marketing  director,  accord- 
ing to  people  at  the  meeting.  But  Webb, 
head  of  Motorola's  Internet  initiatives, 
promised  the  company  would  be  more 
responsive  and  that  it  would  speed  in- 
novative products  to  market.  To  prove 
her  point,  she  showed  off  a  splashy  ar- 
ray of  futuristic  mobile  phones  capable 
of  surfing  the  Web.  Donovan,  who  only 
planned  on  staying 
for  90  minutes,  end- 
ed up  listening  for 
eight    hours,    and 
Vodafone  agreed  to 
start    buying    the 
phones  this  fall.  "I 
cannot  believe  this 
is  the  same  compa- 
ny," said  Donovan 
at  the  time. 

Good  thing  it's  not.  Two  years  ago, 
the  once  mighty  Motorola  Inc.  was  in 
serious  trouble.  The  company  that  had 
invented  the  cellular  industry  was  get- 
ting hammered  by  more  innovative  ri- 
vals such  as  Finland's  Nokia  Group.  It 
was  infuriating  its  customers  by  trying 
to  dictate  what  kinds  of  mobile  phones 
they  could  buy.  And,  in  the  ultimate 
embarrassment,  the  company  that  had 
won  the  Malcolm  Baldrige  National 
Quality  Award  was  taking  heat  for 
shoddy  products.  In  March,  1998,  wire- 
less carrier  PrimeCo  Personal  Commu- 
nications dumped  Motorola  in  favor  of 
Lucent  Technologies  Inc.  because  Mo- 
torola's gear  led  to  shutdowns  of  up  to 
two  hours. 

But  over  the  past  two  years,  Christo- 
pher B.  Galvin,  the  company's  chief  ex- 
ecutive, has  taken  drastic  measures  to 
resurrect  the  company  that  his  grand- 


father founded  in  1928.  He  has  cut  costs 
by  $750  million  and  slashed  more  than 
20,000  of  the  150,000  jobs  at  the 
Schaumburg,  111. -based  company.  He 
shut  down  semiconductor  and  paging 
plants  and  overhauled  the  rest  of  the 
company  top  to  bottom.  And  to  boost 
growth  prospects,  he  agreed  to  the 


largest  acquisition  ever  at  Motorola,  tl 
$17  billion  purchase  of  cable  equipmej 
maker  General  Instruments  Con 
"Everything  has  been  modified 
changed  at  the  company,"  Galvin  sayi 
Nothing  more  than  Motorola's  attituq 
toward  the  Internet.  Once  viewed  as 
oddball  curiosity  inside  the  company,  tl 
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41%  Increase  in  Buyers... 
Now  That's  Music  to 
Anyone's  Ears! 


v 
1 
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Men  your  customers  are  shopping  on  your  Web  site, 
ow  often  do  their  product  searches  produce  zero  results? 
mpty  search  results  can  drive  customers  from  your  site 
without  buying.  If  they  can't  find  it,  they  can't  buy  it.  That's 
vhy  smart  e-commerce  merchants  like  CDNOW  use  Verity's 
iward-winning  search  application. 


CDNOW 


cdnow.com 


Mike  Krupit 

Chief  Operating  Officer,  CDNOW 


After  implementing  Verity,  CDNOWs  online  store  experienced 
a  15%  reduction  in  empty  result  pages  and  an  enviable  41% 
increase  in  buyers.  These  kinds  of  results  are  music  to  every 
e-tailer's  ears.  Contact  Verity  now  to  find  out  how  the  power 
of  precision  search  can  add  to  your  site's  bottom  line. 


faimarket 


TIMEX 


Call  us  at  800.935.6246  ext.  2237  or  visit  us  online 


d  learn  how  to  turn  your  browsers  into  buyers, 


fw.verity.com/ecommerce 


Information  Technology 


Net  is  now  the  core  of 
everything  Motorola  does. 
With  Galvin's  blessing,  Webb 
has  been  traveling  the  globe 
to  convince  wireless  players 
that  Motorola  will  offer  the 
best  lineup  of  Web  phones 
in  the  world.  Already,  Mo- 
torola says  it  has  shipped  1 
million  phones  capable  of 
browsing  the  Net — which 
analysts  say  is  more  than 
any  other  cell  phone  maker. 
And  Motorola's  wireless  net- 
work gear  is  impressing  cus- 
tomers with  trials  that  zap 
data  over  radio  waves  at  a 
speedy  64  kilobits  per  sec- 
ond, faster  than  today's  typ- 
ical computer  modems.  "Mo- 
torola is  clearly  rising  to  the 
mark,"  says  Michael  Reilly, 
head  of  market  strategy  at 
BT  Cellnet,  the  British  Tele- 
com wireless  unit  that  will 
roll  out  Net  service  with 
Motorola  gear  in  May. 
WARRING  TRIBES.  To  trans- 
form Motorola  into  a  Net 
company,  Galvin  has  had  to 
rock  the  company's  corpo- 
rate culture.  Once  an  environment  of 
intensely  warring  tribes,  the  new  Mo- 
torola is  becoming  a  more  cooperative 
place.  To  respond  to  changes  at  Net 
speed,  managers  are  paid  based  on  their 
ability  to  foster  collaboration,  and  em- 
ployees are  evaluated  on  their  customer 
service.  "Being  fast,  smart,  quick,  ag- 
ile— this  is  what  will  make  the  company 
different  so  we  can  avoid  the  issues  that 
occurred  in  our  past,"  says  Galvin. 

Galvin's  shock  therapy  is  working. 
Net  income,  excluding  restructuring 
charges,  hit  $1.3  billion  in  1999,  vs.  $347 
million  in  1998.  And  analysts  expect  the 


UNFINISHED  BUSINESS 

Even  after  its  recent  progress,  Motorola  has  to  address 
key  challenges.  All  revenue  figures  are  for  1999. 


WIRELESS  PHONES 


REVENUES:  $1 1 .93  BILLION  Motorola  held  17%  of  the  cellular 
phone  market  last  year,  well  behind  Nokia's  27%  share.  To  gain 
ground,  Motorola  needs  to  crank  out  new,  innovative  phones. 


WIRELESS  EQUIPMENT 


REVENUES:  $6.54  BILLION  Rivals  such  as  Sweden's  Ericsson 
swiped  market  share  in  the  late  1990s  and  seem  better  posi- 
tioned to  sell  wireless  equipment  for  high-speed  data  transmis- 
sions. Motorola  hopes  a  venture  with  Cisco  will  help  it  catch  up. 


SEMICONDUCTORS 


REVENUES:  $7.37  BILLION  The  company  has  become  the 
No.  1  maker  of  embedded  chips  in  products  ranging  from 
automotive  electronics  to  wireless  phones. 


SATELLITE,  GOVERNMENT  SERVICES,  AND  OTHER 


REVENUES:  $4.06  BILLION  Iridium,  the  satellite  communica- 
tions system  Motorola  dreamed  up,  has  been  a  disaster.  Motoro 
la  must  now  show  that  it  can  still  develop  its  satellite  business 
by  selling  equipment  to  other  ventures. 

DATA:  DATAQUEST  INC..  SOUNOVIEW  TECHNOLOGY  GROUP  INC. 


comeback  will  continue  this  year:  Wall 
Street  is  expecting  that  Motorola's  first 
quarter  results,  due  out  Apr.  11,  will 
show  a  25%  jump  in  sales  to  $9  billion 
and  a  tripling  of  net  income  to  $625 
million.  For  2000,  profits  are  projected 
to  climb  50%,  to  about  $2  billion,  and 
revenues  to  rise  24%,  to  $38.5  billion, 
says  PaineWebber  Inc.  The  newfound 
optimism  has  done  wonders  for  Motoro- 
la's stock.  From  its  low  of  $38  in  Octo- 
ber, 1998,  shares  soared  to  $184  earlier 
year  before  dropping  to  about  $134  dur- 
ing the  recent  market  correction. 
Still,  Motorola  will  face  plenty  of  chal- 


lenges in  the  year  at 
The    company    need 
boost  growth  in  its  mi 
phone    operation,    w 
revenues  increased  a 
est  13%  in  the  fourth  < 
ter,  vs.  63%  at  Noki 
also  has  to  gain  grour 
the     wireless     equipr 
business  against  here 
vals  who  have  bested 
torola    in    the    past 
years.  "They  will  hav 
tensive     competition 
leadership  of  the  mar; 
says  William  Wiberg,  p 
dent  of  wireless  equip 
at    Lucent    Technolo 
And  Galvin  will  have  to 
ure  out  how  to  avoid 
ous  financial  liability 
Iridium,  the  troubled  ss 
lite  phone  system.  Moto 
conceived  of  and  helpec 
nance    Iridium,    and 
some      bondholders 
shareholders  think  Mote 
la  should  pay  billions 
compensate  them  for  tl 
losses.  Galvin  readily 
mits  the  turnaround  is 
complete.  "Success  is  a  journey,  n 
destination,"  he  says. 

Investors  who  doubted  Galvin's  a 
ty  to  turn  the  company  around  t| 
years  ago  are  beginning  to  trust 
leadership.  When  the  unpreven  exe 
tive  took  over  in  1997,  many  suspec 
he  got  the  job  because  of  nepoti 
rather  than  talent.  But  Galvin,  now 
has  weathered  what  appears  to  be 
toughest   storm.    He   seems   to   h 
struck  the  right  balance  between  acti 
like  an  insider  respectful  of  Motor 
traditions    and    pressing    for    radi 
change.  "He  inherited  a  wreck,  and  h 


MOTOROLA'S 
COMEBACK 

The  company  is 
regaining  its 
footing,  but  it 
was  a  long 
struggle 


JAN.  1.1997  Christo 

pher  B.  Galvin,  the 
grandson  of  the  com- 
pany's founder,  be- 
comes CEO. 

AUGUST,  1997 

Apple  Comput- 
er interim  CEO 
Steve  Jobs 

pulls  the 

plug  on 

icensing 
the 
Mac- 
intosh 
operat- 


ing system  to 
others.  Motorola 
has  to  fold  its 
clone  operation. 


Lucent  Technologies 

Bell  Labs  Innovations 


o 


DECEMBER,  1997 

Motorola's  neglect  of 

digital  phones  helps 

send  its  share  of  the 

worldwide  wireless 

phone  market  from 

51%  in  1996  to  34%     ^EE™"! 

in  1997,  according  to 

Herschel  Shosteck 

Associates. 


phone  company 
PrimeCo  boots 
Motorola  in  favor  of 
Lucent  for  a  $500 
million  contract  for 
wireless  network 


warns  that  profits  wi 
remain  below  fore- 
casts for  several  qua 
ters.  The  stock 
plunges  11%,  to  58 


( 


MAY  4, 1998  Motorolaf 
refocuses  its  money 
losing  semiconducto 
division  on  embedde 
chips  with  a  new 
brand,  Digital  DNA 


MARCH,  1998  Cellular 


APRIL,  1998  First 
quarter  earnings 
plummet  to  half 
those  of  a  year  earli- 
er, and  Motorola 


Digital  DN 


from  Motorc 


We're  having  our  best  vacation  ever 
No  rain,  no  bugs,  and  no  blackout  dates. 


After  all  your  hard  work,  you  deserve  some  fun.  So 
does  your  family.  Now's  the  perfect  time  to  plan  a 
vacation.  Sheraton  is  a  member  of  the  Starwood 
Preferred  Guest  Program,  the  only  frequent  guest 
program  that  delivers  no  blackout  dates  and  instant 
upgrades.  Members  enjoy  rewards  and  recognition 
at  Sheraton  hotels  and  resorts  worldwide.  No  wonder 
it's  the  #1  Hotel  Rewards  Program  as  reported  by 
USA  Today  and  Program  of  the  Year  as  reported 
by  InsideFlyer.  For  reservations  call  800-325-3535, 
visit  sheraton.com  or  call  your  travel  planner.  Hurry. 
The  kids  are  getting  restless. 


Sheraton  is  a 
member  of  the 
Starwood  Preferred 
Guest  Program 

•  Awards  for  stays  and 
upgrades  at  more  than 
700  hotels  &  resorts  in 
over  70  countries 

•  No  blackout  dates 

•  Easy  rewards,  booked 
online  or  with  one  call 

•  Winner  of  the  Freddie 
Program  of  the  Year 

For  program  details 
and  to  join,  go  to 
sheraton.com  or 

call  800-325-3535. 


vj  J"%  p  Who's  taking  care  of  you? 

Sheraton 


IIOTIISMII  SOHl-> 


om  or  call  877-STARWOOD.  Earning  and  redemption  ol  points  is  subject  to  the  Starwood  Preferred  Guest  Program  terms  and  coroDons 
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done  a  good  job  of  restructuring  the 
company,"  says  Jane  A.  Snorek,  an 
investment  officer  at  Firstar  Corp., 
a  Milwaukee-based  money  manager 
that  has  purchased  Motorola  stock. 

So  how  did  this  icon  of  American 
ingenuity,  so  recently  battered,  re- 
cover? Interviews  with  15  top  Mo- 
torola executives,  plus  customers,  ri- 
vals, and  analysts,  reveal  the  story 
behind  the  comeback.  It's  a  cautionary 
tale  about  how  the  success  of  a  com- 
pany can  breed  such  arrogance  that 
only  a  steep  decline  can  help  it  find 
the  humility  to  reinvent  itself. 
TOP-SECRET  MEETINGS.  The  seeds  of 
Motorola's  comeback  were  sown  in  the 
bleak  days  of  early  1998.  In  March, 
Galvin  huddled  in  top-secret  meetings 
with  Chief  Operating  Officer  Robert 
L.  Growney  to  figure  out  how  to  re- 
make Motorola  into  a  major  Internet 
player.  Galvin  insisted  that  they  would 
have  to  change  the  company's  culture. 
The  internal  competition  it  had  prided 
itself  on  was  now  hurting  product  de- 
velopment and  customer  relationships. 
The  two  execs  figured  the  company  need- 
ed a  sweeping  restructuring.  For  two 
weeks,  they  locked  themselves  in  the 
12th  floor  conference  room  at  Motorola's 
headquarters,  writing  ideas  on  an  elec- 
tronic white  board. 

In  April,  Galvin  presented  his  plan 
to  50  of  the  company's  top  officers  at 
the  Ritz  Carlton  in  Chicago.  He  told 
the  group  that  Motorola  would  combine 
all  of  the  30  units  that  make  cell  phone, 
wireless  equipment,  satellite,  and  cable 
modem  products  into  one  large  commu- 
nications division.  Many  executives 
would  no  longer  have  profit-and-loss  re- 
sponsibility, answering  instead  to  the 
head  of  the  whole  division.  The  goal, 
Galvin  told  the  group,  was  to  create  a 
Motorola  for  the  Digital  Age.  It  could  no 


longer  be  dominated  by  engineers  fo- 
cused on  building  gee-whiz  products. 
Instead,  employees  had  to  pour  all  their 
energy  into  working  together  to  give 
people  easy-to-use  ways  to  stay  wired  to 
the  Net — from  home,  the  office,  the  car. 
The  devices  for  tapping  the  Web  could 
be  cell  phones,  pagers,  cable  modems,  or 
something  nobody  has  yet  envisioned. 
"The  market  size  for  [these]  solutions  is 
infinite,"  Galvin  says.  "Someone  has  to 
make  all  this  stuff  work." 

The  restructuring  didn't  come  easily. 
Growney    thought    that    Motorola 
should  have  a  separate  group  with- 
in the  communications  division  to 
coordinate  Internet  strategies. 
But  others  thought  the  business 
units  should  develop  their  own 
initiatives.  In  the  hallway  at  the 


Ritz,  Growney  and  top  Net 
gist  Randy  Battat  got  into  a 
argument    over    the    issue.    Ll 
Galvin  gave  the  task  of  deciding] 
to  structure  the  70,000-person 
munications    group    to    Merle 
Gilmore,  a  rising  star  who  hadl 
the  company's  overseas  operatj 
Ultimately,     Gilmore     sided 
Growney.  In  July,  Gilmore  decide 
create  two  business  units  chail 
with  fostering  cooperation.  One  wj 
be  responsible  for  getting  all  the 
munications  businesses  workingl 
gether  to  meet  customers'  needs.  \ 
other,  headed  by  Webb,  would  cod 
nate  Net  strategies  among  all  of  I 
torola's  operations.  Cooperation  wj 
be  rewarded  with  stock  options. 
COURTING  CISCO.  As  the  new  c| 
munications   structure   was   put 
place    that    summer,    Galvin 
Gilmore  tackled  Motorola's  troulj 
wireless  equipment  business.  Ai 
the  top  two  executives  of  the  grl 
left  for  a  startup,  Gilmore  recruif 
Bo  Hedfors,  the  CEO  of  top  equipm| 
maker  Ericsson's  U.S.  operations. 
30  years  spent  competing  against 
torola,  Hedfors  knew  precisely  the  he 
in  the  company's  technology.  Most  cr 
cally,  he  understood  that  wireless-phd 
companies  needed  a  way  to  migrJ 
from  the  big  switches  used  for  vol 
traffic  to  the  routers  that  could  hanl 
Internet  traffic  as  well  as  voice  cal 
To  fill  the  void,  he  courted*  Cisco  Si 
terns  Inc.,  the  top  maker  of  routers  th 
direct  Internet  traffic.  After  monti 


JUNE  4, 1998 

Galvin  says 
he  will  lay 
off  more 
than  15,000 
employees 
and  take  a 
$1.95  bil- 
lion charge. 
This  is  part  of  a  plan 
to  cut  costs  by  4%, 
or  $750  million. 

JULY  9, 1998  Motorola 
announces  the  re- 
structuring of  its  dis- 
parate businesses 


into  one  unit 
called  the  Com- 
munications En 
terprise  headed 
by  Merle 
Gilmore. 


JULY  21, 
1998 

Months  behind 
its  rivals,  Motorola 
introduces  a  new 
lineup  of  phones,  in- 
cluding digital  hand- 
sets and  a  slim  high- 
end  phone,  the 
V-series. 


AUGUST  6, 1998  After 

low  morale  in  the  net- 
work equipment  busi- 
ness contributes  to 
the  defection  of  two 
top  executives, 
Motorola  hires 
Bo  Hedfors, 
an  industry 
veteran 
from  rival 
Erics- 
son. 


OCTOBER,  1998 

Iridium,  the  satellite 
system  Motorola 
dreamed  up, 
finally  goes 
commercial 
after  suffering 
a  delay. 

JANUARY,  1999 

Motorola  loses  its 
lead  in  the  wireless 


phone  market  as  its  I 
share  for  1998  dropj 
to  19.5%,  behind 

Nokia'sl 
22. 5%,  I 
accord-! 
ing  to 
re- 
search- 
er Data- 
quest. 

FEBRUARY,  1999 

Striving  to  improve 
its  infrastructure 


business  and  pre- 
pare for  the  wire 


> 
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)\v  do  you  measure  success? 


know  more  and  worry  less. 

Morgan  Stanley  Dean  Witter. 

My  personal  guide  through  the  IRA  maze. 

The  difference  between  one  IRA  and  another  can  be  so  confusing.  Luckily, 
I  have  some  help  guiding  me  through  all  my  Roth  and  rollover  options.  My 
Morgan  Stanley  Dean  Witter  Financial  Advisor  and  his  exclusive  software 
tool,  IRAdvisor.  He  didn't  just  throw  a  bunch  of  facts  and  figures  at  me, 
but  sat  down  and  made  sure  I  actually  understood  the  difference  between 
a  Roth  and  a  rollover.  In  turn,  I'm  able  to  worry  about  other  important 
things,  like  my  putting. 


Morgan  Stanley  Dean  Witter 

Success.  One  investor  at  a  time. 

Call  toll-free  1-877-937-MSDW  for  a 
free  IRA  brochure,  "Today's  IRAs" 

msdw.com 

Morgan  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  truer 
Dean  Witter  Reynolds  Inc.  and  Morgan  Stanley  Dean  Witter  Online  Inc.  Members  SIPC.  i  is  a  service  mar'k  of 
Morgan  Stanley  Dean  Witter  &  Co.  ©  2000  Dean  Witter  Reynolds  Inc. 
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crafting  the  relationship,  Hedfors 
penned  a  four-year,  $1  billion  pact  in 
February,  1999. 

While  the  venture  is  promising,  Mo- 
torola still  has  much  to  prove  in  the 
wireless  network  business.  The  company 
has  landed  six  trials  for  its  high-speed 
data  equipment,  but  it's  still  behind 
some  competitors.  "They're  not  doing 
the  business  that  Ericsson  and  Nokia 
are,"  says  analyst  Matthew  Hoffman  of 
SoundView^  Technology  Group. 
"GO  FASTER."  Galvin  was  feeling  the 
heat.  In  early  1999,  Dataquest  Inc.  re- 
leased figures  that  showed  the  company 
had  lost  its  lead  in  the  mobile-phone 
market  for  the  first  time  ever  to  Nokia. 
Even  Motorola's  own  execs  felt  Galvin 
wTasn't  responding  quickly  enough  to  the 
company's  troubles.  At  a  meeting  near 
Chicago  days  after  the  Dataquest  num- 
bers came  out,  one  exec  stood  up  while 
the  mild-mannered  ceo  was  on  stage. 
"We  want  to  go  faster,"  he  said,  accord- 
ing to  one  onlooker.  "We've  got  great 
leadership,  but  by  God,  we  want  it  out 
of  your  head  and  in  your  heart." 

By  then,  the  Internet  was  coming  to 
the  wireless  world.  In  early  1999,  cellu- 
lar operators  were  getting  ready  to  buy 
millions  of  data-rich  wireless  phones. 
Analysts  forecast  that  smart  phones  and 
Web-enabled  phones  would  account  for 
9%,  or  35  million,  of  all  wireless  phones 
sold  in  2000,  up  from  0.1%  in  1999.  Mo- 
torola couldn't  afford  to  let  rivals  beat  it 
to  market  with  the  next  generation  of 
handsets.  "It  was  like  sheer  panic 
through  the  place,"  recalls  Webb. 

Panic  may  have  been  just  what  Mo- 
torola needed.  Back  in  1998,  the  com- 
pany's executives  had  had  a  showdown 
with  engineers  over  Web  browsers  be- 
ing built  into  its  phones.  The  engineers 
didn't  see  much  urgency  in  developing 
Web-enabled  phones.  But  Webb  and 


other  executives  insisted  that  Motorola 
should  offer  trial  equipment  by  early 
1999.  Over  the  first  few  months  of 
1999",  Motorola  was  letting  customers 
try  out  the  equipment.  By  May  it  had 
browsers  embedded  in  nearly  every 
phone.  By  comparison,  rival  Nokia 
promised  a  browser  phone  last  sum- 
mer, but  has  yet  to  deliver.  "Motorola 
has  outshined  them,"  says  Andrew  J. 
Sukawraty,  the  chief  of  Sprint  Corp.'s 
wireless  business.  "Motorola  shipped 
browser  phones  on  time." 

In  the  spring  of  1999,  Galvin  began 

®  "Motorola  has 
outshined"  Nokia 
in  Web  phones,  says 
Sprint's  wireless  chief 


worrying  that  Motorola  was  missing  an 
opportunity  in  the  cable  equipment  mar- 
ket. The  company  held  the  top  position  in 
the  cable-modem  market  with  a  37% 
share,  but  he  wanted  a  larger  presence  in 
the  growing  industry.  So  in  late  May, 
Galvin  dispatched  Gilmore  to  see  Ed 
Breen,  the  CEO  of  General  Instrument, 
the  No.  1  maker  of  television  set-top  box- 
es. After  more  than  three  months  of  ne- 
gotiating, Galvin  signed  off  on  a  deal  for 
the  largest  acquisition  in  Motorola  histo- 
ry: The  company  would  buy  Gl  for  $17 
billion.  Just  10  weeks  after  the  merger 
closed  in  January,  Gilmore  says  it's  pay- 
ing off  because  Motorola  has  "deeper" 
strategic  discussions  with  major  network 
providers  such  as  AT&T. 

While  Gilmore  was  cutting  the 
gi  deal,  Webb  was  hot  on  the 
heels  of  the  Internet's  content 


less  Internet,  Motoro-      APRIL,  1999  Net  in- 


0CT.  7, 1999 


la  enters 

alliances  with  Cisco 

and  Alcatel  to  build 

next-generation 

networks. 


come  increases  20% 
to  $171  million  for 
the  first  quarter,  sug- 
gesting that  Motoro- 
la's strategies  are  be- 
ginning to  pay  off. 

SEPT.  15, 1999 

Motorola  makes  its 
biggest  acquisition 
ever,  buying  cable 
equipment  maker 
General  Instrument 
for  $17  billion.  The 
deal  will  help  it  sell 
more  Net  gear. 


Motorola 
demon- 
strates its 
first 
mobile 
phone  capa- 
ble of  browsing 
the  Web.  Major 
carriers  including 
BT  Cellnet  sign  con- 
tracts to  buy  the 
phones,  such  as  the 
Timeport  P7389. 

JANUARY.  2000 

Motorola  reports  its 


providers.  She  wanted  Motorola  to 
more   Web   sites   bookmarked   oil 
phones  than  any  rival — and  she  ref 
to  settle  for  travel  and  weather 
"Let's  quit  sneaking  up  on  this,' 
told  her  team.  "Go  after  the  big  b(] 
She  led  the  charge.  In  November, 
Webb  visited  Yahoo!  Inc.  ceo  Timl 
Koogle,  who  had  been  telling  anal] 
that  phonemakers  would  be  paying! 
hoo  to  bookmark  his  site.  Webb  told  f 
that  wasn't  going  to  happen.  Her  aj 
ment?  One  billion  people  would  eve] 
ally  tap  the  Web  from  mobile  phond 
they  could  either  be  directed 
Yahoo  or  some  other  site.  The 
talked  for  two  hours,  and  KoJ 
relented.  He  agreed  that  neit 
company  would  pay  the  other, 
then  cut  similar  deals  with  AmeJ 
Online  Inc.  and  Amazon.com  Ind 
Today,  with  the  big  names  of 
Net  backing  its  strategy,  MotoJ 
is  becoming  a  company  to  once  ag_ 
fear  in  the  wireless  business.  "Thi| 
a  company  that  has  moved  beyond 
beginnings  of  a  turnaround  to  real  le| 
ership,"  says  SoundView's  Hoffman. 
Galvin  remains  cautious.  Sitting  in 
Motorola  museum  not  far  from  displ^ 
of  his  company's  long  line  of  innovatic 
he  calls  the  company's  progress  "eal 
traction."  And  he  can't  help  moments| 
wistfulness.  "We  want  to  learn  from 
past,"  he  says.  "But  we  want  our  dreal 
to  wipe  away  our  memories."  If  t| 
founder's  grandson  remains  focused 
the  Internet,  the  company  may  mana| 
to  wipe  the  slate  clean. 

By  Roger  O.  Crockett  in  Schaw 
burg,  III. 


BusinessWeek  ONLINi 


For  a  Q&A  with  Motorola 
CEO  Christopher  Galvin, 
go  to  www.businessweek.com. 


best  finan- 
cial perfor- 
mance in 
more  than 
eight  quarters. 
Fourth-quarter  op- 
erating profit  hits 
$514  million,  more 
than  triple  the  previ- 
ous year's  mark, 
w-hile  sales  climb  8% 
to  $8.5  billion. 

FEB.  28, 2000 

Motorola  partners  with 
Amazon.com  to  put  a 
bookmark  on  its  Web 


phones  and  make 
them  e-commerce 
devices. 

CEO 
JEFF 
BEZOS 
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DOES  YOUR  WEB  SITE 


Or  is  it  starved  for  fresh  content? 

Attract  visitors  and  keep  them  on 
your  site  with  fresh  news,  photos  and 
features,  custom-filtered  for  your 
web  site,  and  updated  continuously. 
Call,  or  visit  our  web  site. 


OUR  SUBSCRIBERS: 
America  Online,  drkoop.com,  Microsoft, 
MotherNature.com,  ProgressiveFarmer.com, 

and  hundreds  more. 


OUR  CONTENT  PROVIDERS: 

New  York  Times  Syndicate,  Red  Herring, 

Knight  Ridder  Tribune.  USATODAY.com, 

Christian  Science  Monitor,  Salon.com, 

New  York  Post,  and  over  500  others. 
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COMMENTARY 


By  Neil  Gross 

THIS  LAWS  USER-UNFRIENDLY 

On  Mar.  14,  Virginia  Gov- 
ernor James  S.  Gilmore 
III  took  a  bold  step  down 
a  dangerous  path.  He 
signed  a  law  called  the  Uniform 
Computer  Information  Transac- 
tions Act  (or  ucita),  which  de- 
crees that  software  and  other 
forms  of  digital  information  are 
fundamentally  unlike  conven- 
tional goods  and  services.  The 
law — now  in  a  13-month  review 
period — bestows  some  astonish- 
ing new  rights  and  privileges 
on  publishers  of  digital  informa- 
tion. And  it  creates  a  radical 
new  framework  for  settling  dis- 
putes about  who  owns  the  in- 
formation and  how  it  is  used. 

Whether  you  are  clicking  on 
a  mouse  to  install  a  new  Web 
browser,  downloading  a  music 
CD,  or  signing  a  large  computer 
consulting  contract,  you  may 
soon  find  yourself  under  this 
bill's  magic  spell.  In  coming 
months,  nearly  every  state  in 
America  will  have  to  decide 
whether  or  not  to  follow  in  Vir- 
ginia's footsteps.  The  bill  is  now 
moving  quickly  through  the 
Maryland  legislature.  Delaware 
and  the  District  of  Columbia 
could  be  next. 
DILUTION.  Software  vendors 
love  this  complicated,  densely 
worded  legislation.  But  ucita  is 
setting  off  alarms  with  many 
software  users,  consumer  advo- 
cates, and  technology  trade  as- 
sociations. For  months,  spon- 
sors of  the  bill  have  been 
fielding  critical  letters  from  the 
Association  for  Computing  Ma- 
chinery, the  Institute  of  Electrical  & 
Electronics  Engineers,  the  American 
Library  Assn.,  the  Consumers  Union, 
directors  of  the  Federal  Trade  Com- 
mission, and  a  long  list  of  state  attor- 
neys general  (table,  page  98). 

After  studying  various  drafts  of 
this  legislation,  most  of  these  organi- 
zations have  concluded  that  UCITA 
will  dilute  the  warranty  protection 
that  customers  receive  under  soft- 
ware licenses.  It  will  also  weaken 
their  ability  to  sue  software  vendors 


The  Uniform  Computer 
Information  Transaction 
Act  grants  extraordinary 
rights  to  software  makers 


whose  programs  are  riddled  with 
bugs. 

And  that's  just  the  tip  of  a  growing 
list  of  complaints.  If  computer  hackers 
cripple  your  company — after  exploit- 
ing a  security  hole  in  a  software  pro- 
gram that  you  have  licensed — the 
software  supplier  will  have  no  liability. 
(Never  mind  if  the  supplier  knew 
about  the  hole.)  What's  more,  in  prin- 
ciple, a  license  could  forbid  you  to 
sell — or  give  away — software  or  digi- 
tal books  you  no  longer  need.  And 


forget  about  bad-mouthing  software 
on  the  Net:  The  license  may  bar  you 
from  ever  publishing  your  gripes. 

Under  ucita,  software  vendors 
may  also  have  the  right  to  monitor 
your  use  of  their  products.  If  you 
abuse  the  terms  of  the  license,  as 
they  see  it,  they  may  issue  a  warning, 
and  then  reach  into  your  computer  re- 
motely to  switch  the  program  off.  "In 
court,  this  law  will  give  software  pub- 
lishers far  too  much  leeway,"  says 
Vergil  Bushnell,  an  e-commerce  policy 
analyst  at  the  Consumer  Project  on 
Technology,  a  group  associated  with 
Ralph  Nader.  Charles  B.  Shafer,  pro- 
fessor of  consumer  law  at  the  Univer- 
sity of  Baltimore  Law  School,  agrees: 
"[ucita]  is  a  green  light  for  ah  sorts 
of  misleading,  deceptive,  and  unfair 
conduct." 

Proponents  of  ucita  say  that  con- 
sumer advocates  have  misunderstood 
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Information-it  can  drive  an  organization  forward. 
Inspire  companies  to  be  more  productive,  exceed 
expectations  and  achieve  greater  goals.  That's  the 
power  of  i-business.  It  provides  you  with  an  intel- 
ligent, real-time  view  of  your  overall  business.  Now 
companies  worldwide  can  immediately  integrate 
and  leverage  data  from  disparate  systems  and  deliver 
it  as  useable  information  via  the  Web.  Every  piece 
of  critical  data-accessible  instantly  and  on-demand 
so  employees,  customers,  and  partners  have  the 
information  they  need  to  make  better  decisions. 
Information  Builders'  i-business  software  solutions 
add  more  intelligence  to  e-business,  enabling  you  to 
outperform  competitors  and  dominate  markets.  And 
in  today's  fast-paced,  global  arena  that  puts  you  in 
a  truly  inspiring  position-out  in  front. 

i-business  changes  everything 


Information 
Builders 

www.informationbuilders.com/incredible 

1.800.969.INFO 

Hon  Builders.  Inc.   All  trademarks,  registered  marks  and  service 


■Jb 


in  the  surge  economy,  the  high-performance 
data  center  is  your  new  command  center. 

on  the  internet,  success  hits  bigger  and  happens  faster 
than  ever  before,  this  is  the  surge  economy,  and  it's 
making  everyone  rethink  the  way  they  do  business,  from 
now  on,  e-business  is  your  most  important  asset,  whoever 
you  entrust  to  host,  manage  and  guard  it  had  better  be 
driven,  responsive,  exacting,  welcome  to  Intel*  online 
services,  where  the  control  room  never  blinks,  where 
networks,  applications  and  devices  are  scrupulously 
observed  on  ten  towering  screens  and  banks  of  ever- 
vigilant  monitors,  where  thanksgiving  is  just  another 
thursday.  where  intel  engineers,  software  specialists  and 
operators  combine  the  sum  of  their  experience  to  optimize 

yOUr  bUSineSS  every  day.     '  take  a  virtual  tour  ■*  intelonline 


online 

services 


Science  &  Technology 


the  legislation.  This  bill, 
they  say,  is  not  an  open 
invitation  for  software 
makers  to  ignore  quality 
or  mistreat  customers. 
Indeed,  it  is  very  much 
in  sync  with  the  status 
quo,  says  Raymond  T. 
Nimmer,  a  law  professor 
at  the  University  of 
Houston  who  helped 
draft  the  bill. 

In  courts  today,  Nim- 
mer points  out,  software 
disputes  are  handled  un- 
der the  Uniform  Commercial  Code — i 
set  of  laws  that  take  roughly  the 
same  form  in  most  states.  Under  this 
code,  a  new  product  that  comes  from 
a  merchant  automatically  has  "war- 
ranty of  merchantability,"  which  says 
that  the  product  is  reasonably  fit  for 
ordinary  use  and  that  the  statements 
on  the  package  are  correct.  The  new 
law  preserves  this,  Nimmer  says: 
"Under  ucita,  there  is  an 
implied  warranty  of  mer- 
chantability. Realistically,  you 
can't  argue  that  ucita  re- 
duces legal  [protections]  for 
consumers." 

But  other  legal  experts 
have  reached  different  con- 
clusions. Since  1996,  lawyer 
and  consultant  Cem  Kaner 
has  been  attending  meetings 
of  the  National  Conference  of 
Commissioners  on  Uniform 
State  Laws,  which  is  charged 
with  drafting  ucita.  Point  by 
point,  says  Kaner,  now  a  pro 


The  law  advances  the 
interests  of  large 
manufacturers-at  the 
expense  of  consumers, 
\  says  a  software 
engineering  instructor 

ACTIVIST:  PROFESSOR  KANER 

notice  at  a  used-car  lot,  or  a  "Sec- 
onds" sign  on  a  clothing  rack. 

Additionally,  under  a  federal  act 
called  Magnuson-Moss,  vendors  cannot 
disclaim  an  implied  warranty  if  they 
give  any  written  guarantees.  But  in 
the  case  of  digital  "content,"  ucita 
could  change  all  that.  "By  denning 
software  as  'non-goods' — as  the  trans- 
fer of  the  right  to  use  intellectual 


WHO  IS  FIGHTING  UCITA? 

4CITE  Broad  coalition  of  companies  and  associa- 
tions opposed  to  UCITA 

CONSUMERS  UNION  Nonprofit  publisher  of  Con- 
sumer Reports  magazine 

CONSUMER  PROJECT  ON  TECHNOLOGY 

An  advocacy  group  started  by  Ralph  Nader  in  1995 

FEDERAL  TRADE  COMMISSION  Bureaus  of 
Consumer  Protection  &  Competition  have  criticized 
UCITA  and  suggested  pro-consumer  changes 

AMERICAN  LIBRARY  ASSN.  Represents  59,000 


until  after  you  pay  for 
the  product  and  start  t 
install  the  program. 
Regular  consumers  can 
get  their  money  back  if 
they  don't  like  the  li- 
cense terms — as  long  asj 
they  return  it  before  ac 
tually  running  the  pro 
gram.  Business  users 
don't  get  any  such  privi 
leges,  even  if  they  ob- 
ject to  the  license 
terms. 

And  by  the  way, 
don't  get  too  attached  to  those  terms 
in  the  contract.  Baltimore  University's 
Shafer  and  others  say  that  ucita,  in 
theory,  permits  vendors  to  change  the 
terms  after  the  product  is  licensed. 
These  changes  could  be  posted  on  the 
vendor's  Web  site,  and  it  will  be  the 
user's  responsibility  to  check  the  site 
from  time  to  time,  just  in  case.  At  the 
very  least,  says  Shafer,  the  law  could 
oblige  vendors  to  use  the 
Net's  power  to  broadcast  the 
changes  and  otherwise  edu- 
cate customers.  "If  you  are 
designing  a  new  law  for  the 
21st  century,  why  not  take 
advantage  of  technology?"  he 
asks. 

How  will  all  the  com- 
plaints about  ucita  finally  get 
resolved?  Critics  of  the  bill 
have  several  different  agen- 
das. The  FTC  says  it  can  live 
with  the  bill  if  consumer  pro- 
tections are  strengthened. 
Others,  including  Cem  Kaner, 


fessor  of  software  engineer-       libraries  and  librarians  in  the  U.S. believe'  UCITA  slfould  be 


ing  at  Florida  Institute  of 
Technology  in  Melbourne, 
Fla.,"the  law  has  been  craft- 
ed to  advance  the  interests 


ASSOCIATION  FOR  COMPUTING  MACHINERY 

Represents  70,000  U.S.  computing  professionals 

INSTITUTE  OF  ELECTRICAL  &  ELECTRONICS 


scrapped  and  replaced  with  a 
more  balanced  piece  of 
legislation. 

Indeed,  the  goals  em- 


of  large  software  companies,        ENG|NIEIERS  Boa.sts.  .2^[000^e.^erl!lthlU/3.:...     braced  by  ucita  may  be  too 


often  at  the  expense  of  con- 
sumers, independent  soft- 
ware developers,  and  small 
businesses." 

"NO  WARRANTY."  State  gov- 
ernments think  that  by 
passing  ucita,  they  will  at- 
tract high-tech  businesses.  But  over 
the  long  term,  they  risk  alienating 
voters,  who  are  treated  fairly  well 
under  today's  laws.  Warranties  of 
merchantability  give  consumers  basic 
rights,  which  is  why  eight  states 
don't  allow  disclaimers  on  them.  In 
other  states,  you  can  disclaim  the 
warranty  only  by  posting  conspicu- 
ous signs,  such  as  a  "No  Warranty" 


ELECTRONIC  FRONTIER  FOUNDATION  Activists 
for  freedom  of  speech  on  the  Net 

SOFTWARE  ENGINEERING  INSTITUTE  Prestigious 
research  institute  dedicated  to  boosting  software 
quality  and  productivity 


property — ucita  declares  that  soft- 
ware is  not  covered  by  laws  like  Mag- 
nuson-Moss," Kaner  says. 

Under  current  law,  if  you  buy  a 
computer  in  a  store,  you  can  insist  on 
seeing  the  warranty  before  you  hand 
over  any  money.  But  with  ucita  in 
place,  the  store  can  treat  the  pro- 
grams you  buy  for  that  pc  differently. 
You  won't  see  the  warranty  or  license 


ambitious  ever  to  be 
achieved:  "In  many  ways, 
this  is  like  rewriting  the 
laws  of  patent,  copyright, 
sales  of  merchandise,  licens- 
ing of  intellectual  property, 
choice  of  law,  and  a  fair  bit 
of  electronic  contracting,"  says  Kan- 
er, "all  in  one  little  120-page  pack- 
age. The  scope  is  breathtaking."  As 
an  intellectual  exercise,  ucita  may 
be  impressive.  As  a  law  to  live  by, 
it  comes  up  short  on  almost  every 
score. 

Gross  writes  about  science  and 
technology. 
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Bring  the  power  of 

Schwab's  approach  to  investing 

to  your  portfolio. 


Begin  with  a  Schwab  Portfolio  Consultation™* 
It's  a  personal  evaluation  of  your  financial  goals  and 
your  portfolio  by  a  Schwab  Registered  Investment 
Specialist.  It'll  help  you  determine  how  your  portfolio 
is  doing  and  whether  it  could  be  doing  better.  And 
Schwab  can  also  help  you  assess  if  you  might  benefit 
from  the  services  of  an  independent,  fee-based 
investment  advisor. 

For  more  information,  visit  www.schwab.com/ 
portfolioanswers.  Or  simply  read  on... 


fYou  must  open  a  Schwab  brokerage  account  to  receive  the  Schwab  Portfolio  Consultation™ 
Your  account  will  be  a  brokerage  account  and  not  an  investment  advisory  account. 


=     < 


Presenting  the  Schwab  Approach 
to  Building  a  Smarter  Portfolio 


GOALS 


We'll  review  your  financial  goals  and 
current  investment  holdings. 


Your  Schwab  Portfolio  Consultation™  begins  with 
a  personal  meeting  with  a  Schwab  Registered 
Investment  Specialist.  You'll  discuss  your  financial 
goals,  both  short-  and  long-term,  and  he  or  she  can 
review  your  current  investments  whether  they  are 
held  at  Schwab  or  another  financial  institution. 
This  process  will  help  establish  your  investor  profile 
by  considering  your  time  horizon,  risk  tolerance, 
tax  status  and  investing  experience.  This  profile 
is  a  foundation  from  which  to  assess  whether 
your  portfolio  is  appropriate  for  your  investment 
needs.  Consultations  are  a  fee-based  service  that 
begin  at  $400. 


PERFORMANCE 


Using  objective  research  we'll  evaluate  the  I 
performance  of  your  investments. 


A  Schwab  Investment  Specialist  will  evaluate  thlblrar 
performance  of  your  investments,  using  objecthjstw. 
research  from  trusted  resources  like  Morningsta  f investr 
and  Standard  &  Poors.®  Together  you  will  comp  :  tetter  n 
your  current  portfolio  asset  allocation  with  youi  'Outline 
goals  to  learn  which  holdings  may  present  rebalan  luallvu 
opportunities.  You'll  get  a  customized  report  th<  r choice- 
details  historical  performance,  offers  analyst  opii  stive  ad 
ions  and  ratings,  and  compares  your  investmen  litional1 
to  industry  benchmarks  to  demonstrate  how  you  gest  t 
portfolio  is  performing  in  relation  to  market  ind 
tors.  It  all  adds  up  to  the  kind  of  clear  detail  that  1  nsorSo 


you  look  at  your  investments  in  a  broader  contt 
with  the  help  and  guidance  of  a  Schwab  professioi  i 


fcpen 


mnmI 


lo 


ACTION 


We'll  work  with  you  to  develop  a  Personal 

A  ion  Plan  to  help  you  meet  your  financial  goals. 


urrent  Allocation  Target  Allocation 


We'll  provide  side  by  side  charts 

hat  make  it  easy  to  see  which  asset  classes 

are  in  and  out  of  balance. 


powered  with  the  facts  you  need  to  build  your 
Irter  portfolio,  your  next  step  will  be  to  apply 
a  insights  of  your  Schwab  Portfolio  Consultation?' 
iKlr  Investment  Specialist  will  recommend  specific 
,-ri "Stments,  if  appropriate,  and  guide  you  through 
mr  investment  or  rebalancing  decisions  to  help 
v4  better  meet  your  financial  goals.  This  guidance 
•si  outline  strategies  for  rebalancing  your  assets 
;r  lually  or  all  at  once,  and  help  you  understand 


; 


r  choices.  It's  a  great  way  to  put  the  power  of  our 
)  ctive  advice  to  work  for  you  as  a  Schwab  investor. 


,v. A  litionally,  if  the  findings  of  your  consultation 
i  ;est  that  you  may  benefit  from  ongoing  cus- 
a(C  ized  portfolio  management,  through  Schwab's 
|.i,A  'isorSourceINI  Program,  we  can  introduce  you 
,  ,  endependent,  fee-based  investment  advisors  who 
lttv>  r  in-depth  professional  guidance. 


You 
the  ( 


can  always  tell  t 


.•;*££« 


CharlesSchwab 


PORTFOLIO  CONSULTATION 


Personally  prepared  for 

you 


A  Schwab  Portfolio  Consultation"  is  part  of  Schwab 
Portfolio  Answers,™  a  comprehensive  array  of  advice 
services  and  resources  designed  to  help  Schwab 
brokerage  customers  at  each  point  along  the  planning 
spectrum.  At  Schwab,  you'll  find  that  whether  you're 
an  established  investor,  just  beginning,  or  in  need  of 
referrals  for  ongoing  support  from  an  independent 
investment  advisor,  we  are  committed  to  providing 
y'ou  the  products  and  services  to  help  you  become 
a  smarter  investor. 

To  schedule  a  Schwab  Portfolio  Consultation™  at  a 
Schwab  office  near  you,  call  1-800-790-3802  during 
business  hours. 

www.schwab.com/portfolioanswers 

creating  a  world  of  smarter  investors™ 


\  Schwab  brokerage  account  is  required.   An)  investment  advice  offered  through  Portfolio 
taswers  is  sold)  incidents]  to  Schwab's  brokerage  services  tor  your  account.  Your  account  will 
be  a  brokerage  account  ami  not  an  investment  advisor)  account  0  <■  lurks  Schwab  cv  ^  o.,  Inc. 
All  rights  reserved    Member  SIP<   MM    [0300  5191] 


ie  investor  who's  had 
Portfolio  Consultation: 


BBRnmniH 


IP 


CONTROL 


We'll  provide  ongoing  resources  to  help  yoB    ™ 
monitor  your  plan  and  keep  you  on  trackB 


The  Schwab  Portfolio  Consultation"'  is  a  great  fipt 
step  to  gaining  control  over  your  portfolio.  Wf  tvarit 
believe  that  investing  is  a  lifelong  endeavor.  As  yc  csting 
financial  goals  evolve,  Schwab  can  help  you  moni  iming 
your  investments  and  keep  you  on  track.  Throuj  ntwh< 
schwab.com,  you  can  keep  informed  about  curre  [local 
events,  news  and  price  shifts  that  could  affect  yoi  cksht 
portfolio  holdings  via  e-mail  alerts.  Additionally,  undat 
Schwab  customers  can  receive  professional  thirc  napj 
party  research  and  the  Quarterly  Portfolio  Profi  icon 
a  snapshot  of  your  portfolio's  market  performanJ 


8  lOO 


*If  you  are  not  a  Signature  Services™  enrolled  member,  the  professional  third-party  red 
and  the  Quarterly  Portfolio  Profile  benefits  will  expire  in  one  year.  Access  to  Electron 
Services  may  be  limited  or  unavailable  during  periods  of  peak  demand,  market  volatill 
systems  upgrade,  maintenance,  or  other  reasons.  To  obtain  e-mail  alerts,  customers  ml 
have  Web  access  and  enroll  for  the  service. 


I 


GET  SMARTER 


Welcome  u>  Charles  Schwab. 

How  can  we  help  you? 


chwab,  we  are  committed  to  helping  people 
ome  smarter  investors.  The  Schwab  Portfolio 
nsultation™  combined  with  our  Investment 
cialists'  objective  advice,  is  just  one  of  the  many 
f/s  we  help  our  brokerage  customers  become 
irter  investors.  You'll  find  that  Schwab  offers  a 
!e  variety  of  forums,  articles,  online  tutorials  and 
\s|  testing  tools  on  schwab.com.  These  include  our 
Did  irning  Center,  an  engaging,  interactive  environ- 
ing (nt  where  you  can  learn  about  investing.  Through 
x<f  local  Schwab  offices,  we  also  offer  investment 

v  rkshops  such  as  our  Webshop  and  Investing 
ill  ^nidations  workshops  to  help  you  keep  pace  with 
hint  I  -  rapidly  changing  environment.  It's  all  part  of 

i  i  commitment  to  you  as  an  investor. 
nai 
1  :  look  forward  to  talking  to  you. 


Charles  Schwab 


"eating  a  world  of  smarter  investors: 


Independent 
Investment  Advisors 

At  Schwab,  we  strongly  believe  that  inde- 
pendent, fee-based  investment  advisors  pro- 
vide one  of  the  best  solutions  for  investors 
seeking  in-depth  professional  guidance. 
These  professionals,  who  have  met  specific 
educational  and  professional  criteria  can 
provide  personalized  ongoing  investment 
management  and  financial  advice  for 
individuals,  families  and  institutions. 

Schwab  AdvisorSource 

Investors  who  have  complex  financial 
situations  or  who  don't  have  the  time  or 
desire  to  manage  their  portfolios  may  value 
Schwab  referrals  to  independent  fee-based 
investment  advisors:"  The  Schwab 
AdvisorSource™  referral  service  is  designed 
to  save  you  time,  effort  and  worry  in  finding 
an  independent  advisor  who  will  give  you 
investment  advice  and  manage  your 
portfolio  on  an  ongoing  basis. 


Advisors  pay  a  fee  to  participate  in  Schwab's 
AdvisorSource  "program.  Investors  must  have 
SUM), 000  or  more  in  investable  assets  to  quality 
for  an  AdvisorSource  referral. 
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This  is  for  illustrative  purposes  only  and  does  not  represent  an  actual  person  or  portfolio. 


>velopments  to  Watch 


ITED  BY  CATHERINE  ARNST 


n-fi  year,  1:2  milium  Americans  are  diagnosed  with 
\cer,  mid  more  than  500,000  die.  Here  are  some  efforts  to 
tun-  thai  loll,  from  the  American  Association  for  Can- 
•  Research  meeting  on  Apr.  1-5  in  San  Francisco: 


ITISENSE 

ENE  WARFARE 
SAINST  MELANOMA 

|R  THE  FIRST  TIME,  AN 
ntisense"  cancer  agent  has 
•en  shown  to  be  effective 
a  human  trial.  Dr.  Burk- 
ird  Jansen  and  colleagues 
the  University  of  Vienna 
id  the  treatment  produced 
lprovements  in  6  of  14 
itients  with  stage  4  mela- 
ima,  which  is  virtually 
ltreatable. 

Antisense  treatments  use 
igineered  DNA-like  mole- 
lies  to  disrupt  the  work- 
igs  of  genetic  material  in 
isease  cells — and  sensitize 
imors  to  chemotherapy.  In 
lis  case,  a  drug  called 
.  made  by  Genta  Inc. 
f  Lexington,  Mass.,  was 


given  along  with  standard 
doses  of  chemotherapy  over 
five  days.  The  results:  One 
90-year-old  woman  went 
into  complete  remission.  Two 
had  remissions  of  more  than 
50%.  Three  had  minor  but 
measurable  improvements, 
while  four  others  were  sta- 
bilized. The  median  survival 
rate  for  the  patients  in  the 
trial  is  now  nine  months, 
Jansen  says,  compared  with 
four  to  six  months  normally. 
"These  results  are  very, 
very  encouraging,"  says  Pe- 
ter Jones,  director  of  the 
University  of  Southern  Cali- 
fornia's Comprehensive  Can- 
cer Center.  "This  work 
should  open  the  door  to  oth- 
er treatments  based  on  an- 
tisense." Jansen  says  Genta 
will  begin  a  larger  study 
within  the  next  few  months. 


IICOTINE 


(HAT  GUARDS 
SMOKERS  LUNGS 

>NE  OF  THE  GREAT  MYSTERIES 
s  why,  of  two  people  with 
dentical  risk  factors  for 
;ancer,  only  one  may 
develop  the  disease. 
The  mystery  deepens 
when  it  comes  to 
smoking,  for  although 
90%  or  more  of  lung 
cancer  cases  are  to- 
bacco-related, only  1 
in  10  smokers  devel- 
llops  cancer.  What  is 
protecting  the  rest  of  the 
puffers? 

A  research  team  led  by 
Paul  Lazarus  of  the  H.  Lee 
Moffitt  Cancer  Center  in 
Tampa  has  come  up  with 
one  possibility:  an  enzyme 
that  removes  from  the  body 
one  of  tobacco's  most  potent 
carcinogens,  NNK — a  by- 
product of  nicotine.  NNK  is 
removed  from  the  body 
through   the   urine,   along 


with  various  other  toxins, 
by  a  family  of  enzymes 
known  as  ugts.  By  examin- 
ing various  lung  and  liver 
tissues,  researchers  found 
that  several  ugts  are  able 
to  detoxify  NNK,  but  only 
one,  UGT2B7,  is  present  in 


both  the  lungs  and  liver. 
This  means,  they  say,  that 
UGT2B7  rids  the  lungs  of  the 
effects  of  nicotine. 

Researchers  can  now  ex- 
amine individuals'  differ- 
ences in  the  expression,  or 
activity,  of  this  enzyme — on 
the  theory  that  smokers 
who  have  lower  amounts  of 
the  enzyme  may  be  at  the 
highest  risk  of  developing 
tobacco-related  cancers. 


SIDE  EFFECTS 


GHEMO  WITHOUT 
THE  HAIR  LOSS? 

WHILE  CANCER  EXPERTS  CAN 

feel  proud  of  their  progress 
in  improving  the  odds  of 
surviving  cancer,  they  still 
have  a  ways  to  go  in  reduc- 
ing the  nausea,  pain,  and 
hah"  loss  that  often  accom- 
pany treatment.  So  there 
was  great  interest  in  Glaxo 
Wellcome  Inc.'s  new  topical 
cream  that  helps  prevent 
hail-  loss  in  rats  undergoing 
chemotherapy. 

Because  the  cells  sur- 
rounding hair  follicles  divide 
rapidly,  treatments  that  tar- 
get rapidly  proliferating  ma- 


lignant  ell-  I 
cally  cause  hair 
II.  Taxed, 
for  example,  a 
-t  cancer 
treatment,  can 
cause  complete 
lose  of  all  body 
hair.  Stephen  T. 
Davis  and  his 
Glaxo  research 
team  developed  a  synthetic- 
compound,  GW8610,  meant  to 
halt  the  activity  of  an  en- 
zyme involved  in  cell  divi- 
sion called  cyclin-dependent 
kinase  2  (CDK2).  When  ap- 
plied to  rats  before  treat- 
ments with  the  chemother- 
apy drug  etoposide,  the 
cream  provided  complete 
hair  protection  for  half  the 
animals  and  some  protection 
for  the  other  half.  Says 
Davis:  "It's  quite  rare  to  see 
such  a  visual  effect."  Dr. 
William  N.  Hiatt  of  the 
Cancer  Institute  of  New 
Jersey  said  the  research 
"could  markedly  improve 
the  quality  of  life  for  pa- 
tients." Glaxo  now  plans  hu- 
man trials,  Davis  said. 


BREAST  CANCER 

A  $25  TEST 
FOR  RELAPSE 

WOMEN  WITH  BREAST  CANCER 

face  a  difficult  decision  after 
surgery.  Should  they  under- 
go chemotherapy  to  guard 
against  recurrence?  Such 
follow-up  is  standard  if 
lymph  nodes  near  the 
breast  test  positive  for  can- 
cer, but  medical  experts  dis- 
agree when  the  nodes  test 
negative.  In  fact,  even 
though  only  30%  of  nega- 
tive patients  are  likely  to 
suffer  a  recurrence,  U.  S. 
doctors  recommend  chemo 
in  90%  of  such  cases. 

A  large  German  clinical 
study  suggests  that  a  $25 
test  might  remove  the 
guesswork.  The  researchers 
found  that  levels  of  two  pro- 
teins  associated  with  breast 
cancer,  UFA  and  PAI-1,  are 


strongly  predictive  of  re- 
lapse. In  1993,  Dr.  Anita 
Prechti  of  the  University  of 
Munich  and  her  team  mea- 
sured levels  of  the  two  pro- 
teins in  556  breast  cancer 
patients  with  negative  lymph 
nodes.  Of  these,  241  with 
low  levels  received  no  fur- 
ther treatment.  Of  the  re- 
maining 315  with  high  levels, 
114  had  chemotherapy,  and 
201  were  simply  observed. 
After  AVi  years,  researchers 
found  the  risk  of  relapse  was 
less  than  10%  for  the  wom- 
en with  low  levels  of  the 
proteins.  And  chemotherapy 
reduced  the  lisk  of  recur- 
rence by  43%  in  the  group 
with  high  levels. 

Prechti  says  the  data  are 
strong  enough  to  conclude 
that  there  is  little  rationale 
for  follow-up  chemothera- 
py in  node-negative  pa- 
tients with  low  levels  of 
the  proteins. 


BUSINESS  WEEK  /  APRIL  17,  20C     99 


•*' 


I 


BY      JENNIFER       REINGOLD 

t  wasn't  quite  the  happy  ending  the  top  five  executives  at  B\ 
Gro.up  Inc.  had  hoped  for.  Starting  in  1997,  full  of  faith  in  then 
pany  and  optimism  about  the  future,  they  decided  to  take  stock 
in  lieu  of  their  salaries,  figuring  that  the  market  would  make  them 
they  improved  the  bookstore  chain's  performance.  Then  came  Ai 

Even  record  sales  and  profits  last  year 
revive  Borders'  flagging  stock.  With  hi 
tions  under  water,  Vice-Chairman  Brud 
Quinnell  had  to  borrow  to  pay  his  living 
penses.  This  year,  four  of  the  five  have  el« 


rP^ 


Kt  have ' 

Bolder 

tint  the 


to  take  their  salary  in  cash.  Says  Chai«  ?'■ 


i&vsMM       Robert  F.  DiRomualdo  with  a  sigh:  "We 


rvr 


Special  Report 
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It  continues 
to  explode 
-and  options 
alone  are 
creating  papdepl 
billionaires 
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esatfi  k  over  time  we'll  be  valued  fair- 
i"  tiit;  i  the  marketplace."  But  Borders 
i»r  not  have  that  long.  Recently, 
-them  company  hired  Merrill  Lynch  & 
■me  |-  to  help  it  evaluate  options  in- 
vear  fa|ring  a  sale  or  a  leveraged  buyout, 
he  Borders  team  may  be  ex- 
ne,  but  they're  hardly  alone.  In  a 
Hiviri'ld  where  the  only  adjective  that 
aveelnts  is  "new,"  companies  branded 
Chaj|l"  just  can't  catch  a  break.  "Old 
i:"W|)nomy  companies  are  screaming 


|e  stuck  pigs;"  says  Frederic  W. 

■ok,  head  of  compensation  outfit 
I  ederic  W.  Cook  &  Co. 
|  Of  course,  for  most  CEOs,  who 

ve  plenty  of  cash,  bonuses,  and 
[her  pick-me-ups  at  the  ready,  the 

.in  is  more  theoretical  than  real, 
pbert  D.  Glynn  Jr.,  ceo  of  PG&E 
prp.,  is  typical.  His  San  Francisco 
hergy  company's  operating  earn- 
Igs  grew  15%  last  year,  but  the 

ock    badly    lagged    the    market, 


THE  TOP-PAID  CHIEF  EXECUTIVES... 


1  CHARLES  WANG* 

COMPUTER  ASSOCIATES  INTL 

2  L.  DENNIS  KOZLOWSKI 

IYCO  INTERNATIONAL 

3  DAVID  POTTRUCK 

CHARLES  SCHWAB 

4  JOHN  CHAMBERS 

CISCO  SYSTEMS 

5  STEPHEN  CASE 

AMERICA  ONLINE 

fi  LOUIS  GERSTNER 

IBM 

7  JACK  WELCH 

GENERAL  ELECTRIC 

8  SANFORD  WEILL 

CITIGROUP 

9  PETER  KARMANOS  JR. 

COMPUWARE 

10  REUBEN  MARK 

COLGATE-PALMOLIVE 

11  WILLIAM  ESREY 

SPRINT  FON  GROUP 


12  CARLETON  FIORINA 

HEWLETT-PACKARD 

13  JOSEPH  NACCHio 

QWEST  COMMUNICATIONS  INTL. 

14  CHARLES  SCHWAB 

CHARLES  SCHWAB 

15  MELVIN  GOODES*** 

WARNER-LAMBERT 

16  ROBERT  BENNETT 

LIBERTY  MEDIA 

17  MARK  LOGAN 

VISX 

18  ROBERT  CECIL**** 

PLANTRONICS 

19  MICHAEL  EISNER 

WALT  DISNEY 

20  KENNETH  LAY 

ENRON 


1999  SALARY 

&  BONUS 

THOUSANDS  OF  OOtlMS 


LONG-TERM 
COMP 


$4,600 

4,550 

9,000 

943 

1,575 

9,266 

13,325 

10,181 

2,200 

4,200 

2,456 

654 

1,543 

9,000 

1,412 

1,000 

1,025 

1,053 

750 

5,407 


650,824 
165,446 
118,900 

655,424 
169,996 
127,900 

120,757 

121,700 

115,510 

117,085 

92,983 

102,250 

79,813 

93,138 

80,049  90,230 

85,321  87,521 

81,117  85,318 

74,524  76,980 

68,781  69,436 

67,560  69,103 

60,096  69,096 

60,442  61,853 

54,066  55,066 

53,810  54\835 

50,813  51,865 

49,907  50,657 

43,845  49,252 


AND  10  WHO  AREN'T  CEOs 


1  SANJAY  KUMAR 

COMPUTER  ASSOCIATES  INTL. 

2  PAULMARITZ 

*    MICROSOFT 

3  RUSSELL  ARTZT 

COMPUTER  ASSOCIATES  INTL 

4  JEFFREY  MALLETT 

YAHOO 

5  GARY  VALENZUELA 

YAHOO 

fi ;  MARKSWARTZ 

TYCO  INTERNATIONAL 

7  ANIL  SINGH 

YAHOO 

R  JEFFREY  sklLLING 

ENRON 

Q  CHARLES  CAWLEY 

MBNA 

JO  DONALD  LJSTWIN 

CISCO  SYSTEMS 

*Based  on  7/99  proxy  statement  **Bec 


$3,300   $355,870  $359,170 
578   144,702   145,279 


ES  INTL      1,4  (U 

125,926 

127,396 

260 

103,391 

103,651 

205 

101,000 

101,205 

2,350 

74,833 

77,183 

277 

74,355 

74,632 

3,902 

46,360 

50,262 

5,235 

44,165 

49,401 

46,464   47,505 


'Became  CEO  7/99 


""•Resigned  1/99 


DATA:  EXECUCOMP.  PROVIDED  BY  STANDARD  &  POOR  S  INSTITUTIONAL  MARKET  SERVICES,  A  DIVISION  OF  THE  McGRAW-HIlL  COS. 
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One  major  disconnect:  Great  company  performance 
is  not  always  reflected  in  the  stock  price 


putting  Glynn's  last  grant  of  300,000  stock  options  well  un- 
der water.  He  still  took  home  $2.2  million  in  total  pay  in 
1999.  That's  nothing  to  sneeze  at — unless  you  compare  it 
with  his  neighbors  in  Silicon  Valley.  David  S.  Pottruck,  for 
example,  co-ceo  of  Charles  Schwab  Corp.,  took  home  $127.9 
million  last  year,  while  John  T.  Chambers,  ceo  of  Cisco 
Systems  Inc.,  pocketed  a  cool  $121.7  million. 

At  first  glance,  these  disparities  would  seem  to  represent 
exactly  the  type  of  cruel  justice  the  executive  compensation 
system  is  supposed  to  mete  out.  By  linking  pay  to  stock  per- 
formance, executives  do  well  only  when  their  investors  do 

and  feel  the  pain  when  the 
stock  drops.  No  guts,  no 
glory.  But  during  the  ear- 
ly years  of  the  bull  mar- 
ket, there  was  a  disconnect.  A  lot  of  mediocre  executives  ef- 
fortlessly reaped  millions  from  their  stock  options  as  the 
market  soared.  Recently,  there's  been  another  kind  of  dis- 
connect: Even  stellar  results  do  not  always  send  the  value  of 
stock — and  thus  stock  options — skyrocketing.  "We  had  the 
second-best  year  ever  in  terms  of  net  income  last  year,"  says 
John  N.  Lauer,  ceo  of  industrial  chemicals  company  Oglebay 
Norton  Co.,  who  sank  a  million  bucks  of  his  own  money  into 
company  stock  when  it  traded  at  37^,  only  to  see  shares 
slide  to  a  current  20%.  "None  of  that  is  being  reflected  in  the 
price-earnings  ratio." 

Old  Economy  corporate  leaders  can  take  some  comfort  in 
the  fact  that  suddenly,  a  dot-com  pedigree  is  no  longer  a 
guarantee  of  a  pay  bonanza,  either.  Although  stories  of  bil- 
lion-dollar option  gains  in  high-flying  Net  stocks  abound,  the 
market  is  beginning  to  slap  around  some  of  the  New  Econ- 
omy companies.  Episodes  such  as  March's  stock  collapse 


at  Drkoop.com  Inc.  may  have  been  just  the  beginning, 
the  Nasdaq  falling  sharply  in  early  April,  yesterday's  bre; 
taking  dot-com  paper  profits  are  vanishing  as  quickly  as  tl 
appeared. 

Indeed,  for  all  of  the  whimpering  of  old-company  chi 
tains,  market  gyrations  are  beginning  to  level  the  playi 
field.  Despite  nearly  doubling  last  year,  the  Nasdaq  is 
just  2%  this  year,  while  the  Dow  Jones  industrial  average 
down  3%.  As  of  Apr.  3,  a  full  42%  of  all  1999  initial  pub 
offerings  of  at  least  $100  million  were  trading  below  their 
fering  price,  according  to  a  study  by  sca  Consulting.  Shar 
in  TheStreet.com,  for  example  are  trading  at  7.84,  59%  b 
low  the  May  IPO  price  of  $19.  Once  wildly  wealthy  exec 
tives  are  now  holding  a  lot  of  worthless  paper. 

For  now,  however,  the  suffering  is  relative.  Overall,  p. 
continues  to  explode,  according  to  the  results  of  busine 
week's  50th  annual  Executive  Pay  Scoreboard,  compiL 
with  Standard  &  Poor's  Institutional  Market  Services,  a 
vision  of  The  McGraw-Hill  Cos.  In  1999,  the  average  tot 
pay  garnered  by  ceos  at  362  of  the  largest  U.  S.  compank 
again  shattered  the  record,  rising  17%  from  1998's  $10.6  mi 
lion  to  an  average  of  $12.4  million.  That  compares  with 
19.5%  rise  in  the  Standard  &  Poor's  500-stock  index  and 
32.8%  boost  in  earnings  for  1999.  That  $12.4  million  is  mor 
than  six  times  the  average  ceo  paycheck  in  1990.  The  rais 
was  smaller  than  the  36%  boost  in  1998 — perhaps  becaus 
ceos  in  some  underperforming  sectors  chose  not  to  exercis 
their  options,  the  biggest  component  of  a  top  paychec 
these  days. 

For  out-of-favor  folks,  the  frustration  is  palpable.  "We  hac 
a  very,  very,  very  good  1999,"  says  Paul  J.  Liska,  executiv< 
vice-president  and  chief  financial  officer  at  The.  St.  Pau 


PAY  FOR  PERFORMANCE: 
BOTH  ENDS 
OF  THE  SCALE 


To  see  how  pay  measures  up  to  performance,  business  week  uses  two  sets  of 
criteria.  One  looks  at  how  good  a  job  the  boss  did  for  shareholders.  The  other 
compares  what  the  boss  made  with  how  well  the  company  did. 


EXECUTIVES  WHO  GAVE  SHAREHOLDERS 
THE  MOST  FOR  THEIR  PAY... 


TOTAL  PAY*  SHAREHOLDER  RELATIVE 


THOUSANDS  OF  DOLLARS 

RETURN" 

INDEX 

1  DAVID  WETHERELL  CMGI 

$3,544 

13,948% 

3,964 

2  PAUL  FOUND  Emulex 

1,177 

2,757 

2,427 

3  A.  JERROLD  PERENCHIO  Univision 

300 

452 

1,841 

4  IRWIN  JACOBS  Qualcomm 

4L003 

3,517 

904 

5  F.  NEAL  HUNTER  Cree 

2,553 

1,721 

713 

...AND  THOSE  WHO  GAVE 
SHAREHOLDERS  THE  LEAST 

!J^H*Ikl!?!'.?.?_M.PlLnSL              $636,899  28% 

2  CHARLES  WANG  Computer  Associates  Intl.  702,822  112 

3  SANFORD  WEILL  Citigroup                       488,049  185 

4  RAY  IRANI  Occidental  Petroleum              109,579  5 

5  HENRY  SILVERMAN  Cendant 


109,579 
106,879 


0.2 
0.3 

0.6 
1.0 
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EXECUTIVES  WHOSE  COMPANIES  DID  THE  BEST 
RELATIVE  TO  THEIR  PAY... 


N  Pert 

penny  I 

payche 

earn* 
Mar 
years, 


pari 

In 
to 


TOTAL  PAY*  AVG.  RETURN  RELATIVE 


THOUSANDS  OF  DOLLARS 

ON  EQUITY 

INDEX 

1  A.  JERROLD  PERENCHI0  Univision                  $300 

14% 

48 

2  RICHARD  FAIRBANK  Capital  One  Financial          676 

22 

39 

3  STEPHEN  SANGER  General  Mills                   12,014 

260 

29 

4  MICHAEL  BIRCK  Tellabs                               1,987 

28 

25 

5  WILLIAM  GATES  Microsoft                            1,757 

30 

23 

...AND  THOSE  WHOSE  COMPANIES  DID  THE  WORST 
RELATIVE  TO  THEIR  PAY 

1  STEPHEN  CASE  America  Online                $303,231      -119%     0.01 

2  MARK  LEVIN  Millennium  Pharmaceuticals       1,440 

3  BRIAN  HALLA  National  Semiconductor             3,560 

-57 
_56 

0.04 
0.49 

4  DAVID  WETHERELL  CMGI                               3,544 

-20 

1.50 

5  PATRICK  NETTLES  Ciena                              1,583 

15 

2.13 

'Salary,  bonus,  and  long-term  compensation  paid  for  the  entire  three-year  period 

**Stock  price  at  the  end  of  1999,  plus  dividends  reinvested  for  three  years,  divided  by  stock  price  at  the  end  of  1996 


DATA:  EXECUCOMP,  PROVIDED  BY  STANDARD  &  POOR'S  INSTITUTIONAL 
MARKET  SERVICES,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 
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WHO  EARNED  THEIR  KEEP-AND  WHO  DIDN'T 


u 


nivision  Communications  Inc. 
has  plenty  of  bi^  numbers  to 
brag  about.  It  dominates  Span- 
ish-language television  in  the  U.S., 
pulling  in  more  of*  the  prime-time 
Hispanic  audience  than  Fox,  NBC, 
Am  ,  cbs,  and  rival  Telemundo  com- 
bined. Its  share  price  has  tripled  in 
the  past  three  years,  rising  twice  as 
fast  as  the  Standard  &  Poor's  500- 
Btock  index.  And  its  cash  flow  has 
been  growing  by  an  average  of 
35.5%  a  year. 

But  it's  a  much  smaller  number 
that  earns  Univision  and  A.  Jerrold 
Perenchio,  its  chairman  and  chief 
executive,  one  of  two  top  honors  in 
BUSINESS  week's  annual  pay-for- 
performance  derby.  We  look  at  pay 
relative  to  shareholder  return  and 
return  on  equity — and  Perenchio 
leads  the  league  in  the  ROE  catego- 
ry. Perenchio  hasn't  been  given  a 
penny  by  Los  Angeles-based  Univi- 
sion since  1997,  when  he  received 
just  $300,000.  Stack  up  his  measly 
paycheck  against  the  company's 
roe,  which  has  averaged  14%  since 
199(5,  and  Perenchio,  69,  easily 
earned  the  biggest  return  for  each 
dollar  of  pay  over  the  past  three 
years.  How  does  he  get  by?  The 
reclusive  Perenchio  isn't  talking. 
But  he  doesn't  need  the  cash.  A 
former  agent  and  TV  producer, 
Perenchio  is  a  billionaire  thanks  in 
part  to  his  19.8%  stake  in  Univision. 

In  the  other  category — total 
shareholder  return — the  top  per- 
former also  gets  a  relative  pittance. 


Overachievers 


WETHERELL 

The  CMGI  chiefs  miraculous  pay-to 
shareholder  return  ratio  excludes 
earnings  from  some  partnerships 

PERENCHIO 

Univision's  14% 
return  on  equity  is 
even  more  impressive 
since  '97  was  the  last 
time  its  billionaire 
CEO  was  paid 

Since  1996,  David  S.  Wetherell,  45, 
chairman  and  CEO  of  Internet  su- 
perstar CMGI  Inc.,  has  earned  just  a 
tad  over  $1  million  in  salary  and 
bonus,  plus  some  $2.5  million  in  ex- 
ercised options.  Not  bad,  but  look 
what  CMGI  shareholders  got:  The 
three-year  total  return  on  CMGI 
stock  was  an  astounding  13,948.4%. 
That  won  Wetherell  the  crown  for 
giving  shareholders  the  biggest 
bang  for  the  CEO's  buck. 

Wetherell's  achievement  isn't 
quite  as  miraculous  as  it  seems, 
though.  That's  because  his  pay  ex- 
cludes earnings  from  CMGl's  adjunct 
venture-capital  partnerships. 
Thanks  to  his  stakes  in  these  affili- 
ates, he  holds  stock  and  options 
worth  at  least  $150  million  today. 
(Wetherell  also  owns  15.1%  of  CMGI, 


Underperformers 

CASE 

America  (Mine's  CEO  grossed  $303.3 
million  over  the  past  three  years,  while 
average  return  on  equity  was  -119% 


EISNER 

With  three-year  pay 
of  $636.9  million,  the 
Disney  chief  is  dead 
last  in  shareholder 
return  vs.  return  to 
the  corner  office 


based  in  Andover,  Mass.,  and  has 
options  valued  at  $211.7  million, 
making  him  a  billionaire,  too.)  Add 
all  that  in  and  Wetherell's  score 
would  take  a  tumble.  Factor  in 
CMGl's  over  36%  slide  so  far  this 
year,  and  it  would  fall  further. 
Wetherell  couldn't  be  reached. 

Because  CMGI  is  a  typical  Inter- 
net enterprise,  Wetherell  also  lands 
a  spot  among  CEOS  who  ranked 
worst  on  roe.  CMGI  posted  net  in- 
come of  $476.2  million  in  fiscal  1999, 
but  that  came  only  because  it  sold 
its  stake  in  GeoCities  to  Yahoo!  Inc. 
for  a  pretax  gain  of  $661.2  million. 
On  an  operating  basis,  CMGI  hasn't 
been  profitable  since  1995.  Still, 
Wetherell  didn't  come  close  to 
Stephen  M.  Case  of  America  Online 
Inc.  and  Walt  Disney  Co.'s  Michael 
D.  Eisner,  this  year's  losers.  Case, 
41,  grossed  $303.2  million  over  the 
past  three  years  as  head  of  the 
Dulles  (Va.)  online  powerhouse, 
while  AOL's  three-year  return  on 
equity  was  -119%. 

Eisner,  57,  got  paid  even  more  as 
Disney  chairman  and  CEO — a  total 
of  $636.9  million  since  1997.  Because 
the  Burbank  (Calif.)  company  post- 
ed an  ROE  of  8.4%  over  the  period, 
however,  Eisner  did  O.  K.  on  the 
pay-for-profit  scale.  Still,  his  hefty 
package  overwhelmed  Disney's  total 
return  on  its  shares,  putting  Disney 
dead  last  for  how  well  stockholders 
did  vis-a-vis  the  man  at  the  top  for 
the  second  year  in  a  row.  Case  and 
Eisner  declined  to  comment. 

By  Michael  Arndt  in  Chicago 
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Delivers  the  Internet  at  the  Speed  of  Light 

Lucent's  WaveStar™  DataExpress  is  the  first  10G  optical  networking  system  designed  for  Internet 
Service  Providers  (ISPs)  to  deliver  high-speed  data  services.  Now  ISPs  can  build  local  data 
networks  with  10  gigabit  capacity  (enough  to  transmit  2  million  pages  a  second)  —  that's  up  to  4x 
the  speed  of  competitive  systems.  With  up  to  60%  savings  on  equipment.  It's  part  of  the  most 
comprehensive  10G  optical  networking  portfolio  in  the  industry.  Visit  www.lucent-optical.com 
and  we'll  enlighten  you. 

We  make  the  things  that  make  communications  work. 


A  perceived  scarcity  of  talent  has  desperate  boards 
ponying  up  sums  that  would  make  a  potentate  blush 
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Cos.,  "and  our  stock  went  down."  The  insurer's  operating 
earnings,  for  example,  rose  31%  in  1999.  Given  that  per- 
formance, you  have  to  ask:  Is  there  anything  an  over- 
looked company  such  as  St.  Paul  can  do  to  gain  the  mar- 
ket's attention?  "For  now,"  says  James  A.  Reda,  senior 
manager  at  Arthur  Andersen,  "all  they  can  do  is  ride  it 
out."  Frantic  to  make  up  for  the  uncooperative  market — 
and  deal  with  the  specter  of  a  talent  outflow — many  lag- 
ging companies  are  simply  granting  more  options.  "Every 
one  of  those  companies  wants  to  do  a  mega-grant  right 
now,"  says  Ira  T.  Kay,  co-practice  director  for  executive 
compensation  at  Watson  Wyatt  World-  ■■MaM^BMHMai 
wide.  "I've  strongly  urged  them  not  to 
do  that.  This  is  not  the  bottom." 

And  of  course,  stories  of  instant  for- 
tunes are  driving  pay  ever  higher.  At 
the  high  points  following  their  IPOs, 
Richard  S.  Braddock  of  priceline.com 
Inc.  and  Glen  T.  Meakem  of  business-to- 
business  startup  FreeMarkets  Inc.  were 
worth  $1  billion  and  $2.7  billion,  respec- 
tively, on  option  gains  alone.  In  Silicon 
Valley,  where  fortunes  increasingly  are 
measured  in  billions  instead  of  millions, 
the  perceived  scarcity  of  qualified  play- 
ers has  desperate  boards  ponying  up 
sums  that  would  make  a  potentate 
blush.  In  doing  so,  they're  continuing 
to  lift  expectations  and  diluting  their 
other  shareholders  at  record  levels. 
They're  also  setting  themselves  up  for 
very  expensive  cash  outlays  to  make 
up  for  some  of  the  missed  option  profits 
should  the  stock  price  not  pay  the  piper 
for  them. 

EXPLOITING  FEARS.  Certainly,  some  of 
the  executives  who  are  taking  home 
large  sacks  of  dough  are  being  rewarded 
for  stock  performance  that  consistently 
beat  their  peers  and  the  market.  Others 
at  the  top  of  the  pay  pile  have  success- 
fully exploited  the  fears  of  boards  that  they  will  leave  for 
brighter  horizons  (read:  companies  whose  stock  might  go 
up)  and  demanded  more  options,  cash,  bonuses,  and  extras 
as  a  retention  incentive.  After  all,  the  only  thing  worse 
than  being  an  out-of-favor  company  is  being  one  without  a 
firm  hand  at  the  wheel.  "There's  a  tremendous  outflow  of 

talent  from  these  indus- 
tries," says  Alan  M. 
Johnson,  president  of 
compensation  firm  John- 
son Associates.  "In  my  lifetime,  you  haven't  seen  that." 

Maybe  that's  why  you  won't  find  all  of  the  biggest  ex- 
ecutive paychecks  confined  to  Silicon  Valley.  If  you  look  at 
business  week's  scoreboard,  companies  offering  the  most 
lavish  pay  packages  aren't  the  upstarts  but  rather  the 
big,  established  companies — some  tech,  some  not.  In  the 
top  slot?  Not  a  Valley-based  ipo  leader  but  rather  Charles 
B.  Wang,  the  longtime  CEO  and  founder  of  Computer  As- 
sociates International  Inc.  in  Islandia,  N.  Y.,  who  received 
a  fiscal  1999  payout  of  $655.4  million,  almost  entirely  in  re- 


stricted stock  (page  108).  Unlike  options,  which  carry 
charge  to  earnings,  the  payout  caused  the  company 
take  a  $675  million  charge  to  pay  for  the  award  to  Wa 
and  two  other  executives.  The  payout  has  been  challeng 
in  court,  and  Wang  announced  on  Mai-.  31  that  he  plans 
give  some  of  it  back  as  a  settlement.  "If  you're  going 
pay  someone  hundreds  of  millions,  you  better  be  su 
there  is  a  real  sustainable  value,"  says  Johnson.  "[Co 
puter  Associates'  boardl  should  be  horsewhipped." 

The  top  five  executives  on  business  week's  list 
gether  earned  $1.2  billion,  and  the  top  20  ceos  averag< 


FORTUNES  IN  THE  FUTURE 

These  chief  executives  still  have  huge  rewards  to  reap  from  stock 
options  that  have  yet  to  be  exercised.  The  top  20  treasure  chests: 


VALUE  OF  NONEXERCISED 
STOCK  OPTIONS* 

THOUSANDS  OF  DOLLARS 


HENRY  SILVERMAN 

CENDANT 


$2,251,451 

1,263,767 

1,033,984 

751,140 

685,003 

684,683 


JOHN  CHAMBERS 

CISCO  SYSTEMS 


482,453 


LOUIS  GERSTNER 

IBM 


481,350 


JOSEPH  NACCHI0 

QWEST  COMMUNICATIONS 


NTL  467,546 


WILLIAM  ESREY 

SPRINT  FON  GROUP 


452,837 
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VALUE  OF  NONEXERCISED! 
STOCK  OPTIONS 

THOUSANDS  OF  DOLLARS 


JACK  WELCH 

GENERAL  ELECTRIC 


GERALD  LEVIN 

TIME  WARNER 


DAVID  P0TTRUCK 

CHARLES  SCHWAB 


ROBERT  BENNETT 

LIBERTY  MEDIA 


VIVEK  RANADIVE 

TIBCO  SOFTWARE 


IRWIN  JACOBS 

QUALCOMM 


RICHARD  FAIRBANK 

CAPITAL  ONE  FINANCIAL 


DAVID  WETHERELL 

CMGI 


MARK  LESLIE 

VERITAS  SOFTWARE 


RICHARD  BRADDOCK 

PRICELINE.COM 


$436,357 
377,728 
363,848 
362,210 
358,116 
357,009 

— » 

345,809 
321,884 
321,301 
296,094 


"Based  on  stock  price  at  end  of  company's  fiscal  year 
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$112.9  million  apiece.  The  current  portraits  of  wealth  don't 
all  belong  to  young  whippersnappers  at  dot-coms  with 
soaring  stock  prices  and  not  much  else.  Seven  of  the  top  10 
best-paid  CEOs  have  appeared  on  business  week's  best- 
paid  list  before — some,  such  as  Citigroup's  Sanford  I. 
Weill,  for  several  years  running.  While  America  Online's 
Stephen  M.  Case  and  Cisco  Systems'  John  Chambers  are 
founding  members  of  the  New  Economy,  others,  such  as 
Colgate-Palmolive's  Reuben  Mark  or  Tyco  International's  L. 
Dennis  Kozlowski,  have  deep  roots  in  the  old  one. 

That  could  change  fast,  however.  Dominating  busi- 
ness week's  list  of  those  with  the  most  valuable  option 
profits  to  come  are  tech  companies  big  and  small. 
FreeMarkets'  Meakem  was  worth  more  in  unexercised 
stock  options  at  the  end  of  1999  than  General  Electric 
Co.'s  John  F.  Welch.  And  the  three  leaders — Yahool's 
Timothy  Koogle,  aol's  Case,  and  USA  Networks'  Barry 
Diller — were  each  worth  more  than  $1  billion  in  potential 
option  profits  alone  at  the  end  of  1999,  the  first 
time  option-only  billionaires  have  appeared  on  our  list, 
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With  PeopleSoft  CRM,  all  that  Internet  stuff  you've  been  spending  so  much  time  and  money  on  can  finally 

earn  its  keep.  In  a  world  of  eBusiness  this  and  dot-com  that,  we've  created  a  way  to  take  all  your 

important  customer  information  and  share  it  with  all  your  people.  And  thanks  to  our  Vantive  products' 

helpful  sales  tools,  you  have  the  potential  to  turn  every  one  of  your  employees  into  a  salesperson. 


Applications  for  eBusiness  '         wwwpeoplesoft.com         888.773  8277 


Introducing  PeopleSoft  CRM.  Powered  by 
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100%  Internet  architecture  •  Powerful  sales  tools 


though  these  stocks  have  come  down  some  since. 

Most  of  the  folks  who  hauled  in  the  biggest  paychecks  in 
1999  had  a  soaring  stock  price — and  plenty  of  options  to 
exercise  at  will.  According  to  a  study  by  sca  Consulting  of 
how  CEOs  would  have  fared  if  they  had  to  beat  the  S&P  in 
order  to  exercise  their  options,  such  mem'bers  of  the  Top 
20  list  as  Cisco's  Chambers  and  IBM's  Louis  V.  Gerstner  Jr. 
would  have  handily  beaten  the  mark.  Others,  such  as 
Walt  Disney's  Michael  D.  Eisner  and  Enron's  Kenneth  L. 
Lay,  would  have  had  to  leave  a  chunk  of  options  un- 
touched, since  their  companies'  shares  were  performing  at 
or  below  the  S&P  index  over  the  period  of  their  most  re- 
cently exercised  option  grant. 

L.  Dennis  Kozlowski,  ceo  of  Tyco,  defends  his  $170 


million  in  total  1999  pay  as  just  reward  for  a  great 
formance.  "Most  of  my  compensation  [for  1999]  was  thc{ 
ercise  of  some  stock  options  that  were  granted  in  1997,] 
says.  "But  the  way  I  calculate  it,  while  I  gained 
million  [in  options],  I  created  about  $37  billion  in  wealthl 
our  shareholders"  over  the  same  period.  Indeed,  Ty| 
stock  has  risen  259%  since  early  1997,  beating  the 
and  a  lot  of  New  Economy  companies.  Since  the  end  of 
cal  1999,  however,  the  stock  has  fluctuated  because 
questions  about  the  company's  accounting  and  the  disj 
sure  of  an  SEC  inquiry.  After  plunging  as  much  as 
since  the  questions  were  raised  last  fall,  Tyco's  stock 
since  recovered  to  around  47M. 

The  dramatic  numbers  show  that  despite  the  teel 


THE  PACKAGE  THAT  LAUNCHED  A  DOZEN  LAWSUITS 


As  the  longtime  managing  direc- 
tor of  Three  Cities  Research 
Inc.,  a  very  private  New  York 
investment  firm,  Willem  F.  P.  de 
Vogel  managed  to  keep  a  tastefully 
low  profile  until  he  got  tangled  up 
in  history's  largest  single-year  pay 
package.  As  the  head  of  Computer 
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Associates  International  Inc.'s  com- 
pensation committee,  de  Vogel  was 
the  lead  architect  of  a  stock-grant 
plan  that  awarded  over  $1  billion 
in  stock  to  just  three  executives. 
Some  $655  million  of  it  went  to 
Chairman  and  ceo  Charles  B. 
Wang,  ranking  him  first  on  busi- 
ness week's  list  of  highest-paid  ex- 
ecs for  1999. 

The  award  prompted  a  dozen 
lawsuits  and  a  barrage  of  criticism. 
Graef  S.  Crystal,  the  prominent  ex- 
ecutive-pay gadfly,  lambasted  the 
award  as  "unconscionable"  and  de- 
scribed Wang  as  "easily  the  most 
overpaid  ceo  in  the  history  of  the 
U.  S."  During  an  interview  in  Janu- 
ary, de  Vogel  looked  as  if  he  had 
taken  a  punch  to  the  gut  as  he  dis- 
cussed the  grant  controversy.  "Peo- 
ple say  we  gave  away  $1  billion," 
he  exclaimed.  "Give  me  a  break!" 
SURPRISE.  To  qualify  for  the  shares 
under  a  plan  approved  by  ca  share- 
holders in  1995,  top  managers  were 
given  five  years  to  lift  the  stock 
price  from  $20  to  $53.33.  They  did 
it  in  three,  to  de  Vogel's  surprise. 
In  mid-1998,  ca  awarded  12.2  mil- 
lion shares  to  Wang,  6.1  million  to 
Sanjay  Kumar,  president  and  chief 
operating  officer,  and  2  million 
shares  to  Russell  M.  Artzt,  an  ex- 


ecutive vice-president.  Each  had  to 
pay  income  tax  immediately  but 
could  not  sell  any  shares,  or  even 
borrow  against  them,  for  ten  years. 

To  cover  the  cost  of  the  grant, 
CA  took  a  staggering  $675  million 
charge  against  earnings.  After  the 
write-off,  ca's  stock  dropped  into 
the  20s  but  has  rebounded  strong- 
ly of  late,  to  the  $55  range. 

By  all  accounts,  the  original  im- 
petus behind  the  grant  was  to 
bind  Kumar,  a  budding  star  at  32, 
to  ca  long  term.  But  why  then  did 
the  lion's  share  of  the  award  end 
up  with  Wang,  who  already  owned 
about  5%  of  CA?  New  York  Stock 
Exchange  Chairman  Richard  Gras- 
so,  one  of  three  members  of  ca's 
comp  committee,  says  that  the 


In  mid-1998, 

Computer  Associates 

CEO  Wang  got     . 

$655  million  in 

a  stock-grant  plan 


board  feared  that  Wang,  55,  might 
leave  to  start  a  new  company. 
"Charles  was  more  concerned 
about  Sanjay  than  about  himself, 
but  I  don't  want  to  lose  either  one 
of  them,"  Grasso  says. 
FLAWED.  But  the  prevailing  view 
among  outside  observers  is  that 
Wang  identifies  so  fiercely  with  ca 
that  outside  observers  think  it  in- 
conceivable that  he  would  ever  vol- 
untarily quit,  stock  grant  or  no.  "I 
see  a  zero  probability  of  that,"  says 
Charles  E.  Phillips,  a  Morgan  Stan- 
ley Dean  Witter  analyst. 

If  ca's  plan  was  flawed  in  con- 
cept, it  also  was  marred  by  faulty 
execution.  Last  November,     t 
Delaware  Chancery  Court  Judge 
Myron  T.  Steele  decided  two  share- 
holder suits  by  ruling  that  Wang, 
Kumar,  and  Artzt  had  to  give  back 
9.5  million  of  the  20.3  million  shares 
granted  them.  The  judge  found  that 
ca's  stock  plan  lacked  the  usual  lan- 
guage authorizing  an  increase  in  the 
shares  awarded  if  the  stock  were 
split,  ca  appealed. 

On  Mar.  31,  c A  announced  a  set- 
tlement in  the  Delaware  cases. 
Wang,  Kumar,  and  Artzt  agreed  to 
return  4.5  million  of  9.5  million  dis- 
puted shares.  The  settlement  still 
must  be  approved  by  Judge  Steele. 
Whatever  the  outcome  of  the  litiga- 
tion, it  appears  likely  that  contro- 
versy will  continue  to  dog  de  Vogel 
and  his  comp  committee.  A  few 
months  ago,  Wang  said  he  was  not 
worried  about  losing  in  Delaware. 
"I  know  my  directors,  my  comp 
committee,"  he  said.  "They'll  make 
me  whole."  If  only  they  cared  as 
much  about  the  shareholders. 

By  Anthony  Bianco 
in  New  York 
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Some  meeting 


This  one  can  help  you  reinvent  yourself. 

Even  with  your  successful  career,  you  probably  look  forward  to  the  day  when  you  can  declare  your 
independence.  And  go  on  to  new  adventures.  Meeting  with  one  of  our  agents  could  make  that  day 
come  sooner.  In  a  survey  by  Fortune'  magazine,  Northwestern  Mutual  Life  has  consistently  been 
rated  "the  most  financially  sound  life  insurance  company."  If  you're  thinking  of  making  a  new 


beginning,  we  can't  think  of  a  better  place  to  start. 
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"Keeping  people  is  the  wrong  objective,"  says  a  pay  gur^j  co 
"You  retain  people  by  having  the  coolest  products" 


gnashing  from  the  Old  Economy  folks,  many  of  them  are 
hanging  in  there  so  far — thanks  to  a  pay  system  that  not 
only  piles  on  the  options  but  also  adds  a  heavy  dollop  of 
cash  compensation,  restricted  stock,  and  other  delectable 
extras.  Continuing  a  trend,  long-term  compensation — pri- 
marily exercised  options — made  up  81%  of  the  average 
CEO  pay  package  in  1999,  up  from  80%  in  1998.  But  for  the 
first  time  in  three  years,  the  average  salary  and  bonus 


moved  up 


as  well — from  $2.1  million  to  $2.3  million.  It 
looks  as  if  executives, 
frustrated  by  their  stock 
prices,  are  developing  a 
new  appetite  for  cash. 
Indeed,  78%  of  ceos  got  an  increase  in  then-  salary  and 
bonus,  up  from  71%  in  1998. 

While  a  17%  pay  hike  is  closer  to  the  3.5%  raise  for 
white-collar  workers  and  the  3.4%  boost  for  blue-collar 
workers  in  private  industry  than  last  year's  36%,  according 
to  the  Bureau  of  Labor  Statistics'  Employment  Cost  Index, 
it  isn't  doing  much  to  compress  the  chasm  between  the  top 
and  the  bottom  of  the  food  chain.  In  1999,  the  average  ceo 
earned  an  astonishing  475  times  the  average  wage  of  a 
blue-collar  worker.  And,  per- 
haps because  of  the  scramble 
to  retain  good  executives,  those 
in  the  No.  2  spot  got  the 
biggest  raise  in  recent  histo- 
ry— up  37%,  to  an  average  $7.6 
million.  "We  have  a  significant 
gap  that  has  been  growing  be- 
tween the  top  and  the  bottom 
for  25  years,"  says  Representa- 
tive Martin  Olav  Sabo  (D- 
Minn.),  who  every  year  since 
1991  has  sponsored  a  bill  that 
would  get  rid  of  corporate  tax 
deductions  for  any  company 
whose  ceo's  salary  is  more 
than  25  times  that  of  the  low- 
est-paid worker  at  the  compa- 
ny. Sabo  isn't  sanguine  about 
the  bill's  chances  but  hopes  it 
will  "tweak  some  consciences." 
Yet  when  such  high-profile 
defections  as  that  of  Andersen 
Consulting  chief  George  T.  Sha- 
heen — to  dot-com  Webvan 
Group  Inc. — lead  the  news, 
compensation  committees  don't 
feel  they  can  think  much  about 
consciences.  They're  frantically 
piling   on   more    options   and 

scrambling  to  make  sure  their  execs  come  out  on  top — no 
matter  what  happens  to  their  share  prices.  This  is  back- 
wards thinking,  says  Matt  Ward,  CEO  of  Westward  Pay 
Strategies.  "Keeping  people  is  the  wrong  objective,"  he 
says.  "You  retain  people  by  having  the  coolest  products 
and  a  good  business  proposition." 

The  simplest  way  to  fix  a  broken  option,  of  course,  has 
been  to  exchange  them  for  new  ones  at  the  lower  price, 
commonly  called  repricing.  Shareholders  hate  the  prac- 


PAY  FOR  MARKET  PERFORMANCE: 

EXECS  SPEAK  OUT 

A  survey  of  senior  executives  shows  some 
discomfort  with  the  current  system 

"I  think  stock  options  tied  to  the  stock  market 
accurately  reflect  a  CEO's  performance" 


AGREE/AGREE  STRONGLY 

DISAGREE/DISAGREE  STRONGLY 40% 

"I  think  dot-com  CEOs  are  unfairly  rewarded 
by  the  stock  market" 

AGREE/AGREE  STRONGLY 71% 

DISAGREE/DISAGREE  STRONGLY 29% 

"I  think  traditional  company  CEOs  are  unfair- 
ly penalized  by  the  stock  market" 

AGREE/AGREE  STRONGLY 44% 

DISAGREE/DISAGREE  STRONGLY 


I  WORK  AT  A  TRADITIONAL  COMPANY  

I  WORK  AT  A  DOT-COM  COMPANY 14% 

DATA:  EXECUNET.COM/BUSINESS  WEEK  SURVEY  OF  343  SENIOR  EXECUTIVES,  4/3/00 


tice  because  it  separates  the  interests  of  top  execs  frl 
their  own.  But  repricings  are  not  so  easy  to  pull  off  aif 
more,  thanks  to  the  Financial  Accounting  Standards  Boa 
On  Mar.  31,  the  group  formalized  its  long-debated  ruli] 
that  any  company  that  cancels  underwater  options 
reissues  them  at  a  new  lower  price  must  take  a  potential 
substantial  charge  against  earnings.  And  since  the  ruli 
had  a  retroactive  date  of  Dec.  15,  1998,  the  mere  threat  I 
it  going  through,  plus  pressure  from  institutional  investoi 
was  enough  to  make  most  repricing  plans  go  the  way  [ 
the  stegosaurus. 

RETIREE  REPRICING.  Of  the  1999  proxies  filed  so  far,  ji 
a  handful  of  companies  undertook  repricings.  One 
those,  however,  was  Metro-Goldwyn-Mayer  Inc.,  whi<| 
repriced  options  for  its  former — not  current — ceo,  Frar 
G.  Mancuso,  from  $24  to  $14.90  per  share,  as  well 
giving  him  a  $2  million  annual  consulting  contract  that 
not  even  exclusive.  Given  that  repricing  is  usually  ra] 
tionalized  as  a  retention  maneuver,  the  move  is  highll 
unusual.  A  spokesman  for  the  company  said  mgm  felt  thl 
perk  was  fair  since  it  had  repriced  options  for  othe| 
executives  the  previous  year. 

Other    companies    worried 
about  retaining  execs  as  theij 
stocks  slump  have  turned  to  re 
stricted  stock,  which  makes 
comeback  whenever  options  fa 
out  of  favor.  It's  being  usee 
more  for  retention  because  it 
holds  at  least  some  value  wher 
options  don't.  It  does  require  al 
charge  to  earnings,  however.) 
"Restricted  stock  is  a  problem.f 
It's  like  a  computer  virus,"  says] 
Ward.   At  Bank  of  America,! 
CEO  Hugh  L.  McColl  Jr.  was 
given  a  $45  million  treasure 
chest  of  restricted  stock  even 
as  the  stock  fell  17%  last  year. 
At  Philip  Morris  Cos.,  in  ad- 
dition to  giving  a  group  of  top 
execs  special  "retention  bonus- 
es," the  company  is  now  paying 
dividends  on  its  option  grants. 
So  even  if  the  options  are  un- 
der water  (the  stock  is  cur- 
rently at  22%;,  down  from  58/4 
in  late  1998),  executives  can 
look  forward   to  a  quarterly 
check.    Other   companies    are 
simply  changing  the  rules  when 
their  performance  plans  don't 
pan  out.  At  Sears,  Roebuck  &  Co.,  the  company  has  ex- 
tended the  time  frame  for  top  executives  to  meet  the 
performance  requirements  of  some  of  its  option  and  re- 
stricted stock  grants  by  one  year.  "The  compensation 
committee  believed  these  dates  were  a  more  realistic  time 
frame,"  said  a  spokeswoman. 

The  perceived  need  to  keep  inflating  top  paychecks  is- 
n't limited  to  old-style  companies.  Even  dot-coms  are 
finding  that  the  option  strategy  just  isn't  as  effective  as  it 
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IDW's  same  day  custom-configured  solutions, 
they  could  be  your  ticket  to  overnight  success. 


At  CDW,  our  computer  experts  custom 
configure  thousands  of  systems  every  week, 
pulling  from  over  50,000  name  brand  products. 
PCs,  workstations,  servers  and  even  LANs  are  custom 
integrated.  We'll  even  pre-load  your  software,  so  systems 
are  ready  to  go  when  they  arrive,  saving  you  time  and  increasing 
your  staff's  productivity.  Plus,  your  own  dedic.rjd  account  manager  is 
there  to  coordinate  it  all,  ensuring  you  get  what  y  j  need,  when  you  need  it. 
At  CDW,  we've  built  the  most  efficient  direct  business  nodel  in  the  industry.  One 
designed  to  save  you  money  and  be  responsive  to  your  neer  s.  Add  CDW.com,  our  award- 
winning  site,  and  you  have  the  most  comprehensive  computing  sol'.,  ons  resource  at  your  fingertips. 
Bottom  line,  it's  what's  made  us  a  FORTUNE"  1000  Company  and  the  industry's  only  Direct  Solutions 
Provider.™  So  give  us  a  call  today.  And  consider  it  done. 


Computing  Solutions  Built  for  Business1 

1-888-239-8283  www.cdw.com 


©2000  CDW  Computer  Centers,  Inc. 
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Special  Report 


Accelerated  options  vesting  has  redefined  "successful 
executive  retention"  to  mean  as  little  as  llfa  years 


once  was.  According  to  a  study  by  Harvard  business 
school  associate  professor  Brian  J.  Hall,  half  of  all  options 
granted  from  1997  to  1999  at  non-S&P-500  companies  are 
currently  under  water.  Case  in  point:  the  poster  child  of 
defections  from  old  to  new,  Webvan's  Shaheen.  At  the 
high  point  of  the  first  day  of  Webvan's  November,  1999, 
IPO,  Shaheen's  15  million  stock  options  were  worth  $390 

million.  Along  with  the 
1.25  million  shares  he 
was  granted,  he  was 
worth  some  $815  million. 
Yet  just  six  months  later,  the  stock  has  fallen  to  7,  mak- 
ing those  options  worthless  and  his  shares  worth  some 
$8.8  million — substantial,  of  course,  but  not  the  windfall 
that  has  allowed  CEOs  everywhere  to  hold  their  hands  out 
for  much,  much  more. 

And  while  options  have  proven  wildly  successful  in  lur- 
ing employees  to  new,  riskier  startups,  the  accelerated 
vesting  periods  and  greater  willingness  of  companies  to 
make  their  new  hires  "whole"  have  made  it  relatively 
easy  to  leave  should  the  IPO  not  perform  as  expected. 
And  boy,  do  the  executives  know  it.  "We  have  to  redefine 
retention,"  says  Susan  K.  Bishop,  president  of  internet  re- 
cruiter Bishop  Partners.  "One-and-a-half  years  would  be 
considered  a  success." 

This  volatility  is  leading  Net  companies  to  offer  pay 
packages  that  are  looking  increasingly  like  those  at  tradi- 
tional companies.  "There's  a  convergence  between  Old 
and  New  Economy  pay  packages,"  says  James  A.  Hatch, 
executive  vice-president  at  Compensation  Resource  Group 
Inc.  That  means  more  cash,  long-term  incentive  plans, 


restricted  stock,  and  other  perks  are  beginning  to  hea 
west.  "Eventually,"  says  Pearl  Meyer,  head  of  Pearl  Me 
er  &  Partners,  "dot-coms  will  all  turn  to  the  traditional  pa 
format."  That  idea  is  angrily  resisted  by  many  longtim 
venture  capitalists  and  pay  experts,  who  credit  these  pur 
pay-for-performance  option-only  packages  with  creatin 
the  spirit  of  the  New  Economy. 

Still,  the  seasoned  managers  being  recruited  by  Ne 
companies  are  demanding  buckets  of  cash.  At  Amazor 
No.  2  Joseph  Galli,  hired  from  Black  &  Decker  Corp.,  col 
lected  a  $7.9  million  cash  bonus  payable  over  three  year: 
in  addition  to  3.9  million  stock  options,  which  are  beinj 
granted  over  20  years  instead  of  10  in  an  effort  to  keej 
him  tied  to  the  company.  And  he  is  guaranteed  $20  millior 
in  cash  should  his  stock  not  rise  at  least  that  much  in  val 
ue  by  2003.  At  AOL,  restricted  stock  was  used  for  th< 
first  time  as  a  retention  tool  for  some  top  executives 

In  an  environment  like  this,  do  companies  have  any 
choice  but  to  give  away  more  and  more  of  the  store  in  or- 
der to  satisfy  the  appetites  of  a  ravenous  executive  class? 
And  how  will  they  keep  up  if  the  ubiquitous  option  doesn't 
work  anymore?  Expectations  remain  high — as  do  the  num- 
bers. "In  the  past  20  months,  people  have  become  more  and 
more  demanding"  about  compensation,  says  Venetia  Kon- 
togouris,  managing  director  of  venture  firm  Trident  Capital 
Management.  "When  I  ask,  'How  can  you  have  this  kind  of 
expectation?'  they  look  at  me  like  I'm  a  strange  object,"  she 
says.  It  is  this  sense  of  entitlement  that  may  cause  an  ex- 
ecutive-pay system  that  some  credit  with  stimulating  in- 
novation to  choke  on  its  own  excesses. 

With  Fred  Jespersen  and  bureau  reports 


COMPENSATION  SCOREBOARD  GLOSSARY 


If  the  system  worked  perfectly, 
executive  pay  would  rise  when  the 
boss  delivered  the  goods  for 
shareholders.  And  it  would  fall  when 
corporate  performance  declined.  But  it 
doesn't  always  happen  that  way. 

In  this  Scoreboard,  business  week, 
along  with  Standard  &  Poor's  Institu- 
tional Market  Services,  attempts  to 
measure  how  closely  pay  matches 
performance.  The  study  uses  two 
approaches:  It  compares  an  executive's 


total  compensation  with  the  company's 
total  return  to  shareholders  in  stock 
appreciation  and  dividends  over  three 
years.  A  second  comparison  measures 
pay  against  corporate  profitability  for 
the  same  period.  Three  years  of  data 
are  examined  to  minimize  the  impact 
of  single-year  windfalls. 

The  Scoreboard  companies  boast 
market  values  that  are  among  the  500 
largest  companies  measured  by  market 
value  for  which  1999  compensation 


data  are  available.  Each  company  is  as- 
signed to  one  of  nine  industry  groups. 
Then,  each  executive's  pay,  the  com- 
pany's total  return  to  shareholders,  and 
the  company's  profit  record  are  mea- 
sured against  the  others  in  the  group. 
Performance  ratings  are  given  only 
when  three  years  of  data  are  available. 
On  a  scale  of  5,  1  indicates  the  best 
performance;  5  is  the  worst.  The  top 
15%  of  the  sample  receives  a  1,  25% 
a  2,  30%  a  3,  20%  a  4,  and  10%  a  5. 


1997-1999  PAY-PERFORMANCE  ANALYSIS 


PAY  VS.  SHAREHOLDER  RETURN 

TOTAL  COMPENSATE  N  is  the  sum  of  an  executive's  salary, 
bonus,  and  long-term  cor.  pensation  for  the  three  years. 
VALUE  OF  $100  INVESTED  is  the  yearend  1999  value  of  a 
$100  investment  in  the  cor/pany  made  three  years  earlier, 
including  both  share-price  appreciation  and  dividends 
(reinvested). 

RATING  shows  how  an  executive  stacks  up  against  industry 
peers,  measured  in  terms  of  pay  .alative  to  total  return  to 
shareholders.  The  rating  is  based  on  an  index  in  which  the 
value  of  the  investment  at  the  end  of  the  three-year  period  is 
divided  by  an  executive's  total  pay  and  then  compared  with 
other  executives  in  the  same  industry  group. 

Footnotes:     tlndicates  executive  retired  in  1998-99     tMay  exclude  option  gains  in 


PAY  VS.  CORPORATE  PROFIT 

ROE  is  the  company's  average  return  on  common  equity 
over  the  three-year  period. 

CHANGE  IN  ROE  is  the  improvement  or  decline  in  the 
company's  profitability  over  the  1997-99  period, 
expressed  in  terms  of  a  percentage. 
RATING  shows  how  an  executive  compares  with  industry 
peers  in  pay  for  company  profitability.  The  rating  is  based 
on  an  index  that  provides  equal  weight  to  the  company's 
overall  ROE  as  well  as  its  improvement  or  decline  during 
the  past  three  years.  Both  of  these  measurements  are 
adjusted  for  the  executive's  total  pay  and  then  compared 
with  others  in  the  same  industry  grouping. 


! 


earlier  years     e=estimated      NA=not  available     NM=not  meaningful 
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Introducing  Nextel  Worldwide"  and  the  /2000  'phone. 

You'll  have  access  to  the  Nextel  National  Network  -  the  largest  guaranteed  all-digital  wireless 
network  in  the  U.S.  -  and  in  more  than  65  countries  around  the  world.  With  international 
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EXECUTIVE  COMPENSATION 
SCOREBOARD 


COMPANY 


EXECUTIVE 


1999 


SALES:  $  MILLIONS 
ROE  X 


1999  COMPENSATION 

TOTAL  ANNUAL  COMP  LONG- 
SALARY          %  CHANGE  TERM 
&  BONUS              FROM  COMP 
$000                 1998  $000 


1997-99  PAY-PERFORMANCE  ANALYSIS 


PAY  VS.  SHAREHOLDER  RETURN 
TOTAL  $  VALUE 

COMP.  OF  $100 

$000  INVESTED       RATING 


PAY  VS  CORPORATE  PRO| 
CHANGE 
ROE         IN  ROE 
%  % 


1      AEROSPACE  (INDUSTRIAL:   HIGH  TECH) 

BOEING  57993 .0      P.M.  Condit,  chmn.  &  CEO 

H.C.  Stonecipher,  pres.  &  COO 


57993.0 
20.2 


2994 
2372 


200  1432 

128  1217 

17  10149 

4  1306 


11129    81 
20911 


9.3     101.3 
20.7       84.6 


GENERAL  DYNAMICS 


8959  0  N.D.  Chabraja,  chmn.  &  CEO  2711 

29. 1  J.E.  Turner,  Jr.,  pres.  &  COOt  1181 

25530.0  V.D.  Coffman,  chmn.,  pres.  &  CEO  1355 

11.6  F.H.  Menaker,  Jr.,  sr.  v-pt  894 


26358 
11417 


159 


S 


LOCKHEED  MARTIN 


-45 
5 


0 
477 


51 


a 


6298 

3074  S] 

NA  58          NA 

5762  LS 

40809  205           if 

32126  LU 


5.6  -47.3 

5.7  -74.8 
21.6     -44^2 


RAYTHEON                    19841.0  D.P.  Burnham,  chmn.  &  CEO  1883  -2  14 

4.2  W.H.  Swanson,  exec,  v-p  893  -30  1014 

UNITED                         24127'0  G.  David,  chmn.  &  CEO  3509  11  13266 

TECHNOLOGIES                   114  K.J.  Krapek,  pres.  &  COO  2095  9  22285 


2     AIRLINES 

DELTA  AIR  LINES 


(TRANSPORTATION) 


15051.0 
25.5 


L.F.  Mullin,  pres.  &  CEO 
M.W.  Worth,  COO 


1742 
1171 


-2 
14 


142 
0 


NA        141  NA  26.1     776.5 

3387  LTJ 


3     APPLIANCES  (CONSUMER  PRODUCTS) 


BEST  BUY 


11535.4 
25.2 


R.M.  Schulze,  chmn.  &  CEO 
B.H.  Anderson,  pres.  &  COO 


2461 
1731 


55 
58 


7555 
9753 


17759   1892 
19133 

18196   302 
6923 


m 

m 


21.0  6222.4 
9.4       49.7 


CIRCUIT  CITY  GROUP 


10152.6 
13.4 


R.L.  Sharp,  chmn.  &  CEO 
W.A.  McCollough,  pres.  &  COO 


2180 
1279 


47 
50 


9722 
1379 


TANDY 
WHIRLPOOL 


4126.2      L.H.  Roberts,  pres.  &  CEO                       1700  39  9827 

38.6      D.H.  Hughes,  sr.  v-p  &  CFO                       720  13  2998 

10511.0      D.R.  vVhitwam,  chmn.  &  CEO                 2990  25  1614 

18.6      P.  Periquito,  exec,  v-pt                            1320*  -7  532 

"Includes  $100,000  increased  living-cost  compensation. 


18546 
6662 


459 


m 

"1" 

ID 


21.3    NM 
l"a5  129'5 


11716 
3870 


150 


4     AUTOMOTIVE  (CONSUMER  PRODUCTS) 


DANA 


13270.0      J.M.  Magliochetti,  pres.  &  CEO*  1421  9  1131  6723 

17.4      S.J.  Morcott,  chmn. t  2606  3  0  14425 

•Became  CEO  2/8/99. 


100 


a 


19.1     -19.0 


DELPHI  AUTOMOTIVE 
SYSTEMS 


29192.0 
33.8 


J.T.  Battenberg  III,  chmn.,  pres.  &  CEOJ3408 
D.L.  Runkle,  exec,  v-pt  1231 


127  8496              18196  NA          NA               NA          NA 

78  2444                5393  NA 

123       11291 33905  182    '      El"         27.9       28.0 

141  2933             13265  U 


GENERAL  MOTORS     176558.0      J. F.  Smith,  Jr,  chmn.  &  CEO 
26.6      H.J.  Pearce,  vice-chmn. 

May  include  preliminary  data. 


6895 
3947 


5     BANKS  &  BANK  HOLDING  COMPANIES  (FINANCIAL  SERVICES) 

AMSOUTH 
BANCORPORATION 

3780.3      CD.  Ritter,  chmn.,  pres.  &  CEO 
11.5      S.D.  Gibson  IV,  sr.  exec,  v-p 

2128 
974 

8 
48 

2469 
215 

8621 
2367 

146 

m 
ltj 

15.4 

-12.1 

ml 
ml 

BANK  OF  AMERICA 

51392.0      H.L.  McColl,  Jr.,  chmn.  &  CEO 
17.8      K.D.  Lewis,  pres.  &  COO 

3750 
2500 

7 
5 

44700 
22350 

56450 
40988 

111 

LS 

® 

14.5 

2.2 

a 
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BANK  OF  NEW  YORK 


6966.0 
33.8 


T.A.  Renyi,  chmn.  &  CEO 
G.L.  Hassell,  pres. 


6581 
4076 


-11 
30 


7595 
2689 


30763 
14666 


251 


25.9       67.9 
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BB&T 


3877.1 
19.2 


J.A.  Allison  IV,  chmn.  &  CEO 
H.G.  Williamson,  Jr.,  COO 


1365 
892 


11 
9 


916 
1109 


6541 
5736 


161 


m 


17.8       17.0         LU 


CHASE  MANHATTAN    33710.0 
23.7 


W.B.  Harrison,  Jr.,  chmn.  &  CEO*  6212  6         4725  32515 

J.B.  Lee,  Jr.,  vice-chmn.  12581  NA         5939  NA 

"Became  CEO  6/1/99. 


186 


a 

NA 


19.2       93.8         m 

NA 


FIFTH  THIRD  BANCORP  3615.8 
16.4 

G.A.  Schaefer,  Jr.,  pres.  &  CEO 
S.J.  Schrantz,  exec,  v-p 

2093 
822 

16 
9 

4983 
1668 

15167 
5889 

273 

m 

LTJ 

16.3 

4.9 

®   1 

m  l 

FIRST  UNION 

22084.0 
19.3 

E.E.  Crutchfield,  chmn.  &  CEO 
J.R.  Georgius,  pres.  &  COO* 

"Resigned  7/29/99. 

1296 
856 

-63 

-64 

3568 
2344 

33603 
25086 

98 

m 
a 

17.3 

29.6 

a  1 
m  1 

FIRSTAR 

6424.3 

13.9 

J.A.  Grundhof er,  pres.  &  CEO                 2 5 50 
MX.  Wheeler,  Jr.,  vice-chmn.*                 985** 

•Joined  company  5/3/99.  "Includes  $205,000  lump  sum 

42 
NA 
payment 

415 
196 

19498 
NA 

219 

m 

NA 

15.9 

-25.1 

m 

NA 

FLEETBOSTON 
FINANCIAL 

20026.0 
13.6 

T.  Murray,  chmn.  &  CEO 
C.K.  Gifford,  pres.  &  COO 

5066 
4473 

13 
NA 

14800 
11100 

41949 

NA 

152 

a 

NA 

15.8 

-17.7 

a 

NA 
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lie  phone  company.  It  can  change  its  name.  Use  techno  lingo.  Bandage  this  or  overlay 
lat.  But  underneath  it  all,  it's  still  the  same  outdated  infrastructure.  Its  voice  network 
/as  not  designed  to  handle  Internet  traffic.  I*SINet  is  the  most  innovative  Internet 


THE    INTERNET    SUPER    CARRIER 


www.psinet.com 


1.800.379.8854 


W *>  ■  Vkk  I  oj.fc;  •rxZh. i«CJW: 


ervice  provider  in  the  world.  Our  IP- optimized,  fiber-optic  network  was  specifically 
lesigned  for  superior  global  Internet  communication.  Take  a  good  look  at  the 


nasdaq:  psix 


ace  of  your  company's  current  Internet  service  provider,  then  give  PSINet  a  call.       9  Tetrad., 


m 


MONEY 
HUNT 


Audition  free 
these  live  ev 


Complete  information  online 
at  www.moneyhunt.com 

The  NewMedia  VCC 
Austin,  TX 

Investment  CC  2000 
Los  Angeles,  CA 

Golden  State  VCC 
Sacramento.  CA 

Texas  VCC 

Austin,  TX 

NBIA  Conference 
Cleveland,  OH 

Invest  Midwest 
St.  Louis,  MO 

Crossroads  East 
Stamford,  CT 

YEO  University 
New  York,  NY 

Early  Stage  East 
Wilmington,  DE 

Mava  Capital  Connection 
Washington  DC 

South  West  VCC 
Dallas,  TX 


m 


hat    a 


Palm  Pilots".  Online  auctions.  Decaf  coffi 
MP3's.  Post-It  Notes1.  Tupperware. 


They  re  the  kind  of  great  ideas  that 

make  you  smack  your  head  and  say, 
"DAMN,  wish  Id  thought  of  that!"  Maybe 

even  "Geeze,  my  idea  s  better  than  THAI 

Time  to  put  your  cards  on  the  table,  'cause  MoneyHunt's  looking  for 
entrepreneur  with  the  best  new  idea  in  America.  And  we  're  gonna  rew 
you.  Handsomely.  On  the  spot.  With  a  <)> ./  U  U \  U  U  U  cash  investm 
plus  a  boatload  of  prizes  and  products  to  jump-start  your  company. 


Just  four  steps  stand  between  you  and  greatness: 


1 )  Submit  your  business  plan  to 
us  at  www.moneyhunt.com,  or 
audition  at  a  MoneyHunt  live  event. 

2)  Make  it  through  our 
selection  process. 

3)  Sweat  through  eight  minutes 
of  tough  questions  from  our 
panel  of  experts. 


4)  Comply  with  all  the 
important  legal  stuff.* 

If  your  answer  is  "Ah,  HELL, 
1  can  do  all  THAT!"  go  straigh 
to  MoneyHunt.com  right  now. 
It's  your  chance  to  prove  that  tl 
next  great  idea  IS  YOURS! 


•All  contest  entrants  submitting  an  on-line  application  must  pay  a  processing  fee  to  be  considered  for  an  appear 
ance  on  MoneyHunt.  Only  one  entrant  will  be  chosen  to  receive  the  SI 00,000  investment  in  his  or  her  business 
plan.  Entries  must  be  received  by  June  5,  2000.  This  contest  is  restricted  to  United  States  residents,  age  18  or 
older.  Void  in  Maryland  and  Vermont.  For  a  complete  list  of  contest  rules,  log  on  to  www.inoneyhunl.com,  or 
send  a  self  addressed,  stamped  envelope  to:  MoneyHunt  Properties,  Inc.,  P.O.  Box  784  SoNo.  CT.  06856 


ag 


PQQG 


Right  I tem  i sphere 


misphere 


am 


I 


i 


IVloncyHunt  sponsored  by: 


fljjDJihep 


He  doesn't  use  paper  so  why 
should  he  have  to  pay  for  it? 


T 


he  common  frog  isn't  a  big  reader  of  newspapers.  He 
doesn't  depend  on  food  shipped  in  corrugated  boxes. 
Or  buy  paper  for  a  laser  printer.  Yet  if  by-products  from 
pulp  and  paper  manufacturing  enter  his  environment,  it 
can  cost  him  dearly. 

At  Weyerhaeuser,  we're  exploring  innovative  ways  to  make  the 
products  people  rely  on,  without  harming  the  habitats  wildlife 
relies  on.  Our  idea  is  simple:  The  best  way  to  keep  waste  from 
becoming  a  problem  is  to  make  sure  there  is  no  waste.  For 
example,  our  mills  now  recycle  or  regenerate  98  percent  of  our 
pulping  chemicals. 

We're  trying  to  do  even  better.  Because  the  less  waste  we  have 
the  more  efficient  —  and  profitable  —  we'll  become.  And  that's 
not  only  good  for  business.  It's  good  for  frogs. 


aV  Weyerhaeuser 


The  future  is  growing' 
www.  Weyerhaeuser,  com 


lo-  v^   ,t 


ECUTIVE  COMPENSATION  SCOREBOARD 

MPANY 

EXECUTIVE 

1999  COMPENS 

TOTAL  ANNUAI 
SALARY          %  CHANGE 
&  BOND  ,              TROM 

ATION 

1997-9< 

PArvs  SHA 

i  PAY^ERFORM 

ANCE  A 

NALVSI* 

-ovaufl  morn 

-:  I  ', 

TERM 

1999 

SALES  $  MILLIONS 
ROE  % 

1 

KINGTON                   2599.6 
^SHARES                      19.3 

F.G.  Wobst,  chmn.  &  CEO 
P.E.  Geier,  pres.  &  COO 

2230 

69 

1  1  1 

1900 

7490 

130 

12] 

LTJ 

159 

2 

m 

RSHALL  &  ILSLEY      2342  4 
16.5 

J.B.  Wigdale,  chmn.  &  CEO 
D.J.  Kuester.  pres. 

1451 
1177 

1  I 

5371 

12033 
10953 

191 

a 
a 

140 

a 

MA                            6470.1 

24.1 

A.  Lerner,  chmn.  &  CEO 
CM.  Cawley,  pres. 

5000 
5235 

1  1 
8 

5794 
44165 

226 1  3 
130165 

a 
m 

a 
a 

LLON  FINANCIAL        5986.0 
24.6 

M.G.  McGuinn,  chmn.  &  CEO*                 1939'* 
CM.  Condron,  pres.  &  COO                     1751" 

'Became  CEO  1/1/99.  "Excludes  25%  of  bonus  paid  in 

12          4810 
8          4940 
estricted  stock. 

18907 
16135 

206 

a 

a 

21  4 

a 
a 

■RGANCJ.P.)              18110.0 
18.8 

D.A.  Warner  III,  chmn. 
W.A.  Gubert,  vice-chmn. 

5300 
4575 

183 
205 

4600 
3375 

27067 
NA 

143 

a 

NA 

13.6 

31  0 

a 

NA 

TIONALCITY              8293.4 
24.7 

D.A.  Daberko,  chmn.  &  CEO                   1483* 

V.A.  DiGirolamo,  vice-chmn.                    1540            86          1278 

'Excludes  portion  of  bonus  paid  in  restricted  stock  valued  at  $1,013,208. 

16648 
11401 

116 

11 
1 

196 

49.2 

a 
a 

RTHERN  TRUST         2803.8 
19.5 

W.A.  Osborn,  chmn.  &  CEO 
B.G.  Hastings,  pre£.  &  COO 

2338 
1526 

19 
15 

3711 
4675 

12325 
11022 

303 

a 
a 

19.2 

9.2 

a 
a 

IC  BANK                      7666.0 

21.0 

T.H.  O'Brien,  chmn.  &  CEO 
J.E.  Rohr,  pres.  &  COO* 

'Became  CEO  5/1/00. 

4394 
2567 

25 

35 

3680 
2366 

31874 
12950 

130 

a 
1 

19.4 

24  7 

a 
a 

:OVIDIAN  FINANCIAL  4036.8 
41.3 

S.J.  Mehta,  chmn.,  pres.  &  CEO 
S.A.  Barad,  pres. -sub. 

2941 
809 

27 

31 

4427 
776 

50358 
4498 

NA 

NA 
NA 

36.7 

NA 

NA 
NA 

ATE  STREET                4974.0 
23.3 

M.N.  Carter,  chmn.  &  CEO 
N.A.  Lopardo,  vice-chmn. 

2231 

1967 

19 
65 

7922 
3212 

30835 
14581 

232 

1 

1 

20.4 

41.4 

a 

a 

JMMIT  BANCORP.        2753.3 

15.8 

T.J.  Semrod,  chmn.  &  CEO 
R.G.  Cox,  pres. 

1545 
905 

-10 
-14 

2815 
1717 

17292 
8739 

114 

1 

® 

15.7 

34.3 

a 
a 

JNTRUST  BANKS         7620.2 
14.7 

L.P.  Humann,  chmn.,  pres.  &  CEO 
R.G.  Tilghman,  vice-chmn. 

1240 
1510 

31 
2 

727 

0 

5505 
NA 

147 

m 

NA 

13.1 

16.6 

a 

NA 

fNOVUS  FINANCIAL     1627.8 
18.4 

J.H.  Blanchard,  chmn.  &  CEO 
J.D.  Yancey,  pres.  &  COO 

1150 
811 

3 

-14 

55 
57 

3512 
2819 

146 

a 

LU 

18.0 

3.1 

a 
a 

,S.  BANCORP               8435.4 
19.7 

J.F.  Grundhofer,  chmn.  &  CEO 
A.S.  Duff,  vice-chmn. t 

1816 
1848 

-28 

64 

9677 
49 

49533 
NA 

112 

si 

NA 

18.7 

-17.9 

a 

NA 

NION  PLANTERS           2810.6 
14.8 

B.W.  Rawlins,  Jr.,  chmn.  &  CEO 
J.W.  Moore,  pres.  &  COO 

778 
804 

-45 
-28 

903 
646 

18841 
15217 

113 

® 

a 

11.5 

48.3 

a 
a 

fACHOVIA                     6287.8 
17.9 

L.M.  Baker,  Jr.,  chmn.  &  CEO 
G.J.  Prendergast,  pres.  &  COO 

2466 

1608 

38 

41 

2145 
2179 

10668 
7990 

130 

ED 

a 

15.2 

4.3 

a 
a 

/ELLS  FARGO              21795.0 
17.0 

R.M.  Kovacevich,  pres.  &  CEO 
P.  Hazen,  chmn.t 

'Includes  $698,871  related  to  sale  and  pL 

6268* 

5505 

rchase  of  prim 

57       20598 
42        12740 
ary  residence. 

43788 
35770 

197 

a 
a 

15.3 

-12.2 

a 

a 

i     BEVERAGES  (CONSUMER  PRODUCTS) 

NHEUSER-BUSCH       11703.7 
35.8 

A.A.  Busch  III,  chmn.,  pres.  &  CEO 
P.T.  Stokes,  v-p  &  group  exec. 

3403 
1992 

18 
36 

10812 
317 

33288 
11793 

188 

a 
a 

31.4 

24.6 

a 
a 

10CA-C0LA                   19805.0 
25.6 

M.D.  Ivester,  chmn.  &  CEOt 
J.L.  Stahl,  sr.  v-p 

'Includes  accruals  of  $17  mil.  per  separat 

1354           -51 
485           -34 

on  arrangement. 

17687* 
0 

89139 
21011 

114 

a 
a 

41.4 

-55.0 

a 
a 

:0CA-C0LA                  144060 
ENTERPRISES                       2.0 

H.A.  Schimberg,  pres.  &  CEO                 1616 
S.K.  Johnston,  Jr.,  chmn.                          851 

•Includes  888,343  options  granted  in  1999  for  FY  2000 

-18          1286 
-43          1158* 
compensation. 

8358 
7425 

126 

a 
a 

5.8 

-74.0 

a 
a 

PEPSICO                       20367.0 
29.8 

R.A.  Enrico,  chmn.  &  CEO                      24 1 7*           12 
S.S.  Reinemund,  pres.  &  COO                2210            46 
'Annual  salary  decreased  from  $900,000  to  $1  at  Mr.  Enrico's  reqi 

271 

5387 
est 

20241 
12948 

137 

a 
a 

27.5 

71.7 

a 
a 

7      BUILDING  (INDUSTRIAL:   LOW  TECH) 

PPG  INDUSTRIES            7757.0 
18.3 

R.W.  LeBoeuf,  chmn.  &  CEO 
F.A.  Archinaco,  exec,  v-p 

1709 
806 

2 
3 

1919 
105 

10762 
4705 

120 

a 

a 

24.9 

-39.0 

a 

m 

VULCAN  MATERIALS       2355.8 
18.1 

D.M.  James,  chmn.  &  CEO 
P.J.  Clemens  III,  exec,  v-p 

1525 
706 

14 
8 

413 
460 

4752 
2870 

209 

a 
a 

20.5 

-15.2 

a 

a 

8     CHEMICALS  (INDUSTRIAL:  LOW  TECH) 

AIR  PRODUCTS  &           5009.9 
CHEMICALS                          12.8 
DOW  CHEMICAL           18974.0 
!.!>:?.. 

H.A.  Wagner,  chmn.  &  CEO 
J. P.  Jones  III,  pres.  &  COO 

1376 
912 

-24 
19 

0 
363 

8916 
3803 

102 

a 

a 

16.5 

-209 

a 
a 

W.S.  Stavropoulos,  pres.  &  CEO 
A.J.  Carbone,  exec,  v-p 

2547 
1306 

61 
39 

7905 
1502 

17061 
6031 

189 

a 
a 

190 

-33.3 

a 
a 

DUPONT                       26918.0 

17 

CO.  Holliday,  Jr.,  chmn.  &  CEO 
KM.  Landgraf,  exec,  v-p  &  COO 

2800 
1138 

5 
0 

1761 
0 

16210 
3613 

150 

a 

a 

11.8 

-95.2 

a 

a 

MONSANTO                    9146.0 

9.4 

R.8.  Shapiro,  chmn.  &  CEO 
P.  Needleman,  sr.  v-pt 

2351 
1650 

47 
38 

8077 

0 

79396 
8566 

102 

a 
a 

4.6 

-9.9 

a 
a 

PRAXAIR                        4639.0 

19.3 

H.W.  Lichtenberger,  chmn.  &  CEO* 
J. A.  Clerico,  exec,  v-p,  &  CFO 

'Left  office  3/15/00. 

1688 
741 

16 
16 

4205 
1057 

14195 
5137 

113 

a 
a 

19.0 

a 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999  COMPENSATION 


1997-99  PAY-PERFORMANCE  ANALYSIS 


1999 


SALES:  $  MILLIONS 

ROE:  % 


TOTAL  ANNUAL  COMP 
SALARY  %  CHANGE 

&  BONUS  FROM 

$000  1998 


LONG- 
TERM 
COMP. 
$000 


PAY  VS  SHAREHOLDER  RETURN 


PAY  VS  CORPORATE  PROl 


TOTAL 
COMP. 
$000 


$  VALUE 
OF  $100 
INVESTED 


RATING 


ROE 
% 


CHANGE 
IN  ROE 


ROHM  &  HAAS 

5339.0 
7.1 

R.L.  Gupta,  chmn.  &  CEO* 
J.L.  Wilson,  chmn.  &  CEOt 

•Became  CEO  10/1  99 

1793 
1791 

133 
-24 

519 
2755 

4022 
12519 

159 

ffl 

a 

20.4 

-68.1 

UNION  CARBIDE 

5870.0 
11.9 

W.H.  Joyce,  chmn.,  pres.  &  CEO 
L.P.  McMaster,  v-p 

1926 
640 

19 
19 

0 
667 

6862 
2454 

172 

ED 

m 

18.9 

-56.7 

9     CONGLOMERATES  (INDUSTRIAL:  LOW  TECH) 

GENERAL  ELECTRIC 

1108320 
25.2 

J.F.  Welch,  Jr.,  chmn.  &  CEO 
D.D.  Dammerman,  vice-chmn. 

13325 
4200 

32 
35 

79813 
15010 

216695 
56962 

327 

LH 

24.3 

7.7 

HONEYWELL 
INTERNATIONAL 

23735.0 
17.9 

L.A.  Bossidy,  chmn.t                               7000 
M.R.  Bonsignore,  CEO*                           3088 

"Became  CEO  12/1/99.  "Incl.  $1  mil.  award  for  merger 

17 

of  AlliedS 

40879**         90260 
9068**                NA 

ignal  and  Honeywell. 

179 

a 

NA 

23.2 

-26.6 

TEXTRON 

11579.0 
14.3 

L.B.  Campbell,  chmn.  &  CEO 
J.A.  Janitz,  pres.  &  COO : 

2400 
1306 

29 

55 

20087 
11647 

30012 
16336 

171 

a 
a 

15.5 

-6.1 

TRW 

16969.4 
17.3 

J.T.  Gorman,  chmn.  &  CEO 
P.S.  Hellman,  pres.  &  COO* 

'Resigned  2/28/99. 

4335 
1765 

47 
5 

2535 
5006 

18721 
11988 

113 

m 

ES 

13.2 

108.8         1 

10     CONTAINERS  (INDUSTRIAL:   LOW  TECH)                                                                                                                                               1 

AVERY  DENNISON 

3768.2 
26.6 

P.M.  Neal,  pres.  &  CEO 
K.A.  Caldwell,  exec,  v-p 

1680 
855 

15 
16 

6676 
4467 

20235 
10535 

217 

m 

26.0 

25.8 

11      DRUGS  (CONSUMER  PRODUCTS) 

ABBOTT 
LABORATORIES 

13177.6 
32.9 

M.D.White,  chmn.  &  CEO* 
R.L.  Parkinson,  Jr.,  pres.  &  COO 

•Became  CEO  1/1/99. 

2147 
1569 

27 

18 

3822 
3119 

14418 
16218 

150 

® 
m 

38.6 

-i5.7      \m 

ALLERGAN 

1452.4 
29.7 

D.E.  Pyott,  pres.  &  CEO 
L.J.  Kaplan,  corp.  v-p 

1378 

568 

6 
4 

0 
1799 

NA 
4202 

292 

NA 

m 

10.7 

188.5        Njl 

AMERICAN  HOME 
PRODUCTS 

13550.2 
-19.8 

J.R.  Stafford,  chmn.,  pres.  &  CEO 
R.G.  Blount,  sr.  exec,  v-pt 

2262 
1596 

-18 

7 

849 
7898 

38698 
26467 

142 

a 
i 

10.3 

-173.0         H 

AMGEN 

3340.1 
36.3 

G.M.  Binder,  chmn.  &  CEO 
K.W.  Sharer,  pres.  &  COO 

May  include  preliminary  data. 

2753 
1756 

56 
21 

45245 
9906 

97484 
29998 

442 

a 
® 

33.4 

1.7       aL 

BAXTER 
INTERNATIONAL 

6380.0 
23.3 

H.M.  Jansen  Kraemer,  Jr.,  chmn.  &  CEO*2098 
V.R.  Loucks,  Jr.,  chmn.  &  CEOt              1870 

•Became  CEO  1/1/99. 

54 
-29 

1057 
10694 

7071 
27439 

163 

m 

a 

15.3 

1.3         ^P 

al 

BECTON,  DICKINSON 

3508.6 
15.3 

C.  Castellini,  chmn.  &  CEOt 
J.W.  Galiardo,  vice-chmn. 

922 
486 

-47 
-37 

0 
2056 

11631 
9405 

128 

ED 
1 

17.2 

-28.8       mli 

ml 

BRISTOL-MYERS 
SQUIBB 

20222.0 
48.2 

C.A.  Heimbold,  Jr.,  chmn.  &  CEO 
K.E.  Weg,  vice-chmn. 

3889 
1832 

22 

30 

40088 
900 

129468 
31419 

246 

HI 

a 

44.7 

li.i     ii| 
al 

FOREST 
LABORATORIES 

788.9 
14.6 

H.  Solomon,  chmn.  &  CEO 
K.E.  Goodman,  pres.  &  COO 

768 
519 

13 
12 

23087 
0 

31692 
4905 

375 

m 

m 

10.3 

nm     a  i 

GUIDANT 

2352.3 

39.7 

R.W.  Dollens,  pres.  &  CEO 
J.M.  Cornelius,  chmn. 

941 
1313 

-15 
-33 

6125 
24537 

8934 
31742 

330 

m 
® 

21.7 

170.6         1 

a 

IMMUNEX 

541.7 
12.5 

E.V.  Fritzky,  CEO 

P.V.  Phillips,  exec,  v-p  &  COO 

1162 
878 

11 
51 

7574 
2269 

10664 
4170 

2246 

m 
m 

1.3 

nm     in 

m  j 

JOHNSON  & 
JOHNSON 

27471.0 
25.7 

R.S.  Larsen,  chmn.  &  CEO                     4212*             8       29520 
R.N.  Wilson,  vice-chmn.                         3022**           7       13488 
'Includes  $1,437,529  dividend  equivalents.  "Includes  $1,168,656  dividend 

52892 
31564 

equivalents. 

195 

a 
a 

25.0 

-3.5     a 
a 

LILLY  (ELI) 

10002.9 
50.8 

S.  Taurel.chmn.  &  CEO 
A.M.  Watanabe,  exec,  v-p 

3382 
1529 

20 
-1 

30139 
6678 

49761 
28096 

189 

a 
a 

29.9 

io3.9     a 
® 

MEDIMMUNE 

383.4 
17.4 

W.T.  Hockmeyer,  chmn.  &  CEO 
M.D.  Booth,  pres.  &  COO 

May  include  preliminary  data. 

1285 
968 

64 

174 

22086 
0 

30856 
NA 

1951 

m 

NA 

-15.6 

nm     m 

NA 

MEDTRONIC 

4701.4 
22.7 

W.W.  George,  chmn.  &  CEO 
A.D.  Collins,  Jr.,  pres.  &  COO 

•Excludes  $200,000  bonus  and  $1.4  mil 

1129*           20       25841* 
1130             21                 0** 
Long-term  comp.  paid  as  options.  ** 

59267        217           IS 
11530                     m 

Excludes  $892,044  Long  term  comp 

19.3 
paid  as  opt 

-25.3     a 
1 

ions. 

MERCK 

32714.0 
44.5 

R.V.  Gilmartin,  chmn.,  pres.  &  CEO        2683               5 
E.M.  Scolnick,  exec,  v-p                         1584              3 
"Includes  $3.4  million  of  restricted  stock  which  vested  6/16/99. 

3431* 
14207 

11265 
23112 

177 

a 

40.7 

37.2          tH 

m 

MILLENNIUM 
PHARMACEUTICALS 

183.7 
-86.5 

M.J.  Levin,  chmn.  &  CEO                          509 
S.H.  Holtzman,  chief  business  officer      339 

5 
8 

0 
40 

1440 
969 

702 

m 
m 

-56.7 

NM          LI 

PFIZER 

16204.0 
36.0 

W.C.  Steere,  Jr.,  chmn.  &  CEO 
H.A.  McKinnell,  Jr.,  pres.  &  COO 

4322 
1990 

2 

4 

31357 
25177 

102044 
51711 

241 

m 
m 

28.7 

29.8         i 
I J 

PHARMACIA  & 
UPJOHN 

7253.0 
14.9 

F.  Hassan,  pres.  &  CEO 
T.G.  Rothwell,  exec,  v-p 

3027 
1519 

30 

-5 

12013 
851  • 

28771 
NA 

122 

a 

NA 

10.9 

68.4     a 

NA 

SCHERING-PLOUGH 

9176.0 
40.9 

R.J.  Kogan,  chmn.  &  CEO 
R.E.  Cesan,  pres.  &COO 

3274 
2007 

19 
57 

33439 
21539 

79781 
30123 

271 

a 
m 

45.3 

-30.6     a 
a 

STRYKER 

2103.7 
2.9 

J.W.  Brown,  chmn.,  pres.  &  CEO 
R.A.  Elenbaas,  v-p 

1400 
750 

8 
-7 

0 
0 

5655 
3345 

235 

m 

m 

9.8 

-85.3         m 
Bfl 

WARNER-LAMBERT 

12928.9 
34.0 

L.J.  de  Vink,  chmn.,  pres.  &  CEO* 
M.R.  Goodes,  chmn.  &  CEOt 

Became  CEO  5/1/99.  "Includes  $9.5  mil 

2513             34                 0 
1412           -57       60442** 
payments  for  cash  awards. 

34567 
88691 

340 

® 
s 

33.1 

n.6     a 
in 
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Actually,  the  good 
news  is  great  minds 
don't  think  alike. 


At  Goldman  Sachs  we  believe  the  best  ideas  come  from  a  room  full  of  differing 
opinions.  With  our  substantial  global  resources,  we're  able  to  bring  different 
minds  and  disciplines  to  the  table.  The  result  is  out-of-the-box  thinking 
instead  of  conventional  solutions.  And  that's  news  everyone  can  agree  on. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999  COMPENSATION 


1997-99  PAY-PERFORMANCE  ANALYSIS 


1999 

TOTAL  ANNUAL  COMP 
SALARY          %  CHANGE 
4  BONUS              FROM 
$000                1998 

LONG- 
TERM 
COMP 
$000 

PAY  VS.  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP          OF  $100 
$000          INVESTED       RATING 

PAY  VS  CORPORATE  PROB 

ROE 
% 

CHANGE               [■[  M 
IN  ROE                LA.V 
%            i 

SALES  $  MILLIONS 
ROE  % 

12     ELECTRICAL  &  ELECTRONICS  (INDUSTRIAL 

HIGH  TECH) 

ADVANCED  MICRO 
DEVICES 

2857.6 
-4.5 

W.J.  Sanders  III,  chmn.  &  CEO 
R.  Previte,  vice-chmn. 

•Includes  $400,000  in  deferred  retirement 

3258          153 
1285            65 
compensation. 

0* 

250 

22274 
3482 

112 

® 
® 

-3.6 

NM 

ALTERA 

836.6 
20.0 

R.  Smith,  pres.  &  CEO 

D.M.  Berlan,  exec,  v-p  &  COO 

1480 
925 

124 
120 

27016 
4112 

29966 

6515 

273 

a 
a 

21.9 

-32.0 

ANALOG  DEVICES 

1640.2 
14.9 

J.G.  Fishman,  pres.  &  CEO 
B.P.  McAloon,  v-p 

1808 
677 

58 

47 

8987 
-     836 

20671 
4487 

366 

a 
a 

14.0 

-25.3 

ATMEL 

1330.2 
10.3 

G.  Perlegos,  pres.  &  CEO 
G.  Perlegos,  exec,  v-p 

405 
353 

21 
21 

0 
0 

1171 
1022 

178 

® 

a 

1.2 

-59.7 

BROADCOM 

518.2 
16.7 

H.T.  Nicholas  III,  co-chmn.,  pres.  &  CEOt  1 10 
H.  Samueli,  co-chmn. t                              110 

-2 
-2 

31653 
32781 

32041 

33169 

NA 

NA 
NA 

3.1 

-79.6 

CONEXANT  SYSTEMS 

1659.4 
10.3 

D.W.  Decker,  chmn.  &  CEO*t 
B.S.  Iyer,  sr.  v-p  &  CFO** 

'Became  CEO  1 1/1/98.  "Joined  company 

828 
680 

10/1/98.  Sa 

121 

NA 

es  and  bon 

0                2865          NA 
0                    NA 

uses  includes  $250,000  hiring  bonus. 

NA 
NA 

-1.4 

NA        f 

CREE 

77.7 
12.6 

F.N.  Hunter,  chmn.  &  CEO 
CM.  Swoboda,  pres.  &  COO] 

193 
207 

23 
52 

2057 
305 

2553 
794 

1821 

m 
a 

10.6  2007.9 

CYPRESS 
SEMICONDUCTOR 

705.5 
13.1 

T.J.  Rodgers,  pres.  &  CEO                         744 
J.D.  McCranie,  v-p                                     624 

May  include  preliminary  data.  "Includes  $335,075  one 

84            839 
65          4665* 
time  retention  bonus. 

2909 
6921 

229 

® 
a 

-2.3 

25.6         ■ 

EATON 

8402.0 
23.5 

S.R.  Hardis,  chmn.  &  CEO 
A.M.  Cutler,  pres.  &  COO 

2292 
1609 

19 
19 

1833 
1050 

11069 
7474 

111 

IS 

a 

21.0 

45.5     ikJ7 

EMERSON  ELECTRIC 

14386.1 
21.6 

C.F.  Knight,  chmn.  &  CEO 

G.W.  Tamke,  vice-chmn.  &  co-CEO 

4271 
1650 

24 
43 

2371 
523 

24037 
7219 

126 

a 
a 

21.2 

13.5           1 

E-TEK  DYNAMICS 

233.8 
8.9 

M.J.  Fitzpatrick,  chmn.,  pres.  &  CE01 
M.  Shih,  sr.  v-pt 

822 

390 

10 
-36 

0 
0 

NA 
4114 

NA 

NA 
NA 

NM 

NA        nE 

n« 

INKTOMI 

96.5 
-3.8 

D.C.  Peterschmidt,  chmn.,  pres.  &  CEOt  509 
V.  Vannelli,  v-p                                          387 

85 
13 

5991 
0 

12108 
NA 

NA 

NA 
NA 

-90.1 

NM        N/l 

N/1 

JABIL  CIRCUIT 

2242.2 
16.3 

W.D.  Morean,  chmn.  &  CEO 
T.A.  Sansone,  vice-chmn. 

749 
749 

12 
12 

0 

0 

2044 
1920 

730 

a 
m 

22.7 

-16.7         Qjfl 

I 

JDS  UNIPHASE 

673.4 
-9.2 

K.N.  Kalkhoven,  co-chmn.  &  CEO 
D.E.  Pettit,  sr.  v-p 

487 
323 

8 
32 

205 

0 

9975 
6095 

2458 

a 
m 

-19.7 

-602.4         H 

I'm. 

LINEAR  TECHNOLOGY 

580.4 
21.1 

R.H.  Swanson,  Jr.,  chmn.  &  CEO 
C.B.  Davies,  pres. 

1624 
1318 

5 
8 

8992 
5920 

18008 
14981 

330 

® 
® 

22.6 

-30.6         !■ 

afl 

LSI  LOGIC 

2089.4 
8.6 

W.J.  Corrigan,  chmn.  &  CEO 
J.M.  Zelayeta,  exec,  v-p 

2188 
881 

95 

79 

0 
1957 

4386 
3814 

252 

a 
® 

3.4 

-23.4     al 

MAXIM  INTEGRATED 
PRODUCTS 

688.4 
22.6 

J.F.  Gifford,  chmn.,  pres.  &  CEO 
F.G.  Beck,  v-p 

'1999  bonus  has  not  yet  been  determined. 

264* 
170* 

-87 
-64 

9472 
4362 

62917 
8906 

436 

a 
® 

26.7 

-40.5         LUB 

[3| 

MICREL 

195.1 
24.7 

R.D.  Zinn,  chmn.,  pres.  &  CEO 
R.  Whelton,  exec,  v-pt 

May  include  preliminary  data. 

695 
304 

20 
-7 

0 
1266 

1847 
1895 

720 

a 
m 

22.1 

26.4     aB 

1 

MICROCHIP 
TECHNOLOGY 

457.9 
16.0 

S.  Sanghi,  pres.  &  CEO 
T.B.  Billington,  v-p 

394 
234 

-3 
-3 

0 
675 

2765 
3628 

202 

a 
® 

15.8 

-o.8     aH 

a| 

MICRON  TECHNOLOGY 

4554.8 
7.3 

S.R.  Appleton,  chmn.,  pres.  &  CEO 
W.G.  Stover,  Jr.,  v-p  &  CFO 

2087 
1233 

215 
214 

8496 
3805 

17443 
8165 

267 

® 
® 

3.4 

-69.4     al 

a| 

MOLEX 

1906.9 
11.4 

F.A.  Krehbiel,  chmn.  &  CEO 
J.H.  Krehbiel  Jr.,  pres.  &  COOt 

701 
595 

-28 
-31 

103 
0 

3035 
2302 

228 

® 
® 

13.1 

-ii.2     a  1 

al 

MOTOROLA 

30931.0 
5.0 

C.B.  Galvin,  chmn.  &  CEO 
R.L.  Growney,  pres.  &  COO 

3183 
2182 

76 
59 

13153 
13485 

20605 
23143 

246 

a 
a 

2.0 

-48.9         a  | 

al 

NATIONAL 
SEMICONDUCTOR 

1972.8 

-51.6 

B.L.  Halla,  chmn.,  pres.  &  CEO 
D.  Macleod,  exec,  v-p 

1053 
497 

21 
10 

0 
39 

3560 
1676 

175 

a 
a 

-56.3- 

3382.1         1  1 

a  1 

QLOGIC 

178.1 
23.3 

H.K.  Desai,  chmn.,  pres.  &  CEO 
T.R.  Anderson,  v-p  &  CFO 

650 
299 

36 
28 

13571 
3293 

15498 
4241 

2483 

a 
m 

17.2 

-2.9     a  1 

a  1 

QUALCOMM 

4116.1 
8.9 

I.M.  Jacobs,  chmn.  &  CEO 
R.  Sulpizio,  pres.  &  COO 

1748 
1077 

44 
55 

0 
17728 

4003 
21705 

3617 

a 
a 

9.7 

258.9         a 

a 

ROCKWELL 
INTERNATIONAL 

7095.0 
22.6 

D.H.  Davis,  Jr.,  chmn.  &  CEO 
W.M.  Barnes,  sr.  v-p  &  CFO 

2551 
1059 

220 
128 

2962 
253 

7852 
4385 

115 

a 
a 

10.5 

73.2     a 

a 

SANMINA 

1398.9 
19.6 

J.  Sola,  chmn.  &  CEO 
R.  Furr,  pres.  &  COO 

955 
725 

13 
11 

0 
1826 

5554 
5438 

354 

a 
a 

21.2 

-27.8     a 
a 

SCI  SYSTEMS 

7224.7 
13.1 

O.B.  King,  chmn.  &  CEO                         2142* 
A.E.  Sapp,  Jr.,  pres.  &  COO**                 1398* 
'1999  bonus  estimated.  "Became  CEO  7/1/99. 

-1 
-2 

0 
0 

6027 
7840 

368 

a 
a 

17.2 

-23.5     a 
a 

SDL 

187.0 
6.0 

D.R.  Scifres,  chmn.,  pres.  &  CEO 
G.P.  Dougherty,  COOt 

May  include  preliminary  data. 

550 
445 

135 
102 

27163 
2587 

29097 
3485 

1661 

a 
m 

-4.2 

-i6.4     a 
a 

SOLECTRON 

9473.6 
12.3 

K.  Nishimura,  chmn.,  pres.  &  CEO 
S.  Zohouri,  sr.  v-p  &  COO 

1600 
1307 

32 
51 

8065 
2907 

18152 
7358 

713 

a 
a 

15.4 

-24.6     a 
a 

TEXAS  INSTRUMENTS 

9468.0 
15.2 

T.J.  Engibous,  chmn.,  pres.  &  CEO 
R.K.  Templeton,  exec,  v-p 

2944 
1958 

19 
22 

7451 
7509 

15019 
12533 

615 

a 
a 

8.8 

nm     a 
a    - 
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excess. 


How  to  get  from  Midtown  to  Soho: 


Take  the  Lexington  Avenue  subway  from 
the  Upper  East  Side  down  to  Spring 
Street  Station. 

Exit  to  street. 

Time — 14  minutes. 


How  to  get  from  Midtown  to  Soho: 


Pick  up  fabulous  chintz 
pillows  along  the  way 
for  extra  comfort. 


Hire  a  limo. 


fig.  1 


Staff  it  with  an  entourage 
of  advisors  and  a  travel 
coordinator  to  point  out 
the  obvious  landmarks. 


Take  prestigious 
Fifth  Avenue. 


Make  the  de  rigueur 
cappuccino  stop. 


?>2000  Panttesic  LLC.  All  names  and  tr; 


Arrive  in  Soho  3  hours  later. 


Welcome  to  a  place  where  common  sense  reigns  and  lunch  is  a 
turkey  sandwich.  Where  your  e-business  is  given  exactly  what  it 
needs  to  sell  and  succeed  online  without  unnecessary  custom- 
ization. Improving  your  customer  service  and  productivity  is  our 
mantra.  Getting  you  there  and  keeping  you  there  is  our  mission. 
Doing  it  quickly  and  efficiently,  our  manifesto.  Know  Better. 


www.pandesic.com  or  1-888-349-ebiz  (3249) 


□  |   http://www.pandesic.com 


□ 


^ppandesic 


the  e-business 


HH 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999  COMPENSATION 


1997-99  PAY-PERFORMANCE  ANALYSIS 


1999 


SALES:  $  MILLIONS 
ROE:  % 


TOTAL  ANNUAL  COMP. 
SALARY  %  CHANGE 

&  BONUS  FROM 

$000  1998 


LONG- 
TERM 
COMP. 
$000 


PAY  VS.  SHAREHOLDER  RETURN 


TOTAL 
COMP. 
$000 


$  VALUE 
OF  $100 
INVESTED 


RATING 


PAY  VS.  CORPORATE  PROFI1 1 
CHANGE 
IN  ROE 
%  RATI 


ROE 


VITESSE 
SEMICONDUCTOR 

310.0 
14.9 

L.R.  Tomasetta,  pres.  &  CEO 
E.F.  Hovanec,  v-p  &  CFO 

480 
370 

41 
27 

12920 
3950 

28889 

10122 

692 

m 
m 

14.3 

3.9 

XILINX 

898.7 

18.0 

W.P.  Roelandts,  pres.  &  CEO 
R.  Sevcik,  sr.  v-p 

583 

639 

6 
27 

0 

0 

1983 
NA 

494 

m 

NA 

18.6 

-19.8 

13      FOOD  PROCESSING  (CONSUMER  PRODUCTS) 

ARCHER  DANIELS 
MIDLAND 

13211.7 
3.1 

G.A.  Andreas,  chmn.  &  CEO 
B.D.  Kraft,  sr.  v-p 

2438 
948 

15 
10 

28 

55 

5397 
2630 

66 

® 

m 

5.2 

-72.5 

L'B 

BESTFOODS 

8637.0 

83.1 

C.R.  Shoemate,  chmn.,  pres.  &  CEO 
R.J.  Gillespie,  exec,  v-p 

3175 
1543 

26 
16 

5328 
1990 

21074 
10307 

155 

m 
i 

65.5 

193.3 

t| 

CAMPBELL  SOUP 

6472.0 
285.7 

D.F.  Morrison,  pres.  &  CEO 
F.M.  Thrasher,  sr.  v-p  t 

883 

526 

-53 
-32 

7800 
2495 

16082 
5851 

106 

® 

138.2 

876.7 

1 
1 

CONAGRA 

24903.0 
10.5 

B.C.  Rohde,  pres.  &  CEO 
T.L.  Manuel,  pres.  &  COO-sub. 

1874 
901 

71 
-10 

831 
277 

11898 
5238 

98 

® 

m 

15.1 

-57.9 

Ejjfl 

12"  ■ 

GENERAL  MILLS 

6486.4 
233.0 

S.W.  Sanger,  chmn.  &  CEO 
C.W.  Gaillard,  pres.t 

1740 
1264 

8 

3 

3398 
1746 

12014 
9400 

123 

® 
m 

260.1 

158.7 

nil 
ml 

HEINZ  (H.J.) 

9286.6 
36.5 

W.R.  Johnson,  pres.  &  CEO* 
W.C.  Springer,  exec,  v-p 

•Became  CEO  5/1/98. 

3013 
1643 

32 

33 

1532 
6131 

16652 
18392 

121 

a 

@] 

33.0 

195.4 

®\ 
a| 

HERSHEY  FOODS 

3970.9 
41.9 

K.L.  Wolfe,  chmn.  &  CEO 
J. P.  Viviano,  vice-chmn.t 

775 

644 

-29 

-21 

3618 
63 

11270 
6619 

114 

a 
m 

38.0 

78.1 

!2]| 
2    1 

HORMEL  FOODS 

3462.7 

19.5 

J.W.  Johnson,  chmn.,  pres.  &  CEO 
D.J.  Hodapp,  exec,  v-p  &  CFO 

1676 
860 

26 
17 

3954 
1673 

7924 
3874 

160 

n 

16.8 

92.7 

I2|| 

ml 

KELLOGG 

6984.2 

41.6 

CM.  Gutierrez,  pres.  &  CEO*                 1 1 00 
J. D.  Cook,  exec,  v-p                               1605** 

•Became  CEO  4/23/99.  "Includes  $500,000  lump-sum 

109                5 

NA                 0 

bonus  payment. 

4624 
NA 

101 

® 

NA 

51.5 

0.5 

m  1 

NA  1 

NABISCO  HOLDINGS 

8268.0 
9.2 

J.M.  Kilts,  pres.  &  CEO 
R.H.  Lenny,  pres. -sub. 

1008 
1199 

-44 

56 

7293 
571 

NA 

NA 

86 

NA 
NA 

5.9  2099.5 

NA  1 
NA  1 

RALSTON  PURINA 

4843.2 
43.6 

W.P.  McGinnis,  CEO  &  pres. 
J.P.  Mulcahy,  chmn.  &  CEO-sub. 

1493 
1312 

15 
2 

671 

415 

10750 
10719 

123 

EH 

® 

38.3 

-13.6 

a  1 
m  1 

SARA  LEE 

20146.0 
67.2 

J.H.  Bryan,  chmn.  &CEO 
C.S.  McMillan,  pres.  &  COO 

2715 
1771 

-6 
2 

11490 
4421 

42675 
19313 

126 

a 

a 

20.1 

230.3 

®  1 
®  1 

STARBUCKS 

1801.5 

10.8 

H.D.  Schultz,  chmn.  &  CEO 
O.C.  Smith,  pres.  &  COO 

779 
623 

-34 
-39 

7670 
8148 

28747 
20100 

169 

a 
a 

10.1 

15.5 

a 
a 

SYSCO 

18292.1 
26.4 

B.M.  Lindig,  chmn.  &  CEO                      1703* 
C.H.  Cotros,  pres.  &  COO                        1325* 
•Excludes  portion  of  bonus  paid  in  restricted  stock. 

20 
20 

872 
722 

6395 
5036 

253 

m 
m 

24.0 

40.8 

® 
® 

WRIGLEY  (WM.)  JR. 

2061.6 
27.1 

W.  Wrigley,  Jr.,  pres.  &  CEO**                   487**        43              20 
D.S.  Barrie,  pres. -International!              470**      -35           104 

'Became  CEO  3/8/99.  *'1999  bonus  &  restricted  stock  awards  not  yet  determined 

1469 
2825 

155 

m 
m 

27.0 

5.5 

m 
m 

14     FOOD  &  LODGING  (SERVICE) 

MARRIOTT 
INTERNATIONAL 

8739.0 
13.8 

J.W.  Marriott,  Jr.,  chmn.  &  CEO 
W.J.  Shaw,  pres.  &  COO 

1974 
1238 

1 
0 

6796 
1921 

16502 
11297 

137 

a 
a 

17.3 

-43.4 

® 
a 

TRICON  GLOBAL 
RESTAURANTS 

7822.0 
NM 

A.E.  Pearson,  chmn.  &  CEO 
D.C.  Novak,  vice-chmn.  &  pres.* 

•Became  CEO  1/1/00. 

3346 
3033 

-9 

6 

0 
0 

8917 
8279 

NA 

NA 
NA 

NM 

NM 

NA 

NA 

15     GENERAL  &  SPECIAL  MACHINERY  (INDUSTRIAL:  LOW  TECH) 

APPLIED  MATERIALS 

5783.6 
21.0 

J.C.  Morgan,  chmn.  &  CEO 
D.  Maydan,  pres. 

2047 
1643 

102 
112 

16092 
18144 

31801 
33654 

705 

m 

® 

15.7 

-17.1 

a 
a 

CATERPILLAR 

19702.0 
17.3 

G.A.  Barton,  chmn.  &  CEO* 
G.S.  Flaherty,  group  pres. 

•Became  CEO  2/1/99. 

1378 
875 

42 

4 

2015 
1718 

6616 
5100 

133 

® 
® 

27.5 

-47.7 

ED 
IS 

DEERE 

11631.0 
5.5 

H.W.  Becherer,  chmn.  &  CEO 
B.L.  Hardiek,  pres. -sub. 

1030 
411 

-59 
-56 

1501 
515 

10989 
3534 

114 

m 

® 

17.9 

-75.9 

® 
® 

DOVER 

4446.4 
19.9 

T.L.  Reece,  chmn.,  pres.  &  CEO 
J.E.  Pomeroy,  v-p;  pres. -sub. 

1950 
960 

16 
15 

427 
547 

10786 
6451 

186 

m 

® 

20.2 

-24.2 

m 

a 

ILLINOIS  TOOL  WORKS   9333.2 
17.5 

W.J.  Farrell,  chmn.  &  CEO                      2046 
J.M.  Ringler,  vice-chmn.t                       1838 
•Includes  $7.1  mil.  from  noncompetition  agreement. 

38 

11 

1055 
8004* 

8115 
13534 

174 

m 

a 

19.5 

-13.9 

m 
a 

INGERSOLL-RAND 

7666.7 
17.7 

J.E.  Perella,  chmn.                                2550 
H.L.  Henkel,  pres.  &  CEO*                      1759 

•Joined  company  4/1/99;  became  CEO  10/1/99. 

4 

NA 

5939 
3865 

14168 
NA 

193 

® 

NA 

17.6 

3.2 

a 

NA 

TYCO 
INTERNATIONAL 

23921.8 

14.7 

L.D.  Kozlowski,  chmn.  &  CEO 
R.J.  Meelia,  pres. -sub. t 

4550 
6434 

21 
136 

165446 
0 

244639 
10056 

297 

LH 
IS 

3.7 

-8.3 

a 
a 
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VI.GRADWELL     PRODUCTION  6TH  FL 


STENGER 


WEBMASTER    9TH  FL 
ACCOUNTS  PAYABLE 
DOMAIN  MANAGER 
INTERNET  ATTORWf 
ir  RRAND  MANAGER 
fcCOUNT  EXECUTIVE 


They're  certainly  not  paying  you  for  all 
those  jobs.  Register.com's  Corporate  Services 
Division  was  created  to  help  webmasters  easily 
handle  the  sometimes  overwhelming  task  of 
registering  and  managing  their  company's  domain 
names.  Once  you  set  up  an  account,  you'll  have  a 
dedicated  Account  Manager,  reachable  by  phone, 
to  assist  you  with  high  volume  registrations  and 
many  other  specialized  services.  And  only  one 
consolidated  bill  when  you're  finished.  To  get 
your  account  set  up,  call  us  at  1-800-699-9638. 


4THFL 


register 


com 

Corporate  Services  Division 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999  COMPENSATION 


1997-99  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 


1999 


SALES:  $  MILLIONS 
ROE:  % 


SAURY 

4  BONUS 

$000 


i CHANGE 
FROM 
1998 


LONG- 
TERM 
COMP 


PAY  VS  SHAREHOLDER  RETURN 


TOTAL 
COMP 
$000 


$  VALUE 
OF  $100 
INVESTED 


PAY  VS.  CORPORATE  PROF!' 
CHANGE 
IN  ROE 
%  RATI 


ROE 
% 


16      INSTRUMENTS  (INDUSTRIAL:   HIGH  TECH) 
87910      E.W.  Barnholt,  pres.  &  CEO 


AGILENT 
TECHNOLOGIES 


1395"        NA         7474 
12.7      J. E.  Scruggs,  sr.  v-p  609**        NA  1448 

"Became  CEO  5/1/99.  "Compensation  paid  by  Hewlett-Packard 


NA 
NA 


NA 


NA 
NA 


NA 


NA 


N. 


KLA-TENCOR  1048.3      K.  Levy,  chmn.  &  CEO 

9.9      K.L.  Schroeder,  pres.  &  COO* 

•Became  CEO  7/1/99. 


886 

866 


21 
22 


2013 
1121 


4365 
5946 


314 


10.5  -56.0 


PE  BIOSYSTEMS 
GROUP 


1302.5 
26.5 


T.L.  White,  chmn.  &  CEO 
M.W.  Hunkapiller,  sr.  v-p 


2575 
1076 


53 
76 


2264 

0 


10243 
2283 


419 


20.9     513.8 


TERAOYNE 


1790.9      G.W.  Chamillard,  pres.  &  CEO  1215  54         5828  10462 

16.6      E.  Rogas,  Jr.,  sr.  v-p  655  40         3922  7439 

May  include  preliminary  data. 


542 


IS 

m 


13.4       49.6 


WATERS 


704.4 
41.7 


D.A.  Berthiaume,  chmn.,  pres.  &  CEO 
J.R.  Nelson,  sr.  v-p 


1135 
505 


4       12197 
0         2294 


19084 
10742 


349 


25.3       27.3 


II! 

m 


17      LEISURE  TIME  INDUSTRIES  (CONSUMER  PRODUCTS) 


CARNIVAL 


3497.5 
17.3 


M.M.  Arison,  chmn.  &  CEO 
H.S.  Frank,  vice-chmn.  &  COO 


2130 
1886 


1 
10 


2636 
9591 


12906 
23797 


299 


18.4       -7.3         Ml 

a 


EASTMAN  KODAK 

14089.0 
35.6 

G.M.  Fisher,  chmn.  &  CEO 
D.A.  Carp,  pres.  &  COO* 

•Became  CEO  1/1/00. 

4520 
1837 

22 

40 

0 
0 

27014 
5720 

89 

a 

1 

23.5 

66.6 

ISl 

1 

HARLEY-DAVIOSON 

2480.6 
23.0 

J.L.  Bleustein,  chmn.  &  CEO 
D.F.  Zarcone,  pres.  &  COO 

2002 
687 

11 
NA 

0 
1052 

4979 
NA 

276 

m 

NA 

21.6 

6.3 

m 

NA 

18     METALS  &  MINING  (RESOURCES) 

ALCOA 

16323.0 
16.8 

A.J.  Belda,  pres.  &  CEO* 
P.H.  O'Neill,  chmn. 

•Became  CEO  5/6/99. 

2377 
2958 

35 

20 

15915 
33122 

31104 
47171 

274 

® 

16.5 

44.4 

a 
® 

19     MISCELLANEOUS  MANUFACTURING  (INDUSTRIAL: 

LOW  TECH) 

CORNING 

4338.1 
21.4 

R.G.  Ackerman,  chmn.  &  CEO 
N.E.  Garrity,  pres. -sub. 

2352 
1478 

93 
83 

3980 
4488 

13906 
11470 

346 

® 
m 

25.2 

-39.8 

® 

a 

DANAHER 

3197.2 

15.3 

G.M.  Sherman,  pres.  &  CEO 
P.W.  Allender,  exec,  v-p  &  CFO 

2225 
794 

-3 
14 

0 
376 

6658 
2488 

208 

ED 
ED 

15.2 

-4.2 

m 
m    \ 

JOHNSON  CONTROLS 

16584.6 
19.1 

J.H.  Keyes,  chmn.  &  CEO 
J.M.  Barth,  pres.  &  COO 

2860 
1516 

60 
52 

864 
378 

8611 
6784 

145 

® 

16.3 

23.8 

® 
® 

MINNESOTA  MINING 
&MFG. 

15659.0 
28.0 

L.D.  DeSimone,  chmn.  &  CEO 
R.O.  Baukol,  exec,  v-p 

2076 
946 

17 
15 

3172 

1175 

19666 
6517 

127 

a 
a 

28.1 

16.2 

® 
® 

PARKER  HANNIFIN 

5022.6 

16.1 

D.E.  Collins,  pres.  &  CEO 
D.W.  Sullivan,  exec,  v-p 

1708 
992 

-5 
-1 

1908 
4147 

11827 
9893 

208 

m 
® 

17.7 

-6.9 

® 
® 

20     NATURAL  RESOURCES  (RESOURCES) 

AMERADA  HESS 

7039.1 
14.4 

J.B.  Hess,  chmn.  &  CEO 
W.S.  Laidlaw,  pres.  &  COO 

2150 
1965 

65 
71 

0 
375 

7688 
6980 

101 

m 

a 

-0.9 

-26.2 

® 
a 

ANADARKO  PETROLEUM  701.1 
2.4 

R.J.  Allison,  Jr.,  chmn.  &  CEO 
J.N.  Seitz,  pres.  &  COO 

3000 
1275 

28 

55 

10343 
630 

18899 
4013 

107 

a 
® 

2.4 

-76.1 

a 

Bfl 

ATLANTIC  RICHFIELD 

12501.0 
15.5 

M.R.  Bowlin,  chmn.  &  CEO 
M.E.Wiley,  pres.  &  COO 

2552 
1501 

35 
66 

31 
27 

6891 
3413 

147 

® 
® 

9.5 

-27.4 

12 

® 

BURLINGTON 
RESOURCES 

2065.0 
0.0 

B.S.  Shackouls,  chmn.,  pres.  &  CEO 
H.L.  Steward,  vice-chmn. 

1553 
975 

14 
-15 

353 

105 

5248 
5802 

68 

® 
a 

4.5 

-99.7 

® 
a 

CHEVRON 

35448.0 
11.7 

K.T.  Derr,  chmn.  &  CEOt 
J.N.  Sullivan,  vice-chmn. 

3315 
1450 

35 
13 

5632 
5275 

23411 
12832 

146 

a 
a 

12.7 

-30.1 

a 
a 

COASTAL 

8197.2 
12.7 

D.A.  Arledge,  chmn.,  pres.,  CEO 
C.C.  Hesse,  sr.  exec,  v-p 

1198 
560 

7 
14 

4742 
2168 

9219 
4325 

148 

m 

® 

12.6 

-20.4 

® 
® 

CONOCO 

20547.0 
16.3 

A.W.  Dunham,  chmn.,  pres.  &  CEOt 
G.W.  Edwards,  sr.  exec,  v-pt 

4748 
1875 

113 
114 

2340 
0 

12570 
3930 

NA 

NA 

NA 

13.5 

24.5 

® 
® 

KERR-McGEE 

2696.1 
10.0 

L.R.  Corbett,  chmn.  &  CEO 
T.J.  McDaniel,  vice-chmn. 

'Bonus  not  yet  determined. 

718* 
337* 

-17 
-11 

40 
0 

2793 
1158 

95 

ED 
ED 

2.1 

-38.1 

m 
m 

OCCIDENTAL 
PETROLEUM 

7610.0 
16.0 

R.R.  Irani,  chmn.  &  CEO 
D.R.  Laurance,  pres. 

3457 
2065 

188 

102 

2180 
1446 

109579 
24091 

105 

EH 

10.0 

0.4 

® 

TEXACO 

35698.0 
9.8 

P.I.  Bijur,  chmn.  &  CEO 
J.J.  O'Connor,  sr.  v-p 

1969 
824 

29 
21 

5075 
656 

18738 
NA 

122 

1 

NA 

11.9 

-50.2 

a 

NA 

USX-MARATHON 
GROUP 

24212.0 
13.6 

T.J.  Usher,  chmn.  &  CEO-USX  Corp. 
V.G.  Beghini,  vice-chmn. t 

2655 
1691 

9 

1 

332 

5 

9822 
5738 

112 

IS 
® 

11.1 

-32.2 

® 
® 
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What  Two  Companies  Are  Joining  For 


E-businesses  Communicate  With  Customers' 


Kana  And 
Silknet. 


The  Internet  and  e-mail  have  given  e-businesses 
important  new  ways  to  interact  with  customers. 
Because  Kana  and  Silknet  believe  in  the  power  of  the 
online  customer  experience,  they're  teaming  to  deliver 
a  mission-critical  platform  and  suite  of  applications 
that  define  successful  online  customer  communications. 

The  combined  Kana  solution  improves  every 
important  facet  of  the  customer  relationship,  giving 
your  customers,  partners  and  your  company  a  360 
degree  view  across  all  the  marketing,  sales  and  service 
communications.   Kana  does  this  by  providing: 

•  A  range  of  powerful  communication  applications  and 
a  Web-architected  e-business  platform  designed  for 
rapid  integration  and  deployment. 

•  A  broad  communications  system  that  allows 
customers  and  partners  to  choose  where  and  how  they 
interact  with  your  company  by  integrating  communi- 
cations across  all  channels  —  whether  e-mail,  Web, 
phone  or  other  traditional  channels. 

With  more  than  450  customers,  including  twelve 
of  the  top  twenty  most  visited  sites  on  the  Internet,  the 
combined  Kana  solution  empowers  companies  to 
improve  customer  loyalty  in  a  world  where  the 
competition  is  only  a  mouse  click  away. 

Visit  www.kana.com/seminar  to  register  for  a  FREE  upcoming 
Web  seminar  about  the  combined  solution. 


COMPLETE  ONLINE 


COMMUNICATIONS 


INVESTORS  AM  URGED  TO  READ  THI  IOINT  PROX>  mviiaiivi  NU 
MERGER-RELATED  DO)  UMENTS  FILED  WITH  Till  SEI  V.  inn  i  i>Nl 
MATION    hna 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 

1999 

EXECUTIVE 

1999  COMPENSATION 

TOTAL  ANNUAL  COMP                  LONG- 
SALARY           %  CHANGE          TERM 
&  BONUS              FROM             COMP. 
$000                1998             $000 

1997-99  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN                 PAY  VS.  CORPORATE  PR 
TOTAL          $  VALUE                                            CHANGE 
COMP.          OF  $100                               ROE         IN  ROE 
$000          INVESTED       RATING               %             % 

on  1 

SALES;  $  MILLIONS 
ROE:  % 

ratI 

21      NONBANK  FINANCIAL  (FINANCIAL  SERVICES) 

AETNA 

26347.0 
6.4 

R.L.  Huber,  chmn.,  pres.  &  CEO*           1681*          24                0               5025 
A.J.  Weber,  vice-chmn.                            1500          395                0                   NA 
•Resigned  2'25/00.  Excludes  100,000  stock  options  granted  in  2000  in  lieu  of  1999  bonus. 

72 

LH 

NA 

7.4 

257.6 

t.l 

AFLAC 

8640.0 
14.8 

D.P.  Amos,  pres.  &  CEO 
P.S.  Amos,  chmn. 

2760 
3611 

30 
40 

15082 
7186 

56285 
18988 

226 

a 
i 

14.9 

-20,4 

ALLSTATE 

26959.0 
16.4 

E.M.  Liddy,  chmn.,  pres.  &  CEO* 
C.J.  Sylla,  chief  investment  officert 

'Became  CEO  1/1/99 

1442 
908 

-42 

21 

2468 
1188 

20918 
4464 

87 

a 
i 

18.5 

6.2 

AMERICAN  EXPRESS 

19483.0 
24.5 

H.  Golub,  chmn.  &  CEO 
K.I.  Chenault,  pres.  &  COO 

3684 
2743 

-1 
1 

41678 
9324 

85294 
38007 

302 

a 
m 

22.5 

10.3 

gfl 

AMERICAN  GENERAL 

10679.0 
17.8 

R.M.  Devlin,  chmn.,  pres.  &  CEO 
R.O.  Martin,  Jr.,  vice-chmn. 

4980 
1343 

55 

46 

10191 
768 

26156 
5764 

200 

® 
a 

11.2 

71.9 

ai 

AMERICAN                   37725.7 
INTERNATIONAL  GROUP      15.2 

M.R.  Greenberg,  chmn.  &  CEO 
E.G.  Greenberg,  pres.  &  COO 

6000 
1234 

0 
50 

0 
415 

49209 
6623 

283 

a 
m 

14.3 

15.5 

ten 

HI 

AON 

7070.0 
11.4 

P.G.  Ryan,  chmn.  &  CEO 
M.D.  O'Halleran,  pres.  &  COO 

2283 
1900 

-30 
-5 

0 
840 

7556 
8698 

154 

m 
® 

13.1 

18.5 

nl 
al 

ASSOCIATES  FIRST 
CAPITAL 

12131.2 
15.2 

K.W.  Hughes,  chmn.  &  CEO 
R.A.  Guthrie,  sr.  exec,  v-p  &  CFOt 

2122 
826 

17 
21 

3118 
1024 

12220 
4156 

127 

a 
® 

15.3 

-3.5 

ml 
ml 

AXA  FINANCIAL 

13370.6 
18.8 

E.D.Miller,  pres.  &  CEO 

M.  Hegarty,  sr.  vice-chmn.  &  COO 

7180 
3573 

25 
10 

1500 
0 

17484 
NA 

279 

a 

NA 

15.1 

275.8 

al 

na| 

BEAR  STEARNS 

7882.0 

15.3 

J.E.  Cayne,  pres.  &  CEO 
A.C.  Greenberg,  chmn. 

11072 
9849 

7 
-29 

10312 
3213 

61359 
50563 

186 

a 
a 

18.0 

-24.0 

ml 
al 

BERKSHIRE 
HATHAWAY 

24028.0 
2.7 

W.E.  Buffett,  chmn.  &  CEO                      100 
M.D.  Hamburg,  v-p  &  CFO                        331 

•Includes  $237,750  in  director  fees  from  a  nonsubsidiary 

0 
8 

238* 
0 

912 

919 

165 

a 
a 

4.6 

-74.6 

ml 

al 

BLOCK  (H&R) 

2041.0 
22.6 

F.L.  Salizzoni,  pres.  &  CEO 
M.A.  Ernst,  exec,  v-p  &  COO 

1142 
748 

9 
NA 

0 
1418 

3144 
NA 

161 

a 

NA 

19.3 

373.6 

ml 

na| 

CAPITAL  ONE 
FINANCIAL 

3965.8 

24.0 

R.D.  Fairbank,  chmn.  &  CEO                         0* 
J.G.  Finneran,  Jr.,  sr.  v-p                           537 

'Elected  to  forego  salary  &  bonus  for  stock  option  grants. 

NM 
52 

0 
1289 

676 

5632 

407 

a 

a 

22.3 

14.2 

ml 
al 

CHUBB 

6715.9 

9.9 

D.R.  O'Hare,  chmn.  &  CEO 
T.F.  Motamed,  exec,  v-pt 

1791 
748 

1 
4 

592 

249 

8900 
3049 

111 

a 
a 

12.0 

11.3 

al 
ml 

CIGNA 

18781.0 
11.4 

W.H.  Taylor,  chmn.  &  CEO 
H.E.  Hanway,  pres.  &  COO* 

•Became  CEO  1/26/00. 

5200 
3212 

7 
124 

19234 
7251 

53366 
22655 

186 

a 
a 

13.6 

-22.4 

al 
a  1 

CINCINNATI 
FINANCIAL 

2128.2 

4.7 

J.J.  Schiff,  Jr.,  pres.  &  CEO* 
R.B.  Morgan,  pres.  &  CEOt 

•Became  CEO  4/3/99. 

505 
642 

-24 

-53 

0 
1531 

4359 
12352 

152 

a 

a 

5.1 

-33.6 

a  1 
a  1 

CITIGROUP 

82005.0 
20.6 

J.S.  Reed,  chmn.  &  co-CEOt 
S.I.  Weill,  chmn.  &  co-CEO 

9842 
10181 

3 
37 

3251 
80049 

26686 
488049 

285 

a 
a 

16.6 

15.9 

a  1 

a  1 

CNA  FINANCIAL 

16403.0 
0.4 

B.L,  Hengesbaugh,  chmn.  &  CEOt 
P.L.  Engel,  prrs.t 

1916 
1356 

34 
69 

0 
0 

4451 
3756 

109 

a 
a 

5.1 

-97.3 

a  1 
a  1 

DONALDSON,  LUFKIN 
&  JENRETTE 

10395.8 
16.4 

J.L.  Roby,  pres.  &  CEO 
J.S.  Chalsty,  chmn. 

12804 
10353 

46 
20 

0 
0 

36485 
32168 

274 

a 
a 

17.1 

-12.9 

a 
a 

DUN  &  BRADSTREET 

1971.8 

NM 

V.  Taylor,  chmn.  &  CEO 

C.L.  Alexander,  chmn  &  CEO* 

•Became  CEO  10/25/99. 

1100 
281 

-35 

NA 

1564 
0 

6925 
NA 

150 

a 

NA 

NM 

NM 

NA 
NA 

E*TRADE  GROUP 

751.5 
-3.3 

CM.  Cotsakos,  chmn.  &  CEO 
K.  Levinson,  pres.  &  COO 

1679 
925 

161 
157 

7917 
15760 

17383 
21162 

909 

a 
a 

0.5 

NM 

a 
a 

FRANKLIN  RESOURCES  2260.5 
18.2 

C.B.  Johnson,  pres.  &  CEO 
M.L.  Flanagan,  sr.  v-p  &  CFO 

1124 
1341 

0 
-1 

0 
0 

3488 
4938 

143 

a 
a 

21.2 

-19.0 

a 
a 

GOLDEN  WEST 
FINANCIAL 

2969.1 
15.0 

H.M.  Sandler,  co-chmn.  &  co-CEO 
M.O.  Sandler,  co-chmn.  &  co-CEO 

1152 
1147 

6 
5 

10533 
10237 

36223 
40051 

162 

a 
a 

14.2 

-4.5 

a 
a 

GOLDMAN  SACHS 
GROUP 

25363.0 
26.7 

H.M.  Paulson,  Jr.,  chmn.  &  CEO* 
J.A.  Thain,  pres.  &  co-COO 

•Became  CEO  5/1/99. 

16362 
14056 

NA 
NA 

8829 
7514 

NA 
NA 

NA 

NA 
NA 

35.6 

NA 

NA 

NA 

HOUSEHOLD 
INTERNATIONAL 

9499.1 
22.9 

W.F.  Aldinger,  chmn.  &  CEO 
L.N.  Bangs,  vice-chmn. 

4108 
1888 

26 
33 

0 
710 

9859 
5529 

127 

a 

a 

15.3 

29.0 

a 
a 

JEFFERSON-PILOT 

2561.0 

17.1 

D.A.  Stonecipher,  chmn.,  pres.  &  CEO   2264 
K.C.  Mlekush,  exec,  v-p                            978 

15 
29 

578 
215 

7775 
2987 

192 

a 
a 

14.8 

34.8 

a 
a 

LEHMAN  BROTHERS 
HOLDINGS 

18989.0 
18.5 

R.S.  Fuld,  Jr.,  chmn.  &  CEO 
J.L.  Cecil,  CFO 

5250 
4000 

69 
45 

14054 
4286  ' 

38883 
38303 

275 

a 
a 

15.7 

65.0 

a 
a 

LOEWS 

20952.6 
5.2 

J.S.  Tisch,  pres.  &  CEO* 
A.L.  Rebell,  sr.  v-p  t 

"Became  CEO  1/1/99.  Includes  compensat 

1648* 
1476 

on  paid  by  Dia 

19               33 
126                 0 

mond  Offshore  Drilling. 

3987 
NA 

67 

a 

NA 

6.0 

-67.1 

a 

NA 

marsh  &  Mclennan 

9157.0 

17.4 

A.J.  Smith,  chmn.* 
L.J.  Lasser,  pres. 

'Left  office  11/1/99, 

6500 
27000 

141 
50 

11359 
8159 

28745 
93961 

298 

a 
a 

17.5 

-28.4 

a 
a 
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Pick  up  a  phone  anywhere  in  the  world  and  there's  an  8  in  10  chance  you're 
connected  thanks  to  Informix  software.  Shop  at  9  of  the  world's  top  10  retailers 
and  18  of  the  world's  20  largest  supermarkets,  and  Informix  completes  your 
sale.  Make  travel  reservations,  and  your  seat  assignment  or  hotel  room  is 
probably  booked  using  our  solutions.  Now,  we've  taken  all  that  voice  and  data 
network  expertise  and  put  it  into  a  new  generation  of  Informix  software  born 
of  the  Internet  age.  It's  built  for  the  Web  from  the  ground  up  — all  the  software 
you  need  to  make  your  Web  business  work.  Now.  So  let's  talk. 


www.informix.com  or  1-800-331-1763 


0  2000  Informix  Corporation  All  rights  reserved 
BW  02/00 


Inform/x 

SOFTWAR  E 

way  to  web 


EXECUTIVE  COMPENSATION  SCOREBOARD 

1 

COMPANY 

EXECUTIVE                                            1999  C 

OMPENSATION 

ALCOMP                  I0NG- 

%  CHANGE         TERM 

FROM             COMP. 

1998             $000 

1997-99  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN                  PAY  VS  CORPORATE  PROll 
TOTAL          $  VALUE                                               CHANGE 
COMP           OF  $100                                 ROE          IN  ROE 
$000          INVESTED       RATING               %             %           RA 

[ 

1999 

TOTAL  ANNl 

SAURY 

&  BONUS 

$000 

1 

SALES  $  MILLIONS 

ROE:% 

MBIA                                 964.4 
9.1 

J.W.  Brown,  Jr.,  chmn.  &  CEO*                 739 
N.G.  Budnick,  v-p  &  CFO                          743** 

•Became  CEO  1/7/99.  "Excludes  $441,000  bonus  pi 

NA                  0 
23            672 

id  in  restricted  stock. 

NA 
2988 

109 

NA 

10.9 

-29.8        f 

MERRILL  LYNCH           34879.0 
20.9 

D.H.  Komansky,  chmn.  &  CEO                8934 
J.L.  Steffens,  vice-chmn.                       6165 

71 
63 

2101 
23634 

55215 
40530 

213 

a 
a 

19.0 

-18.2 

MGIC  INVESTMENT          996.8 
26.5 

W.H.  Lacy,  chmn.  &  CEOt                       1 286 
C.S.  Culver,  pres.*                                     987 

"Became  CEO  1/1/00. 

20 

51 

367 
283 

11980 
5627 

159 

a 
m 

23.9 

40.2 

MORGAN  STANLEY       33928.0 
DEAN  WITTER                     29.0 

P.J.  Pureed,  chmn.  &  CEO                    12888 
J.J.  Mack,  pres.  &  COO                         12888 

45 
45 

15580 
9962 

136649 
64753 

426 

LH 

a 

24.3 

62.1 

PAINEWEBBER  GROUP   7822.8 

20.8 

D.B.  Marron,  chmn.  &  CEO                   11463 
J.J.  Grano,  Jr.,  pres.-PWI                         7813 

42 
42 

3474 
2394 

36773 
28508 

215 

a 
a 

19.2 

1.1 

PRICE  (T.  ROWE)             1036.4 
ASSOCIATES                      31.1 

G.A.  Roche,  chmn.  &  pres.                    2800 
J.S.  Riepe,  vice-chmn.                            2800 

10 
10 

163 
1360 

8978 
12095 

176 

EH 

a 

29.7 

9.1 

0 

PROGRESSIVE                6124.2 

10.7 

P.B.  Lewis,  chmn.,  pres.  &  CEO              1897 
C.B.  Chokel,  CEO-sub.*                           1203 
•Became  CEO  1/1/99. 

-30 

17 

8345 

0 

15865 
6391 

109 

a 
a 

15.8 

-42.0         0 

E 
i 

SCHWAB  (CHARLES)      4713.2 
25.9 

C.R.  Schwab,  chmn.  &  co-CEO              9000 
D.S.  Pottruck,  pres.  &  co-CEO                9000 

30 
30 

60096 
118900 

115175 
139860 

544 

a 
a 

24.6 

-5.3      rj 
e 

1 

ST.  PAUL                         7569.0 
12.0 

D.W.  Leatherdale,  chmn.  &  CEO             324 1 
J.E.  Gustafson,  pres.  &  COO*                 3290 
•Joined  company  1/1/99. 

279 

NA 

1132 
3789 

7901 

NA 

125 

a 

NA 

9.9 

-13.2         B 
N/ 

1 

TRAVELERS  PROPERTY  10571.8 
CASUALTY                          15  8 

J.S.  Fishman,  pres.  &  CEO                      2072* 
C.J.  Clarke,  vice-chmn.                             816 

'Approximately  20%  of  compensation  paid  by  Citigrouj 

17 
10 
>. 

7398 
2476 

21097 
11688 

100 

a 
a 

15.5 

163.9         E 

LI 

WASHINGTON               135712 
MUTUAL                              20.1 

K.K.  Killinger,  chmn.,  pres.  &  CEO         2551 
C.E.  Tall,  vice-chmn.                                 905 

56 
40 

1494 
1748 

10138 
5280 

95 

a 
a 

14.9 

402.1         g 

22     OFFICE  EQUIPMENT  &  COMPUTERS  (INDUSTRIAL 

HIGH  TECH) 

ADAPTEC                          782.1 
20.8 

L.B.  Boucher,  CEO*t                                 624 
F.G.  Saviers,  CEO**t                                 705 

•Became  CEO  7/30/98.  "Resigned  7/30/98. 

2130 
18 

32 

6601 

708 

12917 

125 

a 

a 

13.1 

33.1          LI 

a 

ADOBE  SYSTEMS           1015.4 
46.4 

J.E.  Warnock,  chmn.  &  CEO                    1235 
CM.  Geschke,  chmn.  &  pres.                  1235 

39 
41 

52 
11046 

11752 
21337 

369 

a 
a 

31.0 

ii4.o     a 
a 

AETHER  SYSTEMS                6  3 

-31.2 

D.S.  Oros,  chmn.,  pres.  &  CEOt               450 
G.M.  Davis,  pres.t                                     182 

29 
-4 

0 
0 

NA 
NA 

NA 

NA 
NA 

NA 

NA        NA 
NA 

AKAMAI  TECHNOLOGIES       4.0 

-20.0 

G.H.  Conrades,  chmn.  &  CEO*                  260            NA                0 
D.  Goodtree,  v-p**                                     215            NA                0 

•Joined  company  and  became  CEO  4/1/99.  "Joined  company  3/1/99 

NA 

NA 

NA 

NA 

NA 

NM 

NA        NA 
NA 

AMERICA  ONLINE           5718.0 
16.4 

S.M.  Case,  chmn.  &  CEO                        1575 
R.W.  Pittman,  pres.  &  COO                     1672 

34 
18 

115510 
21746 

303231 
29298 

3651 

a 
a 

-119.4 

i82.i     a 
a 

APPLE  COMPUTER          6767  0 
14.8 

S.P.  Jobs,  CEO                                               0 
F.D.  Anderson,  Jr.,  exec,  v-p  &  CFO          605 

0 
0 

0 
2737 

0 
7916 

493 

a 
a 

-21.3 

nm     a 
a 

ARIBA                                  62.0 
-31.9 

K.J.  Krach,  chmn.,  pres.  &  CEOt              167 
R.J.  DeSantis,  v-pt                                    618 

20 
237 

0 
841 

NA 
NA 

NA 

NA 

NA 

-58.1 

NA        NA 
NA 

AUTOMATIC  DATA           5828.4 
PROCESSING                      17.7 

A.F.  Weinbach,  chmn.  &  CEO                  1 144 
G.C.  Butler,  pres.  &  COO                           890 

10 
7 

6969 
4522 

15794 
10434 

257 

a 
a 

18.2 

-io.i     a 

a 

BMC  SOFTWARE             1629.3 
14.7 

M.P.  Watson,  Jr.,  chmn.,  pres.  &  CEO     2309 
R.E.  Beauchamp,  sr.  v-pt                        1065 

111 
105 

17370 
1528 

41872 
5198 

386 

a 
a 

21.7 

-5i.o     a 
a 

BROCADE                          103.4 
COMMUNICATIONS  SYS.     12.5 

G.L.  Reyes,  pres.  &  CEOt                          350 
V.M.  Rinkle,  v-pt                                       192 

478 
24 

0 
0 

NA 
NA 

NA 

NA 
NA 

NM 

NA        NA 
NA 

CABLETRON  SYSTEMS   1422.9 
1.8 

C.R.  Benson,  chmn.,  pres.  &  CEO*             52 
J.  d'Auguste,  pres. -operations                  428 

•Became  CEO  5/1/98.  Resigned  6/3/99. 

0 

NA 

0 
22 

156 

NA 

78 

a 

NA 

-8.0 

-9i.4     a 

NA 

CISCO  SYSTEMS           14977.0 
15.3 

J.T.  Chambers,  pres.  &  CEO                      943 
D.J.  Listwin,  exec,  v-pt                           1041 

6 
9 

120757 
46464 

123149 
57332 

758 

a 
a 

19.6 

-52.7     a 
a 

CITRIX  SYSTEMS              403  3 

21.9 

M.B.  Templeton,  pres.  &  CEO*                 489 
E.E.  lacobucci,  chmn.,  sr.  v-p                   323 

May  include  preliminary  data.  'Became  CEO  1/1/99. 

43 

7 

6975 
9261 

13525 
12487 

945 

a 

a 

21.2 

66.4     a 
a 

COMDISCO                      4115.0 
4.2 

N.K.  Pontikes,  pres.  &  CEO*                    531 
T.  Flohr,  sr.  v-pt                                         600 

•Became  CEO  1/12/99. 

-18 

14 

170 
151 

2735 
1942 

359 

a 
a 

11.8 

-7i.6     a 
a 

COMPAQ  COMPUTER    38525.0 
3.8 

M.D.  Capellas,  pres.  &  CEO*t                 1850 
E.  Pfeiffer,  pres.  &  CEO                           1600 
•Became  CEO  7/1/99.  "Includes  $6.4  mil.  separation 

208          4988                    NA 

-64        10212**          20791 

payment  &  $3.4  mil.  long-term  bonus.  F 

183          NA 
® 

esigned  4/18/99. 

-0.2 

-82.1         NA 

a 

COMPUTER  ASSOCIATES  6269.0 
INTERNATIONAL                  24.9 

C.B.  Wang,  chmn.  &  CEO                       4600 
S.  Kumar,  pres.  &  COO                           3300 

'Based  on  the  restricted  stock  award  listed  in  the  7/99 

-34     650824* 
-36     355870* 

proxy  statement. 

702822 
390052 

212 

a 
a 

31.7 

2.3     a 
a 

COMPUTER  SCIENCES    8925.8 

13.1 

V.B.  Honeycutt,  chmn.,  pres.  &  CEO         981' 
R.W.  Mackintosh,  corp.  v-p                       893 

•Excludes  bonus  paid  in  the  form  of  35,522  options  in 

-46 

8 
1999. 

0 
1954 

4524 
4766 

230 

a 
a 

13.4 

i3.2     a 
a 

1 

COMPUWARE                 2148.7 
37.8 

P.  Karmanos  Jr.,  chmn.  &  CEO               2200 
J.A.  Nathan,  pres.  &  COO                        1833 

0 
0 

85321 
21760 

113456 
34185 

594 

a 
a 

32.5 

73.0     a 
a 

1 
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www.prospero.com 


Build  a  more 

human  Web  site 

and  attract 

more  humans. 


Introducing  Prospero  Technologies. 

Get  ready  for  a  new  company  that's  going  to  change  the  way  people  interact 
with  Web  sites  forever.  Just  ask  companies  like  Fox,  Washingtonpost.com,  IDG.net, 
Wall  Street  Journal  Interactive,  HBO,  PlanetRx.com  and  Petopia.com.  They've 
already  discovered  how  we  make  their  Web  sites  more  alive  than  ever  before. 

Prospero  Technologies  is  the  result  of  a  union  between  the  two  leading 
providers  of  Internet  community  solutions:  Delphi  Forums  and  Well  Engaged. 
We  have  a  rich  history  of  helping  businesses  take  full  advantage  of  the  interactive 
power  of  the  Internet.  To  learn  more,  stop  by  www.prospero.com  and  find  out  how 
we  can  help  keep  your  Web  site  filled  with  the  most  important  content  of  all  -  people. 


Prospero 


Our  process  to  reduce  sulfur  in  gasoline 
helps  those  who  don't  even  drive. 


Sulfur  is  a  naturally  occurring  element  in  gasoline 
and  contributes  to  air  pollution.  But  until 
recently,  the  methods  used  to  remove 
sulfur  from  gasoline  weren't  very  efficient.  So 
Phillips  is  developing  a  new  process  that 
removes  more  than  90%  of  the  sulfur  in 
standard  gasoline  without  significant  loss  of 


octane  or  volume.  Its  an  innovation  that  will  1 
help  us  reduce  harmful  emissions  from  cars,! 
improve  air  quality  and  meet  proposed |1 
sulfur  regulations  for  years  to  come.  And  I 
it's  just  one  of  the  many  ways  we  live  up  to  I 
the  name  The  Performance  Company,  pjm 
PHILLIPS  PETROLEUM  COMPANY  (§6) 


For  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-4l,  Adams  Bldg.,  Bartlcsville,  OK  74004, 

or  visit  us  at  www.phillips66.com. 

■ 


ECUTIVE  COMPENSATION  SCOREBOARD 


f»ANY 


EXECUTIVE 


1999  COMPENSATION 


TOIAl  ANNUA!  f.DVI 


1999 
SALES  $  MILLIONS 

ROE:  % 


I  BOMJ 
$000 


II  KM 
(ROM  COMP 

1998  tOOO 


1997-99  PAY-PERFORMANCE  ANALYSIS 
PAVVS  HI  n  CORPORATE  HWIt 

Of  uoo 

i        RAIINC  %  X  RAIMG 


I01A1 
1000 


59.8      N.G.  Faigen,  CEOt 


-22.4 


M.K.  Shull,  pres.  &  CEO* 
•Became  CEO  7/1/99 


450 
125 


636 
NA 


NA 
NA 


NA 


NA 

NA 


NA 


NA        NA 
NA 


CTRONIC  ARTS 


ULEX 


1403.4  L.F.Probst  III,  chmn.  &  CEO  1095  16  200  3063        281           Q]            13.2       14  8 

15.6  J.  Riccitiello,  pres.  &  COO  869  0  NA  NA 

6715.6  MX.  Ruettgers,  CEO  2193  166  39223      1319  ED™                       13  5 

20.4  R.M.  Dutkowsky,  pres.-sub.t  1053  14  819  3846 

ibl'2  P.F.  Folino,  pres.  &  CEO  429  30  6  1177      2857 

11.3  R.P.  Quagliara,  sr.  v-p  253  29  0  645 


NM 


m 
..._.„ 

m 
is 
m 


SAGE  TECHNOLOGIES     32  8 
-21.9 

P.L.  Schaut,  pres.  &  CEOt 
D.A.  Fish,  COOt 

228 
205 

55 
261 

4644 
0 

NA 
NA 

NA 

NA 

NA 

NM 

NA 

NA 
NA 

IrRUST  TECHNOLOGIES  85.2 
5.7 

J.A.  Ryan,  pres.  &  CEO  I 
R.D.  Spurr,  exec,  v-pt 

405 
304 

86 
30 

6022 
3115 

6910 

3764 

NA 

NA 
NA 

-6.0 

NM 

NA 
NA 

rREME  NETWORKS 

169.4 
4.2 

G.L.  Stitt,  chmn.,  pres.  &  CEOt 
H.  Silverglide,  v-pi 

164 
313 

27 
62 

0 
0 

NA 
NA 

NA 

NA 
NA 

-56.4 

NA 

NA 
NA 

ST  DATA 

5539.8 
30.7 

H.C.  Duques,  chmn.  &  CEO 
C.T.  Fote,  pres  &  COO 

1589 

1310 

92 
61 

2701 
2004 

9948 
6114 

136 

a 

a 

17.6 

78.9 

1 

a 

ERV 

1407.5 
12.6 

L.M.  Muma,  vice-chmn.,  pres.  &  CEO* 
G.D.  Oalton,  chmn. 

■Became  CEO  3/25/99. 

940 
975 

11 
3 

0 
0 

2473 
2695 

235 

m 
® 

12.4 

3.9 

a 

a 

WLETT-PACKARD     43808.0      L.E.  Piatt,  chmn.,  pres.  &  CEO*  4115  115       28805  45866 

15.6      C.S.  Fiorina,  pres.  &  CEO**  654  NA       68781**  NA 

•Resigned  12/31/99.  "Became  CEO  7/17/99.  Includes  $3  mil.  signing  bonus. 


232 


17.4     -18.8 


NA 


'SINET 


554.7      W.L.  Schracler,  chmn.  &  CEO 
-124.8      H.S.  Wills,  pres.  &  COO 

May  include  preliminary  data. 


841 
736 


62 
42 


13935 
2679 


15707 
4298 


568 


SI 


NM 


NM 


a 

NA 


TERNAP  NETWORK          12  5 
RVICES                          -23.7 

A.C.  Naughtin,  pres.  &.  CEOt 
P.E.  McBride,  v-p&CFOt 

230 
192 

86 
69 

0 
0 

478 
421 

NA 

NA 
NA 

NM 

NA 

NA 
NA 

M                              87548.0 
38.0 

L.V.  Gerstner,  Jr.,  chmn.  &  CEO 
J.M.  Thompson,  sr.  v-p 

9266 
1568 

-1 

-3 

92983 

11980 

163389 

34517 

291 

m 

0 

34.0 

50.0 

a 

1    rUIT 

992.1 
15.9 

W.H.Harris,  Jr.,  pres.  &  CEO* 
W.V.  Campbell,  chmn. 

•Became  CEO  8/1/98. 

974 
854 

59 
-15 

10750 
12279 

21007 
18176 

571 

® 
® 

4.7 

NM 

® 
® 

|  NIPER  NETWORKS 

102.6 
-2.0 

S.G.  Kriens,  chmn.,  pres.  &  CEOt 
S.  Haley,  v-pt 

May  include  preliminary  data. 

175 

175 

2 

-21 

0 
489 

516 
946 

NA 

NA 
NA 

-68.7 

NA 

NA 
NA 

I  IN  A  COMMUNICATIONS    14.1 

-244.8 

M.S.  Gainey,  chmn.  &  pres.t                     123 
M.J.  McCloskey,  CEO*                                 81 

"Joined  company  6/1/99  and  became  CEO  6/17/99. 

69 
NA 

0 
0 

NA 
NA 

NA 

NA 
NA 

NA 

NA 

NA 
NA 

liXMARK                       3452.3 
ITERNATIONAL  GROUP     48.3 

P.J.  Curlander,  chmn.  &  CEO 
A.A.  Traversi,  exec,  v-pt 

1643 
674 

3 
2 

0 

713 

4289 
2592 

655 

m 

41.0 

104.3 

DD 

m 

■  COS 

204.6 

-7.0 

R.J.  Davis,  pres.  &  CEO 
E.M.Philip,  COO  &  CFO 

250 
243 

0 
14 

6100 
5929 

17344 
9625 

3031 

® 
a 

-27.3 

NM 

a 
a 

IlCROMUSE 

69.6 
-1.9 

G.Q.  Brown,  chmn.  &  CEO* 
M.S.  Donohue,  sr.  v-p** 

'Joined  company  and  became  CEO  2/17/99 

435 
623 

"Joined 

NA                0 
NA                 0 
company  10/22/98. 

NA 
NA 

NA 

NA 
NA 

NM 

NA 

NA 
NA 

BlCROSOFT                 -218556 
25.2 

W.H.  Gates  III,  chmn.  &  CEO 
R.J.  Herbold,  exec,  v-p  &  COO 

623 
926 

15 
-16 

0 
6188 

1757 
12443 

565 

m 
® 

29.6 

-20.7 

a 

a 

IICROSTRATEGY 

205.3 
9.5 

M.J.  Saylor,  chmn.,  pres.  &  CEOt 
S.K.  Bansal,  exec,  v-p  &  COOt 

May  include  preliminary  data. 

190 
145 

52 
30 

0 

0 

468 
418 

NA 

NA 

NA 

NM 

NM 

NA 
NA 

ETWORK  APPLIANCE 

470.1 
14.4 

D.J.  Warmenhoven,  pres.  &  CEO 
J.R.  Allen,  sr.  v-p,  CFO 

573 
333 

45 
35 

7100 
1473 

8441 
2126 

1306 

1 

m 

16.9  3019.3 

a 
a 

ETWORK  SOLUTIONS 

220.8 
15.3 

J. P.  Rutt,  CEO* 

R.J.  Korzeniewski,  CFO 

•Became  CEO  5/1/99. 

559 
292 

NA 

14 

448 
8380 

NA 
10505 

NA 

NA 

NA 

13.0 

NM 

NA 
® 

IOVELL 

1303.1 
12.9 

E.E.  Schmidt,  chmn.  &  CEO 
D.R.  Raney,  sr.  v-p  &  CFOt 

1203 
659 

-2 
105 

0 
0 

10851 

NA 

422 

1 
NA 

4.9 

65.5 

® 
NA 

iRACLE 

9328.6 
42.4 

L.J.  Ellison,  chmn.  &  CEO 
R.J.  Lane,  pres.  &  COO 

3752 
3250 

145 
175 

10032 
18645 

18164 
38918 

604 

a 
a 

34.9 

22.3 

a 
a 

'ARAMETRIC 
ECHNOLOGY 

1046.5 
16.6 

S.C.  Walske,  chmn.  &  CEO 
C.R.  Harrison,  pres.  &  COO 

575 

575 

67 
67 

0 
0 

15080 
11579 

105 

a 
® 

27.6 

-38.2 

® 
® 

'H0NE.COM 

31.6 
-5.4 

A.  Rossmann,  chmn.  &  CEOt 
M.  Jeffery,  v-pt 

200 
632 

27 
261 

0 
0 

NA 

NA 

NA 

NA 
NA 

-47.1 

NA 

NA 
NA 

'ITHEY  BOWES 

4432.6 
40.6 

M.J.  Critelli,  chmn.  &  CEO 
MX.  Breslawsky,  pres.  &  COO 

1776 
1533 

-11 
-8 

2803 
2591 

12938 
11748 

187 

a 
a 

34.4 

93.5 

a 
a 

•RICELINE.COM 

482.4 
-264.1 

R.S.  Braddock,  chmn.  &  CEOt 
M.M.  Taub,  pres.  &  gen.  couns.t 

'Resigned  12/16/99 

300 
269 

167 
327 

0 
4173 

NA 
NA 

NA 

NA 
NA 

NM 

NA 

NA 
NA 

NA 
NA 


NATIONAL  SOFTWARE 


516.8      P.D.  Levy,  chmn.  &  CEO 
22.9      M.T.  Devlin,  pres.* 

•Became  CEO  4/1/99. 


582 
582 


-4 
-4 


2013 
4257 


7582 
10040 


124 


a 
a 


9.9 


NM 
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EXECUTIVE  COMPENSATION  SCOREBOARD 

COMPANY 

1999 

EXECUTIVE 

1999  COMPENSATION 

TOTAL  ANNUAL  COMP                  LONG- 
SAURY           %  CHANGE          TERM 
&  BONUS             FROM            COMP. 
$000                1998             $000 

1997-99  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.          OF  $100 
$000          INVESTED       RATING 

PAY  VS.  CORPORATE  PROF 

Ml 

ROE 
% 

CHANGE 
IN  ROE 
%           Rj 

ll»v 

SALES:  $  MILLIONS 

ROE:  % 

REDBACK  NETWORKS 

64.3 
-12.0 

D.L.  Barsema,  pres.  &  CEOt 
R.J.  Kruep,  v-pt 

325 
420 

20 
86 

0 
0 

NA 
NA 

NA 

NA 
NA 

NM 

NA 

SABRE  HOLDINGS 

2434.6 
26.3 

M.J.  Durham,  pres.  &  CEO                        892          -11          8613* 
J.M.  Jackson,  exec,  v-p  &  CFOt                474          170            734 

May  include  preliminary  data. 'Includes  $889,400  severance  payment. 

13080 

NA 

184 

m 

NA 

25.7 

-19.7 

1 

SAFEGUARD 
SCIENTIFICS 

2944.1 
25.7 

W.V.  Musser,  chmn.  &  CEO 
H.  Wallaesa,  pres.  &  COO 

1295 

1717 

93 
NA 

0 
0 

2608 
NA 

567 

1 
NA 

22.7 

118.1 

SANDISK 

247.0 
4.6 

E.  Harari,  pres.  &  CEOt 
R.  Hudson,  sr.  v-pt 

May  include  preliminary  data. 

698 
336 

130 
84 

0 
0 

1484 

NA 

987 

m 

NA 

6.9 

-71,9 

1 

SEAGATE 
TECHNOLOGY 

6775.0 
34.4 

S.J.  Luczo,  chmn.,  pres.  &  CEO* 
W.D.  Watkins,  exec,  v-p  &  COOt 

"Became  CEO  7/1/98. 

1932 
1242 

203 

142 

7907 
3512 

18685 
6877 

118 

a 
a 

11.8 

297.8         ■ 

1 

SUN 
MICROSYSTEMS 

13150.2 
21.6 

S.G.  McNealy,  chmn.  &  CEO 
E.J.  Zander,  pres.  &  COO 

3739 
2380 

120 
100 

0 
10151 

69294 
22246 

1206 

a 

BD 

23.7 

2.0         | 

SUNGARD  DATA 
SYSTEMS 

1444.5 
6.0 

J.L.  Mann,  chmn.  &  CEO 
M.K.  Muratore,  sr.  v-pt 

1296 
1773 

-2 
269 

3830 
446 

14094 
4313 

120 

LH 
1 

11.8 

-19.6         [ 
I 

3COM 

5688.5 
14.0 

E.A.  Benhamou,  chmn.  &  CEO 
B.L.  Claflin,  pres.  &  COO 

'Includes  $294,632  relocation  expense. 

750 
849* 

-8 

NA 

8625 
0 

29370 

NA 

64 

BO 

NA 

9.2 

-43.2         0 
N 

TIBCO  SOFTWARE 

96.4 
-14.1 

V.Y.  Ranadive,  pres.  &  CEOt 
R.U.  Mashruwala,  exec,  v-pt 

578 

457 

-12 
53 

250 

1070 

NA 
NA 

NA 

NA 
NA 

NA 
NA 

NA        Hi 
Hi 

UNISYS 

7544.6 
24.9 

L.A.  Weinbach,  chmn.,  pres.  &  CEO 
G.R.  Gazerwitz,  exec,  v-p 

4633 
742 

7 
-3 

0 
0 

14110 
4718 

473 

BD 

a 

NM 

NM        N/ 
Hi 

VERITAS  SOFTWARE 

596.1 
-14.8 

M.  Leslie,  chmn.  &  CEO 
P.A.  Sallaberry,  exec,  v-p 

May  include  preliminary  data. 

1278 
728 

83 
83 

8321 
11603 

12691 
15856 

1942 

a 
a 

12.5 

-163.4         11 
E 

YAHOO 

588.6 
4.9 

T.  Koogle,  chmn.  &  CEO 
J.  Mallett,  pres.  &  COO 

May  include  preliminary  data. 

295 
260 

51 
41 

12725 
103391 

33189 
123011 

15268 

m 

a 

-3.3 

nm     a] 

HI 

23     OIL  SERVICE  &  SUPPLY  (RESOURCES) 

BAKER  HUGHES 

4546.7 
1.7 

M.L.  Lukens,  chmn.,  pres.  &  CEO* 
T.R.  Bates,  Jr.,  sr.  v-p** 

•Resigned  1/28/00.    "Resigned  1/29/00. 

831 
525 

4 
45 

0 
1694 

5223 

NA 

64 

a 

NA 

-1.1 

-83.7       a| 

NA 

BJ  SERVICES 

1191.7 
-0.2 

J.W.  Stewart,  chmn.,  pres.  &  CEO 
M.  McShane,  sr.  v-p  &  CFO 

610 
273 

-24 
-20 

2633 
315 

9596 
4266 

164 

m 

a 

8.0 

-104.4     a] 
a 

DIAMOND  OFFSHORE 
DRILLING 

821.0 
8.5 

J.S.  Tisch,  chmn.  &  CEO*                         300**       -24 
L.R.  Dickerson,  pres.  &  COO                     395**       -22 

'Compensation  also  listed  under  Loews  **Bonus  not  yet  determinec 

0 

0 

NA 
1347 

111 

NA 

ffl 

16.2 

-30.9        NA 

a 

/ 

ENSCO  INTERNATIONAL    363.7 
0.5 

C.F.  Thome,  pres.  &  CEO 
R.A.  Wilson,  sr.  v-p  &  COO 

513 
298 

-40 
-27 

0 

66 

4385 
3288 

96 

ED 

m 

14.3 

-95.2     a 
a 

NOBLE  DRILLING 

705.9 
6.8 

J.C.  Day,  chmn.  &  CEO 
R.D.  Campbell,  pres. 

1220 
608 

129 
NA 

6381 
1232 

14624 
NA 

165 

a 

NA 

14.0 

-i3.9     a 

NA 

SCHLUMBERGER 

8394.9 

4.3 

D.E.  Baird,  chmn.  &  CEO 
V.E.  Grijalva,  vice-chmn. 

2500 
1220 

19 
17 

11284 
0 

31109 
7352 

130 

1 
11 

12.0 

-7i.8     a 

a 

24     PAPER  &  FOREST  PRODUCTS  (RESOURCES) 

FORT  JAMES 

6827.4 
31.0 

M.L.  Marsh,  chmn.  &  CEO 
E.A.  Haberli,  pres. -sub. 

1817 
745 

-29 
-22 

2913 
0 

15495 
4943 

87 

a 
a 

34.9 

392.2          a 

ffl 

KIMBERLY-CLARK 

13006.8 
32.8 

W.R.  Sanders,  chmn.  &  CEO 
T.J.  Falk,  pres.  &  COO 

2853 
1142 

116 
60 

12435 
3459 

29918 
7198 

146 

a 
a 

27.3 

4.6     a 

a 

WEYERHAEUSER 

12262.0 
8.6 

S.R.  Rogel,  chmn.,  pres.  &  CEO 
R.C.  Gozon,  exec,  v-p 

2487 
969 

45 
33 

0 
768 

4233 
2912 

166 

a 
m 

7.5 

-i4.6     a 
a 

WILLAMETTE 
INDUSTRIES 

4078.0 
11.8 

D.C.  McDougall,  pres.  &  CEO 
W.P.  Kinnune,  exec,  v-p 

867 
498 

65 
4 

426 

1204 

2168 
2642 

141 

m 

6.6 

21.6     a 

a 

25     PERSONAL  CARE  PRODUCTS  (CONSUMER  PRODUCTS) 

AVON  PRODUCTS 

5289.1 

NM 

C.R.  Perrin,  CEOt 
A.  Jung,  pres.  &  CEO* 

•Became  CEO  11/4/99. 

1638 
1183 

-9 

0 

1401 
1171 

NA 
7902 

122 

NA 

a 

NM 

NM        NA 
NA 

CLOROX 

3988.0 
13.5 

G.C.  Sullivan,  chmn.  &  CEO 
G.E.  Johnston,  pres.  &  COO 

2061 
830 

9 
27 

14955 
3835 

22951 
6132 

211 

a 

a 

21.7 

-43.4     a 
a 

COLGATE-PALMOLIVE 

9118.2 
50.5 

R.  Mark,  chmn.  &  CEO 
W.S.  Shanahan,  pres.  &  COO 

4200 
2531 

22 

12 

81117  ' 

6441 

163412 

55698 

294 

a 
a 

41.3 

65.5     a 
a 

ECOLAB 

2080.0 
23.1 

A.L.  Schuman,  chmn.,  pres.  &  CEO 
M.E.  Shannon,  chmn.  &  CAOt 

2031 
1014 

11 
5 

1655 
1137 

8637 
6884 

216 

a 
a 

23.2 

6.o     a 

a 

ESTEE  LAUDER 

4202.3 
25.4 

L.A.  Lauder,  chmn.  &  CEO 
F.H.  Langhammer,  pres.  &  COO* 

'Became  CEO  1/1/00. 

5845 
3450 

4 

5 

0 
10132 

15916 
23032 

202 

a 
a 

29.3 

-2.6     a 

a 
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)mmunications  Solutions 
For  Businesses  with 


Big  Plans 


i 


For  a  successful  architect,  just  having  the  right  blueprint  isn't  enough. 
He's  constantly  going  to  and  from  job  sites,  talking  with  clients,  consulting 
with  his  partners  and  discussing  changes  with  the  builders.  So  when  he's 
evaluating  total  communication  solutions,  he  will  look  for  a  company 
who  can  link  all  his  offices  into  a  seamless  network,  with  tools  that 
will  improve  both  his  collaboration  and  productivity.  That's  exactly  what 
Comdial  provides.  With  a  unified  messaging  solution  from  Comdial,  he 
and  his  partners  can  manage  fax,  voice  mail  and  e-mail  messages  from 
anywhere— the  office,  a  client's  conference  room,  even  a  building  site. 
With  Comdial,  he'll  get  the  right  system  tailored  to  his  specific  business 
needs.  Because  Comdial  has  practical,  reliable  communications  solutions 
just  for  businesses  like  his— businesses  with  a  master  plan. 

When  evaluating  communications  solutions  for  your  growing  business, 
consider  the  RISING  STAR.  Consider  Comdial. 


COMDIAL 

The  Rising  Star 


Call  1-800-COMDIAL  for  more  information  on  Comdial's  business  communications  solutions. 

©  1999  Comdial  Corporation. 


www.comdial.com 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999  COMPENSATION 


1999 


SALES;  $  MILLIONS 

ROE:  % 


TOTAL  ANNUAL  COMP 
SAURY  %  CHANGE 

&  BONUS  FROM 

$000  1998 


LONG- 
TERM 
COMP. 


1997-99  PAY-PERFORMANCE  ANALYSIS 

PAY  VS.  SHAREHOLDER  RETURN  PAY  VS.  CORPORATE  PRCIi 

TOTAL           $  VALUE  CHANGE 

COMP          OF  $100  ROE         IN  ROE 

$000          INVESTED       RATING  %             % 


GILLETTE 


109 


9897.0      MX.  Hawley,  chmn.  &  CEO*  1453  17  0  4056 

42.2      A.M.  Zeien,  chmn.  &  CEOt  875  -71  4525**         22956 

•Became  CEO  4/15/99.  "Includes  $2.5  mil.  related  to  Duracell  merger  &  $500,000  incentive  bonus 


32.1       97.4 


PROCTER  &  GAMBLE 


39188.0      D.I.  Jager,  pres.  &  CEO*  1318**         11  1988  9679 

29.0      J. E.  Pepper,  chmn.  1250**  0         9297  16612 

"Became  CEO  1'1'99.  "Excludes  bonus  paid  in  restricted  stock  granted  in  1999. 


212 


29.2       13.3 


26     PUBLISHING,  RADIO  &  TV  BROADCAST  (SERVICE) 

AMFM 

1977.9 
-3.8 

T.O.  Hicks,  chmn.  &  CEO*                             0* 
J.E.  de  Castro,  vice-chmn.  &  pres.t        3012 
"Became  CEO  3/15/99.  Received  no  compensation  in  cor 

NA                 0 

-23        12941 

luction  with  service. 

NA 
42337 

626 

NA 

a 

-3.7 

NM 

CLEAR  CHANNEL 
COMMUNICATIONS 

2678.2 
0.9 

L.L.  Mays,  chmn.  &  CEO 
R.  Michaels,  pres. -sub. 

3722 

1330 

14 

29106 
24417 

66506 
NA 

494 

LH 
NA 

1.9 

-88.4 

COX 

COMMUNICATIONS 

2318.1 
7.7 

J.O.  Robbins,  pres.  &  CEO 
M.A.  Bellville,  exec,  v-p 
May  include  preliminary  data. 

1512 
707 

109 
70 

0 
0 

6003 
1614 

445 

a 
m 

8.5 

NM 

DISNEY  (WALT) 

23745.0 
4.3 

M.D.  Eisner,  chmn.  &  CEO 
L.M.  Meisinger,  exec,  v-p 

750 
1000 

-87 

142 

49907 
0 

636899 
NA 

128 

m 

NA 

8.4 

-42.8 

N 

DOW  JONES 

2001.8 
49.2 

P.R.  Kann,  chmn.  &  CEO 
P.G.  Skinner,  exec,  v-p 

1444 
886 

25 
26 

764 
560 

5004 
3129 

213 

a 
m 

-17.3 

326.0 

1 

ECHOSTAR 
COMMUNICATIONS 

1602.8 
NM 

C.W.  Ergen,  chmn.,  pres.  &  CEO 
D.K.  Moskowitz,  sr.  v-p 

May  include  preliminary  data 

750 
695 

202 

1 

4241 
5273 

5429 
6813 

1773 

a 

m 

NM 

NM 

n'J 

N/i 

GANNETT 

5260.2 
19.9 

J.J.  Curley,  chmn.  &  CEO 

D.H.  McCorkindale,  vice-chmn.  &  pres 

3005 
.2634 

25 
18 

8103 
5481 

23070 
16394 

226 

i 

a 

21.8 

-6.7 

a 

I; 

INFINITY 
BROADCASTING 

2449.1 
2.4 

M.  Karmazin,  chmn.,  pres.  &  CEOt 
W.  Apfelbaum,  chmn.  &  CEO-sub.t 

'Includes  $3.5  mil.  special  bonus  award. 

6500 
2950 

63 

20 

3500* 
0 

215859 
7350 

NA 

NA 
NA 

2.6 

116.9 

L3 

[3 

McGRAW-HILL 

3992.0 
25.2 

H.W.  McGraw  III,  chmn.,  pres.  &  CEO 
R.J.  Bahash,  exec,  v-p  &  CFO 

2064 
1299 

36 
30 

7744 
10899 

16080 
17086 

284 

® 
® 

22.5 

-30.9 

a 
I 

NEW  YORK  TIMES 

3130.6 
21.4 

R.T.  Lewis,  pres.  &  CEO 
A.O.  Sulzberger  Jr.,  chmn. 

May  include  preliminary  data. 

2044 
1440 

88 

30 

2496 
0 

8664 
6861 

268 

a 
a 

18.4 

311.6 

Hi 

a 

TIME  WARNER 

27333.0 
19.7 

G.M.  Levin,  chmn.  &  CEO 
R.E.  Turner,  vice-chmn. 

10218 
7600 

14 
13 

3091 
0 

36944 
20000 

391 

® 
a 

5.1 

NM 

a 

a 

TRIBUNE 

3221.9 
44.2 

J.W.  Madigan,  chmn.,  pres.  &  CEO 
J.C.  Dowdle,  exec  v-p. 

2585 
1316 

49 
17 

10900 
8631 

33329 
23353 

289 

a 
a 

28.0 

140.5 

a 
a 

TV  GUIDE 

1135.3 
0.3 

J.  Kiener,  chmn.  &  CEO*                         1149*          NA                0                   NA        983 

P.C.  Boylan  III,  pres.  &  COO*                  1203            64            518               3436 

"Became  CEO  7/1/99.  Except  $475,000  bonus  comp.  paid  by  News  Corp.,  then  reimbursed  by  TV  Guide. 

NA 

a 

24.4 

-99.3 

NA 

a 

UNIVISION 
COMMUNICATIONS 

693.1 
16.2 

A.J.  Perenchio,  chmn.  &  CEO 
R.  Rodriguez,  pres.  &  COO-sub. 

'Serves  as  CFO  without  enumeration. 

0* 
1400 

NM 
-70 

0 
0 

300 
7207 

552 

m 
a 

14.1 

127.8 

a 
a 

USA  NETWORKS 

3235.8 
-1.0 

B.  Diller,  chmn.  &  CEO 
B.  Baker,  pres.  &  COO** 

'Includes  $630,912  in  amortized  unearned 

500 
2030 
compensatior 

294       22158* 
NA          5517 
&  $286,368  imputed 

38112        465 

NA 
interest.  "Joined  company 

a 

NA 
2/8/99. 

1.0 

NM 

a 

NA 

27      RAILROADS  (TRANSPORTATION) 

BURLINGTON  NORTHERN  9100.0 
SANTA  FE                           13.9 

R.D.  Krebs,  chmn.  &  CEO                         503* 
CL.  Schultz,  exec,  v-p                              594 

'Excludes  portion  ot  bonus  paid  in  restricted  stock. 

-11 
42 

5221 
1469 

19019 
4937 

88 

® 

® 

13.9 

-6.7 

a 
a 

CSX 

10811.0 
0.9 

J.W.  Snow,  chmn.,  pres.  &  CEO 
A.R.  Carpenter,  vice-chmn. 

1524 
1196 

10 
14 

5602 
360 

20035 
7909 

80 

a 
a 

8.0 

-94.8 

a 
a 

NORFOLK  SOUTHERN 

5254.0 

4.0 

D.R.  Goode,  chmn.,  pres.  &  CEO 
S.C.  Tobias,  vice-chmn.  &  COO 

1287 
747 

-49 

-31 

597 
394 

11141 
4490 

76 

® 
® 

9.2 

-74.0 

a 
a 

UNION  PACIFIC 

11273.0 
9.8 

R.K.  Davidson,  chmn.  &  CEO 
C.W.  von  Bernuth,  sr.  v-p 

969 
1007 

8 
164 

4422 
1331 

7715 
3079 

77 

a 

® 

2.2 

9.8 

a 
a 

28     RETAILING:  FOOD  (SERVICE) 

SAFEWAY 

28859.9 
22.0 

S.A.  Burd,  chmn.,  pres.  &  CEO 
K.W.  Oder,  exec,  v-p 

1761 
1024 

-6 
-7 

0 
9443 

17931 
24165 

167 

® 
® 

25.7 

-43.2 

a 
a 

29     RETAILING:  NONFOOD  (SERVICE) 

AMAZON.COM 

1639.8 
-270.4 

J.P.  Bezos,  chmn.  &  CEO 
J.  Galli,  Jr.,  pres.  &  COO* 

'Joined  company  6/24/99.  Includes  $2.9  m 

82 

3002*** 
1.  signing  bor 

0 

NA 

us. 

1 
132 

244 

NA 

NA 

NA 
NA 

-152.3 

NM 

a 

NA 

CARDINAL  HEALTH 

27166.7 
13.6 

R.D.  Walter,  chmn.  &  CEO 
J.C.  Kane,  pres.  &  COO 

2619 
1543 

72 
58 

2858 
0 

11306 
3619 

124 

a 
a 

14.2 

13.5 

a 
a 

COSTCO  WHOLESALE 

28401.5 
14.6 

J.D.  Sinegal,  pres.  &  CEO 
J.H.  Brotman,  chmn. 

550 
550 

3 
3 

0 
1152 

1583 
2735 

363 

m 
a 

14.2 

4.3 

a 

a 

CVS 

18098.3 
18.2 

T.M.  Ryan,  chmn.  &  CEO 
C.C.  Conaway,  pres.  &  COO 

2806 
1633 

40 
29 

86 

553 

12213 
7967 

196 

a 

a 

10.8 

-23.4 

a 
a 

136  BUSINESS  WEEK  /  APRIL  17,  2000 


FOOTNOTES  ON  PAGE  112 


It's  always 
the  right  time 
and  place  to 
get  ahead  in 
business. 


The  Sprint  PCS  Wireless  Web"  is  here. 

It  doesn't  matter  where  your  employees  are,  as  long  as  they  have  the  Information 
they  need  to  do  business.  The  Sprint  PCS  Wireless  Web  Connection  lets  them 
access  your  company's  network  using  their  laptop  PC  and  a  wireless 
Internet-ready  Sprint  PCS  Phone.'' They  can  send  and  receive  e-mails, 
check  inventory,  place  orders- all  without  a  phone  jack.  They'll  even 
get  clear  calls,  thanks  to  the  only  all-digital,  all-PCS  nationwide  network, 
serving  more  than  300  major  metropolitan  areas,  including  major  airports 
And  when  your  employees  are  positioned  for  success,  so  is  your  business 


PCS  3-.:-e  NP1000 


The  Sprint  PCS  Clear  Wireless  Workplace 


1-888-214-1559  or  www.sprintpcs.com/clear 


Sprint 


The  clear  alternative  to  cellular. 


Sprint  PCS 


innt  PCS  Wireless  Web1M  Connection  and  Browser  applications  require  a  wireless  Internet-ready  phone  Connection  application  requires  the  purchase  of  a  Sprint  PCS  Wireless '. . 

ee  kit  for  computing  devices  supported  I  Ilns  service  is  not  available  while  roaming  off  the  Sprint  PCS  Network  Sub|ect  to  credit  approval  Sprint  PCS  Wireless  Web  i 

irvice  plans  of  $29  99  or  more  Nut  available  to  Prepaid  customers  Overage  rates  vary  by  plan  or  option  A  rate  of  $0  39  per  minute  applies  to  all  Wireless  Web  usage  with,     a    an  cr  option  See  the 

>ear  and  Simple  Facts  Guide  for  conditions  on  voice-only  plans  Customers  with  Account  Spending  Limits  or  Sprint  PCS  Add-a-Phonesu  are  eligible  only  for  the  $9.99  opt ;  i   '■  :  j:nplete  statement  of 

te  terms  and  restrictions  for  Sprint  PCS  Wireless  Web  services  is  available  in  the  Wireless  Web  brochure  Not  all  phones  are  available  in  all  locations  ©2000  Sprint  Sp  jjhts  reserved. 

print,  Sprint  PCS  and  the  diamond  logo  are  registered  trademarks  of  Sprint  Communications  Company  L  P.  used  under  license  Sprint  PCS  Phone  is  a  trademark  of  Sprir-  ations  Comp.) 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999 


SALES:  $  MILLIONS 
ROE  % 


1999  COMPENSATION 

TOTAL  ANNUAL  COMP.  |_0NG- 

SALARY  %  CHANGE  TERM 

&  BONUS  FROM  COMP. 

$000  1998  $000 


1997-99  PAY-PERFORMANCE  ANALYSIS 


PAY  VS  SHAREHOLDER  RETURN 
TOTAL  $  VALUE 

COMP  OF $100 

$000  INVESTED       RATING 


PAY  VS  CORPORATE  PROFIT 


CHANGE 

ROE         IN  ROE 
%  %  RA 


GAP 

11635.4 
50.5 

M.S.  Drexler,  pres.  &  CEO 
J.B.  Wilson,  COO 

7840 
3069 

7 
36 

6541 
17442 

30020 
33362 

522 

1 

m 

45.5 

84.4 

( 

LIBERTY  MEDIA  GROUP         NA 

NA 

R.R.  Bennett,  pres.  &  CEOt 
G.S.  Howard,  exec,  v-p  &  COOt 

1000 
773 

79 

45 

54066 
20473 

NA 
NA 

895 

NA 
NA 

NA 

NA 

N 

N, 

LOWE'S 

15905.6 

14.3 

R.L.  Tillman,  chmn.,  pres.  &  CEO 
L.D.  Stone,  exec,  v-p  &  COO 

May  include  preliminary  data. 

2957 
1722 

40 
60 

0 
0 

7790 
4024 

339 

m 

® 

14.5 

8.8 

E 

SEARS,  ROEBUCK 

41071.0 
21.3 

A.C.  Martinez,  chmn.,  pres.  &  CEO 
A.J.  Lacy,  pres. -services}: 

3661 
1398 

54 
27 

456 
1299 

8901 
6739 

70 

a 
a 

19.7 

-15.7 

11 

STAPLES 

8936.8 

17.2 

T.G.  Sternberg,  chmn.  &  CEO 
R.L.  Sargent,  pres.  &  COO 

1207 
845 

-9 

6 

10373 
4474 

91451 
18426 

258 

m 

a 

14.0 

23.3 

ll 

TIFFANY 

1461.9 
19.2 

M.J.  Kowalski,  pres.  &  CEO*                   1498 
J.E.  Quinn,  vice-chmn.                              949 

May  include  preliminary  data.  'Became  CEO  2/1/99. 

86 
49 

1328 
991 

5660 
3707 

496 

i 
a 

17.7 

24.6 

il 

WALGREEN 

18645.6 
18.0 

L.D.  Jorndt,  chmn.  &  CEO 
V.A.  Brunner,  exec.  V-p 

1601 
787 

12 
7 

3897 
221 

15690 
3715 

297 

LH 

a 

18.4 

-1.1 

a 
a 

30     SERVICE  INDUSTRIES  (SERVICE) 

CENDANT 

5384.0 
-10.4 

H.R.  Silverman,  chmn.,  pres.  &  CEO 
S.P.  Holmes,  vice-chmn. t 

7250 
1322 

157 
28 

4745 
0 

106879 
3157 

110 

a 

a 

-1.9 

-179.4 

a 
a 

CINTAS 

1811.9 

15.5 

R.J.  Kohlhepp,  CEO 
R.T.  Farmer,  chmn. 

688 

576 

14 

23 

1923 
564 

3745 
2799 

183 

a 
i 

16.7 

-12.9 

a 
m 

CMGI 

376.5 
1.0 

D.S.  Wetherell,  chmn.  &  CEO 
A.J.  Hajducky  III,  exec,  v-p  &  CFO 

559 
381 

119 
86 

2474 
15778 

3544 
17688 

14048 

m 

a 

-19.9 

-96.1 

a 
a 

CONVERGYS 

1762.9 
14.8 

J.F.  Orr,  pres.  &  CEOt 
D.F.  Dougherty,  pres. -sub. t 

1275 
495 

41 
44 

755 
542 

8955 
2784 

NA 

NA 
NA 

15.3 

-31.0 

a 
a 

ENRON 

40112.0 

11.4 

K.L.  Lay,  chmn.  &  CEO 
J.K.  Skilling,  chmn.  &  COO 

5407 
3902 

18 
26 

43845 
46360 

74149 
69456 

218 

a 
a 

7.6 

-28.3 

a 

a 

EQUITY  OFFICE 
PROPERTIES  TRUST 

1956.1 
6.3 

T.H.  Callahan,  pres.  &  CEO 
R.D.  Kincaid,  exec,  v-p  &  CFO 

1900 
775 

9 
1 

0 
0 

12917 
4963 

NA 

NA 
NA 

4.6 

48.7 

a 
a 

FEDEX 

17372.0 
13.6 

F.W.  Smith,  chmn.,  pres.  &  CEO 
K.R.  Masterson,  exec.  v-p. 

2399 
1199 

18 
-23 

1750 
791 

24395 
8556 

184 

a 
Bfl 

13.2 

11.2 

a 
a 

FREEMARKETS 

20.9 
-10.0 

G.T.  Meakem,  chmn.,  pres.  &  CEO 
S.E.  Kinney,  Jr.,  exec,  v-p 

May  include  preliminary  data. 

308 
257 

NA 
NA 

0 
0 

NA 

NA 

NA 

NA 
NA 

NA 

NA 

I 

NA  1 
NA   11 

GRAINGER  (W.W.) 

4533.9 
12.2 

R.L.  Keyser,  chmn.  &  CEO 
J.D.  Fluno,  vice-chmn. 

914 
673 

-33 
-32 

471 
1124 

5172 

5000 

124 

11 

a 

16.3 

-14.4 

a 
a 

IMS  HEALTH 

1398.0 

50.7 

V.R.  Fash,  pres.  &  CEO* 
R.E.  Weissman,  chmn. 

"Became  CEO  3/19/99. 

1528 
1751 

23 
-8 

728 
0 

11936 
32508 

198 

a 
a 

37.1 

126.4 

a 
a 

OMNICOM  GROUP 

5130.5 
23.4 

J.D.  Wren,  pres.  &  CEO 

T.L.  Harrison,  rhmn.  &  CEO-sub. 

May  include  preliminary  data. 

3425* 
3325* 

0 
NA 

0 

0 

10275 
NA 

451 

a 

NA 

25.1 

6.1 

a 

NA 

PAYCHEX 

1272.5 
32.9 

B.T.  Golisano,  chmn.,  pres.  &  CEO 
W.  Turek,  v-p-sales 

834 
387 

20 
14 

0 

11849 

2171 
13123 

268 

m 
a 

31.9 

10.0 

a 
a 

RAMBUS 

44.7 
14.0 

G.  Tate,  CEO 
D.  Mooring,  pres. 

334 
299 

18 
21 

1522 
0 

7208 
1922 

NA 

NA 

NA 

12.6 

NM 

NA 
NA 

TENET  HEALTHCARE 

11417.0 
6.1 

J.C.  Barbakow,  chmn.  &  CEO 
M.H.Focht,  pres.  &  COOt 

1822 
1163 

-35 
-39 

0 
0 

6939 
4622 

107 

a 
a 

7.7 

NM 

a 
a 

WELLPOINT  HEALTH 
NETWORKS 

7485.4 
22.6 

L.D.  Schaeffer,  chmn.  &  CEO 
R.A.  Williams,  exec,  v-p 

3205 
1099 

50 
34 

5964 
2420 

13527 
7254 

192 

a 

a 

21.8 

-2.4 

a 
a 

31      STEEL  (INDUSTRIAL 

:   LOW  TECH) 

NUCOR 

4009.3 
10.8 

H.D.  Aycock,  chmn.,  pres.  &  CEO* 
S.  Siegel,  vice-chmn.  &  CFOt 

•Became  CEO  6/3/99. 

645 
508 

NA 

-7 

212 
209 

NA 
2442 

111 

NA 

a 

13.1 

-29.9 

NA 

a 

32     TELECOMMUNIC 

ATIONS  (TELECOMMUNICATIONS) 

ADC                                2067.3 
TELECOMMUNICATIONS      11.0 

W.J.  Cadogan,  chmn.,pres.,  CEO  &  COO 
L.J.  Davis,  sr.  v-p  &  pres. -sub. 

'Excludes  portion  of  bonus  paid  in  314,338 

1096* 
716** 
options.  * 

73                0 

67         4559 

'Excludes  portion  of  bonus 

8309        233 
9617 
paid  in  196,819  options. 

a 

a 

13.9 

-22.3 

a 
a 

ALLTEL 

6302.3 
18.6 

J.T.  Ford,  chmn.  &  CEO                           1763            23          1131 
D.E.  Foster,  vice-chmn.                           3430*          75         5024* 
'Includes  $2  mil.  additional  bonus  and  $939,110  excise  tax  reimbursement. 

8668 

NA 

283 

a 

NA 

19.2 

33.7 

a 

NA 

AT&T 

62391.0 
4.3 

CM.  Armstrong,  chmn.  &  CEO 
J.D.  Zeglis,  chmn.  &  CEO-sub. 

4341 
3385 

14 
53 

2459 
7144 

25827 
22763 

198 

a 
a 

14.9 

-84.3 

a 
a 

BELLSOUTH 

25224.0 
23.3 

F.D.  Ackerman,  chmn.,  pres.  &  CEO 
J. A.  Drummond,  vice-chmn. 

3592 
1671 

20 
12 

1249 
543 

17275 
5816 

248 

a 
a 

22.2 

7.7 

a 
a 
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B-to-B  commerce  is  finally  heading  in  the  right  direction. 


Credit 


com 


There  is  one  company  playing  a  significant  role  in  changing  the  direc- 
tion of  e-business  and  revolutionizing  the  way  commerce  is  transacted. 
That  company  is  eCredit.com.  eCredit.com  makes  e-business  possible 
on  a  scale  never  before  imagined.  We  have  removed  the  boundaries 
between  business  commerce  transactions  by  uniting  businesses  with 
global  information  sources  and  financing  partners.  Now,  e-business 
credit  and  financing  transactions  can  be  consummated  through  the 
eCredit.com  Global  Financing  Network  M — the  first  Internet-based 
network  of  its  kind. 

In  the  Internet  Economy,  eCredit.com  keeps  global  business  moving. 

Move  your  business  in  the  right  direction.  Visit 
www.ecredit.com  or  call  toll-free,  1-877-247-1 146  for  your 
guide  to  the  eCredit.com  Global  Financing  Network. 


editoom  I<>r<>  and  the  cCredit.com  Global  Financing  Network  iretndcfn  ■  reserved. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1999  COMPENSATION 


1997-99  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 


1999 


SALES:  $  MILLIONS 
ROE:  % 


SAURY 

&  BONUS 

$000 


;  CHANGE 
FROM 
1998 


LONG- 
TERM 
COMP 
$000 


PAY  VS  SHAREHOLDER  RETURN 
TOTAL  $  VALUE 

COMP.  OF  $100 

$000  INVESTEO       RATING 


PAY  VS.  CORPORATE  PROFIT 
CHANGE 
IN  ROE 
%  RATIN 


ROE 


CENTURYTEL 

1676.7 
13.0 

G.F.  Post  III,  vice-chmn.,  pres.  &  CEO    1030* 
CM.  Williams,  chmn.                              1084* 
"Excludes  portion  of  bonus  paid  in  restricted  stock. 

5 
3 

5349 
15375 

10443 
20009 

352 

m 
m 

15.9 

2.9 

a 
a 

CIENA 

533.9 

1.3 

P.H.  Nettles,  pres.  &  CEO 
G.B.  Smith,  sr.  v-p  &  COOt 

711 
493 

58 
97 

0 
0 

1583 
NA 

NA 

NA 
NA 

14.5 

-99.6 

a 

NA 

EFFICIENT  NETWORKS        516 
-8.9 

M.A.  Floyd,  pres.  &  CEOt 
D.B.  Stefan,  v-p-salesi 

280 
238 

41 
84 

0 

0 

NA 

NA 

NA 

NA 
NA 

NM 

NA 

NA 
NA 

FOCAL 
COMMUNICATIONS 

126.9 

-15.7 

R.C.  Taylor,  Jr.,  CEO* 
JR.  Barnicle,  COOi 

392 
322 

57 
50 

0 

0 

812 

704 

NA 

NA 

NA 

NM 

NA 

NA 
NA 

GLOBAL  CROSSING 

1664.8 
-0.8 

R.  Annunziata,  CEOt*                         1 1465* 
J.A.  Scarpati,  CAO                                  2036** 
"Became  CEO  2/1/99.  Includes  $10  mil.  signing  bonus 

NA         2243 

NA                0 

Resigned  3/2/2000.  *' 

NA 

NA 

Includes  $2  mi 

NA 
.  signing 

NA 
NA 

bonus. 

-11.0 

NA 

NA 
NA 

GTE 

25336.0 
37.5 

C.R.  Lee,  chmn.  &  CEO 
K.B.  Foster,  pres.t 

2969 
2055 

18 
9 

10159 
6277 

24049 
15123 

172 

a 

a 

33.6 

-1.6 

a 
al 

LUCENT 
TECHNOLOGIES 

38467.0 
21.6 

R.A.  McGinn,  chmn.  &  CEO 
D.C.  Stanzione,  exec,  v-p  &  COO 

6387 
3948 

-51 
22 

2166 
1479 

46926 
23629 

654 

1 

a 

18.4 

159.3 

al 
a  1 

QWEST                           3927.6 
COMMUNICATIONS  INTL.      6.6 

J.P.  Nacchio,  chmn.  &  CEO 
A.  Mohebbi,  pres.  &  COO** 

'Includes  $2.0  mil. equalization  payment.  * 

1543            29       67560*           96581 

913**         NA                 0                    NA 
'Joined  company  5/1/99.  Inel.  $168,000  transition 

NA          NA           -3.2 

NA 
payment,  $100,000  forgiveness 

NM 
of  loan. 

a  1 

NA  1 

SBC 

COMMUNICATIONS 

49489.0 
24.6 

E.E.  Whitacre,  Jr.,  chmn.  &  CEO            8031             20 
R.C.  Notebaert,  CEO-Ameritech              7413            NA 
"Includes  5250.000  Special  Performace  Award.  ""Includes  $13.2 

28253* 

16448** 

mil.  change 

74482        202           LH 
NA                         NA 
in-control  agreement  with  Amentech. 

23.8 

-20.0 

a  1 

NA    1 

SCIENTIFIC-ATLANTA 

1397.3 
14.7 

J.F.  McDonald,  pres.  &  CEO 
C.J.  Wredberg,  sr.  v-p  &  COO 

1400 
721 

14 
26 

3243 
1385 

7552 
3420 

375 

a 
m 

13.0 

852.1 

a  1 
a  1 

SPRINT  FON  GROUP 

17016.0 
16.6 

W.T.  Esrey,  chmn.  &  CEO 
R.T.  LeMay,  pres.  &  COO 

2456 
1701 

27 
18 

74524 
21722 

111313 
45206 

397 

a 
a 

14.7 

18.7 

a  1 
a  1 

TELLABS 

2319.5 
27.3 

M.J.  Birck,  chmn.  &  CEO 
B.J.  Jackman,  pres. -sub. 

667 
456 

-10 
-8 

0 
7122 

1987 
12629 

341 

28.2 

36.8 

a 
a  | 

WILLIAMS                       2023.0 
COMMUNICATIONS  GRP.    -17.0 

H.E.  Janzen,  pres.  &  CEOt 
F.M.  Semple,  sr.  v-p  &  COO* 

"Compensation  is  also  included  in  Williams 

678* 
346 

Companies. 

29 

4 

2331 

35 

6594 
1737 

NA 

NA 
NA 

NA 

NA 

NA   1 

NA 

33     TEXTILES,  APPAREL  (CONSUMER  PRODUCTS) 

NIKE 

8919.9 

16.4 

P.H.  Knight,  chmn.  &  CEO 
I.T.  Todd,  v-p 

"Includes  $2  mil.  signing  bonus. 

2007 
3600* 

82 

NA 

542 
78 

5770 
NA 

85 

a 

NA 

14.1 

-35.0 

1 

a 

NA 

34     TOBACCO  (CONSUMER  PRODUCTS) 

PHILIP  MORRIS 

61751.0 
50.2 

G.C.  Bible,  chmn.  &  CEO 
W.H.  Webb,  COO 

6319 
2768 

18 
37 

13260 
2283 

56134 
12903 

70 

a 
a 

41.9 

13.1 

a 
a 

35     TRUCKING  (TRANSPORTATION) 

UNITED  PARCEL 
SERVICE 

27052.0 

7.1 

J.P.  Kelly,  chmn.  &  CEO 

J.W.  Alden,  vice-chmn.,  sr.  v-pt 

1497 
1059 

37 
26 

462 
385 

4287 
3281 

NA 

NA 
NA 

15.4 

-63.6 

a 

a 

36      UTILITIES  (UTILITIES) 

AES 

3253.0 
9.3 

D.W.  Bakke,  pres.  &  CEO                             18* 
B.J.  Sharp,  sr.  v-p  &  CFO                         590 

"Compensation  granted  exclusively  in  stock  options. 

-96 

-19 

1964 
435 

5832 
4325 

322 

a 
a 

13.0 

-46.4 

a 
a 

CALPINE 

811.1 

10.0 

P.  Cartwright,  chmn.,  pres.  &  CEO 
A.B.  Curtis,  exec,  v-p  &  CFO 

May  include  preliminary  data. 

1409 
663 

41 
41 

1868 
1297 

6237 
2793 

640 

m 
m 

13.5 

8.4 

a 
a 

CAROLINA  POWER 
&  LIGHT 

3357.6 
11.1 

W.  Cavanaugh  III,  chmn.,  pres.  &  CEO 
W.S.  Orser,  exec,  v-p 

1466 
658 

23 
17 

304 
122 

8185 
3535 

97 

a 
a 

12.7 

-21.7 

a 
a 

CONSTELLATION 
ENERGY  GROUP 

3786.2 
10.9 

C.H.  Poindexter,  chmn.,  pres.  &  CEO 
E.A.  Crooke,  vice-chmn. t 

1227 
783 

50 
38 

583 
404 

3661 
2472 

128 

a 
a 

10.0 

14.4 

a 
a 

DOMINION 
RESOURCES 

5520.0 
11.6 

T.E.  Capps,  chmn.,  pres.  &  CEO             1325          -41 
J.P.  O'Hanlon,  exec.  v-p+                          538              5 

"Includes  $351,000  in  settlement  for  employment  agreement. 

1094 
538* 

7696 
2138 

123 

a 
a 

9.9 

20.9 

a 
a 

DTE  ENERGY 

4728.0 
12.4 

A.F.  Earley,  Jr.,  chmn.  &  CEO 
G.M.  Anderson,  pres.  &  COO-sub. 

1200 
551 

38 
31 

128 
88 

4108 
1515 

116 

a 
a 

12.0 

37.4 

a 
a 

DUKE  ENERGY 

21742.0 
9.2 

R.B.  Priory,  chmn.,  pres.  &  CEO 
H.J.  Padewer,  group  pres.* 

"Joined  company  1/1/99. 

2002 
720 

15 
NA 

0 

443 

6073 

NA 

122 

a 

NA 

12.1 

-34.5 

a 

NA 

EDISON 
INTERNATIONAL 

9670.1 
12.0 

J.E.  Bryson,  chmn.  &  CEO 
S.E.  Frank,  pres.  &  COO-SCE 

2238 

1306 

16 
16 

346 
1 

6700 
3412 

147 

a 

a 

12.6 

6.7 

a 
a 

EL  PASO  ENERGY 

10581.0 
-8.2 

W.A.  Wise,  pres.  &  CEO                          42 1 4  * 
H.B.  Austin,  exec,  v-p  &  CFO                  1499* 
"Unspecified  portion  of  bonus  paid  in  restricted  stock— 

140       42609* 
102          8409* 

ncluded  under  both  col 

52589 

13330 

jmns. 

165 

a 
a 

4.0  -454.0 

a 
a 
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Roland  N.  Di'Niro 

Master  Lemonade 
Merchant 


C 


V 


>-*:' 


^'emon? 


coin 


Hard  work,  dedication  and  an  entrepreneurial  spirit.  It  takes  more  to 
expand  and  thrive  in  the  world  of  e-commerce.  From  venture  funding, 
strategic  consulting  and  back-end  integration  to  web  development 
and  indelible  branding,  it's  rare  to  find  a  company  that  knows  the 
medium  as  well  as  we  do.  If  you  want  a  partner  that  can  help  you 
master  the  most  powerful  tool  in  business,  talk  to  Rare  Medium. 

Building  the  blockbuster  companies  of  the  future." 


rare    medium    inc 


(888)  rmedium  •  www.raremedium.com  •  Rare  Medium  Group  Inc.  (NASDAQ:  RRRR) 

ATLANTA  •  DALLAS  •  DETROIT  •  HOUSTON  •  LOS  ANGELES  •  NEW  YORK  ■  ORANGE  COUNTY  •  PHOENIX  •  SAN  ANTONIO  •  SAN  FRANCISCO  •  SYDNEY  •  TORONTO 

oTJOOO  R»re  Medium.  Inc. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


*•« 


COMPANY 


EXECUTIVE 


1999 


SALES:  $  MILLIONS 

ROE:  % 


1999  COMPENSATION 

TOTAL  ANNUAL  COMP  LONG- 
SALARY          %  CHANGE  TERM 
&  BONUS             FROM  COMP. 
$000                1998  $000 


1997-99  PAY-PERFORMANCE  ANALYSIS 


PAY  VS.  SHAREHOLDER  RETURN 
TOTAL  $  VALUE 

COMP  OF  $100 

$000  INVESTED       RATING 


PAY  VS.  CORPORATE  PROF!' 
CHANGE 
ROE         IN  ROE 
%  % 


ENTERGY 

8773.2 
7.8 

J.W.  Leonard,  CEO* 
D.C.  Hintz,  pres. 

•Became  CEO  1/1/99. 

1615 
1107 

-1 
45 

0 
4 

NA 
2257 

110 

NA 

H 

7.3 

22.7 

HW 

FIRSTENERGY 

6319.6 
12.5 

H.P.  Burg,  chmn.  &  CEO* 
W.R.Holland,  chmn.&CEOt 

•Became  CEO  4i29/99. 

986 
1185 

66 

32 

81 
672 

2506 
4833 

118 

El 

a 

9.9 

3.0 

FPL  GROUP 

6438.0 
13.0 

J.L.  Broadhead,  chmn.  &  CEO 
P.J.  Evanson,  pres. -FPL 

1970 
1254 

-2 

10 

3707 
1738 

12971 
6135 

104 

n 
m 

12.9 

2.9 

MONTANA  POWER 

1342.3 
14.5 

R.P.  Gannon,  chmn.,  pres.  &  CEO             672* 
M.J.  Meldahl,  exec,  v-pt                          372* 
"1999  Interim  Bonus  Plan  amount  not  yet  determined. 

41 
85 

313 
460 

2601 
1170 

388 

m 
m 

13.9 

27.2 

D 
D 

PG&E 

20820.0 
0.2 

R.D.  Glynn,  Jr.,  chmn.,  pres.  &  CEO 
G.R.  Smith,  sr.  v-p;  pres.  &  CEO-sub. 

2047 
1020 

22 

20 

176 
74 

5548 
2709 

111 

m 

m 

5.7 

-97.8 

Hi 

PUBLIC  SERVICE 
ENTERPRISE  GROUP 

6497.0 
18.1 

E.J.  Ferland,  chmn.,  pres.  &  CEO 
L.R.  Codey,  pres.  &  COO-PSE&Gt 

1549 
768 

12 
5 

355 
164 

9873 
2459 

155 

® 

13.8 

60.6 

TEXAS  UTILITIES 

17117.9 
11.8 

E.  Nye,  chmn.  &  CEO 
D.W.  Biegler,  pres.  &  COOt 

1383 
806 

18 
12 

750 
310 

5471 
2640 

103 

1 

a 

10.1 

-5.4 

m 

WILLIAMS 

8593.1 
2.9 

K.E.  Bailey,  chmn.,  pres.  &  CEO              903 

H.E.  Janzen,  pres.  &  CEO-sub.t                678*           29 

"Compensation  also  included  in  Williams  Communications  Group. 

663 

2331 

19581 
7754 

173 

a 

5.4 

-73.6 

LI 

fi 


OEFO 


Becorai 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


atcdo.  tt'ss 


Abbott  Laboratories  II 

Adaptec  22 

ADC  Telecomm.  32 

Adobe  Systems  22 

Advanced  Micro  12 

AES36 

Aether  Systems  22 

Aetna  21 

AFLAC  21 

Agilent  Technologies  16 

Air  Products  &  Chemicals  8 

Akamai  Technologies  22 

Alcoa  18 

Allergan  11 

Allstate  21 

Alltel  32 

Altera  12 

Amazon.com  29 

Amerada  Hess  20 

America  Online  22 

American  Express  21 

American  General  21 

American  Home  11 

American  Intl.  Group  21 

AMFM  26 

Amgen  11 

AmSouth  Bancorporation  5 

Anadarko  Petroleum  20 

Analog  Devices  12 

Anheuser-Busch  6 

Aon  21 

Apple  Computer  22 

Applied  Materials  15 

Archer  Daniels  13 

Ariba  22 

Associates  First  Capital  21 

AT&T  32 

Atlantic  Richfield  20 

Atmel  12 

Automatic  Data  22 

Avery  Dennison  10 

Avon  Products  25 

AXA  Financial  21 

Baker  Hughes  23 

Bank  of  America  5 

Bank  of  New  York  5 

Baxter  International  II 

BB&T  5 

Bear  Stearns  21 

Becton,  Dickinson  11 

BellSouth  32 

Berkshire  Hathaway  21 


Best  Buy  3 

Bestfoods  13 

BJ  Services  23 

Block  (H&R)  21 

BMC  Software  22 

Boeing  1 

Bristol-Myers  Squibb  11 

Broadcom  12 

Brocade  Communications  22 

Burlington  Northern  Santa  Fe  27 

Burlington  Resources  20 

Cabletron  Systems  22 

Calpine  36 

Campbell  Soup  13 

Capital  One  Financial  21 

Cardinal  Health  29 

Carnival  17 

Carolina  Power  36 

Caterpillar  15 

Cendant  30 

CenturyTel  32 

Chase  Manhattan  5 

Chevron  20 

Chubb  21 

Ciena  32 

Cigna  21 

Cincinnati  Financial  21 

Cintas  30 

Circuit  City  Group  3 

Cisco  Systems  22 

Citigroup  21 

Citrix  Systems  22 

Clear  Channel  Communs.  26 

Clorox  25 

CMGI  30 

CNA  Financial  21 

Coastal  20 

Coca-Cola  6 

Coca-Cola  Enterprises  6 

Colgate-Palmolive  25 

Comdisco  22 

Compaq  Computer  22 

Computer  Associates  22 

Computer  Sciences  22 

Compuware  22 

ConAgra  13 

Conexant  Systems  12 

Conoco  20 

Constellation  Eneigy  36 

Conveigys  30 

Corning  19 

Costco  Wholesale  29 


Cox  Communications  26 

Cree  12 

CSX  27 

CVS  29 

Cypress  Semiconductor  12 

Dana  4 

Danaher  19 

Deere  15 

Delphi  Automotive  Systems  4 

Delta  Air  Lines  2 

Diamond  Offshore  23 

Digex  22 

Disney  (Walt)  26 

Dominion  Resources  36 

Donaldson,  Lufkin  &  Jenrette  21 

Dover  15 

Dow  Chemical  8 

Dow  Jones  26 

DTE  Energy  36 

Duke  Energy  36 

Dun  &  Bradstreet  21 

DuPort  8 

E'Trade  Group  21 

Eastman  Kodak  17 

Eaton  12 

EchoStar  Communications  26 

Ecolab  25 

Edison  International  36 

Efficient  Networks  32 

El  Paso  Energy  36 

Electronic  Arts  22 

EMC  22 

Emerson  Electric  12 

Emulex  22 

Engage  Technologies  22 

Enron  30 

ENSCO  International  23 

Entergy  36 

Entrust  Technologies  22 

Equity  Office  Properties  30 

Estee  Lauder  25 

E-TEK  Dynamics  12 

Extreme  Networks  22 

FedEx  30 

Fifth  Third  Bancorp  5 

First  Data  22 

First  Union  5 

Firstar  5 

FirstEnergy  36 

Flserv  22 

FleetBoston  Financial  5 

Focal  Communications  32 


Forest  Laboratories  11 

Fort  James  24' 

FPL  Group  36 

Franklin  Resources  21 

FreeMarkets  30 

Gannett  26 

Gap  29 

General  Dynamics  1 

General  Electric  9 

General  Mills  13 

General  Motors  4 

Gillette  25 

Global  Crossing  32 

Golden  West  21 

Goldman  Sachs  Group  21 

Grainger  (WW.)  30 

GTE  32 

Guidant  11 

Harley-Davidson  17 

Heinz  (HJ.)  13 

Hershey  Foods  13 

Hewlett-Packard  22 

Honeywell  Intl.  9 

Hormel  Foods  13 

Household  Intl.  21 

Huntington  Bancshares  5 

IBM  22 

Illinois  Tool  Works  15 

Immunex  11 

IMS  Health  30 

Infinity  Broadcasting  26 

Ingersoll-Rand  15 

Inktomi  12 

InterNAP  Network  Svcs.  22 

Intuit  22 

Jabil  Circuit  12 

JDS  Uniphase  12 

Jefferson-Pilot  21 

Johnson  &  Johnson  11 

Johnson  Controls  19 

Juniper  Networks  22 

Kana  Communs.  22 

Kellogg  13 

Kerr-McGee  20 

Kimberly-Clark  24 

KLA-Tencor  16 

Lehman  Brothers  Holdings  21 

Lexmark  International  22 

Liberty  Media  29 

Lilly  (Eli)  11 

Linear  Technology  12 

Lockheed  Martin  1 


Loews  21 

Lowe's  29 

LSI  Logic  12 

Lucent  Technologies  32 

Lycos  22 

Marriott  Intl.  14 

Marsh  &  McLennan  21 

Marshall  &  llsley  5 

Maxim  Integrated  Prods.  12 

MBIA  21 

MBNA  5 

McGraw-Hill  26 

Medlmmune  11 

Medtronic  11 

Mellon  Financial  5 

Merck  11 

Merrill  Lynch  21 

MGIC  Investment  21 

Micrel  12 

Microchip  Technology  12 

Micromuse  22 

Micron  Technology  12 

Microsoft  22 

MicroStrategy  22 

Millennium  Pharm.  11 

Minnesota  Mining  19 

Molex  12 

Monsanto  8 

Montana  Power  36 

Morgan  UP.)  5 

Morgan  Stanley  Dean  Witter  21 

Motorola  12 

Nabisco  Holdings  13 

National  City  5 

National  Semicond.  12 

Network  Appliance  22 

Network  Solutions  22 

New  York  Times  26 

Nike  33 

Noble  Drilling  23 

Norfolk  Southern  27 

Northern  Trust  5 

Novell  22 

Nucor  31 

Occidental  Pet.  20 

Omnicom  Group  30 

Oracle  22 

PaineWebber  Group  21 

Parametric  Technology  22 

Parker  Hannifin  19 

Paychex  30 

PE  Biosystems  16 


PepsiCo  6 

Pfizer  11 

PG&E  36 

Pharmacia  &  Upjohn  11 

Philip  Morris  34 

Phone.com  22 

Pitney  Bowes  22 

PNC  Bank  5 

PPG  Industries  7 

Praxair  8 

Price  (T.  Rowe)  21 

Priceline.com  22 

Procter  &  Gamble  25 

Progressive  21 

Providian  Financial  5 

PSINet  22 

Public  Service  Ent.  36 

Qlogic  12 

Qualcomm  12 

Qwest  Communications  32 

Ralston  Purina  13 

Rambus  30 

Rational  Software  22 

Raytheon  1 

Redback  Networks  22 

Rockwell  International  12 

Rohm  &  Haas  8 

Sabre  Holdings  22 

Safeguard  Scientifics  22 

Safeway  28 

SanDisk  22 

Sanmina  12 

Sara  Lee  13 

SBC  Communications  32 

Schering-Plough  11 

Schlumberger  23 

Schwab  (Charles)  21 

SCI  Systems  12 

Scientific-Atlanta  32 

SDL  12 

Seagate  Technology  22 

Sears,  Roebuck  29 

Solectron  12 

Sprint  FON  Group  32 

St.  Paul  21 

Staples  29 

Starbucks  13 

State  Street  5 

Stryker  11 

Summit  Bancorp.  5 

Sun  Microsystems  22 

SunGard  Data  Systems  22 


SunTrust  Banks  5 

Synovus  Financial  5 

Sysco  13 

Tandy  3 

Tellabs  32 

Tenet  Healthcare  30 

Teradyne  16 

Texaco  20 

Texas  Instruments  12 

Texas  Utilities  36 

Textron  9 

3Com  22 

TIBCO  Software'22 

Tiffany  29 

Time  Warner  26 

Travelers  Property  Casualty  21 

Tribune  26 

Tricon  Global  Restaurants  14 

TRW  9 

TV  Guide  26 

Tyco  International  12 

U.S.  Bancorp  5 

Union  Carbide  8 

Union  Pacific  27 

Union  Planters  5 

Unisys  22 

United  Parcel  Service  35 

United  Technologies  1 

Univision  Communs.  26 

USA  Networks  26 

USX-Marathon  20 

Veritas  Software  22 

Vitesse  Semiconductor  12 

Vulcan  Materials  7 

Wachovia  5 

Walgreen  29 

Warner-Lambert  11 

Washington  Mutual  21 

Waters  16 

WellPoint  Health  30 

Wells  Fargo  5 

Weyerhaeuser  24 

Whirlpool  3 

Willamette  Industries  24 

Williams  36 

Williams  Communications  32 

Wrigley  (Wm.)  Jr.  13 

Xilinx  12 

Yahoo  22 
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A   TOSHIBA    SERIES    ON    POWERING    THE    MOBILE    ECONOMY 


e  mobile  century 

work  is  what  we  do,  not  where  we  do  it 


OE  FORMICHELLI  ON  SNOWBOARDING  TO  FREEDOM 


3  new  economy  means  anything,  it's  that  more  and  more  of  us  are  find 
jur  lives  to  be  increasingly  consumed  by  work,  whether  we're  on  the 
i,  online,  or  on  the  phone. 

"Maintaining  a  balance  can  sometimes  be  the  single  hardest 
|  gtodo.  It's  so  easy  to  be  immersed  in  our  jobs  at  the  expense 
ie  rest  of  our  lives,"  says  Joseph  C.  Formichelli,  Executive  Vice 
sident  of  Toshiba  America  Information  Systems.  "But  if  we  learn 
v  to  use  technology  to  work  for  us,  we  can  find  that  the  new  way 
Joing  business  can  be  as  liberating  as  it  is  efficient." 
•ING  BUSINESS  AT  7,000  FEET 

meone  who  has  taken  Formichelli's  advice  to  heart  is  Ian  Inaba, 
?8-year-old  Californian  with  a  big  idea,  and  the  tools  to  make 
appen. 

After  graduating  from  The  Wharton  School  of  the  University  of  Penn- 
■  vania,  Inaba  followed  the  route  of  many  of  his  classmates  and  took 
ob  with  a  leading  investment  bank.  He  found  learning  the  ropes  of 
nking  challenging,  but  less  than  exhilarating. 

"When  I  was  working  in  banking  the  client  needed  me  in  the  office 
all  times,"  he  said.  "I  found  I  was  spending  all  my  time  in  two  places: 
|?hind  a  desk,  or  stuck  in  traffic  commuting." 

So  last  year,  he  took  the  leap,  quit 
s  job  and  co-founded  Polyverse,  a 
ext  generation  entertainment  com- 
any  devoted  to  developing  hot  con- 
;nt  for  Generation  I.  Armed  with  only 
portable  computer  and  a  knack  for 
potting  the  next  big  thing,  Inaba  has 
jund  that  being  an  entrepreneur  has  meant  more  work,  more  risk  and  more  sleepless 


Ian  Inaba 
CoCEO 
Polyverse,  Inc 


Joseph  C  Formichelli 
Executive  Vice-President 
Toshiba  America 
Information  Systems.  Inc 
Computer  Systems  Group 


f 
J 


t 
J 


If  we  learn  how  to  use  technology  to  work  for 

us,  we  can  find  that  the  new  way  of  doing 
business  can  be  as  liberating  as  it  is  efficient. 


■)■) 


Joe  Formichelli 


choose  freedom 

TOSHIBA 


You  have  arrived.  Buildings  reflect  the        It's  your  little  secret  and  you  carry  it  right  therm 

power  of  your  gait.  You  have  reached        your  hands.  It's  called  freedom  computing  am 

ium®///    the  ultimate  peak  in  business  portability.       it  can  be  found  in  products  like  the  ultralight 


©2000  Toshiba  America  Information  Systems.  Inc.  All  rights  reserved  Portege  is  a  registered  trademark  and  choose  freedom  is  a  trademark  of  Toshiba  America  Information  Systems.  Inc  Tecra  is  a  registered  trademaw  ot  To 


Wfll 


Itraportable  Portege?  and  the  Jeer  a""  8100  with        It  is  the  ultimate  blend  of  business  might  and  personal 
le  Mobile  Pentium09  III  processor,  with  up  to  empowerment.  Pick  one  up  and  see  where  it  takes  you. 


%/jr 


50MHz,  featuring  Intel®  SpeedStep""  technology. 


Visit  toshiba.com  or  call  1-800-TOSHIBA 


■i 


kicK-so 


choose  freedom" 

TOSHIBA 


Mion  Intel.  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep  is  a  trademark  ot  Intel  Corporation  All  specifications  and  availability  are  subiect  to  change  Licensed  c« 
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A   TOSHIBA    SERIES    ON    POWERING    THE    MOBILE    ECONOMY 


the  mobile  century:  work  is  what  we  do,  not  where  we  d< 


What  is  your  number 
one  concern  about 
your  career? 


Needing  an 
Advanced 
Degree  or 

Certification 

9% 


Don't 
Know/ 
None  of 
These 


Keeping  Techni 
Skills  Current 

16% 


Earning  a 
Competitive  Salary 

23% 


SOURCE:  OFFICETEAM, 
MARCH.  1999 


a  talk  with  Toshiba's  Joe  Formichelli;  contirft 

nights  but  it  has  also  meant  he  has  been  able  to  spend  more  time 
what  he  loves. 

With  offices  in  New  York,  San  Francisco  and  Los  Angeles,  In 
new  life  is  a  blur.  Instead  of  being  stuck  on  freeways,  he's  more 
on  a  plane  zipping  from  coast  to  coast,  and  instead  of  being  b 
to  a  desk,  his  office  is  now  wherever  the  cool  content  is 
Recently,  it  was  on  top  of  a  mountain. 
"I  was  in  the  Sierras  talking  with  some  snowbo   t 
ing  guys  about  a  content  deal,"  he  said.  "We  had  fink 
with  the  meeting,  I  went  back  to  my  cabin,  wrot 
some  notes  for  my  partners  in  New  York  on 
portable,  e-mailed  them  off." 

By  the  time  he  got  comments  back  from 
partners  sitting  in  an  office  in  Silicon  Alley,  Inaba,  an 
snowboader  himself,  still  had  time  to  grab  his  board 
hit  the  slopes. 

"It's  not  just  entrepreneurs  who  are  looki] 

for  freedom.  The  ability  to  be  able  to  break  away  fn 

the  confines  of  the  office  so  we  can  have  more  time 

ourselves  is  becoming  one  the  central  issues  for  toda 

workforce."  said  Cheryl  Richardson,  a  business  coach, and  auti 

of  Take  Time  for  Your  Life. 

"We  have  to  start  playing  by  new  rules,"  said  Richardson.  "Mobile  technolo 
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can  play  a  central  part  in  the  process.  Instead  of  being  at  the  mercy  of  your  client,  bos  -£,4 


or  employees,  now  you  get  to  be  in  charge." 


Mobile  computing  has  allowed 

me  to  do  business  at  my  speed, 

when  I  want,  where  I  want. 
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she  says,  that  many  people  at 
willing  to  sacrifice  other  cor 
siderations,  including  salary,  t 
be  able  to  have  more  person 
time.  A  recent  study,  cites  Richardson 

Ian  Inaba 

found  two-thirds  of  both  male  and  femalf 
workers  would  give  up  21  %  of  their  income  for  more  family  and  personal  time  (Source 
Robert  Half  International  Study,  1996). 

"Mobile  computing  has  allowed  me  to  do  business  at  my  speed,  when  I  want,  where 
I  want,"  said  Inaba.  "Whether  I'm  35,000  feet  up  in  a  plane,  or  7,000  feet  up  a  moun 
tain,  I  have  the  tools  to  choose  freedom." 
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MASTERS  OF  ANTI-SPORTS-MARKETING 
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or  golf  fans,  nothing  signals 
the  start  of  another  season 
quite  like  The  Masters.  The 
:radition-rich  tournament  that 
runs  Apr.  6-9  is  a  soothing 
wake-up  call  for  duffers,  beck- 
oning them  back  for  another 
year  of  lofty  ambitions  and  er- 
ie  snowboa^  ratic  shot-making.  Yet  an  acci- 
dent of  the  calendar  doesn't 
quite  explain  the  grip  this  tour- 
nament has  on  golf. 

The  mystique  of  The  Masters 
is  probably  best  summed  up  by 
a  simple  principle:  Less  is 
more.  The  buttoned-down, 
tight-lipped  members  of  the 
Augusta  National  Golf  Club 
who  run  The  Masters  have 
proved  themselves  masters  of 
managing  supply. 

If  you  have  weeklong  passes, 
you  probably  inherited  them 
from  your  great-grandfather. 
I  The  estimated  40,000  badges 
are  the  most  sought-after  in 
or  today)  sports,  and  the  waiting  list 
closed  two  decades  ago.  Mas- 
ters golf  paraphernalia  isn't 
much  easier  to  come  by.  Shirts, 
visors,  towels,  and  other  items  carry- 
ing the  distinctive  flagstick  logo  are 
bos?  sold  only  at  souvenir  pavilions  and  the 
pro  shop — and  only  during  tourna- 
ment week. 

UNIQUE.  If  The  Masters  peddled  its 
wares  on  the  Web  or  loosened  curbs 
on  corporate  hospitality  tents — onlv  a 
few  longtime  sponsors  have  them — it 
might  be  one  of  the  great  cash  cows 
in  sports,  alongside  the  Super  Bowl 
and  NCAA  Final  Four.  As  it  is,  The 
Masters  is  no  pauper.  Although  the 
club  zealously  guards  its  numbers, 
revenue  estimates  run  from  $20  mil- 
lion to  $25  million. 

Rest  assured,  however,  that  The 
Masters  will  continue  leaving 
money  on  the  table.  Its  al- 
most cavalier  attitude  toward 
cash  allows  the  all-male, 
overwhelmingly-white  mem- 
bership of  Augusta  National 
to  retain  steely  control.  The 
less  these  anti-sports-mar- 
keters trumpet  their  tourna- 
ment, the  larger  its  legend 
seems  to  grow.  "The  Masters 


important : 

eoplean: 
tier  coo 
salary,  t(i 


I  female 
Source: 


:.  a 


is  absolutely  unique  in  all  of  sports. 
There's  a  real  feeling  that  they  want 
you  to  worship  from  afar.  See  it,  ex- 
perience it,  but  don't  get  too  close," 
says  sports-marketing  consultant 
William  A.  Sutton. 

That  aura  is  as  old  as  the  tourney 
itself.  Conceived  by  golfing  legend 
Bobby  Jones  in  1934,  The  Masters  be- 
gan as  an  intimate  get-together  of 
Jones's  friends  on  the  picture-postcard 
course  that  weaves  through  groves  of 
Georgia  pines.  And  to  this  day,  "The 
National"  retains  its  exclusivity.  Citi- 
group's  Sandy  Weill,  ge's  Jack  Welch, 
Bank  of  America's  Hugh  McColl,  and 
former  Secretary  of  State  George  P. 
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Shultz  are  or  have  been  mem- 
bers. Microsoft  Corp.'s  Bill 
Gates  would  like  to  be  one  but 
hasn't  gotten  in. 

"If  you're  launching  a  sport- 
ing event  now,  you're  fighting 
every  day  for  people's  attention. 
First  thing,  you  throw  up  a 
Web  site.  Then  you  try  to  get 
writers  buzzing  about  it,"  says 
Sutton.  "The  Masters  is  just  the 
opposite.  It  doesn't  need  to  do 
any  of  that.  It's  positioned  itself 
as  this  regal  event." 

Television  helps  with  the 
tease.  CBS  has  been  the  only 
network  to  televise  The  Mas- 
ters since  its  TV  debut  45  years 
ago.  It  has  held  on  to  this  plum 
largely  because  it  abides  by  a 
list  of  unusual  terms  dictated 
by  the  club:  a  limit  of  four  min- 
utes of  commercial  breaks  per 
hour,  a  ban  on  annoying  promos 
for  regular  network  shows,  and 
a  sharp  limit  on  air  time. 

Unlike  NBC's  coverage  of  the 
U.  S.  Open,  which  follows  the 
leaders  from  the  first  tee,  The 
Masters  decrees  that  coverage 
begin  mid-round,  focusing  the  drama 
on  the  famous  Amen  Corner  holes  of 
the  back  nine.  Given  a  chance,  CBS 
undoubtedly  would  expand  coverage 
to  both  nines  and  maybe  the  lot 
where  the  golfers  park  their  courtesy 
cars.  But  Masters  Chairman  Hootie 
Johnson  isn't  budging.  "We've  talked 
about  this  very  subject,"  says  CBS 
Sports  President  Sean  McManus.  "If 
the  club  felt  strongly  we  should  do 
something  to  improve  our  coverage, 
we'd  obviously  have  an  open  dialog." 
In  only  one  area  has  The  Masters 
eased  up  on  its  less-is-more  philoso- 
phy: prize  money.  Last  year's  champi- 
on, Spaniard  Jose  Maria  Olazabal, 
banked  $800,000,  a  hefty 
raise  over  the  1998  winner's 
check  of  $576,000.  And  let's 
not  forget  that  the  pros  do 
get  to  spend  a  week  playing 
"The  National."  The  men  in 
the  green  jackets  no  doubt 
think  that's  reward  enough. 
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The  difference  between  your  company's 

home  office  and  regional  office 
shoulcTbe  geographical.  Not  technological. 


Read  on  to  see  how 

Enterprise  DSL  lets 

your  regional  offices 

work  as  fast  as 

your  home  office. 


As  any  CEO  will  tell  you,  the  ideal  regional 
office  is  a  carbon  copy  of  their  home  office. 
It  doesn't  just  have  the  same  caliber  of 
employee  and  the  same  caliber  of  client.  It 
has  the  same  caliber  of  technology. 
Take  the  case  of  this  national  real  estate 


company.  They  were  experiencing  phenomenal  growth  and  knew 
they  had  to  upgrade  the  technology  in  their  regional  offices.  But 
they  didn't  want  to  incur  the  high  cost  of  installing  T1  lines. 

Enter  MCI  WorldCom.™  We  introduced  them  to  a  technology  called 
Enterprise  DSL?  It's  a  version  of  Digital  Subscriber  Lines  that  works 
with  the  internet,  Frame  Relay  and  ATM.  Simply  put,  it  increases 
the  bandwidth  of  ordinary  phone  lines.  Not  only  making  it  more 
economical  than  T1  lines.  But  faster  than  either  ISDN  or  dial-up. 
Ultimately  giving  the  agents  at  their  regional  offices  hyper-speed 
access  to  everything  they  needed. 

All  of  which  must  have  made  them  pretty  happy.  Because  now 
the  mantra  at  this  real  estate  company  is  no  longer  location, 
location,  location,  it's  DSL,  DSL,  DSL.  For  more  information,  visit  us 
at  www.wcom.com/data. 
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International  Business 


BANKS 


DAMAGE  CONTROL 
AT  DEUTSCHE 

The  failed  Dresdner  deal  leaves  German  banking  in  turmoil 


BREUER:  Job  on  the  line? 


It  was  the  deal  to 
transform  German  fi- 
nance. But  Deutsche 
Bank's  planned  $30 
billion  merger  with  arch- 
rival Dresdner  Bank  died 
in  a  hail  of  mutual  re- 
crimination on  Apr.  5.  In- 
stead of  entering  an  era 
of  much-needed  consoli- 
dation, Germany's  bank- 
ing system  is  in  total 
confusion.  Dresdner  is  in 
play — and  industry  exec- 
utives throughout  Eu- 
rope are  mulling  their 
own  acquisition  plans. 

The  deal,  unveiled  on 
Mar.  9,  dissolved  after 
four  weeks  of  acrimo-  " 
nious  wrangling  over  Dresdner's  invest- 
ment banking  subsidiary,  Dresdner 
Kleinwort  Benson  (dkb).  Dresdner's 
board  reneged,  saying  it  no  longer  trust- 
ed Deutsche.  Deutsche's  chief  executive, 
Rolf-E.  Breuer,  in  turn  accused  Dresd- 
ner of  spoiling  the  merger  by  refusing 
to  contemplate  the  sale  of  dkb.  Either 
way,  it's  a  huge  setback  for  both  banks. 
And  it's  doubtful  whether  either  Breuer 
or  Bernhard  Walter,  the  chief  executive 
of  Dresdner,  will  keep  their  jobs. 

If  the  Deutsche-Dresdner  deal  had 
gone  ahead,  it  would  have  created  Eu- 
rope's largest  bank,  a  $1.2  trillion  pow- 
erhouse with  global  investment  bank- 
ing ambitions.  Instead,  both  banks,  as 
well  as  Allianz,  the  giant  Munich  insur- 
er that  brokered  the  deal,  are  walking 
wounded — their  strategies  in  tatters  and 
their  credibility  weakened. 

Deutsche,  for  sure,  is  reeling.  Breuer 
had  hoped  to  free  the  bank  from  its  cost- 
ly retail  banking  network  and  focus  its 
huge  resources  on  investment  and  whole- 
sale banking.  He  had  already  shelled  out 
$9  billion  for  Bankers  Trust  last  June, 
but  needed  a  bigger  balance  sheet  and 
a  stronger  domestic  base  to  fight  the 
likes  of  Goldman  Sachs  &  Co.  and  other 
U.S.  houses  that  have  made  serious 
inroads  into  Europe.  Dresdner  would 


have  given  him  both. 
Breuer  now  may  have 
little  alternative  but  to 
mount  a  hostile  bid  for 
Dresdner.  If  he  does  so, 
he'll  need  Allianz's  help 
because  the  insurer 
owns  21.7%  of  Dresdner 
as  well  as  5%  of 
Deutsche.  Allianz  could 
well  be  tempted.  In  the 
merger,  it  would  have 
walked  away  with  the 
lion's  share  of  the  two 
banks'  combined  retail 
operations  as  well  as 
Deutsche's  mutual  fund 
subsidiary,  dws.  That 
would  have  given  Al- 
"  lianz  a  nationwide  dis- 
tribution network  for  its  savings  prod- 
ucts, a  main  strategic  goal. 

Breuer  needs  to  move  fast.  If  he 
doesn't,  a  foreign  bank,  such  as  Citi- 
group or  BNP-Paribas,  could  swoop  in 
with  a  rival  bid.  Or  a  German  bank 
such  as  Hypovereinsbank,  which  earlier 
discussed  a  possible  merger  with  Dres- 
dner, could  jump  in. 
BRINK  OF  SUCCESS.  Certainly  Breuer 
has  some  nerve-racking  days  ahead. 
He  is  now  at  loggerheads  with  several 
key  Deutsche  staff,  particularly  Josef 
Ackermann,  head  of  the  investment 
banking  division.  Ackermann  was  irri- 
tated that  Breuer  didn't  consult  the 
board  enough  during  negotiations.  He 
was  doubly  annoyed  when  Breuer 
dithered  over  dkb — apparently  favoring 
its  integration  into  Deutsche's  own  in- 
vestment banking  operation.  Acker- 
mann and  several  top  Deutsche  execu- 
tives wanted  to  sell  dkb  or  keep  only 
its  successful  corporate  finance  division 
and  fire  about  7,000  employees. 

Ironically,  Breuer  was  on  the  brink 
of  a  major  success.  Deutsche  was  get- 
ting ready  to  announce  that  first-quar- 
ter profits  had  risen  more  than  50%.  If 
he  hadn't  attempted  the  deal,  Breuer 
would  have  been  hailed  for  revitaliz- 
ing the  bank. 


STANDING  ALONE:  Deutsche  needed 
Dresdner  to  fuel  its  global  ambitions 


iveton 
Kami 
s  cross- 
Even  so,  his  problems  pale  alongside 
those  of  Dresdner's  Walter,  dkb  has1'1 
been  hemorrhaging  talent  since  th( 
merger  was  announced.  Its  highly  rated  to  exe 
seven-member  utilities  team  walked  on  lid ; 
Apr  4.  So  did  T.  J.  Lim,  co-head  of  glob-  in ■■:  m 
al  markets.  Morale  throughout  Dresdner  ri 
is  at  rock  bottom.  Walter  had  already 
spent  millions  on  McKinsey  consultants 
before  deciding  that  Dresdner  could  not 
go  it  alone.  Now  it  is  alone,  and  vulner- 
able to  takeover.  Besides,  Walter  has 
alienated  Allianz  by  calling  off  the  deal. 
Allianz,  whose  shares  plunged  14% 
as  soon  as  the  deal  fell  through,  will 
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ive  to  rethink  its  strategy,  too.  It  still, 
r  example,  needs  somehow  to  unravel 
3  cross-shareholdings  with  Dresdner 
id  Deutsche,  which,  respectively,  own 
)%  and  7%  of  Allianz  shares.  "There's 
)  denying  it's  a  big  setback,"  says  a  se- 
or  executive.  "We  thought  this  deal 
ould  give  us  the  entree  to  the  mutual 
ind  market  we  were  seeking.  Now  it's 
ack  to  the  drawing  board." 

That  goes  for  top  financial  executives 
round  Germany  and  Europe.  Even 
tough  the  Deutsche-Dresdner  deal 
ank,  Europe  still  desperately  needs  a 
uge  wave  of  consolidation — and  Ger- 
umy  is  where  it  must  begin. 

By  David  Fairlamb  in  Frankfurt 
•ith  Stanley  Reed  in  Loudon 


THE  LONG  REACH 
OF  HSBC 

Buying  CCF  puts  the  British 
bank  firmly  in  the  euro  zone 

British  bank  HSBC  Holdings  PLC 
stunned  the  market  with  its  stealth 
$10.5  billion  acquisition  of  Credit 
Commercial  de  France  on  Apr.  1.  Until 
that  day,  most  people  had  assumed  that 
Dutch  bank  ing  Group  would  be  buying 
CCF.  But  while  competitors  dithered,  the 
decisive  hsbc  Chairman  Sir  John  R.H. 
Bond  quietly  landed  Europe's  biggest 
crossborder  bank  merger  to  date.  He's 
the  first  assailant  ever  to  breach  the 
walls  of  Fortress  France,  taking  a  big, 
listed  French  bank  into  foreign  control. 
And  by  snaring  CCF,  Bond  has  moved  a 
great  deal  closer  to  his  long-term  goal  of 
building  the  world's  foremost  financial 
services  company. 

Since  becoming  chairman  in  1998, 
Bond  has  steadily  broadened  HSBC's 
reach.  He  wants  the 
bank  to  cross-sell  a 
wide  range  of  prod- 
ucts around  the 
globe,  including  mort- 
gages, insurance,  mu- 
tual funds,  and  credit 
cards.  CCF's  position 
as  a  leading  pension- 
fund  manager  in 
Brazil,  for  example, 
will  strengthen  the 
group's  retail  fran- 
chise there.  Above 
all,  the  ccf  deal, 
which  should  be  com- 
pleted by  midyear  if 
French  authorities 
approve  it  as  expect- 
ed, gives  hsbc  its 
first  sizable  foothold 
in  the  euro  zone — 
which  Bond  thinks  is 
a  must.  "You  cannot 


CHAIRMAN  BOND 

"If  we  were  to  build  this  kind  of 
be  a  credible  player  high-end  private  banking 
in  the  euro  zone  if  business  from  scratch,  it  would 

vou  don  t  have  a  sig-    ,    ,  .    .  _  ,  „  „ 

nificant  on-the-ground  take  a  minimum  of  10  years' 

presence,"  he  says. 
CCF  is  one  of  the  most  profitable  Euro- 
pean banks,  with  an  annual  return  on 
equity  over  the  past  13  years  of  19% 
vs.  average  returns  for  French  banks  of 
about  14%. 

The  ccf  deal  is  much  more  about 
giving  HSBC's  future  growth  a  lift  than 
exploiting  cost  cutting.  Bond  is  aiming 
for  only  a  modest  $143  million  in  cost 
savings.  Instead,  he's  looking  for  a  big 
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will  add  about.  $5  1  billion  to  HSBC's 
$180  billion  in  assets  under  manage- 
ment. "CCF  is  a  very  good-quality  bank 
whose  businesses  are  an  excellent  fit 
with  BSBC's,"  says  Salomon  Smith  Bar- 
ney European  banking  analyst  John 
Leonard. 

internet  play.  Unlike  his  predecessor, 
Willie  Purves,  Bond  has  shown  a  will- 
ingness to  pay  top  dollar  for  top  quality. 
That's  one  reason  he  was  able  to  snatch 
CCF  out  from  under  ing,  whose  Chair- 
man G.J. A.  van  der  Lugt  was  reluc- 
tant to  pay  a  premium  to  clinch  the 
deal.  As  with  hsbc's  $9.9  billion  acqui- 
sition of  the  late  Edmond  J.  Safra's  Re- 
public New  York  Corp.  and  Safra  Re- 
public Holdings  last  year,  the  polished, 
58-year-old  chairman  is  once  again  un- 
der fire  for  overpaying.  Bond  disagrees: 
"If  we  were  to  build  this  kind  of  high- 
end  private  banking  business  from 
scratch,  it  would  take  a  minimum  of  10 
years  and  a  vast 
amount  of  capital." 

The  French  bank 
will  also  play  a  cen- 
tral role  in  Bond's  at- 
tempt to  build  a  Eu- 
ropean Internet  bank. 
CCF  owns  an  Internet 
consumer-credit  com- 
pany and  an  online 
brokerage,  Webbro- 
ker,  in  France.  It's  a 
strategy  being  pur- 
sued    by     many     of 
hsbc's    competitors. 
Having  failed  to  find 
suitable  merger  part- 
ners,     abn      Amro 
Holding  and   Credit 
Suisse    Group    both 
are  using  the  Inter- 
net to  reach  across 
borders.  Meanwhile, 
Spain's  Banco  Bilbao 
Vizcaya    Argentaria 
gave    up    on   an   al- 
liance   with     Italy's 
UniCredito    Italiano 
and    in    March    ac- 
quired the  Dublin  Internet  bank,  first-e. 
Indeed,  the  next  big  banking  deal 
might  not  involve  brick-and-mortar  op- 
erations. It  might  not  even  be  between 
two  banks.  But  it  will  surely  be  moti- 
vated by  the  most  conventional  of  am- 
bitions: to  be  Europe's  leading  financia 
institution. 

By  Kerry  Capell  and  Sta        <  Reed 
i)i  London 
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THE  MAD  GRAB 
FOR  A  PIECE  OF  AIR 

Mobile-phone  players  are  bidding  billions  in  Europe's  first  big  sale  of  next-generation  spectrum 


In  a  room  at  Britain's  Radio  Commu- 
nications Agency  in  London's  Dock- 
land are  rows  of  tables.  Each  has  a 
sign  with  names  such  as  Vodafone 
AirTouch  and  Orange  PLC  and  a  fax  ma- 
chine connected  to  the  companies'  bid 
teams  located  elsewhere.  A  few  times  a 
day,  the  faxes  stir  into  life  and  disgorge  a 
message,  which  an  attendant  then  posts 
on  a  board. 

The  faxes  are  multibillion-dollar  bids  in 
one  of  the  priciest  high-stakes  auctions  of 
all  times.  The  British  government  is  sell- 
ing five  licenses  to  operate  new,  ultraso- 
phisticated  third-generation  mobile-tele- 
phone systems.  So-called  3G  will  allow 
customers  to  locate  choice  hotels  or 
restaurants  or  do  their  daily  banking 


chores  by  wireless.  Experts  expect  the 
handsets  to  quickly  evolve  into  devices 
with  high-definition  color  screens,  sound 
that  is  far  superior  to  today's  phones, 
and  voice-recognition  software  that  will 
do  away  with  keypads. 
TREASURY  WINDFALL.  No  company  with 
an  aspiration  to  make  it  big  in  Euro- 
pean mobile  telephony  can  afford  to  ig- 
nore this  sweepstakes.  Bidders  in  the 
British  auction  range  from  Spain's  Tele- 
fonica to  MCI  WorldCom  Inc.  of  the  U.S. 
What's  more,  the  four  existing  license 
holders — Vodafone,  British  Telecommu- 
nications, Deutsche  Telekom's  One-2- 
One,  and  Orange — must  stay  in  the  race 
or  risk  having  their  existing  businesses 
devoured  by  operators  with  access  to 


better    technology    down    the    roac 
The  British  auction  may  just  be  thl 
start  of  the  frenzy:  The  final  prices  paij 
in  London  could  set  the  standard  for  oth 
er  auctions  on  the  Continent.  And  thl 
prices  are  rapidly  reaching  the  stratos 
phere.  After  more  than  a  month  anc  J" 
over  a  100  rounds,  the  leading  bids  foi  P 
the  five  licenses — dubbed  A  through  E—  • 
add  up  to  more  than  $20  billion.  That's  i 
windfall  for  the  British  Treasury  and  a  Qf|| 
model  for  other  governments. 

Rich?  Of  course,  but  the  so-called  m 
commerce  market  in  Europe  is  expected 
to  grow  from  about  $320  million  last  year 
to  more  than  $20  billion  in  2003,  accord- 
ing to  a  study  by  Britain's  high-tech 
bank,  Durlacher  Corp.  "I  believe  we  are 
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No  company  aspiring  to  make  it  big  in  European    I  p 
mobile  telephony  can  afford  to  ignore  the  auction  ■  ■* 


in  the  silent-mo\ie  stage  of  the  broad- 
band era,"  says  John  F.  Gregg,  chief  fi- 
nancial officer  of  ntl  Inc.  "There  is  enor- 
mous potential  for  applications  on  both 
fixed  and  wireless  networks,"  he  adds. 
The  British- American  cable  operator  and 
its  25%  owner,  France  Telecom,  have 
already  bid  more  than  $4  billion  for  a 
license. 

Don't  tell  these  guys  they  may  be 
overpaying:  They  just  point  to  earlier- 
generation  wireless  licenses  that  paid  off. 
"What  was  true  in  the  past  is  that 
whatever  you  paid  for  a  license  was 
a  good  deal,"  says  Michel  Bon,  CEO  of 
France  Telecom. 

Some  of  the  hottest  competition 
is  between  British  Telecommunica- 
tions and  archrival  Vodafone.  They 
have  driven  the  price  of  license  B — 
the  most  attractive  available  to  in- 
cumbents— close  to  $4.5  billion.  Both 
companies  feel  that  they  will  be 
weakened  and  their  images  dented  if 
they  don't  grab  the  best  span  of 
spectrum  being  put  on  the  block. 

Yet  these  enormous  bids  already 
exceed  what  most  observers  expect- 
ed— several  times  over.  So  it's  no 
surprise  that  analysts,  investors,  and 
industry  executives  not  caught  up 
in  the  bidding  war  are  starting  to 
feel  uneasy.  They  remember  that 
some  operators  who  overpaid  for 
U.  S.  mobile  licenses  in  the  mid-1990s 
wound  up  going  bankrupt.  They  also 
worry  that  so  much  is  likely  to  be 
paid  out  on  the  licenses  that  com- 
panies' ability  to  invest  in  actual  ser- 
vices will  be  crimped.  Some  even 
think  that  the  costs  are  so  high  and 
the  markets  so  unproven  that  3G 
will  never  be  built.  "You  have  huge 
R&D  and  huge  physical  investments," 
says  Serge  Tchuruk,  chairman  and  ceo  of 
French  telecom  equipment  maker  Alcatel. 
"Who  is  going  to  justify  it  as  a  busi- 
ness?" Indeed,  Sonera  Group,  the  Finnish 
operator,  dropped  out  on  Apr.  4,  sug- 
gesting that  things  were  getting  out  of 
hand. 

DELAYED  PAYOFF.  Winni,  British  li- 

cense is  just  one  hurdle  in  I  he  race.  Ac- 
tually building  the  new  system,  which 
involves  setting  up  towers  for  base  sta- 
tions and  radio  processors  across  the 
country,  could  add  $6  billiYn  to  $10  billion 
more,  figures  John  Hughes,  resident  of 
Lucent  Technologies  Inc.'s  mobile  divi- 
sion. And  the  same  exercise  is  likely  to 


be  repeated  in  each  of  the  European 
markets.  Germany,  which  plans  to  auction 
licenses  for  up  to  six  providers  later  this 
year,  may  prove  even  more  pricey  be- 
cause it  has  more  potential  users — 80 
million  to  Britain's  58  million.  A  company 
such  as  Vodafone  could  wind  up  spending 
up  to  $100  billion  in  Europe. 

That  can  only  mean  that  telecom  com- 
panies, already  the  leading  consumers  of 
capital,  are  going  to  get  even  hungrier.  It 
seems  likely  that  European  and  other 

THE  LOGIC 

BEHIND  THE  FRENZY 


REASONS  TO  PAY  UP 


►  3G  promises  to  open  up  a  vast  world  of  wire- 
less-Internet services  whose  potential  dwarfs 
price  considerations 

►  Existing  operators  such  as  British  Telecom 
and  Vodafone  AirTouch  think  that  losing  out  on 
the  new  technology  would  cost  them  customers 
and  kill  their  stock  prices 

►  Britain  is  a  trend-setting  market  that  global 
players  need  to  be  in 


REASONS  TO  WORRY 


►  High  cost  of  licenses  may  mean 
companies  have  less  to  invest 
in  services 

►  The  next  few  years  could  see  a 
glut  of  new  telecom  debt  and 
equity  issues 

►  Huge  capital  and  license 
costs  could  squelch  competition 

DATA:  BUSINESS  WEEK 


investors   are 
going  to  be  del- 
uged with  tens  of 
billions  of  dollars  in 
high-yield  telecom  is- 
sues and  new  equity  of- 
ferings.   Some   of  these 
may  be  a  tough  sell,  espe- 
cially if  the  pressure  continues  on  existing 
technology  issues. 

Although  telecom  gurus  paint  visions 
of  a  brave  new  world  where  almost 
everybody  lives  through  their  telephones, 
the  payoff  from  3G  could  be  a  long  time 
in  coming.  Futuristic  Wireless  Access 
Protocol  phones  are  already  available 


from  companies  such  as  Ericsson 
Nokia,  and  they  offer  some  Interne' 
vices.  But  they  have  been  slow  to 
on.  It's  far  from  clear  what  services! 
work  on  the  mobile  Web  and  how 
they  will  bring  telecom  companies, 
have  no  idea  how  much  we're  goin 
charge  for  these  services,"  says  a  se| 
executive  at  a  Spanish  phone  comp; 
NEW  CONTENDERS.  To  date,  it's  alsol 
from  clear  who  will  prevail  in  this  au< 
of  dreams.  One  or  more  of  the  four  2' 
censees  in  Britain  could  lose  ou 
some  of  the  serious  new  contend 
with  deep  pockets.  Besides  ntl 
France  Telecom,  they  include  T< 
fonica  and  mci  Worldcom.  Licensi 
is  reserved  for  a  company  or  gn 
not  currently  providing  wireless  s| 
vice  in  Britain. 

These  players  are  still  in  the  r; 

though  five  consortia — includin 

bidder  linked  to  Global  Crossing  L 

of  the  U.S.;  the  private  equity  wi 

of  Japan's  Nomura  Securities;  a 

One.Tel,  an  Australian  group  link 

to  Rupert  Murdoch — dropped  out 

early  April.  At  these  prices,  it  loo 

tough  for  new  players  to  ma 

money.  The  incremerital  inve; 

ment  in  moving  to  3G  will 

much   less   for   existin 

players  with  billing  ne 

works,  customers,  and  e? 

isting  radio  towers  tha 

for  outfits  starting  froi 

scratch. 

But  even  the  winner 
may  face  more  rivals  thai 
they  are  counting  on.  Vir 
gin  Group's  Richard  Bran 
son,  who  was  bidding  with 
Sonera,  now  plans  to  buj 
time  from  an 
existing  oper- 
ator and  set 
up  a  "virtual 
network."  He 
recently  en- 
tered the 
British  indus- 
try by  lining 
up  a  similar  arrangement  with  One-2- 
One  for  second-generation  cell  phones. 
Smart  move:  3G  is  mighty  attractive,  but 
for  those  paying  top  dollar,  mighty  risky. 
By  Stanley  Reed  in  London  and 
Steplien  Baker  in  Paris,  with  Heidi  Daw- 
ley  in  London  and  Jack  Ewing  in 
Frankfurt, 


m 


ALLURE 

The  phones 
may  soon  boast 
voice-recogni- 
tion software  and 
superior  sound 
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ANNOUNCING   THE    NEXT   BIG    STEP   IN    B2B 


^f  ventro 


Chemdex  introduces  Ventro  Corporation,  the  B2B  industry's  leading 
builder  and  operator  of  vertical  marketplace  companies.  Ventro's  mission  is  to 
leverage  our  technology  and  operational  expertise  to  build  the  blue  chip  B2B 
companies  of  the  21st  century. 

Chemdex,  where  we  launched  our  complete  e-commerce  solutions,  is  now  a 
Ventro  life  sciences  company.  Along  with  Promedix,  a  Ventro  specialty  medical 
company;  Industria  Solutions,  a  Ventro  fluid  processing  company;  and 
Broadlane,  a  Ventro  healthcare  supply  company.  With  more  to  come. 

By  putting  the  Ventro^name  on  our  corporate  face,  we  are  taking  the  next  big 
step  in  transforming  the  B2B  economy. 

www.ventro.com 


International  Business 


COMMENTARY 


By  William  Echikson 


WANTED:  A  GOOD  COP  FOR  EUROPE'S  BOURSES 


Mina  Brink  ought  never  to  forget 
that  this  is  the  Information  Age. 
Asked  in  early  March  about  her 
stake  in  World  Online  International 
Inc.,  a  Dutch  Internet  service  pro- 
vider at  which  she  is  CEO,  Brink  re- 
plied, "I  don't  want  to  answer."  That 
was  arrogant — and  costly.  A  week  af- 
ter World  Online  was  floated  on  Mar. 
17  in  Amsterdam,  investors  learned 
that  Brink  had  sold  a  good  chunk  of 
her  shares  three  months  earlier — at 
a  bargain  price,  no  less.  World  On- 
line's  shares  fell  fast:  If  the  founder 
was  a  seller,  why  should  outsiders 
buy  in?  The  stock 
now  goes  for  less 
than  half  its  $42  of- 
fering price. 

Europe's  stock 
markets  need  a 
good  cop.  A  strong 
equivalent  of  the 
U.  S.  Securities  & 
Exchange  Commis- 
sion, enforcing  a  sin- 
gle set  of  rules, 
might  have  prevent- 
ed the  World  Online 
debacle.  And  there's 
no  time  like  now. 
Europe's  share-own- 
ing culture  is  still 
shallow  and  can't 
easily  absorb  shocks 
triggered  by  stock 
scandals.  A  crisis  of 
confidence  would 
make  it  hard  to  sell 
the  idea  that  sav- 
ings should  be  put 
into  equities. 

Listing  require- 
ments are  a  particular  concern. 
Clear,  timely  information  about  man- 
agement shareholdings  must  be 
available,  and  underwriters  must  in- 
sist that  managers  "lock  up"  their 
shares  for  at  least  six  months.  At 
the  same  time,  tighter  rules  should 
not  deprive  promising  high-tech 
stocks — some  with  no  track  records, 
some  with  startup  losses — of  market 
capital.  Amsterdam's  exchange  was 
right  to  drop  its  rule  that  companies 
report  three  years  of  profit  before 
they  list.  But  channeling  funds  to 
high-risk  ventures  is  no  reason  to  let 


regulators  or  startups  cut  corners. 

World  Online,  a  four-year-old  com- 
pany, is  exhibit  A  in  this  case.  Its  of- 
fering prospectus  reports  that  Brink 
"transferred"  6.35%  of  World  Online's 
shares  to  two  shareholders  and  a  U.S. 
hedge  fund,  Baystar  Capital  LP.  And 
Baystar,  the  prospectus  revealed,  did 
not  agree  to  lock  up  its  shares.  Sure 
enough,  Baystar  sold  more  than  a  mil- 
lion shares  of  World  Online  in  the  first 
three  days  of  trading,  abn  AMRO  and 
Goldman  Sachs  &  Co.,  World  Online's 
bankers,  admitted  a  week  later  that 
"transferred"  meant  "sold." 


HEDGING 


Nina  Brink's  pre-IPO  sale  of 
World  Online  shares  would  have  been  better 
publicized  under  a  stricter  regime 


True,  the  banks  asked  some  insti- 
tutional investors  not  to  sell  for  a 
quick  profit.  Brink  even  encouraged 
employees  to  borrow  against  their 
salaries  to  buy  options.  Now,  Gold- 
man says  investors  should  have  paid 
more  attention  to  the  fine  print.  "All 
the  relevant  material  was  included," 
says  spokesman  Simon  Eaton.  O.K., 
but  Goldman  printed  the  prospectus 
just  two  weeks  before  the  listing. 
Amsterdam  brokers  say  many  in- 
vestors didn't  see  it. 

The  Amsterdam  authorities  may 
now  require  that  prospectuses  be  is- 


sued two  months  before  ipos  and 
distributed  over  the  Net.  Underwril 
ers  should  welcome  reforms  as  a  w;| 
of  restoring  confidence.  That's  esseri 
tial  now.  While  there's  provision  in 
local  law  for  shareholder  suits,  they 
remain  rare.  Most  countries  have  s 
curities  commissions,  but  cases 
against  offenders  can  get  lost  in  thel 
courts  for  years.  A  Euro  sec  with 
sharp  teeth  would  help,  while  elimi- 
nating what  is  now  a  maze  of  regul; 
tory  regimes.  Proposals  for  SEC-styl 
regulation  are  years  away  from  be- 
ing adopted.  But  as  World  Online  ha 
shown,  Europe 
doesn't  have  years 
to  spare. 

With  World  On- 
line's stock  falling, 
Brink  admitted  on 
Apr.  3  that  Baystar 
paid  $6  a  share  for 
her  stock,  for  a  to- 
tal of  $61  million. 
She  also  had  an 
agreement  with 
Baystar  to  split  the 
profits  on  a(  resale 
of  the  shares. 
Baystar  now  agrees 
not  to  sell  more  of 
its  stake  until  Sept. 
15.  But  Brink  may 
still  face  legal  ac- 
tion by  a  group  of 
investors.  "I  would 
like  to  express  my 
profound  regret  for 
the  commotion  in 
the  market,"  Blink 
says. 

Commotion  is 
World  Online's  IPO, 
.9  billion,  making  it 


the  word  for  it 
which  raised  $£ 

Europe's  biggest  Internet  IPO  to 
date,  has  cast  a  pall  over  the  mar- 
kets, which  were  scheduled  to  float 
$8  billion  worth  in  new  Net  stock 
for  the  first  half  of  this  year.  "In- 
vestors are  now  demanding  more  in- 
formation," says  Edwin  van  Zuidam, 
an  Internet  analyst  at  MeesPierson, 
a  Dutch  investment  bank.  The  in- 
vestors are  right. 

Echikson  covers  e-business  in 
Europe. 
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Around  the  world,  the  future  of  Visual 
technology  looks  bright  with  ViewSonic 


The  Visual  Technology  Company7 


Welcome  to  the  Visual  Revolution . 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  B2C  commerce.  Web  telephones 
delivering  the  ultimate  communications 
experience  both  in  voice  and  across 
the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution1." 

For  more  information  visit: 
www.ViewSonic.com 


iiions  subject  lo  change  without  notice  •  Copyright©  2000.  ViewSonic  Corporation  •  Corporate  names  and  trademarks  stated  herein  are  the  property  ol  their  respective  companies 
I  Inlterj  States  #l  best  selling  Hat  panel  display  and  the  leading  non-captive  monitor  brand  by  Stantord  Resources,  Inc.  (Flat  Panel  Monitrak,  03  '99  and  Monitrak  03  '991  •  All  rights  reserved 
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RUSSIA 


I  WANT  THE  MARKET 
TO  WORK' 

Russia's  new  securities  watchdog  faces  daunting  obstacles 


When  a  band  of  minority  sharehold- 
ers showed  up  for  the  annual 
meeting  of  oil  company  Tomskneft 
in  Moscow  last  June,  they  were  met  by  a 
note  tacked  to  the  wall  telling  them  the 
session  had  been  moved  to  a  town  about 
a  four-hour  drive  from  the  capital.  They 
couldn't  make  it  on  time,  and  in  their 
absence,  the  company's  majority  share- 
holder, Yukos  Oil  Co.,  annulled  previous 
decisions  and  elected  a  new  board.  That's 


ample  evidence  that  Russian  companies 
don't  respect  ownership  rules,  many  an 
investor  prefers  to  place  his  money  else- 
where. "This  is  the  single  biggest  issue — 
the  reason  why  people  are  afraid  to  in- 
vest here,"  says  Bill  Browder,  manager  of 
the  $450  million  Hermitage  Fund.  Only 
about  $30  million  changes  hands  on  Rus- 
sia's benchmark  rts  stock  index  on  an 
average  trading  day — a  tiny  sum  com- 
pared to  emerging  markets  such  as  South 
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IGOR  KOSTIKOV 


markets,  from  the  country's  12  exch; 
to  its  20  biggest  financial  companies 
Kostikov  plans  to  propose  new 
to  close  loopholes  in  corporate-gi 
nance  laws,  as  well  as  changes  to| 
criminal  code  to  hold  company  o 
and  managers  personally  responsibl 
violations.  Currently,  the  FSMC  isn' 
thorized  to  order  an  investigation,  oi 
notify  law-enforcement  authorities 
leged  violations.  Kostikov  hopes  to  v 
with  other  agencies  on  investigation 
OLD  PRO.  Kostikov  certainly  has  the 
perience  necessary  to  go  after  suspec 
securities-law  violators.  A  native  of 
Petersburg,  he  received  one  of  Russ 
first-ever  securities  licenses  in  1991.  A 
training  in  fund  management  in  Lo'n 
in  1992,  he  returned  to  create  his  owi 
nancial  company,  avk.  It  helped  deve 
Russia's  first  municipal-bond  market 
St.  Petersburg,  one 
the  few  regions  to  av 
default  during  the  co 
try's  1998  financial  cri 
Earlier,  Kostikov  earr 
a  doctorate  in  econom 
in  Moscow  and  studied 
Georgetown  Univers 
and  Oxford,  where 
completed  a  thesis  on  f 
vatization  in  Britain  a 
made  friends  in  the  Cc 
servative  party. 

Kostikov's  commissi 
could  face  its  first  te 
cases  soon.  A  law  passe 
in  1998  limits  foreij 
ownership  in  Unified  E 
ergy  System  to  25 
even  though  foreignei 
hold  about  30%  of  th 
shares.  Kostikov  says  tl 


the  abysmal  state  of  share- 
holders' rights  in  Russia. 

Enter  Igor  V.  Kostikov,  41, 
Russia's  new  securities  chief. 
A  self-proclaimed  Thatcherite, 
Kostikov  was  appointed  in 
February  by  President  Vla- 
dimir V.  Putin  to  head  Rus- 
sia's Federal  Securities  Mar- 
ket Commission  (fsmc).  In  a  country 
where  shareholders'  rights  are  regularly 
trampled,  running  the  fsmc  is  a  thankless 
job.  Indeed,  Kostikov's  predecessor, 
Dmitri  V.  Vasiliev,  resigned  last  Octo- 
ber, frustrated  with  the  government's 
lack  of  support  for  the  organization  and 
the  creeping  pace  of  market  reforms. 

Now  Kostikov  has  to  deliver  where 
Vasiliev  failed.  Newly  elected  Putin  des- 
perately needs  more  foreign  capital  to 
pull  off  an  economic  turnaround.  But  with 


SHARPER  TEETH 

Kostikov  plans  to 
propose  legislation 
to  close  loopholes 
in  corporate- 
governance  laws 


BORN  June  19,  1958,  in  St.  Peters- 
burg, Russia 

EDUCATION  PhD  in  economics  from 
Institute  for  World  Economy  &  Inter- 
national Relations  in  Moscow  in 
1989.  Also  studied  at  Oxford  and  at 
Georgetown  University. 

CAREER  PATH  Granted  one  of  Rus- 
sia's first  securities  licenses;  found- 
ed a  financial  company  in  1993  that 
helped  city  of  St.  Petersburg  create 
a  municipal  bond  market.  Appointed 
chairman  of  Federal  Securities  Mar- 
ket Commission  in  February,  2000. 

CHIEF  GOAL  Make  Russia's  stock 
market  work  and  require  market  play- 
er t0.foll™th^U.leS...... kwviolaleTrightJ^ffo: 

data,  business  week  eign  investors  and  shoul 

Korea,  which  turns  over      be  reviewed  by  parliament  or  the  court: 
about  $2  billion  to  $4  billion      Investors  are  also  watching  oil  compan, 

Surgutneftegaz  as  it  carries  out  a  merg 
er  with  its  parent  company,  Surgut  Hole 
ing,  which  some  investors  have  protestec 
As  he  tries  to  strengthen  his  agencj 
Kostikov  faces  problems  beyond  his  owi 
control  as  well.  To  enforce  securities 
laws,  he  must  rely  on  Russia's  shakj 
court  system,  which  is  still  trying  tc 
shed  the  Soviet-era  practice  of  merely 
rubber-stamping  local  party  leaders'  de 
cisions.  "The  main  issue  now  is  the 
courts,"  says  Kostikov.  "They  just 
haven't  had  enough  practice." 

Still,  the  new  securities  chief  is  opti 
mistic  that  he  can  make  a  mark.  "Only 
the  one  who  begins  walking  will  get  to 
the  end  of  the  road,"  he  says.  It's  going 
to  be  a  long  walk. 

By  Sabrina  Tavernise  in  Moscow 


its  main  stock 


a  day  on 
exchange. 

An  effective  securities 
commission  could  help 
change  that  imbalance.  "I 
want  to  accomplish  some- 
thing here,"  says  Kostikov. 
"I  want  the  market  to  work."  To 
strengthen  the  agency,  he  plans  to  ask 
for  an  increase  in  its  paltry  $2.1  million 
annual  budget.  And  he  hopes  to  add  to 
his  staff,  which  numbers  1,000  civil  ser- 
vants who  earn  an  average  $75  a  month. 
How  much  extra  money  and  support 
Kostikov  gets  will  depend  largely  on 
Putin  and  the  new  government  that  will 
be  formed  after  his  inauguration  in  May. 
Meanwhile,  the  commission  plans  to  step 
up  its  monitoring  of  Russia's  financial 
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International  Business 


COMMENTARY 


By  Mark  L.  Clifford 


THE  CHINESE  NEED  CAPITAL-AND  CONDEMNATIQI 


American  labor  and  human-rights  ac- 
tivists are  celebrating  a  smashing 
success  in  knocking  a  giant  Chinese 
state-owned  company  down  to  size. 
Their  late  March  campaign  against  the 
New  York  Stock  Exchange's  listing  of 
PetroChina  Co.  pared  the  deal  to  $2.9 
billion — $2  billion  less  in  new  capital 
than  the  Chinese  oil  company  had  ex- 
pected to  raise.  Using  conference  calls 
and  the  Internet  to  reach  U.  S.  fund 
managers  and  investors,  the  AFL-CIO 
got  out  the  message  that  the  company 
is  essentially  a  subsidiary  of  the  Chi- 
nese government,  which  has  one  of  the 
worst  human-rights  records  among  the 
world's  major  economic  powers.  Labor 
leaders  even  organized  an  "anti-road- 
show" at  the  same  time  and  place  as 
the  investment  bankers'  pitch  for  the 
offering,  forcing  investment  bankers 
from  underwriter  Goldman,  Sachs  & 
Co.  and  PetroChina  management  to 
switch  hastily  from  New  York's  Wal- 
dorf-Astoria Hotel  to  the  Four  Seasons 
to  avoid  an  embarrassing 
confrontation. 

Emboldened  by  the 
victory,  these  labor 
groups  say  they're  coming 
back  for  more.  They're 
vowing  to  fight  other  list- 
ings of  China's  state- 
owned  companies,  reason- 
ing that  their  campaign 
will  force  the  country  to 
improve  human-rights 
and  labor  standards. 

But  other  than  provid- 
ing high  fives  for  the  ac- 
tivists, the  exercise  is 
pointless,  even  damaging. 
Choking  off  funds  for 
state-owned  enterprises  such  as 
PetroChina  may  feel  good.  But  it  doesn't 
help  workers,  Chinese  or  American.  It 
doesn't  help  human  rights  in  China.  And 
it  doesn't  improve  corporate  governance. 
DISTORTIONS.  Instead,  turning  off  the 
capital  spigot  would  just  frustrate  Bei- 
jing's laudable,  if  halting,  steps  at  re- 
form and  lend  support  to  the  anti-West- 

hard-liners  in  the  Chinese 
government.  Consider  what  would  come 
next:  No  more  new  money  for  Chinese 
companies  means  no  investment  for 
modernization.  And  no  more  New  York 


listings  means  no  disclosure  and  even 
fewer  opportunities  for  anyone,  be  they 
shareholders  or  activists,  to  know  what 
Chinese  companies  are  up  to. 

Indeed,  these  backward-looking  cam- 
paigns stymie  Chinese  progressives'  ef- 
forts and  are  based  on  innuendos,  dis- 
tortions, and  half-truths.  Activists 
accused  PetroChina  of  everything  from 
supporting  slavery  in  Sudan  to  human- 
rights  abuses  in  Tibet,  but  stiff  Securi- 
ties &  Exchange  Commission  rules  kept 
the  company  from  defending  itself  dur- 
ing its  pre-listing  quiet  period.  Petro- 
China's  parent  has  a  minority  share  in  a 
Sudanese  project  and  operates  gas  sta- 
tions in  Tibet.  But  there  is  no  evidence 
PetroChina  is  involved  in  anything 
more  than  business  operations  in  either 
place,  despite  the  afl-cio's  tarring  of 
PetroChina  with  Chinese  government 
abuses,  from  environmental  degradation 
to  employing  forced  prison  labor. 

Step  back  and  consider  what's  at  is- 
sue. The  listing  of  PetroChina  and  oth- 


REALITY 


If  labor  and  human- 
rights  activists  think  they're 
helping  workers  by  choking  off 
funds  to  state-owned  enterprises 
such  as  PetroChina,  they're 
wrong.  Their  campaigns  only 
frustrate  laudable,  if  halting, 
steps  toward  reform 


er  behemoths  will  go  a  long  way  to- 
ward determining  how  quickly  China 
continues  moving  along  the  path  of  re- 
form. Since  former  paramount  leader 
Deng  Xiaoping  launched  his  sweeping 
plan  to  open  the  economy  in  1978,  Chi- 
na has  deftly  used  foreign  capital  and 
technological  knowhow  to  power  stun- 
ning 10%  annual  economic  growth.  It 
has  gone  from  a  virtually  100%  state- 
owned,  old-style  communist  economy  to 
one  where  the  state  accounts  for  less 
than  half  of  output — and  that  percent- 
age is  shrinking  fast. 


Now,  reforming  the  lumber™ 
owned  enterprises  is  one  of  the 
leadership's  biggest  hurdles.  Tt 
companies  together  employ  ten! 
lions  of  workers — more  than  th| 
lations  of  most  countries.  Like 
states,  they  provide  everything! 
education  to  housing  to  health 
Yet  they  are  crumbling.  They  ; 
der  capital,  and  most  of  the  goc 
they  make 
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locre  quality  at  best.  With 
try  and  China's  political  cli- 
iging,  they're  increasingly  un- 
ovide  social  services. 
3  the  activists  hoped  to  save 

(ia  workers'  jobs  and  benefits 
mg  the  offering.  But  with  or 
le  IPO,  PetroChina  is  being 
11,11  become  a  viable  operation. 
(l*l,""e  threatened  anyway  by  a  sys- 
eannot  endure  the  huge  losses 
te-owned  industrial  enterpris- 
™thf  r.  This  is  a  painful  process. 
'  Iternative  is  even  worse:  a 
w-motion  collapse  of  the  state 
sector  that  drains  the 
country  of  its  finan- 
cial strength,  im- 
perils the  econo- 
my, and  throws 
millions  more 
out  of  work. 


/ 


Foreign  capital  almost  alwaj    nud 
ahead  the  cause  of  change  and  reform, 

By  listing  on  the  New  York  Stock  Ex- 
change, Chinese  companies  must  play 
by  U.S.  accounting  and  disclosure  rules. 
Those  rules  will  encourage  transparen- 
cy at  PetroChina  and  give  more  lever- 
age to  shareholders.  Such  disclosure 
will  hold  the  company  up  to  scrutiny  on 
issues  ranging  from  the  environment  to 
management  compensation  to  labor 
rights.  With  bp  Amoco  PLC  buying  20% 
of  the  deal  as  a  long-term  shareholder 
in  the  new  company,  another  point  of 
leverage  is  created  to  influence 
PetroChina's  management. 

Getting  PetroChina  onto  Wall  Street 
sure  beats  the  alternative,  which  is  to 
leave  the  company  an  opaque,  unac- 
countable enterprise.  That  simply  means 
no  corporate  governance  and  no  possibil- 
ity of  influencing  or  scrutinizing  the  com- 
pany. Another  point:  more  than  $100  mil- 
lion of  PetroChina's  listing  proceeds 
are  earmarked  for  retraining  and 
severance  payments  for  PetroChi- 
na's parent  company's  employ- 
ees. Yet  the  AFL-cio's  cam- 
paign, if  brought  to  its 
logical  conclusion  of 
ending  such 
stock  offerings, 


Mm*ri$®&® 


would  mean  much  lei    money  for  laid-off 
( Ihinese  work'  i 

To  discourage  putting  U.S.  dollan 
into  Chinese  companies,  the  \i  L-cio 

makes  a  big  deal  out  of  thi  '  in 

vesting  in  China.  Sure,  it's  risky  to  buy 

shares  in  Chinese  companies.  It  always 
has  been,  just  as  in  other  developing 
countries — though  no  more  BO  than  a 
Silicon  Valley  startup  these  days.  Just 
check  out  how  the  markets  are  pum- 
meling  high-tech  stocks  worldwide. 
COSSETED  COTERIE.  It's  understandable 
why  labor  doesn't  like  China.  It  is  one 
of  the  most  repressive  places  in  the 
world.  The  government  continues  to 
ban  independent  labor  unions  and  has 
thrown  union  activists  in  jail.  Eleven 
years  after  the  Tiananmen  Square 
killings,  its  politics  remain  frozen.  Bei- 
jing's coterie  of  cosseted  and  often  cor- 
rupt officials  does  anything  it  can  to 
cling  to  power.  President  Clinton's  re- 
buke— that  the  Chinese  leadership  is 
"on  the  wrong  side  of  history" — stung 
precisely  because  it's  true. 

The  task  is  to  get  China  on  the  right 
side  of  history.  China  is  not  the  Soviet 
Union  or  Hitler's  Germany.  It  is  a  coun- 
try more  akin  to  authoritarian  South  Ko- 
rea or  Taiwan  in  the  1970s  and  early  '80s 
than  it  is  to  a  totalitarian  police  state. 
The  freedom  to  move,  to  choose  a  job  or 
a  place  to  live,  to  travel,  and  to  make 
money  has  never  been  greater  in  China. 
Life  has  gotten  better  for  most  of  its  1.3 
billion  people — much  better  for  many. 
Some  200  million  people  have  been  lifted 
out  of  absolute  poverty  since  1978. 

A  quarter-century  of  stellar  economic 
growth  makes  it  hard  to  argue,  as  the 
AFL-CIO  does,  that  economic  reform  is 
bad  for  workers.  China's  progress  has 
occurred  precisely  because  it  has  opened 
up  to  the  world  economy.  Implicitly, 
what  the  AFL-CIO  wants  are  sanctions. 
And  sanctions  would  be  a  bad  thing  for 
a  China  that  is  moving,  however  halt- 
ingly, in  the  right  direction. 

By  trying  to  cut  off  China  from  glob- 
al capital  markets,  activists  unwittingly 
support  hard-liners  such  as  Li  Peng,  the 
former  Premier  and  the  man  reviled  for 
his  role  in  the  Tiananmen  killings.  Li 
wants  reform  to  go  slow  because  he's 
worried  that  faster  opening  will  mean 
more  calls  for  change.  American  pro- 
gressives, with  their  feel-good  politics, 
no  doubt  believe  their  cause  will  help 
people.  But  China  is  at  a  crossroads, 
and  those  who  claim  to  help  instead  risk 
pushing  it  in  the  wrong  direction. 

Asia  Regional  Editor  Clifford 
been  covering  China  since  1987. 
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ED  BY  ROSE  BRADY 


ILL  JAPANS  NEW  PREMIER 
LAM  THE  BRAKES  ON  REFORM? 


ilitics  is  often  a  cruel  game.  On  Apr.  2,  Japanese  Prime 
Minister  Keizo  Obuchi  fell  into  a  stroke-induced  coma.  It's 
a  sad  end  to  Obuchi's  career.  But  his  illness  may  prove  to 
he  break  that  Obuchi's  party,  the  ruling  Liberal  Democ- 
:  Party,  desperately  needs  to  revive  its  sagging  fortunes. 
1  the  past  few  weeks,  the  pressure  mounted  steadily  on 
I  LDP.  The  poll  ratings  for  its  ruling  coalition  were  droop- 
below  50%,  with  voter  dismay  at  the  party's  partisan 
'es  on  the  rise.  The  economy's  continued 
s  hurt,  too.  Worse,  the  LDP  had  to  call  gen- 
elections  before  October.  Party  elders  start- 
.o  worry  that  the  election  results  would  se- 
sly  erode  the  LDP's  power  in  the  lower  house 
de  Diet.  But  then  came  Obuchi's  stroke — and 
appointment  of  a  new  Prime  Minister,  LDP 
retary  General  Yoshiro  Mori. 
Jow,  Mori  has  a  much  better  chance  of  cruis- 
to  victory  than  did  Obuchi:  He  may  call  an 
:tion  as  soon  as  next  month,  before  Japan 
ts  a  Group  of  Eight  meeting  in  July.  Mori  has 
.e  of  the  baggage  that  Obuchi  accumulated 
ing  his  time  as  Prime  Minister.  For  all  his 
iable  qualities,  Obuchi  will  go  down  as  one  of 
most  unpopular  Premiers  in  postwar  Japan. 
:ord  4.9%  joblessness,  a  botched  handling  of  a 
:lear  accident,  scandalous  behavior  by  the 

I.  ion's  police  agency  and  one  of  his  staffers:  All 
jese  conspired  against  Obuchi.  Mori  won't  car-  " 
*that  baggage  and  will  have  other  advantages  as  well. 
WPATHY  VOTE.  An  experienced  LDP  insider,  Mori  is  ex- 
led  to  keep  most  of  the  current  Cabinet,  including  Finance 
nister  Kiichi  Miyazawa  and  Foreign  Minister  Yohei  Kono, 
'place.  Even  so,  his  government  "will  probably  be  able  to 
rtray  a  fresh  image"  that  distances  itself  from  Obuchi, 
die  at  the  same  time  benefiting  from  an  expected  sympathy 
te,  says  Yasunori  Sone,  a  Keio  University  political  scientist. 
I  e  energetic  62-year-old  Mori  isn't  well  known  to  the  general 


MORI:  Less  baggage 


public.  With  the  opposition  Democratic  Party  of  Japan  still 
relatively  weak,  the  LDP-led  coalition,  which  already  controls 
70%  of  the  500-seat  lower  house,  likely  will  expand  its  control. 
Mori  can  be  expected  to  play  his  political  cards  carefully. 
The  LDP's  coalition  partner,  the  New  Komei  Party,  is  deeply 
resented  by  more  independent-minded  voters  in  Tokyo  and 
Osaka,  who  question  the  party's  links  to  the  well-heeled  but 
controversial  Soka  Gakkai  Buddhist  group.  But  the  Komei  op- 
eratives know  how  to  turn  out  the  party's  faith- 
ful in  an  election,  and  it  could  make  the  differ- 
ence in  the  campaign,  provided  the  LDP  gets 
out  the  vote  in  the  rural  areas  it  controls.  The 
only  threat  is  if  enough  urban  voters  head  to  the 
polls  to  vent  their  anger  at  the  LDP.  But  Obuchi 
is  no  longer  a  target  for  these  voters'  ire,  so 
that  outcome  is  much  less  likely. 

On  the  economic  front,  the  LDP  also  has  some 
good  news.  Growth  spurted  at  an  estimated  an- 
nual rate  of  5%  to  6%  in  the  first  quarter,  thanks 
to  the  record  $170  billion  spending  package 
pushed  through  the  Diet  by  Obuchi  last  fall. 
Since  the  lion's  share  has  gone  into  public  works 
outside  of  urban  Japan,  the  LDP's  power  base  in 
rural  areas  looks  as  strong  as  ever. 

The  big  victim  in  this  scenario  could  be  eco- 
nomic reform.  Known  as  a  reform  skeptic,  Mori 
could  face  his  first  test  this  summer,  when  the 
impact  of  current  spending  packages  and  loan 
guarantees  runs  dry.  He  might  well  interpret  a  big  victory  as 
a  mandate  to  continue  profligate  outlays  or  to  strong-arm  the 
Bank  of  Japan  to  underwrite  Japanese  government  bonds. 
Given  Japan's  massive  budget  deficit  and  the  fact  that  the  BOJ 
regularly  snubbed  Obuchi,  that  will  be  tough.  "I'm  worried 
about  the  second  half,"  concedes  Takashi  Ito,  the  Finance  Min- 
istry's deputy  vice-minister  for  international  affairs.  Mori 
may  soon  find  that  life  at  the  top  in  Japan  can  be  very  trying. 

By  Brian  Bremner  in  Tokyo 


GLOBAL  WRAPUP 


German  transparency? 

-  After  a  string  of  scandals  that  have 
haken  the  public's  trust  in  govern- 
nent,  Germany's  two  leading  political 
parties  have  floated  the  idea  of  intro- 
lucing  electoral  primaries.  Leaders  in 
joth  the  ruling  Social  Democrats  and 
;he  opposition  Christian  Democrats  are 
ailing  for  more  transparency  in  the 
selection  process.  Under  the  current 
system,  candidates  are  chosen  in  back- 
room sessions  by  nameless  party  func- 
tionaries. Unlike  in  the  U.S.,  where 
scrutiny  is  on  individual  candidates,  in 


Germany  the  focus  remains  on  the 
party  program  and  most  voters  have 
never  heard  of  their  representatives. 
The  proposals  are  no  less  than  revolu- 
tionary in  the  staid  world  of  German 
politics.  But  don't  expect  changes 
overnight,  spd  general  secretary  Franz 
Miintefering  hopes  to  make  the  switch 
in  time  for  federal  elections  in  2006. 

ECUADOR  CASHES  OUT 

►  Ecuador  has  money  to  burn.  It  has 
already  incinerated  some  $4  million  in 
sucre  notes,  its  century-old  local  cur- 
rency, since  a  law  took  effect  on  Apr.  1 


making  the  U.  S.  dollar  its  official  cur- 
rency. Dollarization  is  seen  as 
Ecuador's  best  hope  of  keeping  a  sink- 
ing economy  afloat.  With  1999  gross 
domestic  product  dowm  7.3%  and  annu- 
alized inflation  at  more  than  80%,  offi- 
cials hope  the  switch  to  the  dollar  will 
produce  growth  of  1%  this  year  and 
cut  inflation  to  no  more  than  60%. 
Ecuador  may  also  get  a  lift  from  the 
IMF,  which  is  expected  to  approve  a 
$300  million  loan  this  month.  By 
stering  Ecuador's  credibility,  an 
deal  could  open  the  way  for  a 
tion  of  talks  with  foreign  cred  1 1 1 
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Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities/ 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs,  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


c 
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N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
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Finance 


HEDGE  FUNDS 


WHAT  REALLY 
KILLED  TIGER 


Closing  the  Jaguar 
fund  dealt  the  final 
blow  to  Julian 
Robertson's  empire 

When  the  fat  lady  sang  for  Julian 
H.  Robertson  Jr.  and  his 
renowned  Tiger  Management 
hedge-fund  group,  it  came 
much  faster  than  anybody  anticipated. 
At  yearend,  Tiger  analysts  were  told 
that  the  end  was  looming  if  mounting 
losses  weren't  reversed.  But  the  funds 
were  supposed  to  have  at  least  eight 
months  to  live  (BW— Mar.  13).  In  a  let- 
ter to  investors  on  Feb.  4,  Robertson 
expected  to  turn  things  around.  Yet 
again,  in  a  letter  to  investors  on  Mar. 
10,  he  bravely  asserted  that  "the  values 
in  our  portfolio  are  tremendous  and 
eventually  they  will  be  recognized."  And 
then,  just  days  later,  it  was  all  over.  On 
Mar.  30,  Robertson  announced  that  he 
was  giving  up  the  fight.  Tiger  Manage- 
ment was  through. 

Why  was  the  end  so  abrupt?  By 
Robertson's  account,  the  de- 
cision to  close  Tiger  only 
seemed  sudden.  He  said  he 
had  grown  disillusioned 
with  the  "irrational,"  high- 
tech-crazed  markets.  His 
explanation  has  been  re- 
ceived sympathetically 
throughout  the  financial 
world  (page  168).  But  a  dif- 
ferent, far  grimmer  story 
emerges  from  documents 
recently  distributed  to  in- 
vestors and  obtained  by 
BUSINESS  WEEK.  According 
to  these  documents,  Robert- 
son didn't  close  his  funds 
after  months  of  agonizing 
because  he  was  upset  with 
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irrational  markets.  He  shut  the  funds 
because  the  largest  component  of  his 
empire,  the  Curacao-based  Jaguar  fund, 
was  literally  forced  out  of  business — by 
investors  who  made  the  very  rational 
decision  to  get  out. 

According  to  Tiger,  investors  re- 
quested nearly  $1  billion  in  redemptions 
for  all  of  Tiger's  six  funds,  as  of  Mai-.  31. 
It  is  not  known  how  much  of  the  re- 
demptions were  for  Jaguar.  However, 
according  to  a  letter  and  supporting 
documents  sent  to  Jaguar  investors  on 
Mar.  30,  they  were  so  gigantic  that  they 
would  have  reduced  the  number  of 
Jaguar  shares  outstanding  to  less  than 
20%  of  authorized  shares.  A  Tiger 
spokesman  says  Jaguar  could  have  paid 
out  redemptions  and  was  not  forced  to 
liquidate,  but  a  notice  to  investors 
says  Jaguar  was  in  a  bind.  It  says 
that  under  Netherland  Antilles 
law  and  Jaguar's  articles  of 
incorporation,  "Jaguar  is 
precluded  from  paying  our 
March  31  redemp- 
tions."    To 


"ensure  that  all  shareholders  are  til 
ed  equally,"  the  documents  say,  JaH 
was  dissolved.  The  papers  do  not«j 
plain  why  it  was  necessary  to  shutB 
fund  to  treat  shareholders  "equally. "■ 
cause  their  portfolios  were  managep 
tandem,  Jaguar  could  not  have  beer 
uidated  without  closing  all  of  the  fu 
Such  was  the  stark  reality  of  the 
days  of  Julian  Robertson  as  a  fore 
the  world  markets.  It  was  a  sad, 
squalid  end  to  an  investment  re 
that,  throughout  the  1980s  and  e 
1990s,  was  among  the  finest  on 
Street.  But  the  fiasco  at  Jaguar  is 
the  only  blemish  on  Robertson's  ri 
tation.  The  volatile,  67-year-old  N 
Carolinian  may  be  facing  even  wo| 
news.  Dissatisfied  investors  in  anothe 
Robertson's  funds,  Ocelot,  are  rais 
grave  questions  about  the  managem 
of  that  fund. 

LOCKUP.  Ocelot,  with  about  $1.1  bill 
at  its  inception,  was  organized  in  ml 
1997,  when  Robertson  was  still  ridi 
high.  It  was  marketed  by  the  assi 
management  arm  of  Donaldson,  Lufl 
&  Jenrette  Inc.  Ocelot  had  a  five-y( 
"lockup"  prohibiting  investors  from  wil 
drawing  their  holdings  any  time  befo 
the  middle  of  2002 
at  the  earliest. 
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>Wers are n  iPLAG:  A  letter  to  Ocelot  investors, 
•an't  icitlidra iv  their  holdings, 
<,sts  Unit  Ocelot's  performance  was 
by  redemptions  in  other  funds 


ary  to  4 
5  "equal 

e  lockup  ensured  that  investors 
unable  to  withdraw  their  holdings 
ot  the  fin  t  Robertson's  funds  began  to  col- 
%  of  the  — an  experience  one  Ocelot  investor 
ajaforei  s  to  "being  chained  to  the  deck  of 
^  a  sad,  e  Titanic."  As  Ocelot  and  the  other 
n-,  ■  funds  tumbled  4%  in  1998  and  19'* 
ft  and  ei  ,99,  investors  at  Tiger  generally — but 
nest  oo  |  Ocelot — were  able  to  pull  out.  The 
feguarisrmptions  led  to  stock  sales,  which 
icon's  rej  <  Robertson's  performance,  which  led 
ar-old  N(B  ■  ;ill  further  redemptions — a  "death 
even  iroi  J,"  in  the  words  of  Mark  W.  Yusko, 
in  another  '  investment  officer  of  the  Universi- 
are  rati  f  North  Carolina  at  Chapel  Hill, 
Miapf  >h  is  a  longtime  Jaguar  investor. 
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TO:  Ocelot  Investors 

FROM:  Julian  H.  Robertson,  Jr 

DATE:  September  16,  1999 

In  large  part,  our  poor  returns  over  *, ^^^l 

the  potential  for  near  term  withdrawals^, 
forward  with  a  sign  " 


used  by  having  to  liquidate 
SawTng'Tn'veTorsand  to  maintain  appropriate 

rificant  percentage  of  core  long  term  investors. 


lousy  performance  caused  by  redemp- 
tions elsewhere  and  no  ability  to  bail 
out.  Their  worst  fears  were  realized  in  a 
letter  to  Ocelot  investors  by  Robertson 
on  Sept.  16,  1999  (inset).  In  it,  Robert- 
son said  Ocelot's  "poor  returns  over  the 
past  year  have  been  caused  by  having 
to  liquidate  positions  to  provide  for 
liquidity  to  withdrawing  investors" 
and  to  maintain  appropriate  lever- 
age. For  Ocelot  investors,  the  red 
flag  was  the  phrase  "withdrawing 
investors."  Since  they  could  not  re- 
deem their  shares,  this  obviously  re- 
ferred to  other  funds  where  with- 
drawals were  allowed. 
COMMINGLING  ISSUE.  Some  Ocelot 
investors  are  upset  that  Ocelot's 
performance  was  evidently  hurt  by 
withdrawals  at  other  Tiger  funds. 
They  have  written  WSW  Capital,  the 
DLJ  subsidiary  and  Ocelot's  general 
partner,  asking  if  Robertson 
has  been  mingling  Ocelot 
with  other  funds.  The  is- 
sue was  also  raised  at  the 
tense  annual  meeting  of 
the  Ocelot  fund  last  Nov. 
1.  Dr.  Ramie  A.  Tritt,  a 
Georgia  physician  and 
Ocelot  investor,  says  he 
asked  Robertson  about 
the  Sept.  16  letter,  and 
k^^  that  the  fund  manager 
testily  conceded  that 
Ocelot  had  sold  shares. 
"His  response  was: 
'Well,  you  didn't  want  me 
to  stay  in  those  stocks, 
did  you?' — which  was  dif- 


ferent  from  what  he  says  in  his  letter." 
Tritt  says  Robertson's  "confronta- 
tional" response  confirmed  his  view-  that 
"the  Ocelot  fund  people  got  the  short 
end  of  the  stick."  Even  if  Robertson 
did  not  commingle  funds,  he  says,  it 
was  plain  that  Robertson  sold  stocks 
from  Ocelot  at  the  same  time  that  he 
sold  the  same  stocks  from  other  funds 
to  meet  redemptions  in  those  funds.  In- 
deed, an  Oct.  1,  1999,  letter  to  Tritt 
from  WSW  confirms  that  "each  of  the 
funds  advised  by  the  Tiger  Advisers 
generally  invests  in  parallel."  The  letter 
does  not  directly  respond  to  a  query 
from  Tritt  regarding  commingling. 

Tritt  belfeves  Robertson  may  have 
breached  his  fiduciary  responsibility  to 
Ocelot  investors,  and  he  is  joining  other 
Ocelot  investors  in  exploring  possible 
litigation  against  Robertson.  Tritt's  at- 
torney, Atlanta  lawyer  A.  Leigh  Baier, 
confirmed  that  he  has  been  "retained 
to  look  into  it  by  several  holders  of 
Ocelot."  A  Robertson  spokesman  says 
Ocelot  was  managed  strictly  in  accor- 
dance with  the  terms  of  the  Ocelot  of- 
fering documents.  He  declined  to  com- 
ment on  the  commingling  allegation, 
w7hich  he  described  as  "speculation."  A 
spokesman  for  DLJ  declined  to  comment. 
The  Ocelot  mess  was,  in  a  sense,  in- 
evitable. When  investors  lose  money, 
they  get  mad — and  when  they  get  mad, 
they  sue.  Threats  of  lawsuits,  forced 
liquidations,  excuses,  and,  above  all, 
staggering  losses:  They're  a  sad  end  to 
the  career  of  a  man  who  once  was  the 
king  of  the  Wall  Street  jungle. 

By  Gary  Weiss  in  New  3 


Gigantic  redemptions  put  Jaguar  in  a  bind,  according 
to  documents  obtained  by  business  week 
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COMMENTARY 

By  Gary  Weiss 


THE  BUCK  STOPS  WITH  JULIAN  ROBERTSON,  NOT  THE  MARK! 


As  his  Tiger  Management  hedge- 
fund  empire  came  to  an  ignomin- 
ious end,  Julian  H.  Robertson  Jr. 
began  a  salvage  operation — an  effort 
to  rescue  his  reputation  in  the  face 
of  the  biggest  hedge-fund  collapse  in 
history.  Robertson's  solution  was  a 
stroke  of  genius,  and  the  press  large 
ly  swallowed  it  whole.  He  released  a 
two-page  letter  to  his  investors,  por- 


guy  is  paid  as  a  professional  to  know 
what's  going  on  in  the  market," 
fumes  Maurice  J.  Colson,  a  Canadian 
financial  executive  who  had  placed 
client  money  in  Robertson's  Jaguar 
fund.  As  Colson  and  other  bedrag- 
gled Tiger  investors  see  it,  the  care- 
fully orchestrated  media  campaign, 
designed  to  portray  Robertson  as  a 
"victim"  of  the  market,  adds  insult 


traying  himself  as  a  champion  of 
rock-solid  value  investing.  This  sound 
philosophy,  he  explained,  was  made 
impossible  by  an  "irrational  market" 
that  he  likened  to  a  "Ponzi  scheme 
destined  for  collapse."  It  was,  he 
said,  "a  market  which  I  frankly  do 
not  understand." 

As  a  public-relations  strategy,  it 
was  a  dazzling  success.  Robertson 
made  a  persuasive  case  that  the 
high-tech  frenzy  may  well  be  about 
to  end.  The  recent  market  declines 
appear  to  have  proved  his  point — 
even  though  he  was  hardly  posi- 
tioned to  profit  from  any  tech  de- 
clines had  he  stayed  in  business.  But 
was  this  a  satisfactory  explanation  of 
the  downfall  of  a  widely  hyped  in- 
vestment guru  who,  just  18  months 
before,  had  a  $23  billion  fund  empire 
that  outshone  George  Soros'? 

In  fact,  what  Robertson  gave  his 
investors  was  not  an  explanation.  It 
was  a  fantasy — and  his  investors 
have  every  right  to  be  furious.  "This 


to  the  injury  they  experienced. 

In  fact,  the  proximate  cause  of 
Tiger's  demise  wasn't  the  market  at 
all,  but  a  flood  of  redemptions  at  its 
offshore  Jaguar  fund — something 
never  mentioned  by  Robertson  in  his 
letter  and  media  interviews  (page 
166).  Sure,  the  market  was  an  under- 
lying reason  for  his  investors'  woes. 
But  only  in  the  sense  that  Robertson 
didn't  invest  competently. 
OUT  OF  WHACK.  Yes,  the  market  is  ir- 
rational— sometimes  wildly  so.  For 
years,  wealthy  investors  paid  Robert- 
son a  hefty  20%  slice  of  profits  be- 
cause he  is  supposed  to  know  how  to 
exploit  irrationality.  When  the  mar- 
kets are  out  of  whack,  hedge-fund 
managers  are  supposed  to  know  how 
to  take  advantage  of  it.  "Macro"  man- 
agers, such  as  Robertson,  have  the 
flexibility  to  move  out  of  the  U.S. 
stock  market  entirely — and  into  cash, 
currencies,  or  overseas  bourses — if 
they  feel  the  U.S.  is  inhospitable.  And 
when  they  make  mistakes,  they  are 


supposed   to   have  "sell  discipli 
keeping  losses  to  a  minimum. 

The  Robertson  who  confessed  t 
he  didn't  understand  the  markets 
was  a  sad  shadow  of  the  Robertsoj 
of  the  1980s.  Back  then,  Tiger  wa; 
the  envy  of  Wall  Street,  and  justi: 
ably  so.  Robertson  had  ample  reasl 
for  pride.  It  was  a  beautiful  thing 
behold,  if  one  can  apply  such  term^ 
to  making  money.  The  Tiger  funds 
climbed  at  four  times  the  pace  of  t' 
Standard  &  Poor's  500-stock  index. 
But  back  then  Tiger  was  a  very  di 
ferent  beast.  The  funds  were  under 
$1  billion  in  size,  so  Robertson  was 
easily  able  to  ex- 


SALVAGE 
OPERATION 

Robertson 
says  he's  the 
victim  of  an 
"irrational 
market" 


ploit  trends  well 
ahead  of  the  Wall 
Street  pack.  He 
went  global,  for  e 
ample,  before  it 
was  popular.  But  i 
the  1990s,  as  in- 
vestors poured  in 
money,  Tiger  got 
big  and  self-satis- 
fied. By  the  late  1990s,  Robertson's 
portfolio  was  top-heavy  with  huge 
stakes  in  underperforming  stocks 
such  as  U  S  Airways — stakes  so  hug 
that  he  couldn't  easily  sell  them.  Sell 
discipline?  Risk  management?  They 
went  out  the  window  a  long  time 
ago.  Robertson  thought  the  market 
was  wrong  and  he  was  right.  He 
"fought  the  tape"  for  too  long — a 
classic  amateur's  blunder. 

Then  came  the  coup  de  grace — the 
Jaguar  disaster,  which  escaped  press 
scrutiny.  You  didn't  read  about  the 
humiliating  forced  liquidation  of 
Jaguar,  which  evidently  caused  the 
other  Tiger  funds  to  fall  like 
ninepins.  Better  to  shift  the  blame  to 
the  market — that  is,  everybody  who, 
unlike  Robertson,  actually  made 
money  during  two  of  the  best  years 
in  market  history. 

Are  the  markets  irrational? 
Overblown?  You  bet  they  are.  But 
make  no  mistake:  Julian  Robertson 
didn't  fail  because  he  was  a  rational 
investor  in  an  irrational  world.  He 
failed  because  he  didn't  do  his  job. 


Weiss  has  written  extensively  on 
hedge  funds. 
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The  future  offers  achievement.  The  right  Information 
and  Communication  Technology  can  make  it  happen. 
Getronics  is  a  leading  provider  of  e-generation  ICT  Solutions 
and  Services  with  34,000  professionals  operating  in  130 
countries.  Our  capabilities  span  IT  and  Telecoms  strategy 
consulting,  through  integrated  and  managed  solutions  and 
services,  to  total  outsourcing.  Our  free-thinking,  practical 
ability  to  make  ideas  work  and  our  close  relationships  both 
with  clients  and  leading  technology  suppliers,  allow  us  to  tailor 


our  solutions  for  you  to  maximise  the  value  of  your  business 
investment.  Global/s™  -  one  of  our  advanced  global  financial 
solutions  -  integrates  information  services  across  multi-channel, 
multi-application  banking  systems  allowing  our  clients  to 
make  the  most  out  of  each  customer  contact.  Just  one  way 
our  sector  focus  and  understanding  can  help  your  vision  of 
tomorrow  happen  today.  If  you're  looking  for  new  market 
opportunities,  Getronics  can  help  you  speed  ahead.  Open  the 
door  to  your  future,  www.getronics.com 


building 


futures 


Finance 


STOCKS 


THIS  ALCHEMY  MAY 
YIELD  REAL  GOLD 


Technical  analysts-the 
Street's  soothsayers-get 
a  vote  of  confidence  from 
MIT  rocket  scientists 

Technical  analysts  don't  get  no  re- 
spect. Academic  economists  con- 
sider their  game — predicting  stock 
prices  by  studying  charts — on  a 
par  with  examining  the  entrails  of  a 
freshly  slaughtered  goat.  Conventional 
economic  wisdom  says  that  stock  prices 
already  reflect  all  relevant  information, 
so  past  movements  are  no  clue  to  future 
ones.  Even  if  stock  prices  are  a  little 
predictable,  say  most 
economists,  you  won't  get 
anywhere  by  poring  over 
charts  for  such  technical- 
analyst  arcana  as  "rising 
bottoms,"  "double  tops," 
and  "head-and-shoulders 
formations."  Burton  G. 
Malkiel,  author  of  A  Ran- 
dom Walk  Down  Wall 
Street,  writes  that  "under 
scientific  scrutiny,  chart 
reading  must  share  a 
pedestal  with  alchemy." 

But  technical  ana- 
lysts— also  known  as 
chartists — may  yet  get 
the  last  laugh.  A  paper 
written  by  three  authors 
from  the  Massachusetts 
Institute  of  Technology, 
and  recently  published  by 
the  prestigious  National 
Bureau  of  Economic  Re- 
search, concludes  that 
"certain  technical  patterns 
do  provide  incremental  in- 
formation, especially  for 
Nasdaq  stocks."  In  lan- 
guage that's  bold  for  aca- 
demics, the  paper  goes  on 
to  say  that  "while  this 
does  not  necessarily  im- 
ply that  technical  analy- 
sis can  be  used  to  gener- 
ate 'excess'  trading 
profits,  it  does  raise  the 


possibility  that  technical  analysis  can 
add  value  to  the  investment  process." 

Technical  analysis  might  actually  add 
value?  Predictably,  technical  analysts 
are  overjoyed  by  the  partial  endorse- 
ment. "I'm,  like,  flabbergasted,"  says 
Ralph  J.  Acampora,  the  director  of  tech- 
nical research  at  Prudential  Securities 
Inc.  The  chartists  are  particularly 
pleased  that  the  project  was  led  by  An- 
drew W.  Lo,  director  of  MIT's  Laborato- 
ry for  Financial  Engineering,  who 
taught  many  of  the  finance  rocket  sci- 
entists now  working  on  Wall  Street. 
Says  Acampora:  "This  gives  the  field 
an  awful  lot  of  credibility." 

The  paper,  by  Lo,  graduate  student 


Harry  Mamaysky,  and  finance  pn 
sor  Jiang  Wang  (http://www.nber.orj 
pers/w7613),  is  tough  slogging  unl 
you  happen  to  be  on  intimate  te\ 
with  kernel  regression  estimators 
the  Kolmogorov-Smirnov  test.  But| 
basic  strategy  is  simple.  First,  the 
thors  wrote  a  computer  program 
automated  the  process  of  finding  1C 
the  chartists'  favorite  patterns.  Tj? 
they  turned  the  program  loose  on  dr 
stock  returns  for  hundreds  of  coml 
nies  on  the  New  York  Stock  Exchan] 
American  Stock  Exchange,  and  Nasc 
from  1962  to  1996.  Out  of  more  tl 
800,000  observations  of  raw  data, 
program  turned  up  about  2,500  he? 
and-shoulders  patterns  (three  peaks, 
middle  one  being  the  highest),  abo| 
2,100  triangle  tops  (a  pattern  with 
gressively  lower  peaks  and  rising  br 
toms),  and  so  on. 
STARTLING  RESULTS.  The  next  step  wj 
to  see  how  stocks  performed  in  the  pea 
od  after  a  pattern  was  completed.  If  tec] 
nical  analysis  were  hogwash,  the  authoj 
should  have  spotted  no  regularities 
all — just  random  ups  and  downs. 
The  results  were  startling.  The  mod 


CHARTING  A  COURSE  FOR  STOCKS 

Economists  laugh  off  technical  analysts,  but  a  new  academic  study  shmvs  that  their 
charts  really  can  show  where  stocks  are  headed. 


INVERSE  HEAD-AND-SHOULDERS:  BULLISH  SIGNAL 
AVERAGE  ONE-DAY  CHANGE:  4%* 


BROADENING  TOPS:  BEARISH  SIGNAL 
AVERAGE  ONE-DAY  CHANGE:  -0.5%* 
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'Return  for  stocks  on  third  day  after  completion  of  a  formation 

DATA.  ANDREW  W.  L0,  HARRY  MAMAYSKY,  JIANG  WANG,  MIT 
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lompanies  creating  software  in  the  electronic,  Internet-driven  economy  are  faced  with  a 

modern  e-software  paradox:  how  do  you  create  software  faster -in  Internet  time-  and 

lachieve  the  high  quality  you  need  to  satisfy  customers?  The  answer  is  e-development 

•from  Rational"  Software.  Thousands  of  companies  around  the  world  increase  their  software 

I  development  speed  and  quality  by  applying  Rational's  software  engineering  best  practices, 
unified  tools  and  services.  That's  why  Rational  has  been  the  leader  in  multiple  segments 
of  the  software  development  life-cycle  management  market  for  many  years*.  Want  to  build 

!  software  faster  and  better?  Visit  us  at  www.rational.com. 
*  IDC  1999  Report:  Development  Life  Cycle  Management 
co  2000  Rational  Software  Corporation.  All  trademarks  are  the  property  of  their  respective  owners. 
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bullish  signal,  the  inverse  head-and- 
shoulders  pattern,  produced  an  average 
4%  increase  in  the  price  of  a  stock  on 
the  third  day  after  the  pattern's  com- 
pletion. The  most  bearish  signal,  broad- 
ening bottoms,  produced  an  average 
6.2%  decrease  (charts).  The  authors  also 
looked  at  other  statistical  measures  such 
as  standard  deviation  and  skew  and 
found  that  they  also  were  significantly 
different  from  those  of  a  randomly  cho- 
sen day  in  the  market. 

The  reason  for  waiting  until  the  third 


beating  the  market,  the  MIT  group  de- 
cided to  focus  on  what  they  could  clear- 
ly prove.  The  paper  demonstrates  that 
technical  patterns  do  contain  genuine 
information  about  what  is  going  to  hap- 
pen next  in  the  market. 

To  be  sure,  real-life  technical  analysis 
isn't  as  pure  as  the  MIT  research.  Flesh- 
and-blood  chartists  operate  heavily  on 
intuition.  They  often  don't  agree  on 
whether  a  particular  pattern  exists  or 
even  what  it  signals  if  it  does  exist. 
They'll  frequently  walk  both  sides  of 


day  after  a  pattern's  completion  to  peek 
at  the  stock  performance  was  that  in 
practice,  it  sometimes  takes  a  day  or 
so  to  recognize  that  a  pattern  has 
formed  and  to  act  on  it.  Plus,  the  au- 
thors figured  it  would  be  more  impres- 
sive to  skeptics  if  a  stock  was  still  mov- 
ing as  long  as  three  days  after  a 
pattern's  completion.  While  the  paper 
reports  only  the  one-day  change,  Lo 
says  the  authors  got  similarly  impres- 
sive results  when  they  looked  at  five- 
and  10-day  returns. 

INTUITIVE  INPUT.  So,  is  this  bankable? 
The  authors  don't  offer  an  opinion.  The 
problem  is  that  there's  no  agreed-upon 
definition  of  what  it  means  to  "beat  the 
market,"  because  of  the  trade-off  be- 
tween risks  and  rewards.  If  you  earn  an 
above-average  return,  but  take  on 
above-average  risks  in  doing  so, 
doubters  will  argue  that  your  risk-ad- 
justed return  was  no  better  than  aver- 
age. For  instance,  if  a  chartist-trading 
strategy  were  highly  correlated  with 
movements  in  the  overall  market,  it 
would  expose  an  investor  to  extra  mar- 
ket risk.  Rather  than  get  into  a  pro- 
tracted debate  about  what  constitutes 


and  rebound.  Epstein  said,  "I'm  \o\ 
for  a  trading  rally  very  shortly, 
even  right  here,"  but  warned  tha 
might  well  change  his  mind  the 
minute. 

PROFITABLE  PATTERNS.  Despite  thel 
atrics  surrounding  technical  analysis^ 
thinks  it  works  because  it  provide  J 
sight  into  some  of  the  key  forces 
determine  prices,  such  as  the  warl 
forces  of  fear  and  greed.  Since  mar| 
are  made  up  of  real  people,  not 
nomic  automatons,  psychological 
cepts  used  by  technical  anal 
such  as  "resistance  levels,"  "i 
port     levels,"      "overbougl 
"oversold,"  and  "momentum!'  f 
have  real  meaning.  Lo  says 
technical  analysts  "have  been  I 
ing  informally  and  intuitivl 
what  academic  economists  dol 
namely,  measuring  the  force; 
supply  and  demand. 

Ultimately,  Lo  hopes  to 
computers  to  detect  new  pi 
terns  that  are  better  indicatj 
of  the  stock  market  than 
ones  handed  down  from  genei 
tion  to  generation  of  techni<| 
analysts.  He  acknowledges  tl 
any  pattern  will  eventually 
arbitraged  away,  but  believ 
that  "the  arbitrage  itself  can  ci 

ate  new  ones There  might  1 

two  heads  and  three  shoulders- 
some  pretty  bizarre  Quasimo(  | 
figures."  As  Lo  sees  it,  the  trie 


Lo  thinks  technical  analysis  works  because  it 
provides  insight  into  some  of  the  key  forces  that 
determine  stock  prices,  such  as  fear  and  greed 

MIT'S  LO  HAS  BEEN  APPROACHED  ABOUT  COMMERCIALIZING  HIS  WORK 


the  street,  predicting  that  stocks  will 
fall  in  the  short  term  but  rise  in  the 
long  term,  or  vice  versa,  without  pre- 
cisely defining  long  or  short.  "You 
scratch  three  technical  analysts,  you'll 
get  four  opinions,"  says  Mike  Epstein, 
the  Boston-based  director  of  quantitative 
trading  for  NDB  Capital  Markets. 

There  is,  for  example,  no  consensus 
among  technical  analysts  about  where 
today's  gyrating  stock  market  is  head- 
ed in  the  coming  days.  In  the  middle  of 
the  Nasdaq  Composite  Index's  roller- 
coaster  ride  on  Apr.  4,  Acampora  said, 
"I  don't  think  it's  over  for  the  Nasdaq 
necessarily,"  but  added  that  "if  they 
can  blow  out  some  more  of  these 
stocks,  you'll  get  to  the  capitulation 
phase,"  in  which  stocks  touch  bottom 


is  to  develop  tools  that  find  exploitable 
patterns  before  others  do. 

Lo  says  he  and  his  co-authors  have 
been  approached  about  commercializing 
their  work,  but  they  aren't  looking  to  go 
into  technical  analysis  full-time.  "We  ac- 
tually like  being  academics  a  lot,"  he 
says.  On  the  other  hand,  Lo  isn't  com- 
pletely immune  to  the  lure  of  money. 
He  said  he's  still  curious  about  whether 
technical  analysis  really  can  beat  the 
market  after  adjusting  for  risk — a  ques- 
tion that  his  latest  paper  doesn't  at- 
tempt to  answer.  If  he  and  his  col- 
leagues discover  that  it  can,  he  says, 
"We  might  never  publish  that  paper." 
Now,  there's  a  professor  with  a  good 
head  on  his  shoulders. 

By  Peter  Coy  in  New  York 
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When  Conseco  Inc.  Chief  Execu- 
tive Stephen  C.  Hilbert  paid  top 
dollar  to  buy  Green  Tree  Finan- 
cial Corp.  for  $7.6  billion  in  April,  1998, 
he  hailed  it  as  the  deal  of  a  lifetime. 
Melding  Conseco's  life  insurance  busi- 
ness with  Green  Tree's  subprime  lend- 
ing operation,  he  bragged,  was  as  sig- 
nificant as  the  Travelers-Citicorp  tieup 
the  same  year.  But  while  Citigroup  is 
still  going  strong,  Conseco  can't  dump 
Green  Tree  fast  enough. 
It  wasn't  always  so. 
For  the  past  two  years, 
Hilbert  has  assured  Wall 
Street  that  Green  Tree 
was  Conseco's  growth 
engine  and  doing  well. 
As  recently  as  Mar.  7, 
he  was  still  insisting 
that  all  was  great  at 
Conseco,  one  of  Ameri- 
ca's largest  insurance 
and  consumer  finance 
companies.  In  a  press 
release  that  day,  he 
said  Conseco's  "healthy 
operating  performance 


CONSECO'S  STOCK  SLIDES 
ON  THE  BAD  NEWS 


MAR.  30,  '00 
▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


trends"  in  1999  were  "continuing  i 
the  first  quarter  of  2000." 

Yet  just  three  weeks  later,  Hilb 
was  singing  a  very  different  tune. 
Mar.  31,  he  announced  an  estimated  $J 
million  aftertax  charge  to  1999  earnir  IRQ  \ 
at  the  Green  Tree  division,  citing  s      , 
nificantly  higher-than-expected  loan  lo  iC(|| 
es.  Green  Tree,  the  largest  subprii 
and  mobile-home  lender  in  the  count 

was  promptly  put  on  ties  a  fo 
block  again.  Even  wora 
auditor        Pricewatepded 
houseCoopers  refused   u 
sign    off  on    Consecc 
1999  annual  report.  Wj  rpnse  I 
Street  was  not  please 
The    stock    plummets  *?  o 
41%  in  the  ensuing  thre  i. 
trading  sessions,  to  8 
on  Apr.  5. 

The  share  price  slid 
may  be  giving  Consec 
execs  sleepless  nights 
Many  were  lent  mone; 
from  Bank  of  America 
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nd  Micro  and  Lucent  Technologies  deliver  an 
accine  for  eCommerce. 


?'s  a  breakthrough  in  eCommerce  security.  Now  your  company's  data  can  be 
uarded  by  a  total  network  defense  system.  Trend  Micro's  InterScan  VirusWall  is 
integrated  with  the  Lucent  Managed  FireWall.  The  combination  allows  your 
prise  to  receive  real-time  gateway  protection  from  all  Internet  and  email  viruses, 
ding  on-going  inoculation  against  destructive  new  virus  strains.  Your  eCommerce 
1  onment  is  only  as  strong  as  its  weakest  link.  Obtain  a  complete  eSecurity 


:ription  from  Trend  Micro  and  Lucent  now.  (www.antivirus.com/LucenQ 


www.trend.com 
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your  Internet  Vii  usWall" 


Jackie  Esworthy  was  killed  by  a  drunk  driver  one 
week  after  her  high  school  graduation. 

What  should  you  do  to  stop  a  friend  from  driving  drunk? 

Whatever  you  have  to. 

Friends  don't  let  friends  drive  drunk. 
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U.S  Department  of  Transportation 
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Many  happy  returns. 
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Millions  of  wild  ducks  and  geese  are  finding  more  and  better  habitat 
all  along  North  America's  flyways— thanks  to  Ducks  I  nlimited. 
Since  IQ37,  PI    nas  turned  its  contributors  dollars  into  more  than 
8  million  acres  oj  habitat. 

1-800-45-DUCKS 


DUCKS 
UNLIMITED 


Ducks  Unlimited  '  One  Waterfowl  Way      Memphis,   fennessee  38120  '  www.ducks.org 
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and  Chase  Manhattan  Corp.  to  bujj 
seco  stock,  mostly  in  the  $35 
(BW— Mar.  20).  Now,  the  top  10 
arc  more  than  $370  million  under 

Even  those  losses  may  be  a  d 
the  bucket.  Many  analysts  are  ske 
that  Hilbert  will  ever  find  a  buy 
the  cash-burning  Green  Tree.  Fo 
thing,  some  figure  that  both  the  p 
company  and  Green  Tree  are  so  h 
leveraged  that  they  could  soon  fa 
vere  liquidity  problems.  This  year 
they  have  to  repay  $2.8  billion  of  i 
DEFAULT  COMING?  Once,  Conseco 
tinely  issued  new  bonds  to  pay 
the  old.  But  with  Conseco's  plumm< 
stock  and  Green  Tree's  writedowns 
vestors  and  underwriters  may  ba 
buying  or  issuing  Conseco  bonds  ei 
on  very  generous  terms.  "At  the 
least,  it  squeezes  profitability  mar 
At  the  worst,  they  go  into  defa 
warns  Kathy  Shanley,  an  analys 
Gimme  Credit,  a  corporate  bond 
search  firm  in  Chicago. 

But  even  if  Conseco  gets  through 
year  without  going  through  a  ser 
credit  crunch,  more  trouble  lies  ah 
The  company's  debt  currently  tops 
billion,  which  is  more  than  double  w 
it  had  before  it  bought  Green  Tree 
lomon  Smith  Barney  analyst  Cc 
Devine  estimates  Conseco's  current  t( 
debt-to-capital  ratio  at  about  53%, 
40%  on  average  for  the  life  insurance 
dustry,  which  is  the  business  Cons 
will  be  in  after  selling  Green  Tr 
Devine  predicts  that  even  with  a  s 
cessful  sale,  which  he  thinks  could  bri 
in  a  maximum  of  $2  billion,  Conseco  v 
still  be  heavily  overleveraged.  "Desp 
any  market  speculation  to  the  contra 
there  will  be  no  money  [left  after 
sale]  for  share  repurchase  or  acqui 
tions,"  he  says. 

Worse  yet,  some  fear  that  Conse 
will  never  find  a  buyer  for  Green  Tr« 
The  subprime  lending  market  has  be< 
cluttered  with  companies  that  haA 
gone  belly-up.  Others  have  simp 
closed  up  shop,  as  in  the  case  of  Ass 
ciates  First  Capital  Corp.  At  the  ver 
least,  Conseco  may  have  to  forgive 
substantial  portion  of  that  debt  in  ordt 
to  make  it  salable. 

That's  not  very  palatable  for  Hilber 
He's  hoping  to  find  a  buyer  willing  t 
pay  back  the  $2.5  billion  that  Consec 
has  lent  Green  Tree  over  the  past  tw 
years.  He  hasn't  yet  faced  the  possibili 
ty  publicly  that  instead  of  paralleling 
Citigroup,  his  deal  is  turning  out  to  b< 
more  like  the  1997  CUC  Internationa 
Inc.  and  HFS  Inc.  hookup,  which  almosl 
destroyed  the  merged  company. 

By  Debra  Sparks  in  New  York 
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avorites 


Treat  your 

best  e-customers 

like  favorites  and  they'll 

do  the  same  for  you. 


They  come.  See. 
Maybe  even  buy. 
Then  they  leave. 

And  that's  when  your  selling  job, 

not  to  mention  your  success  in 

e-commerce,  really  begins. 


The  SAS®  Solution  lets  you  combine  the  Web  data  a  customer  left  you 
seconds  ago  with  the  purchasing,  behavior,  and  demographic  data 
you've  been  keeping  all  along.  And  that  makes  it  easy  to: 

Get  to  know  your  e-customers... delight  them  by  proving  you 
understand  them.. .personalize  your  interactions.. .and  predict  their 
changing  needs. 

Build  strategies  to  retain  customers. ..cross-sell  to  them. ..and 
make  the  most  effective  use  of  all  your  marketing  channels. 

Improve  your  Web  site  by  analyzing  who  clicked  on  what  and 
why.. .and  which  pages  customers  come  back  to  most. 

For  a  free  guide,  Taking  the  Guesswork  Out  of  Your  E-Business 
Strategy,  come  to  www.sas.com/favorites  or  give  us  a  call  at 
919.677.8200. 


The  Business  of  Better  Decision  Making 


M 

SAS  Institute 


www.sas.com/favorites         E-mail:  bw@sas.com         919.677.8200 


SAS  and  nil  other  SAS  Institute  Inc   product  or  service  names  are  registered  trademarks  or  trademarks  ol  SAS  Institute  inc   in  the  USA  and  other  countries 

i  product  names  are  trademarks  ot  their  respective  companies  Copyright  O  2000  by  SAS  Institute  Inc      30336_020O 
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THE  INTERNET  ECONOMY 


RED  FLAGS 

ON  THE  LATIN  WEB 


So  many  are  struggling 
over  the  still  small  market 
that  a  shakeout  can't  be 
ruled  out 

Fernando  J.  Espuelas  is  doing  a  lot 
of  talking  these  days.  No  wonder. 
The  chief  executive  of  Latin 
America  Internet  portal  StarMedia 
Network  Inc.  is  explaining  why  the 
market  wiped  away  a  third  of  his  com- 
pany's value  in  a  single  day.  Investors 
balked  at  StarMedia's  admission  that  it 
will  have  to  spend  millions  more  than 
projected  to  stay  ahead  of  the  competi- 
tion. But  Espuelas  is  emphasizing  Star- 
Media's  traffic  and  revenue  statistics. 
"It  has  to  come  down  to  results,"  argues 
the  33-year-old  ceo.  "This  isn't  some 
theoretical  analysis  about  how  many  an- 
gels can  dance  on  the  head  of  a  pin." 

Perhaps.  But  many  are  worried  about 
how  many  Internet  companies  can  keep 
step  in  Latin  America.  Over  just  the 
past  nine  months,  startups  and  big  cor- 


porations alike  have  swamped  the  re- 
gion, looking  for  a  piece  of  the  fast- 
growing — but  still  small — market.  Latin 
Web  surfers  now  face  a  bewildering  ar- 
ray of  Internet  service  providers,  Web 
portals,  and  e-commerce  offerings. 

Competition  is  heating  up  so  quickly 
that  there's  already  talk  of  consolida- 
tion. In  the  best  of  circumstances,  that 
would  be  a  gradual  process  of  friendly 
mergers  and  al- 
liances— something  al- 
ready beginning  to 
take  place.  But  in  a  fi- 
nancially volatile  re- 
gion, the  chance  of  a 
fast  and  furious  shake- 
out  can't  be  ruled  out. 
"There  is  definitely  too 
much  supply  in  the 
market,"  says  Marcos 
de  Moraes,  chairman 
of  Zip.net,  a  Brazilian 
portal  that  sold  out 
to  Portugal  Telecom 
last  month  for  $365 
million. 


LOSING  ALTITUDE 

Share  performance  of  three  Latin  Web  portals 
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Experts  say  a  little  winnowing  w 
do  the  Latin  Internet  industry  s 
good.  Most  analysts  believe  that 
traffic  in  the  region  can't  support  n 
than  three  or  four  regional  portals  s 
as  StarMedia.  The  same  goes  for 
cialized  sites  like  health,  sports, 
personal  finance,  where  there's  prob; 
room  for  only  one  or  two' top  pla 
plus  a  limited  number  of  niche  si 
Meanwhile,  the  trend  toward  free 
ternet  access  could  wipe  out  score 
isps  in  Brazil  and  other  countries. 
WHIPLASH.  Of  course,  almost  everyon 
spending  money  faster  than  the 
making  it.  All  have  their  hopes  pin: 
on  the  region's  burgeoning  Internet 
International  Data  Corp.  estimates  tl 
some  30  million  Latin  Americans  a 
be  online  by  2003,  up  from  close  to 
million  or  so  at  present.  And  Jupit 
Communications  Inc.,  a  New  York  cc 
suiting  firm,  projeq 
that  online  sales  w 
soar  to  $8.3  billion 
2005,  from  $500  m 
lion  this  year. 

The  increased  lev 
of  competition  is  wh, 
whiplashed  StarMed 
in  mid-March.  Aft< 
the  company  made 
known  that  operatin 
expenses  would  ris 
$32.5  million  mor 
than  planned  thi 
year — in  part  to  boos 
its  presence  in  Mexic 
and    the    U.  S.    mar 
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Small  business, 
start  your  engines. 


^ 


Running  a  small  business  isn't  easy.  There's 
competition  at  every  turn.  You'd  like  to  get 
into  e-business  but  not  at  the  expense  of  the 
personal  attention  that  brought  customers  to 
you  in  the  first  place. 

Here's  the  good  news:  Agillion's  powerful 
new  e-business  service  lets  you  sell,  serve  and 
manage  customers  over  the  Web.  Agillion™ 
assures  you  a  constant  up-to-date,  360-degree 
view  of  your  customers.  With  Agillion,  you're 


always  one  step  ahead  —  everyone  in  your 
company  can  now  link  directly  with  customers, 
partners  and  vendors. 
Agillion's  e-Business  Dashboard7"  centralizes 
all  of  your  customer  information  and  activities.  You'll  have  one-touch  access  to  services  like  e-mail, 
shipping,  online  news,  research  and  more.  And  Agillion  Personal  Pages™  let  you  and  your  customer 
share  information  just  for  them.  It's  true  personal  service,  Web-style. 

Best  of  all,  Agillion  is  for  everybody.  No  IT  experience  necessary,  no  expensive  software,  and  its  all 


completely  secure.  If  you've  got  an  Internet  connection  and  a  browser, 
you're  in  e-business. 

Agillion  will  help  you  make  each  customer  feel  like  your  only  customer. 
Buckle  up  and  log  on  to  Agillion.  The  big  engine  for  small  business. 


agilli  n 

www.agiliion.com 


©2000  Agillion,  Inc.  Agillion  (ah-JILL-ion),  e-Business  Dashboard  and  Personal  Pages  are  trademarks  of  Agillion,  Inc. 
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ket — Merrill  Lynch  &  Co.  and  Salomon 
Smith  Barney  analysts  downgraded  the 
stock  from  "buy"  to  "neutral."  The  move 
knocked  StarMedia  stock  down  to  32/1 
on  the  Nasdaq  on  Mar.  13,  and  it  has 
languished  there  since  then. 

Still,  nobody  believes  StarMedia  is  in 
any  danger.  "We  are  trying  to  signal  a 
near-term  concern  about  a  more  frenet- 
ic pace  of  competition,"  says  Lanny 
Baker,  online  media  analyst  for  Salomon 
Smith  Barney  in  San  Francisco,  who 
downgraded  the  stock.  He  still  considers 
the  company  the  "odds-on  favorite"  to 
become  the  leader  among  Latin  portals. 
StarMedia  has  a  four-year  marketplace 
head  start:  Advertising  revenues  hit  $20 
million  in  1999  and  should  more  than 
double  this  year,  to  $47  million.  By  such 
measures,  the  New  York-based  company 
is  far  ahead  of  existing  rivals.  Terra 
Networks,  the  Internet  arm  of  Spain's 
Telefonica,  and  StarMedia's  closest  com- 
petitor, reported  ad  and  e-commerce 
revenues  of  $9.3  million  last  year. 
CROWDING  IN.  Yet,  StarMedia  can't  af- 
ford to  relax.  Mexico's  leading  telephone 
company,  Telefonos  de  Mexico,  and  Mi- 
crosoft Corp.  jointly  launched  a  region- 
al portal,  timsn,  on  Mar.  21.  America 
Online  Inc.  and  Venezuela's  Cisneros 
Group  plan  to  raise  $575  million  to  ex- 
pand their  service  from  Brazil  to  the 
rest  of  the  region  this  year.  Others,  in- 
cluding media  giants  Televisa  in  Mexico 
and  Globo  in  Brazil,  will  soon  join  the 
race.  "Every  Internet  company  with 
global  aspirations  is  going  to  want  a 
presence  in  Latin  America,"  predicts 
Gordon  Hodge,  an  analyst  at  Thomas 
Weisel  Partners  LLC  in  San  Francisco. 

Those  that  can't  stand  the  competi- 
tive heat  may  be  tempted  to  cash  out 
while  there's  a  chance.  Patagon.com  In- 
ternational Ltd.,  Latin  America's  first  fi- 
nancial-services site,  announced  on  Mar.  9 
that  it  was  selling  a  75%  stake  to  Spain's 
Banco  Santander  Central  Hispano  in  a 
transaction  valuing  the  company  at  $705 
million.  The  deal  should  help  Patagon 
fend  off  challenges  from  rivals  big  and 
small.  That  includes  financial-services  In- 
ternet startups  LatinStocks.com  and  Zona- 
Financiera.com,  as  well  as  banks  with 
important  online  operations  such  as 
Brazil's  Bradesco  and  Spain's  Banco  Bil- 
bao Vizcaya  Argentaria. 

Patagon's  founder  Wenceslao  Casares 
had  no  trouble  finding  a  buyer  because 
he  had  already  built  a  name  and  track 
record  for  his  company.  Others  may  not 
be  so  lucky.  "If  you're  the  seventh 
women's  portal,  you're  not  an  attrac- 
tive takeover  target,"  says  Espuelas. 
Investors  are  beginning  to  take  note. 

By  Elisabeth  Malkln  in  Mexico  City 


GOING,  GOING, 
GOING... OUT  OF  BUSINESS? 


As  he  strides  through  the 
busy  Sao  Paulo  offices  of 
Gibraltar.com.br,  Dennis 
Herszkowicz  is  feeling  pretty  good. 
He  and  partner  Marco  Scabia,  both 
25,  have  just  wrapped  up  a  second 
round  of  private  financing  for  their 
Internet  auction  site,  surpassing  the 
$1.2  million  they  raised  in  a  first 
round.  Their  six-month-old  company 
is  about  to  hire  20  new  employees 
and  expand  into  adjacent  offices.  "It's 
a  lot  of  work,  but  this  is  a  fun  busi- 
ness to  be  in,"  says  Herszkowicz. 

He's  not  the  only  one  who  thinks 
so.  Gibraltar  is 


CROWDED 


With  some 
50  auction  sites  serving 
Latin  America,  only  the 
best-funded  will  survive 


one  of  as  many  as  50  Latin  Ameri- 
can online  auction  houses  in  what  is 
perhaps  the  region's  most  crowded 
Internet  space.  The  relative  ease  of 
building  an  auction  site  has  encour- 
aged Netrepreneurs  from  Mexico  to 
Argentina  to  join  the  fray.  A  basic 
software  package  can  be  had  for  as 
little  as  $50,000,  and  there's  no  need 
for  inventory  or  a  distribution  net- 
work. And  the  fact  that  gross  mar- 
gins for  some  of  the  more  successful 
U.  S.  sites,  such  as  eBay,  run  at 


near  80%  is  another  lure. 

But  already,  a  shakeout  is  co: 
Most  of  the  Latin  auction  sites  do 
have  any  revenues,  never  mind  pr 
its.  Only  the  more  established  ope 
tors  have  begun  to  charge  fees  to 
products  or  commissions  on  succesl 
ful  transactions.  The  survivors  wil 
be  those  with  pockets  deep  enoug] 
to  bombard  the  Latin  public  with' 
vertising.  "In  this  business,  if  you 
don't  get  funding,  you  can't  do  m; 
keting.  Then  no  one  besides  your 
competitors  knows  you  exist," 
says  Alec  Oxenford,  CEO  of  DeRe 
mate.com,  whose  backe 
include  Citigroup  and 
Merrill,  Lynch  &  Co. 
GOOD  ODDS.  Competi 
tion  among  Latin  cj 
ber-auctioneers  is 
getting  so  intenst 
that  Marcio  Mao 
do  de  Almeida,  a 
Internet  analyst 
at  Banco  BBA 
Icatu  in  Sao  Paulo 
predicts  that  only  a 
handful  will  make  it  to 
yearend.  One  with  good 
odds  is  MercadoLibre,  a  Mia 
mi-based  outfit  backed  by 
Chase  Capital  Partners.  Mia- 
mi-based DeRemate.com  and 
Lokau.com,  the  leading  site  in 
Brazil,  also  stand  a  chance. 
Other  contenders  are 
Subasta.com  Inc.,  based  in  Ft. 
Lauderdale,  Fla.,  which  is 
strong  in  Spanish-speaking 
markets,  and  Paris-based 
iBazar  Group,  which  is  focus- 
ing its  Latin  efforts  on  Brazil. 
Smaller  players  may  have  to 
target  niche  audiences  to  stay 
"Emerging  from  the  pack  isn't 
says  Herszkowicz,  whose  site 
contains  hard-to-find  items  from  rare 
videos  to  old  military  paraphernalia. 
For  MercadoLibre  and  DeRemate,  on 
the  other  hand,  collectibles  take  a 
back  seat  to  items  such  as  computers 
and  consumer  electronics.  With  the 
marketing  war  heating  up,  the  most 
valuable  item  some  of  these  sites  may 
have  to  put  up  for  sale  is  themselves. 

By  Ian  Katz  in  Sao  Paulo  and 
Cristina  Lindblad  in  New  York 
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figure  1.   straw 


figure  2.   sticks 


figure  3.    brick 
(The  third  little  pig  was  onto  something.) 


The  world's  best  e-security  begins  with  the  brick 


RSA 


SECURITY" 

The  Most  Trusted  Name  in  e-Security" 


II 


For  a  complimentary  copy  of  the  IDC  White  Paper,  "eSecurity:  The  Essential  eBusiness 
Enabler, "contact  RSA  Security  at  1.800.495.1095  ext.  201  or  www.rsasecunty.com/go/brick. 


Look  for  the  RSA  Secured 
mark  on  products  thai  i  ontain 
the  world's  best  e-seiunty 


etimes  it  takes  more  than 

"lit. 


You  may  need  a  diagram.  Or  a  graph. 
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Or  a  full-color  flowchart  that's  totally  stunning. 


licrpsoft 


\ 


lA/hf>rr   rlr 


You  excel  at  numbers.  You're  a  whiz  with  words. 
And  now  the  ability  to  transform  complex  ideas  into 
clear,  intuitive  diagrams  is  close  at  hand.  With 
Microsoft8  Visio*  2000  on  your  desktop,  your 
business  communication  skills  are  about  to 
explode  off  the  charts. 

Microsoft  Visio  2000  is  the  visual  language  of 
business.  The  perfect  complement  to  Microsoft 
Word  and  Excel.  The  natural  tool  to  use  when  you 
want  to  show  and  tell. 

Draw  your  own  conclusions.  Look  into  the  power 
and  possibilities  of  the  Microsoft  Visio  2000 
editions.  You'll  find  easy  drag-and-drop  shapes 
that  can  bring  new  life  to  everything  from  the 
simplest  org  chart  to  the  most  complex  marketing 
diagram.  In  20  minutes,  you'll  be  good.  In  less  than 
a  day,  you  could  be  a  legend.  Just  be  sure  you  stay 
ahead  of  the  curve.  Go  to  microsoft.com/visio  or 
call  877.639.8474. 
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THE  INTERNET  ECONOMY 


LATIN  EXECS  LIGHT  OUT 
FOR  DOT-COM  LAND 

Defections  are  driving  up  salaries  at  Old  Economy  companies 


In  Latin  America,  as  in  much  of  the 
world,  the  siren  call  of  the  dot-coms 
is  hard  to  resist.  Just  ask  Luis  Mario 
Bilenky.  The  44-year-old  Brazilian, 
whose  resume  includes  stints  as  director 
of  marketing  for  McDonald  Corp.'s  Latin 
American  operations  and  chief  execu- 
tive of  Blockbuster  Video  in  Brazil,  took 
a  job  with  StarMedia  Network  Inc.,  a 
New  York-based  Spanish-  and  Por 
tuguese-language  Internet  portal, 
in  January.  For  Bilenky,  the  de- 
cision to  trade  in  his  brick-and- 
mortar  career  for  a  virtual  one 
was  not  difficult.  "Whether 
you  like  it  or  not,  the  Web  is 
changing  the  world,"  he  says. 
"I  could  be  a  spectator,  or 
I  could  be  part  of  it." 

From  Sao  Paulo  to  Mexi- 
co City,  seasoned  business 
executives  are  defecting  from 
well-established  companies  to 
Internet  startups,  where 
salaries  may  not  be  as  high  but 
where  there  is  often  the  promise 
of  an  initial  public  offering  windfall 
or  a  lucrative  buyout  down  the  road.  "A 
lot  of  people  are  willing  to  take  a 
chance  for  that  pot  of  gold  at  the  end  of 
the  rainbow,"  says  David  E.  Ivy  II,  a 
senior  partner  at  Korn/Ferry  Interna- 
tional's office  in  Sao  Paulo.  "In  my  28 
years  in  Brazil,  I've 
never  seen  as  many  op- 
portunities for  execu- 
tives," he  says. 
SPILLOVER  EFFECT.  For 
those  Latin  American 
executives  who  choose 
to  stay  out  of  the  In- 
ternet race,  the  dot-com 
boom  is  having  a  bene- 
ficial spillover  effect. 
The  scramble  for  execu- 
tive talent  to  staff  the 
Net  startups  of  Brazil, 
Argentina,  Mexico,  and 
elsewhere  is  helping 
drive  up  salaries  and 
perks  for  execs  as  a 
whole,  as  companies 
fight  harder  to  hang  on 
to  their  most  valued 
employees. 

Already,   compensa- 


tion for  high-level  executives  in  some 
Latin  American  countries  is  on  par  with 
or  above  those  in  European 
countries.  According  to  a 
recently  published  sur- 
vey by  Korn/Ferry 
International, 
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demand  for  senior  ex- 
ecutives jumped  30%  in  Latin 
America  in  1999  compared  with  the  pre- 
vious year.  That  topped  increases  in 
Asia  (24%),  North  America  (17%),  and 
Europe  (8%),  and  is  all 
the  more  impressive 
considering  that  much 
of  Latin  America  was 
in  recession  last  year. 
"No  question:  There  is 
a  shortage  of  qualified 
personnel  in  Latin 
America,"  says  James 
E.  Boone,  Korn/Ferry's 
president  for  the 
Americas. 

Executives  with  the 
right  skills  are  fetching 
top  dollar.  A  ceo  in  Ar- 
gentina earned  slightly 
above  $800,000  last 
year,  a  figure  that  in- 
cludes base  pay  as  well 
as  bonuses  and  perks, 
such  as  cars  and  sports- 
club  memberships,  ac- 
cording to  Towers  Per- 


CEO  PAY  IN  1999* 
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rin,  a  New  York-based  consults 
polled  companies  with  annual 
around  $500  million  in  24  coi 
That's  almost  double  what  a 
Spain  makes,  though  still  below 
million  average  for  American  cl 
Mexico  and  Venezuela,  total  CEJ 
pensation  hovers  at  $500,000,  coi 
ble  to  Germany.  In  Brazil,  the  a| 
ceo  salary  fell  by  close  to  30% 
terms  last  year,  to  $492,565,  due| 
devaluation  of  the  real.  But  fret 
the  Brazilian  ceo:  He's  still 
ing  49  times  what  a  ma 
turing  employee  takes  I 
By  comparison,  that  f 
pie  is  only  24  in  BrJ 
Don't  expect  the 
petition  for  CI 
the  right  stuff 
up.  Latin  Interne 
technology  com 
need  to  add  wei 
their  corporate 
heads  in  prepa 
for  eventual  ipo 
cording  to 
Mestepey,  man 
director  of 
Kearney's  Miar 
fice,  companies 
ning  to  list  on 
daq  want  execu 
whose  crede 
will  win  over 
Street.  "What 
translates  into  is  a 
nior-level  executive 
has  managed  good-size 
panies  in  Latin  America," 
Mestepey.  Language  ability,  ideally 
Spanish  and  Portuguese,  and  a  kn 
edge  of  the  region  are  a  must 
emphasis  is  not  on  whether  these  e 
utives  understand  the  Internet  but 
how  they  have  built  up  successful  b 
nesses,"  he  adds. 

The  battle  for  top  talent  is  having 
impact  on  the  structure  of  pay  packaj 
Performance-linked  bonuses  and  st 
options  were  once  unheard  of  but 
now  slowly  catching  on.  In  Argenti 
these  two  components  make  up  close 
40%  of  a  ceo's  total  compensation  pa 
age,  vs.  50%  or  more  for  a  U.  S.  c 
The  trend  will  probably  accelerate 
more  Old  Economy  companies  lose  p 
cious  talent  to  New  Economy  businesi 
where  stock  options  make  up  a  lar 
chunk  of  pay.  "This  is  causing  old  co 
panies  to  redo  their  whole  compensati 
packages,"  says  Bilenky.  No  doubt  t 
prospect  of  a  bundle  of  StarMedia  shar 
played  some  role  in  Bilenky's  decisi 
to  join  the  virtual  workforce  himself. 
By  Cristina  Lindblad  in  New  Yoi 
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Bryant  Tong  on  the  fine  art  of  managing 
your  in-house  accounting  systems. 
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Bryant  Tong,  President.  ReSourcePhoenix.com 


If  you  want  to  waste  tons  of  money  hiring  people  to 
build,  manage  and  use  an  m-house  ERP  system,  go  ahead. 

Just  know  that  systems  are  difficult  to  install  and  even 
tougher  to  manage.  Plain  and  simple,  that  system  will 
usually  end  up  managing  you — not  the  other  way  around. 

We  have  a  better  suggestion.  Don't. 

Now,  there's  a  revolutionary  alternative.  It's  a  web- 
enabled,  Oracle-based  solution  designed  to  grow  as 
your  company  grows.  All  backed  up  by  our  world-class 
accounting  and  IT  experts.  So  you  get  exactly  the 


information  you  need,  anywhere  and  anytime  you 
need  it. 

Which  means  you  can  outsource  your  entire 
accounting  department  and  back  office  operations. 

It  makes  sense. You  get  to  focus  on  your  core 
business.  No  hardware  costs.  No  software  costs. 
No  additional  personnel  costs.  No  training  costs. 

So  if  you  like  the  idea  of  putting  your  resources  to 
better  use,  call  us  today,  or  visit  ReSourcePhoenix.com. 
Because  the  future  of  information  management  is 
here  — and  we're  it. 


ReSourcePhoenix.com 

Revolutionizing  the  way  business  information  »s  managed. 

800.266.2344 
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So  you  wanna  know  what  we  do  for  a  living 


MNI.  ALL  THE  PRECISION  OF  LOCAL  NEWSPAPERS,  BUT  WITH  THE 
POWER  AND  STATURE  OF  MAGAZINES.  NOW  YOU  CAN  HIT  EXACTLY  THE 
MARKETS  YOU  WANT  IN  MAGAZINES  LIKE  TIME,  BUSINESSWEEK,  HOUSE 
BEAUTIFUL  AND  SPORTS  ILLUSTRATED.  YOUR  AD  WILL  WORK  HARDER,  LOOK 
BETTER,  AND  MOST  OF  ALL,  YOU'LL  SLEEP  EASIER  KNOWING  YOUR  MEDIA 
DOLLARS  AREN'T  BEING  WASTED.  SO  STOP  DOING  BUSINESS  AS  USUAL.  WANNA 
GET   LOCAL?    WE    SHOULD   TALK.    1 . 877 . ASK . 4MNI . 


MEDIA    NETWORKS. INC. 


THE     PRECISION     OF     NEWSPAPERS 
THE     POWER     OF     MAGAZINES 
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Get  Ready  With  AristaSoft,  The  IT  Department  For  High  Tech  Companies. 

Your  company  is  growing  super-fast  —  but  your  IT  infrastructure  isn't.  AristaSoft 
is  here  to  help.  We're  the  IT  department  for  high  tech  equipment  providers,                             H 
ready  to  deliver  the  foundation  you  need  to  support  hyper-growth.  Our  unified, 

single-point-of-contact  solutions  bring  together  all  the  core  business  applications.                             mm  dJtk 
services,  systems  and  networking  you  require'.                                                                                   ^■LlmJ 

Ruilt  on  best-in-class  capabilities  from   todays  most  respected  providers, 
our  solution  is  based  on  the  power  of  partnership.  Make  it  your  solution  by 
partnering  with  AristaSoft,  today.  And  get  ready  for  hyper-growth,  super-fast. 

888.972.9950           www.aristasoft.com 

■                                                                                                           — — i 
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AristaSoft  and  the  AristaSoft  logo  are  trademaiks  of  AristaSoft  Corporation  "The  I T  Department  for  High  Tech  Companies"  is  a  service  mark  of  AristaSoft  Corporation 
All  other  service  murks,  trademarks,  and  registered  trademarks  mentioned  herein  are  the  property  of  their  respective  owners. 
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AT  THE  END  OF  THE  DAY,  it's  not  about  how 
much  you  earn,  but  how  much  you  keep.  How  can 
you  lessen  your  tax  bite?  Elect  to  go  with  Franklin, 
a  tax-free  leader. 

Franklin  California  Tax-Free  Income  Fund  is 
designed  to  help  provide  monthly  double  tax-free 
income  exempt  from  regular  federal  and  California 
state  personal  income  taxes;  alternative  minimum 
taxes  may  apply.*  As  one  of  the  country's  largest  tax- 


free  fund  managers,  there  are  multiple  advantages  to 
going  with  Franklin.  Because  we  purchase  large  vol- 
umes of  municipal  securities,  our  team  is  often 
given  first  look  by  issuers  at  a  new  bond  offering.  In 
addition,  dealing  in  large  transactions  can  also  help 
to  lower  fund  expenses  -  savings  that  can  often  pass 
directly  to  shareholders.  To  review  our  performance 
ratings,  speak  with  your  investment  representative. 
Or  call  1-800-FRANKLIN  Ext.  F667. 


FRANKLIN  TAX-FREE  INCOME  FUNDS 

KEEP   MORE   OF   WHAT  YOU   EARN 


Franklin  Templeton  Distributors,  Inc.,  777  Mariners  Island  Boulevard,  San  Mateo,  CA  94404  www.franklintempleton.com  Call 

for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges  and  expenses.  Please  read  it  care-  p  Ry\^J  ICLIN  TE/ViPLETON 

fully  before  you  invest  or  send  money  'Distributions  of  capital  gains  and  of  ordinary  income  from  accrued  market  discount, 

if  any,  are  generally  taxable.  BWK4/00  INVESTMENTS 


ni 


-   1 


PLAYER 


Ever  wonder  how  a  six-month-old  start-up 
company  with  a  12-year-old  CEO  can  launch 
the  most  successful  IPO  on  the  Street?  While 
your  solid,  steeped-in-tradition  corporation, 
with  money  in  the  bank,  seems  grossly 
undervalued?  That's  the  Internet  Age  for  you. 
The  real  question  is,  what  are  you  .going 
to  do  about  it? 


Bricklayer 


)    EXPERIENCE    OF   THE    ENTIRE    CMGI    NETWORK  TO    PROVIDE    CLIENTS    WITH    AN 
'RECEDENTED  BREADTH  OP  INTERNET  BUSINESS  SOLUTIONS. 
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THE  INTERNET  ECONOMY 


NOW,  BRITS  CAN  SURF 
TO  THEIR  HEARTS'  CONTENT 

And  fixed-rate  pricing  will  soon  spread  to  the  Continent 


Europeans  who  enjoy  surfing  the 
Net  pay  dearly  for  the  privilege. 
Unlike  in  the  U.  S.,  where  con- 
sumers enjoy  low  monthly  rates  for  un- 
limited Internet  access,  European  Net 
junkies  are  charged  high  telephone 
charges  for  every  minute  spent  online. 
With  the  meter  ticking,  the  expense  of 
surfing  the  Web  not  only  limits  the 
growth  of  Europe's  Internet  but  also 
hinders  the  development  of  a  U.  S.-style 
New  Economy. 

Now,  two  American  compa- 
nies are  challenging  the  Eu- 
ropeans on  their  home  turf, 
with  a  bold  bid  to  break  this 
pricing  model.  In  March,  In- 
ternet search  engine  AltaVista 
Co.  in  Palo  Alto,  Calif.,  and 
cable  and  communications 
group  NTL  Inc.  in  New  York 
introduced  fiat-rate,  unlimited 
Internet  access  in  Britain. 


at  the  London  office  of  Internet  re- 
search firm  Jupiter  Communications. 

Britain's  price  war  has  quickly  spread 
across  the  channel.  Deutsche  Telekom, 
which  owns  Europe's  biggest  Internet 
service  provider,  T-Online,  says  it  will 
introduce  unlimited  Internet  access  to 
T-Online  customers  for  a  flat  rate  of 
about  $50  starting  May  1. 

But  the  push  toward  U.  S.-style  pric- 
ing raises  questions  about  France's  Lib- 
ertySurf  and    World    Online    of  the 


WINNERS  AND  LOSERS  IN  THE  NET  PRICE  WARS 


Almost  instantly,  a  host  of 


CONSUMERS  Flat-rate  pricing  for  Internet  access  will 
slash  the  cost  of  Web  surfing  in  Europe,  where  users 
now  pay  phone  charges  as  high  as  100  per  minute. 

TELEPHONE  COMPANIES  Telcos  in  deregulated  coun- 
tries such  as  Britain  and  the  Netherlands  will  need  to 
find  new  revenue  sources  from  services  such  as  Web 
hosting  and  data  transmission.  Former  monopolies  that 
still  control  local  calls  and  own  most  of  the  big  Internet 


Netherlands,  which  went 
in  multibillion  dollar  ipos  in  mid 
Like  most  ISPs,  they  make  the 
ey  by  splitting  with  the  phone  a 
the  revenues  generated  from 
net  calls. 

The  shift  to  cheap,  unlimited 
makes    their    business    model 
obsolete.  As  phone  charges  pk 
they  will  have  to  find  new  so 
revenue.  "Eventually,  access 
only  be  charged  for  quality  c 
value-added  services  such  as 
on-demand,  and  faster  connect 
the  Internet,"  according  to  St 
&  Poor's  European  Internet  a 
David  Freddi. 

TAKEOFF  TIME.  In  Britain,  the  s 
a  fixed-rate  pricing  scheme  is  ex 
to  slash  the  cost  of  Web  surfing 
dramatically  increase  usage.  Wit 
months,  one  in  two  Britons  will 
line,  compared  with  one  in  five 
maintains  Andy  Mitchell,  man 
director  of  AltaVista  in  Britai 
Ireland. 

In  the  short  term,  competitive 
ing  will  squeeze  the  revenuel 
Britain's  dominant  phone  com 
British  Telecom  still  controls  more 
80%  of  the  country's  local  calls,  mu 
which  now  consist  of  Internet  tr 
"bt  is  likely  to  lose  a  lot  of  that  tiT 
to  tough  competitors  such  as  NTL," 
Tim  Johnson,  a  network  analyst  at 
com  consultant  Ovum  in  London. 

A  relative  latecomer  to  the  Br 
telecom    scene,    deep-pocketed 
hopes  its  unmetered,  Internet-ac 
offer  will  be  a  means  of  getting  u: 
to  buy  its  other  offerings,  which 
elude  cable  and  digital  TV  as  wel 
phone  service.  New  Internet  custon 
must  buy  an  adapter  that  reroutes  c 
from  the  local  carrier  onto  NTL's 
work.  NTL  claims  more  than  100 
new  customers  have  aire 
signed  up.  "The  access  s 
vice  we're  offering  will  j 
for  itself,"  says  NTL  ceo  B 
clay  Knapp. 

If  the  NTL  approach  carr 
the  day,  Europe's  3,000  Inn 
net  service  providers  will  s 
fer  the  greatest  casualties 
the  cost  of  access  plumme 
Yet  consumers  should  ben 


not  only  from  cut-rate  acce 


others,  including  British  Tele-      ^CeSS.Providei:S .wil! b^nefit.as..Net.USa§e.^C,:eaSeS:. to  the  Internet  but  also  fr 


communication;:  i  [(  and  PLC, 
Britain's  largest  Net  service 
provider,  followed  suit.  "Rates 
vary,  but  the  underlying  con- 
cept is  all-you-can-use  Inter- 
net access  for  a  one-time  fee," 
says  Noah  Yasskin,  an  analyst 


INTERNET  SERVICE  PROVIDERS  Big  players  such  as 
Britain's  Freeserve,  which  offer  services  to  many  cus- 
tomers, will  try  to  make  up  for  lower  access  revenues 
with  e-commerce  and  online  ads.  Smaller  providers 
with  few  services  will  be  acquired  or  go  out  of  business. 

DATA:  BUSINESS  WEEK 


a  speedy  rollout  of  excith] 
new  services.  Europe's  W^ 
surfers  can  hardly  wait. 

By  Kerry  Capell  in  Lo\ 
don,  with  William  Echiksc 
in  Brussels  and  Carol  Ma\ 
lack  in  Paris 
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ww.xcelenate .  com 


Your  business  can.  Xcelerate  transforms 
start-ups  and  existing  companies  into 
powerful  e-businesses.  We  do  this  by 
combining  strategy  and  technology  with 
user-experience  design.  To  reinvent  your 
future,  contact  Xcelerate  today  at 
1-877-937-6260.  Enhanced  business 
opportunities  await  you. 

^xcelerate 

e-business,  right 
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THE  INTERNET  ECONOMY 


DOT-COM  DEALS 
COME  TO  THE  STEPPES 

Net  stakes  are  dirt-cheap  now,  but  prices  are  rising  fast 


Pavel  Cherkashin,  a  pony-tailed,  27- 
year-old  Internet  entrepreneur,  is 
feeling  cocky.  His  Moscow-based 
Web-development  company,  Actis  Sys- 
tems, brought  in  $1.2  million  last  year. 
Sounds  puny.  But  it's  triple  1998  rev- 
enues. This  year  he's  spending  most  of 
his  time  taking  calls  from  foreign  in- 
vestors who  are  clamoring  to  buy  a  stake 
in  his  150-employee  company.  "We're  in 
the  final  stages.  It's  only  a  matter  of 
weeks,"  says  Cherkashin. 


Western  European  standards.  A  51% 
stake  in  St.  Petersburg-based  online 
bookstore  Ozone.ru  was  snapped  up  for 
$1.8  million  by  a  new  investment  compa- 
ny owned  by  United  Financial  Group,  a 
Moscow-based  investment  bank,  and  Bar- 
ing Vostok  Capital  Partners  Ltd.,  ing 
Group's  direct-equity  investment  compa- 
ny in  Russia.  All  the  money  is  foreign. 

The  country's  strongest  suit  is  its 
homegrown  talent.  Russians  are  known 
for    design    and    programming    their 


one-third  of  those  are  hooked  u\)  § 
Internet.     And  few  have  credi 
which  limits  the  growth  of  e-com 

Government  policies  don't  hell 
regulations  require  Internet 
providers  to  install  technology  gi 
Federal  Security  Service  direct 
mail  and  to  give  other  law  enfon 
bodies,  such  as  the  Tax  Police,  ac 
well.  "The  greatest  threat  to  the 
development  of  e-commerce  is  to< 
state  involvement,"  says  Willi; 
Pomeranz,  an  attorney  at  Ba 
McKenzie  in  Moscow. 

Although  deals  are  cheap  now,  R 
Net  companies  have  high  hopes  of 
ing  U.  S.-style  valuations,  say  ventur 
italists.  But  some  think  that's  wild 
realistic,  given  Russia's  perilous  bu 
environment  or  the  possibility  a  f< 
competitor  will  enter  the  marke 
crush  local  companies.  "It's  hyped,' 


Snapshot  of  t\\ 
Russian  Net 


2.3  million, 
1.5%  of  population 


GROWTH  PROSPECTS 


10  million  users 
expected  by  2004 


NET  STARTUPS 


GOOD  START:  Cherkashin's  Actis 
tripled  revenue,  to  $1.2  million,  in  '99 

Global  Net  fever  is  getting  so  intense 
it's  hitting  Net  laggards  like  Russia.  For- 
eign investors  and  deep-pocketed  locals 
are  competing  to  discover  the  Russian 
Amazon.com  Inc.  or  Yahoo!  Inc.,  though 
only  1.5%  of  the  147  million  population 
is  hooked  up.  Lured  by  world-class  com- 
puting talent,  venture  capitalists  are  look- 
ing beyond  Russia's  decayed  infrastruc- 
ture and  regulatory  mi.  They're 
acquiring  stakes  in  Net  businc  ;ses  from 
online  bookstores  and  financial  sendees  to 
search  engines  and  newspapers.  Russian 
Net  companies  could  see  as  much  as  $30 
million  in  investment  this  year. 

The  deals  are  small  by  American  and 


prowess.  Its  hackers  are  infamous  for 
their  ability  to  break  codes.  And  though 
Russia's  best  brains  have  been  draining  to 
Palo  Alto  and  Tel  Aviv,  now  some  are 
staying — or  returning — home.  Actis  em- 
ploys three  Russians  with  U.  S.  passports. 
NO  HELP.  Despite  such  enthusiasm,  the 
obstacles  to  the  growth  of  the  Russian 
Net  are  immense.  Phone  lines  are  unre- 
liable, cable  virtually  nonexistent.  Fast- 
developing  mobile  technology  could  help 
Russia  leapfrog  these  limitations  by  al- 
lowing Russians  to  surf  the  Web  on  mo- 
bile phones.  But  in  a  country  where  the 
average  wage  hovers  around  $50  a 
month,  most  consumers  can't  afford  to 
hook  up,  much  less  pay  mobile  phone 
charges  of  about  500  a  minute.  Just  7 
million  Russians  own  computers,  and  only 


2,000 


DATA:  ICE  SECURITIES  LTD. 


Boris  Jordan,  ceo  of  Sputnik  Grc 
which  is  forming  a  company  to  make 
vestments  in  high  tech.  "People  are  ask 
for  valuations  of  $50  million  for  a  com 
ny  that  has  $1  million  in  revenue  and 
idea  what  it's  going  to  do  tomorrow." 
Still,  Russia's  tiny  Web  is  in  the  ea 
stages  of  a  growth  spurt.  The  number 
Internet  users  is  projected  to  rise  by 
average  of  25%  a  year  until  2003,  wr 
between  5%  and  7%  of  the  populati 
will  use  the  Net,  says  Peter  Kirkow,  i 
nior  economist  at  ice  Securities  Ltd. 
London.  A  wave  of  Net  deals  will  clc 
soon  as  companies  such  as  search  engi 
Yandex  and  online  newspapers  Lenta, 
and  Polit.ru  sell  stakes  to  venture  caj 
talists.  Russia's  Internet  race  is  on 

By  Sabrina  Tavernise  in  Moscc 
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ill,  not  you;  your  brand.  Blue  Martini  Software.  We  make  enterprise-scale  e-business  applications 
it  enable  you  to  build  your  brand  by  interacting— in  real  time— with  living,  breathing  people  across 
channels  of  communication:  websites,  call  centers,  email,  wireless  devices,  even  bricks  and  mortar. 
?  Blue  Martini  application  suite.  Order  one  and  create  quite  a  buzz,   www.bluemartini.com 
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COME  TO  WHERE  IT  ALL  STARTED, 
AND  FIND  OUT  WHAT'S  NEXT. 


■<  ■  v^'  ^kf.'&xtSj. 


SILICON  VALLEY  GARAGE 

Inventing  the  next  generation  of  e-business. 

JULY  24,  2000  -  THE  FAIRMONT  HOTEL  -  SAN  JOSE,  CA 


What  are  the  next  generation  technologies  and 
business  models  that  will  redefine  e-business?  How  will 
they  allow  you  to  gobble  up  market  share?  And  how, 
exactly,  will  they  affect  branding,  customer  service  and 
raising  capital? 

You've  heard  all  the  usual  e-business  success  stories. 
At  the  e.biz  Live  San  Jose  conference  you'll  find  out 
about  the  ones  that  are  just  beginning  to  unfold.  Hear 
from  Silicon  Valley  titans  as  they  discuss  their  plans 
and  strategies  for  the  New  Economy.  Early  confirmed 
speakers  include: 

■  Hewlett-Packard  Company's  Nick  Earle  on 
"Business  Model  Bake-off" 

PRESENTED    BY: 


BusinessWeek 


■  Autoweb.com,  Inc.'s  Samuel  M.  Hedgpeth  III,  on 
"Redefining  Markets" 

■  Staples.com's  Jeanne  B.  Lewis,  on  "Branding's 
Fourth  Dimension" 

Only  a  limited  number  of  professionals  will  be  able 
to  take  part  in  this  event. 


FOR  MORE  INFORMATION,  OR  TO  REGISTER: 


Go  to:  www.conferences.businessweek.com/2000/ebiz3 
e-mail:  ebiz_sanjose@businessweek.com 
phone:  800-821-1329 
fax  on  demand:  800-821-1329,  document  #180 
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So  why  not  use  all  the  facilities? 


Take  full  advantage  of  your  BusinessWeek  subscription  -  activate  your  FREE  subscription  to 
BusinessWeek  Online  now.  As  an  online  subscriber,  you  get  early  access  to  BusinessWeek 
content  before  it  hits  your  mailbox,  along  with  five  years  of  searchable  archives. 

BusinessWeek^  exclusive  online  coverage  and  services  provide  breaking  news,  tech  insights, 
small  business  tools,  career  tips  and  thousands  of  job  listings.  Also  at  BusinessWeek  Online, 
get  the  best  personal  finance  advice  and  up-to-the-minute  market  data  from  one  of  the  most 
trusted  names  on  Wall  Street. 

Activate  your  FREE  online  subscription  today  and  put  the  power  of  BusinessWeek  Online 
to  work  for  you. 

www.businessweek.com/ads/bwl.htm 
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3.  Enter  your  9-digit  mailing  label  code 
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INDONESIA 


BUSTING  THE 
ASTRA  BOTTLENECK 

The  sell-off  of  a  seized  carmaker  may  spur  future  restructuring 


1 


The  Indonesian  government's  long- 
standing attempt  to  sell  assets 
seized  from  Suharto  cronies  was, 
until  recently,  a  tale  of  tragicomic  bum- 
bling. Despite  its  dire  need  to  refill  pub- 
lic coffers  drained  by  bank  bailouts, 
Jakarta  held  on  to  billions  in  assets  con- 
fiscated from  corporate  deadbeats  for 
two  years.  Seemingly  done  deals,  such 
as  last  year's  plan  to  sell  seized  Bank 
Bali  to  London's  Standard  Chartered 
Bank,  collapsed  after  au- 
ditors found  $80  million 
missing  from  its  books. 

Finally,  the  spell  has 
been  broken.  On  Mar.  24, 
the  Indonesian  govern- 
ment sold  a  controlling 
stake  of  nearly  40%  in 
auto  maker  Astra  Inter- 
national to  a  consortium 
of  Asian  investors  for 
$506  million  cash — in  pre- 
cious U.  S.  dollars.  Not 
only  did  the  sale  end  an- 
other melodrama  of  failed 
talks  that  had  tarred 
Jakarta's  reputation 

among  foreign  financiers, 
but  it  also  paves  the  way 
for  the  Indonesian  Bank 
Restructuring  Agency 
(IBRA)  to  clear  a  backlog 
of  stalled  asset  sales. 
The  move  comes  in  the  nick  of  time: 
The  International  Monetary  Fund  set 
a  Mar.  31  deadline  for  Jakarta  to  raise 
enough  money  to  balance  the  national 
budget.  The  sale  also  coincides  with  a 
housecleaning,  as  IBRA's  new  chairman 
sacked  his  deputy  for  making  slow 
progress.  And  on  Mar.  27,  police  arrest- 
ed heavily  indebted  Suharto  crony  Mo- 
hamad "Bob"  Hasan  on  fraud  charges. 
"Now  things  are  actually  moving  in  the 
right  direction,"  says  a  foreign  banker. 
And  what  a  lot  of  work  there  is  to 
do.  Still  floundering  after  its  1997  finan- 
cial collapse,  Indonesia  must  restruc- 
ture its  banking  sector  and  sell  off 
seized  assets  to  get  the  economy  moving 
again,  ibra,  run  by  the  Finance  Min- 
istry, needs  to  restructure  $30  billion 
in  nonperforming  loans  acquired  from 


dozens  of  nationalized  banks,  liquidate 
200  companies,  and  sell  half  a  dozen 
large  banks.  With  the  Astra  deal  done, 
ibra  now  hopes  to  raise  $2.5  billion  by 
yearend,  and  has  issued  a  catalog  of 
five  nationalized  conglomerates  with 
hundreds  of  subsidiaries  ranging  from 
tiremakers  to  Bali  resorts.  And  it  plans 
to  list  six  big  commercial  banks,  includ- 
ing Bank  Central  Asia  and  Bank  Bali. 
Besides  helping  Jakarta  pay  its  bills, 


JAKARTA'S  STRATEGY 
FOR  RAISING  FUNDS 


Sell  billions  of  assets  seized 
from  Suharto-era  business 
groups,  including  Salim,  Nusam- 
ba  (Suharto's  investment  vehicle), 
Gadjah  Tunggal,  Danamon,  and 
Modern.  The  200  companies  for 
sale  include  national  TV  station 
Indosiar,  a  large  tire  manufactur- 
er, a  pulp  and  paper  mill,  and 
hotel  resorts  in  Bali  and  Lombok. 


2 Raise  billions  through  public 
stock  offerings  of  seized 
banks,  including  Bank  Central 
Asia  and  Bank  Bali. 

DATA:  INDONESIAN  BANK  RESTRUCTURING  AGENCY, 
BUSINESS  WEEK 


the  sales  will  dramatically  open  In- 
donesia's economy  to  foreign  investors. 
The  new  government  of  Abdurrahman 
Wahid  knows  there  is  no  other  way 
out.  "We  realize  that  only  foreign  direct 
investment  can  help  Indonesia's  econo- 
my recover,"  says  ibra  Chairman  Cacuk 
Sudarijanto.  Cacuk  is  anxious  to  seize 
the  momentum.  On  Mar.  28,  he  and  his 
negotiators  flew  to  Singapore  to  meet 
with  20  potential  investors.  As  with  As- 
tra, which  has  more  than  60  sub- 
sidiaries, his  goal  is  to  find  buyers  for 
big  stakes  in  entire  conglomerates 
rather  than  cut  hundreds  of  small  sales. 
The  new  owners  would  be  free  to  carve 
up  the  conglomerates  as  they  see  fit. 

Some  of  Indonesia's  biggest  groups 
are  next  on  the  block.  The  Kiani  Wirud- 
ha  group  consists  of  30  companies  seized 
from  Hasan,  including  a  modern  pulp 


and  paper  mill.  Another,  the  10 
pany  Holdiko  Perkasa  group,  was 
owned  by  Suharto  friend  Liem  Sil 
ong  and  includes  a  television  stati 
palm-oil  plantations,  and  seven  t! 
companies.  To  sell  a  30%  stake  in 
Central  Asia,  a  former  venture  be 
Liem  and  two  Suharto  children 
plans  a  global  road  show  in  April 
sells  bca,  regarded  as  the  cou 
most  modern  bank,  ibra  may  try 
to  unload  Bank  Bali. 

But  before  it  could  do  anything, 
had  to  prove  it  could  at  least  cl 
deal  on  Astra,  A  consortium  led  by 
bridge  Capital  had  earlier  tiied  t 
Astra  but  was  thwarted  after  A 
management  prevented  the  Ame 
from  examining  the  books.  The  g( 
ment  then  opened  Astra's  sale  to 
tender,  and  the  Cycle  &  Carriag 
group  won.  The  Singapore-based 
headed  by  Philip  Eng  and  controlle 
Jardine  Strategic  r 
ings  Ltd.  of  Hong  K 
distributes  Mercedes-! 
sedans  in  Asia.  "Jar 
has  had  its  eye  on  A 
for  10  years, 
Neville  Venter,  Cycl 
Carriage's  group  fin; 
director.  Cycle  &  Carr 
Managing  Director  PI 
Eng  wants  Astra's  d( 
nant  position  in  the 
donesian  car  market 
cause  it  will  soon  foi 
its  $10  million  distribu 
business  to  Daim 
Chrysler.  Indonesian 
sales  are  expected 
jump  at  least  50% 
year  from  just  90 
units  in  1999.  But  au 
part  and  truck  assem 
operations  that  have  lost  money  sii 
Indonesia  lowered  import  tariffs  last  y 
are  likely  to  be  sold.  "Some  of  our  pr< 
ucts  will  have  to  go,"  says  Astra  Sen 
Vice-President  Ridwan  Gunawan. 

If  only  there  were  more  compan 
like  Astra  for  sale.  Unfortunately,  t 
job  only  gets  tougher.  Indonesia's  seiz 
banks  may  remain  unattractive  to  bv 
ers  as  long  as  the  country's  bankrupt 
judges  consistently  fail  to  rule  again 
well-connected  debtors.  The  IMF,  sa 
ing  that  reforms  have  been  too  slow, 
refusing  to  disburse  a  $400  million  los 
to  the  government. 

Indonesia  still  faces  a  long  journ 
before  it  emerges  from  the  tunnel.  Bi 
it  now  seems  to  have  a  managemei 
team  willing  to  get  started. 

By  Michael  Sfiari  in  Jakarta,  \ 
Sfieri  Prasso  in  Los  Angeles 
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2000  Race  Schedule 

May  10 NewYorkCity#l (212)423-2248 

May25 Albany,  NY (518)435-4500 

Junel Rochester,  NY (716)624-8245 

lune  7 Boston,  MA (617)439-7700 

lune  14 Frankfurt,  Germany. . .  (011-49)  69  68  60  7026 

|une21 New  York  City  #2 (212)423-2248 

lune  22 '....  Buffalo,  NY (716)816-RACE 

|ulyl2&13 London,  England (011-44)171-620-4117 

July  18 Stamford,  Q (914)682-0637 

July  20 Morristown,N| (973)898-9386 

July  25 Long  Island,  NY (516)  349-7649 

July  26 New  York  City  #3 (212)  423-2248 

Augustl Syracuse,  NY (315)446-6285 

August  3 Chicago,  IL (773)  777-9000 

August  9 San  Francisco,  CA (415)  586-8508 

August  15 Paramus,  N| (973)  898-9386 

September  28  . . .  Atlanta,  GA* (404)  255-1033, xlO 

October  7 Championship  NYC (212)  423-2248 

November  15 ... .  Sydney,  Australia TBD 

Check  for  updates  at  www.chase.com 

•  Licensing  Ag teement.  Dales  are  subject  lo  change 


t's  a  lot  like  the  real  world. 

No  one  is  thinking  second  place. 
Break  away  with  the  right 
relationship  from  Chase. 


THE   CHASE   CORPORATE   CHALLENGE®  SERIES 

Last  year  more  than  192,000  men  and  women 

representing  nearly  6,500  companies  competed  in 

the  23rd  running  of  the  3.5  mile  Chase  Corporate 

Challenge'  road  racing  series. 

This  year,  runners  from  businesses  of  every  size, 

from  all  over  the  world,  will  again  compete  in 

men's,  women's  and  coed  divisions,  representing 

their  companies  proudly. 

For  entry  information  call  the  number  in  your  city 

or  visit  www.chase.com. 


fl  CHASE 


THE     RIGHT    RELATIONSHIP     IS     EVERYTHING" 


BusinessWeek 


jBfcej&to  JJork  grmejei  SAUCONY 

TlFFANY&CO. 


AmericanAirlines 


>000  The  Chase  Manhattan  Corporation.  "Corporate  Challenge"  is  a  registered  trademark  of  The  Chase  Manhattan  Corporation. 


Supply-chain  strategies  for  a  customer-driven  e 


SMART  ENTERPRISE: 

INTEGRATING  SUPPLY  AND  DEMAND  CHAINS 

MAY  17, 2000  ■  GRAND  HYATT  ATLANTA  IN  BUCKHEAD  ■  ATLANTA,  QA 


In  the  new  economy,  customers  call  the  shots,  and  getting  close  to  them 
requires  revolutionary  supply  chain  strategies.  The  goal  is  a  smart  enterprise  - 
one  that  combines  supply  and  demand-chain  technologies  with  innovative 
business-model  design  to  integrate  product  development,  manufacturing,  sales 

and  distribution  seamlessly. 


SERIES 


Mark  T.  Hogan 

group  vice-president, 

General  Motors  Corporation; 

president,  e-GM 


David  C.  Peterschmidt 

president,  chairman  of 

the  board  &  CEO, 

Inktomi  Corporation 


Joseph  J.  Kennedy 

president  &  COO, 

E-Loan,  Inc. 


David  P.  Perry 

president,  CEO 

&  co-founder, 

Chemdex  Corporation 


Mark  A.  Rhoney 
president,  eVentures, 
United  Parcel  Service 


A.R.  Mullinax 
senior  vice-president  & 
chief  eBusiness  officer, 
Duke  Energy  Corporation 


Business  Week's  Smart  Enterprise,  a  Digital  Economy 
Conference,  will  explore  the  ground-breaking  business  models 
and  technological  tools  for  achieving  that  goal.  On  May  17th, 
you'll  meet  the  leaders  who  are  already  anticipating  and 
delivering  to  customer  demands.  Strategize  with  industry 
visionaries,  including: 

■  George  T.  Shaheen,  president  and  CEO,  Webvan  Group,  Inc. 

■  Ronald  L.  Dick,  section  chief,  computer  investigation  and 
operations,  National  Infrastructure  Protection  Center,  FBI 

■  David  Allen,  vice-president,  worldwide  operations,  Dell 
Computer  Corporation 

■  Mack  D.  Murrell,  global  director,  Customer  Interface 
Initiative,  The  Dow  Chemical  Company 

■  Mark  Schar,  vice-president,  Global  iVentures, 
The  Procter  &  Gamble  Company 

In  order  to  guarantee  personal  interaction,  and  ensure  that 
this  is  a  valuable  experience  for  each  executive,  reservations 
are  extremely  limited.  To  reserve  your  place  today  at  this  unique, 
hands-on  conference  for  top-level  executives: 

Go  to:  www.conferences.businessweek.com/ 

2000/enterprise 
e-mail:  smart_enterprise@businessweek.com 
phone:  1-888-239-6878 
fax  on  demand:  1-888-239-6878,  document  #160 
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A  Division  of  The  McGraw-Hill  Companies 
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Get  A  PGA  Professional 
With  Every  Order. 
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:e  delivered  straight  from 
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ESSAY 


By  Paul  Raeburn 


\ 


A  PASSION  FOR  NATURE  AS  GREAT  AS  THOREAU'S 


i  July,  1909,  a  22-year-old  U.  S.  Forest  Service  recruit 
stepped  off  a  train  in  the  Arizona  Territory  bound  for 
lis  first  assignment.  A  cocksure  graduate  of  what  was 
•n  called  the  Yale  Forest  School,  he  soon  found  himself 
ding  a  team  of  veteran  lumbermen  through  the  moun- 
nsona  reconnaissance  mission.  Eager  and  a  little  fool- 
*dy,  he  made  surveying 
stakes  and  ignored  the 
nbermen's  advice.  He 
an  insisted  that  they  cook 
thout  a  stove  and  eat  on 
i  ground — because  that 
is  more  natural.  When 
3  work  was  done,  and 
2  lumbermen  wandered 
I  to  grumble  about  the 
w  kid,  Aldo  Leopold 
k  time  to  write. 
Leopold,  who  died  in 
49,  wrote  all  his  life, 
iving  a  record  of  the 
iansformation  of  an  un- 
;dged  young  forester 
to  a  passionate  conser- 
itionist.  His  crowning 
ork  is  A  Sajid  County 
Imanac,  published  50 
ears  ago,  after  his 
?ath.  It  is  one  of  the 
tost  influential  and  im- 
artant  pieces  of  nature 
riting  since  Thoreau's 
/alden — and  one,  of 
le  few  to  approach 
'horeau  in  originality 
nd  literary  value.  Envi- 
onmentalists  consider  it 
bible:  It  played  a  ma- 
or  role  in  shaping  the 
American  environmen-      » i^^^^^^ 
al  movement  in  the 

960s.  And  it  is  required  reading  for  anyone  who  wants  to 
inderstand  the  movement's  intellectual  foundation. 
•OETS  HEART.  In  recognition  of  the  50th  anniversary  of 
he  publication  of  A  Sand  County  Almanac,  two  new 
Leopold  books  have  recently  been  published.  Island 
^ress  published  a  compilation  of  Leopold's  unpublished 
ind  uncollected  work,  For  the  Health  of  the  Land,  edited 
jy  J.  Baird  Callicott  and  Eric  T.  Freyfogle.  And  the  Uni- 
versity of  Wisconsin  Press  has  issued  The  Essential  Aldo 
Leopold,  a  collection  of  Leopold  quotations  and  commen- 
taries edited  by  Curt  Meine  and  Richard  L.  Knight.  For 
readers  new  to  Leopold,  the  books  provide  a  good  intro- 
duction to  the  kind  of  thinking  that  went  into  A  Sand 
County  Almanac. 

When  A  Sand  County  Almanac  appeared,  in  the  fall 
of  1949,  The  New  York  Times  Book  Review  called 
Leopold  "a  philosopher  and  poet  at  heart."  It  described 


the  book  as  "full  of  beauty  and  vigor  and  bite."  The  book 
didn't  become  widely  known,  however,  until  the  1960s, 
when  the  environmental  movement  latched  on  to  it  as  a 
sort  of  founding  document.  "Many  people  were  affected 
by  his  book,  not  just  because  he  had  ideas  that  were 
translated  into  the  beginnings  and  bases  of  the  environ- 
mental movement,  but  because  they  were  attracted  to 

his  writing — which  I 
was,"  says  the  New 
Yorker  writer  John  A. 
McPhee. 

William  Least  Heat- 
Moon,  the  author  of  the 
classic  travel  book  Blue 
Highways,  keeps  a  first 
edition  of  A  Sand  Coun- 
ty Almanac  on  his  "shelf 
of  honor,"  with  Thoreau, 
Ralph  Waldo  Emerson, 
and  Rachel  Carson's 
Silent  Spring.  "He  needs 
a  far  wider  audience  than 
he  has,"  Heat-Moon  says. 
"I  see  him  and  Rachel 
Carson  as  souls  in  the 
same  boat.  He  paved  the 
way  for  Silent  Spring." 
The  naturalist  and  author 
Terry  Tempest  Williams 
calls.  Leopold  "an  American 
writer  with  deeply  Ameri- 
can ideas  of  a  bedrock 
democracy  born  out  of  the 
land,"  who  "deserves  a 
rereading  by  Americans, 
now  more  than  ever." 

The  capstone  of  A  Sand 
County  Almanac  is  an  essay 
called  The  Land  Ethic,  a 
mere  25  pages  in  the  paper- 
back edition.  In  those  pages, 
Leopold  proposed  the  notion 


A I  DO  LEOPOLD 

For  the  Health 
of  the  Land 


LEOPOLD:  He 

writes  of  the 
environment 
with  iyicantatory 
power 


that  the  land — 
all  of  it,  with  its 
plants  and  ani- 
mals and  human 
inhabitants — 
ought  to  be 
thought  of  as  one  community.  And 
we  ought  to  treat  other  members 
of  the  community  with  all  the  care 
and  tenderness  we  show  toward 
each  other.  "We  abuse  land  because 
we  regard  it  as  a  commodity."  he 
wrote.  "When  we  see  land  as  a  community  to  which  we 
belong,  we  may  begin  to  use  it  with  love  and  resp 

It's  a  radical  idea.  Under  the  terms  of  Leopold's  ethic, 
land  no  longer  has  a  price  tag.  "The  existence  ol'  ohl:. 
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tions  over  and  above  self-interest  is  taken  for  granted  in 
such  rural  community  enterprises  as  the  betterment  of 
roads,  schools,  churches,  and  baseball  teams,"  Leopold 
wrote.  But  "land-use  ethics  are  still  governed  wholly  by 
economic  self-interest,  just  as  social  ethics  were  a  century 
ago."  The  problem,  he  continued,  is  that  "most  members 
of  the  land  community  have  no  economic  value."  Trees 
might  have  economic  value,  but  the  rest  of  the  greenery 
in  a  forest,  the  animals  and  even  the  microbes  in  the  soil, 
have  none.  Yet  all  are  members  of  the  land  community. 
The  environmental  historian  Donald  Worster  calls  this 
"the  single  most  important  new  idea  about  land  we  have 
had  since  we  created  the  institution  of  private  property." 

Like  Walden,  A  Sand 
Comity  Almanac  proceeds 
by  following  the  seasons. 
Leopold's  Walden  Pond  was 
a  depleted  farm  he  bought 
for  himself  and  his  family  in 
central  Wisconsin's  sand 
country  (there  is  no  Sand 
County).  Like  Thoreau,  he 
assembled  his  larger  themes 
from  the  small  things  he  ob- 
served doing  chores  and 
making  his  daily  rounds. 
The  language  is  plain  and 
the  images  are  grounded  in 
the  soil,  the  trees,  and  the 
flash  of  a  bird's  wing  or  a 
deer's  tail.  But  the  incanta- 
tory  power  of  Leopold's 
prose  is  undeniable. 

When  Leopold  has  to  fell 
a  venerable  oak  after  it  is 
struck  by  lightning,  he  uses 
the  event  to  tell  the  history 
of  the  farm  and  of  Wisconsin, 
as  the  saw  cuts  into  the  tree 
rings  and  back  in  time.  "It 
took  only  a  few  pulls  of  the 
saw  to  transect  the  few 
years  of  our  ownership,  dur- 
ing which  we  had  learned  to 
love  and  cherish  this  farm," 
he  writes.  "Abruptly  we  be- 
gan to  cut  the  years  of  our 
predecessor  the  bootlegger, 
who  hated  this  farm,  skinned 
it  of  residual  fertility,  burned 
its  farmhouse . . .  and  then 

disappeared Yet  the  oak 

had  laid  down  good  wood  for 
him;  his  sawdust  was  as  fra- 
grant, as  sound,  and  as  pink 
as  our  own." 

EVENTIDE.  Leopold  describes 
a  morning  so  fresh  that  "a 
hundred  whitethroats  had 
forgotten  it  would  ever  again 
be  anything  but  sweet  and 
cool."  He  tells  of  the  crepus- 
cular dance  of  the  male  wood- 
cock, who  "flutters  skyward 
in  a  series  of  wide  spirals, 


GILA  WILDERNESS:  Leopold  fought  to  protect  it 

11  To  those  de 
a  blank  place  on  the  map  is  a 
useless  waste;  to  others,  the 
most  valuable  part." 

"  We  reached  the  old  wolf  in  time 

to  watch  a  fierce  green  fire  dying 

in  her  eyes.  I  realized  then,  and 

have  known  ever  since,  that  there 

was  something  new  to  me  in 

those  eyes..." 

"A  thing  is  right  when  it  tends  to 

preserve  the  integrity,  stability,  and 

beauty  of  the  biotic  community.  It 

is  wrong  when  it  tends  otherwise" 

-from  A  Sand  County  Almanac 


emitting  a  musical  twitter,"  until,  "without  warning,  hq 
tumbles  like  a  crippled  plane." 

Leopold's  interest  in  nature  appeared  early.  When 
was  11,  he  counted  13  wrens'  nests  in  his  yard  in  Iov 
noted  that  120  wrens  hatched,  and  listed  39  species 
had  identified,  according  to  Curt  Meine,  one  of  the  edl 
tors  of  The  Essential  Aldo  Leopold  and  the  author  of  j 
Aldo  Leopold:  His  Life  and  Work. 

After  graduating  from  Yale  and  joining  the  Forest 
Service,  Leopold  pursued  his  professional  duties  and 
writing  and  became  an  environmental  activist.  Recogn| 
ing  that  road  building  was  a  threat  to  the  national 
forests,  he  fought  for  the  establishment  in  1924  of  the  | 

Gila  Wilderness  Area  in 
Mexico,  the  first  designate 
of  a  roadless  wilderness. 
There  should  be  "some  log 
cal  reconciliation  between 
getting  back  to  nature  and 
preserving  a  little  nature  t< 
get  back  to,"  he  said.  To  pi 
sue  that  aim,  Leopold  join 
others  in  1935  to  establish 
The  Wilderness  Society, 
which  remains  dedicated  to 
preservation  of  wild  lands. 
ALL  BEAUTY.  In  1933, 
Leopold  was  appointed  pro 
fessor  of  game  management 
at  the  University  of  Wiscon 
sin,  where  he  helped  estab- 
lish wildlife  management  as 
science.  Two  years  later,  he 
bought  the  sand  county  fa: 
There,  in  "the  shack,"  as  r 
called  the  farm's  converted 
chicken  coop,  he  began  wor' 
on  A  Sand  County  Almana 
When  Leopold  finished  th 
book  in  1948,  the  first  few 
publishers  who  saw  it  reject 
ed  it.  In  early  April,  Oxford 
University  Press  decided  to 
publish  the  book  in  the  fall  o 
1949.  When  it  was  reprinted 
in  paperback  in  the  1960s,  it 
went  on  to  sell  more  than  a 
million  copies. 

Leopold  did  not  live  to  see 
the  book's  publication.  On 
Apr.  21,  1948,  at  10:30  in  the 
morning,  he  was  at  the  shack 
when  he  spotted  smoke  in 
the  direction  of  a  neighbor's 
farm.  A  fire  was  moving  to- 
ward Leopold's  pines.  He 
sent  his  daughter  fsor  help 
and  joined  other  neighbors 
fighting  the  fire.  Later  that 
morning,  Leopold,  separated 
from  the  group,  suffered  a 
fatal  heart  attack.  He  fell, 
and  his  body  lay  on  the  land 
as  the  fire  swept  lightly  over 
him. 
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JEER  GRAND  CHEROKEE 

The  leader  in  four-wheel  drive  technology  pre- 
sents its  latest  benchmark.  Jeep  Grand  Cherokee 
Limited.  And  once  again,  the  rest  of  the  SUV  world 
is  challenged  to  keep  up  the  pace. 

Combining  Vari-Lok"  axles  and  Quadra-Trac  II™ 
four-wheel  drive,  the  available  Quadra-Drive'" 
system  operates  at  maximum  capability  all  the 
time.  Power  comes  from  an  available  4.7  litre  V8. 

Grand  Cherokee  sets  high  standards  in 
ivlinement  too.  The  Infrared  Dual  Zone  Climate 


Control  uses  infrared  technology  to  regulate  cabin 
temperature.  Thirteen  programmable  features  give 
you  ultimate  set-it-and-forget-it  convenience. 
Exceptional  stopping  ability  and  next  generation 
air  bags*  add  to  your  overall  sense  of  well-being. 
If  you  want  the  latest  in  SUV  technology 
look  to  the  leader.  Jeep  Grand  Cherokee.  Call 
1-800-925-JEEP  or  visit  us  at  www.jeep.com. 


Jeep 


Theres    Only   One 


'Always  use  s<-.u  belts  Remember  .1  backscai  is  the  safest  place  for  children.  Jeep  is  a  registered  trademark  of  DaimlerC  I 
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H&R  BLOCK  GETS 

ALL  SNARLED  UP  IN  THE  WEB 

The  tax-return  specialist  is  betting  big  on  the  Net,  but  so  far  is  finding  only  problems 


It  was  Valentine's  Day  when  Mark  A. 
Ernst,  president  of  H&R  Block  Inc., 
the  nation's  best-known  name  in  tax 
preparation,  experienced  Internet  heart- 
break. One  of  the  company  vice-presi- 
dents brought  him  the  news:  Block's 
month-old  Web-based  tax  service  was 
going  through  a  horrifying  glitch.  Con- 
sumers were  calling  in,  saying  they 
could  see  one  another's  tax  info.  It  was, 
Ernst  says,  "our  worst-case  scenario." 

The  problem,  which  took  a  week  to 
fix,  is  emblematic  of  the  kind  of  Internet 
debut  Block  is  having.  While  Block,  with 
revenues  last  year  of  $1.5  billion,  domi- 
nates the  traditional  tax-preparation 
market,  filling  out  one  of  every  seven 
tax  returns  in  1999,  it  has  had  a  bumpy 
ride  on  the  Net.  In  its  first  10  weeks,  it 
has  been  plagued  by  site  outages,  soft- 
ware bugs,  and  the  knowledge  that  Net- 
born  rival  Intuit  Inc.  has  a  year's  head 
start  and  an  estimated  three-quar- 
ters of  the    market.  All  this  before 
the  real  crunch  of  last-minute  tax 
filers  hits  in  earnest. 

Like  other  traditional  compa- 
nies trying  to  make  it  in  the 
New  Economy,   Block  feels 
pressure    to    take    its 
brand  online.  For  one 
thing,  consumers  are  demanding 
it.  Online  filing  is  surging.  While 
around  400,000  people  filed  then- 
taxes  on  the  Internet  in  1999, 
Forrester  Research  Inc.  ex- 
pects the  number  to  reach 
1.25    million 


this  year,  or  1%  of  all  returns  filed.  Ex- 
perts say  Block  puts  its  position  as  the 
leader  in  tax  preparation  at  risk  if  it 
doesn't  get  its  Net  strategy  right.  What's 
more,  Block  is  depending  on  its  Web  tax 
service  to  lure  new  customers  to  its 
broad  array  of  Net-based  financial 
services.  Block  is  hoping  that  online  tax 
filing  will  convince  consumers  to  look 
at  the  expanded  H&R  Block 
Web  site,  which  offers  such 
new  products  as 
mortgage  ser- 
vices and  on-^ 
line  stock 
trading. 


service, 
launched  in  Jan- 
uary, is  based  on 
TaxCut,  its  five-year-old 
do-it-yourself  software  prod- 
uct. To  promote  the  Web  site, 
Block  partnered  with  14  Web  portals 
including  Yahoo!  and  the  Microsoft  Net- 
work. And  it  incorporated  the  site, 
hrblock.com,  into  its  seasonal  televi- 
sion advertising.  Consumers  log  on 
from  their  own  computers,  and  ser- 


One  user  found  Block's 
Web  site  "incredibly 
slow  and  not  equipped 
for  my  state  returns" 


vices  are  billed  by  credit  care 
pricing  structure  of  $9.95  for 
federal  return  and  $4.95  for  a  stl 
similar  to  Intuit's.  But  Block  custl 
who  want  a  refund  right  away  cs 
pay  an  extra  $19.95  to  secure  a 
anticipation  loan  for  up  to  $£ 
Taxpayers  are  clicking 
steady  rate.  Block  won't 
usage  figures  until  aftJ 
Apr.  17  filing  deadlinl 
Media  Metrix  reports^ 
hrblock.com 
323,000  visitors  during 
uary  alone.  February"! 
itors  to  hrblock.com  to 
650,000.  "For  Block's  | 
year  in  this  market, 
seem  to  be  pulling 
pressive  numbers,"  saj 
Data  Internet  analyst  Ca 
Meierhoefer. 

But    leader    Intv 
hardly  sweating.  Its 
oTax  Web  site  drew  more 
1  million  visitors  in  January, 
more  than  2  million  in  February, 
know  we  have  a  good  product  and  a  I 
al  following.  Block's  a  good  company  | 
we're  confident  we'll  be  successful," 
Elizabeth  Dougherty,  product  mans 
for  Intuit's  TurboTax  for  the  Web. 
USER  WOES.  Block's  network  of 
chisees,  which  was  initially  wary  c 
development  of  an  online  service 
fear  it  would  cannibalize  their  busint 
es,  now  feel  less  threatened.  "In 
ways,  [the  Web]  has  generated  businJ 
for  us,"  says  David  Walls,  owner  of  | 
H&R  Block  franchise  in  Dover, 
"We've  had  people  start  their  forms 
ing  the  Web  or  software  and  get  sti 
and  then  come  to  us  for  help." 

That,   however,   doesn't  say   mul 
about  the  site's  user  friendliness.  EvJ 
experienced  Net-heads  found  Bloc! 
site  troublesome.  Leigh  Palmer,  a 
tail  office  manager  in  Lincoln,  Neb., 
filed  her  taxes  online  for  several  yes 
This  year,  she  decided  to  try  Block.  I 
"it  was  incredibly  slow  and  it  was 
equipped  to  handle  my  state  returns] 
she  says.  Then  came  the  glitches: 
surge  of  traffic  on  Feb.  1  shut  do\ 
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One  awkward  moment  with  my 
doctor  ended  two  awkward  years 
vith  my  wif~  m0m    — 
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— VIAGRA  has  shown  improvement 
in  erectile  function  in  4  out  of  5 
men  compared  with  I  out  of  4  for 
sugar  tablets 

— More  than  17  million  prescriptions 
written  in  the  United  States* 

— Effective  and  well  tolerated 
variety  of  patients 

— More  than  6  million  men  in  the  US 
have  been  prescribed  VIAGRA 
( 1  million  were  also  taking  blood 
pressure-lowering  medication) 


ith  VIAGRA!  she  and  I  have 
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Itra  strain  of  sexual  activity.  If  you  have  chest  pains,  dizziness,  or  nausea  during  sex,  stop  and  immediately 
III  your  doctor. 

If  you're  a  man  who  uses  nitrate  drugs,  never  take  VIAGRA — your  blood  pressure  could  suddenly  drop 

an  unsafe  level.  With  VIAGRA,  the  most  common  side  effects  are  headache,  facial  flushing,  and  upset 
omach.  VIAGRA  may  also  briefly  cause  bluish  vision,  sensitivity  to  light,  or  blurred  vision.  In  the  rare  event 

an  erection  lasting  more  than  4  hours,  seek  immediate  medical  help.  Remember  to  protect  yourself  and 
)ur  partner  from  sexually  transmitted  diseases. 


tienl  summary  of  information  about 


,0-mg,  IOO-4H0)  tablets  on  the  following  page. 


■  Data  on  lile  Pti/er  Inc.  New  YorK.  NY 


sk  your  doctor  if  a  FREE  TRIAL  of  VIAGRA  is  right  for  you. 
r  more  information,  call  I -888-4VIACRA  or  visit  www.viagra.com. 
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PATIENT  SUMMARY  OF  INFORMATION  ABOUT 

VIAGRA 

(sildenafil  citrate]  . 
This  summary  contains  important  information  about 
VIAGRA*.  It  is  not  meant  lo  take  the  place  ol  your  doctor's 
instructions  Read  this  information  carefully  before  you  start  taking 
VIAGRA  Ask  your  doctor  or  pharmacist  if  you  do  not  understand 
any  ot  this  information  or  it  you  want  to  know  more  about  VIAGRA 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  tor  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking 
medicines  that  contain  nitrates  ol  any  kind,  at  any  time. 
This  includes  nitroglycerin.  If  you  take  VIAGRA  with  any 
nitrate  medicine  your  blood  pressure  could  suddenly  drop 
to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in 
men.  It  can  help  many  men  who  have  erectile  dysfunction  get  and 
keep  an  erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he 
is  sexually  excited. 

How  Sex  Affects  the  Body 
When  a  man  is  sexually  excited,  the  penis  rapidly  tills  with  more 
blood  than  usual  The  penis  then  expands  and  hardens.  This  is 
called  an  erection  After  the  man  is  done  having  sex,  this  extra  blood 
flows  out  of  the  penis  back  into  the  body  The  erection  goes  away 
If  an  erection  lasts  lor  a  long  lime  (more  than  6  hours),  it  can 
permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  il  you  ever  have  a  prolonged  erection  that  lasts  more 
than  4  hours. 

Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  till  with  enough  blood.  The  man  cannot 
have  an  erection.  This  is  called  erectile  dysfunction  it  it  becomes  a 
Irequent  problem. 

During  sex,  your  heart  works  harder  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems  Before  you 
start  any  treatment  for  erectile  dyslunction.  ask  your  doctor  il  your 
heart  is  healthy  enough  to  handle  the  extra  strain  ol  having  sex.  If 
you  have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having 
sex  and  immediately  tell  your  doctor  you  have  had  this  problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  lo  respond  lo 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  lo  cause  an  erection  After  sex  is 
over,  the  erection  goes  away. 

VIAGRA  Is  Not  lor  Everyone 

As  noted  above  ( How  Sex  Allects  the  Body),  ask  your  doctor  if 
your  heart  is  healthy  enough  tor  sexual  activity 
If  you  take  any  medicines  that  contain  nitrates-either 
regularly  or  as  needed-you  should  never  take  VIAGRA. 

If  you  lake  VIAGRA  with  any  nitrate  medicine  or  recreational  drug 
containing  nitrates,  your  blood  pressure  could  suddenly  drop 
to  an  unsafe  level.  You  could  get  dizzy,  taint,  or  even  have  a  heart 
attack  or  stroke.  Nitrates  are  found  in  many  prescription  medicines 
that  are  used  to  treat  angina  (chest  pain  due  to  heart  disease)  such 
as 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes, 
and  tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dmitrale  (tablets 
that  are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate 
or  nitrite  ("poppers").  If  you  are  not  sure  it  any  ot  your  medicines 
contain  nitrates,  or  if  you  do  not  understand  what  nitrates  are, 
ask  your  doctor  or  pharmacist 

VIAGRA  is  only  for  patients  with  erectile  dysfunction  VIAGRA  is  not 
tor  newborns,  children,  or  women.  Do  not  let  anyone  else  lake  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV-the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will 
need  to  have  a  thorough  medical  exam  to  diagnose  your  erectile 
dyslunction  and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or 
with  your  other  medicines.  Your  doctor  should  determine  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  lo  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  or  heart  attack) 


•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  delormed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  ot  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works  Tell  your 
doctor  about  any  medicines  you  are  taking  Do  not  start  or  stop 
taking  any  medicines  before  checking  with  youi  doctor  or 
pharmacist  This  includes  prescription  and  nonprescription 
medicines  or  remedies  Remember,  VIAGRA  should  never  be  used 
with  medicines  that  contain  nitrates  (see  VIAGRA  Is  Not  tor 
Everyone).  If  you  are  faking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  tor  You )  VIAGRA 
should  not  be  used  with  any  other  medical  treatments  that  cause 
erections.  These  treatments  include  pills,  medicines  that  are  injected 
or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Oose  for  You 

VIAGRA  comes  in  dilterent  doses  (25  mg,  50  mg  and  100  mg).  It 
you  do  not  get  the  results  you  expect,  talk  with  your  doctor  You 
and  your  doctor  can  determine  the  dose  that  works  best  tor  you 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes 

•  It  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 
If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney 
problems,  your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  ot 
VIAGRA  II  you  are  taking  protease  inhibitors,  such  as  for  the 
treatment  ol  HIV,  your  doclor  may  recommend  a  25  mg  dose  and 
may  limit  you  to  a  maximum  single  dose  ol  25  mg  of  VIAGRA  in  a 
48  hour  period 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  lo  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited  II  you  take  VIAGRA  after  a 
high-fat  meal  (such  as  a  cheeseburger  and  trench  fries),  the 
medicine  may  take  a  little  longer  to  start  working.  VIAGRA  can  help 
you  get  an  erection  when  you  are  sexually  excited.  You  will  not  get 
an  erection  just  by  taking  the  pill. 

Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These 
effects  are  usually  mild  to  moderate  and  usually  don't  last  longer 
than  a  lew  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  ot  the  face,  and  upset  stomach.  Less  common 
side  effects  that  may  occur  are  temporary  changes  in  color  vision 
(such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  lo  them),  eyes  being  more 
sensitive  to  light,  or  blurred  vision 
In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an 
erection  that  lasts  more  than  4  hours.  If  not  treated  right  away, 
permanent  damage  to  your  penis  could  occur  (see  How  Sex  Affects 
the  Body) 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA  Most,  but  not  all,  of  these 
men  had  heart  problems  before  taking  this  medicine  It  is  not 
possible  to  determine  whether  these  events  were  directly  related  to 
VIAGRA 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet  II  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  ot  children  Keep  VIAGRA  in  its 
original  container  Store  at  room  temperature,  59°-86°F  (15°-30°C). 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  fs  only  a  ■ 
summary  II  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doclor  or  pharmacist,  visit  www.viagra  com, 
orcall  1-888-4VIAGRA 
23-5515-00-4         m    „    ^  ^  .,»,,     fc    ^ , 
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the  site  for  three  days.  Eventua 
Palmer  used  the  site  to  file  her  fedJ 
return,  but  its  pokiness  was  aggra\| 
ing,  she  says. 
THE  REAL  TEST.  For  Block,  there's  al 
more  at  stake  than  losing  once-a-yj 
tax-time  customers.  Hooking  new 
tomers  with  the  tax  service,  then  sell 
them  on  an  array  of  new  products^ 
key  to  Block's  Internet  strategy. 
Smart  Vest  offers  online  trading,  real-tij 
quotes,  stock  and  mutual-funds  researl 
and  online  planning  tools  for  building 
portfolio  or  planning  for  retirement. 

ROADBLOCKS 

hrbbck.com  has  a  host  of  obstacles  j 
overcome 

SITE  SNAFUS  Outages  and  privacy! 
glitches  have  plagued  the  Web  site,  j 


STIFF  COMPETITION  Intuit  al- 
ready has  a  healthy  head  start — 
and  an  estimated  80%  of  the  on- 
line tax-preparation  market. 


CRUNCH  TIME  The  worst  of  the  on 
line  tax-prep  traffic  is  yet  to  come. 

site's  mortgage  center  offers  rates,  in 
formation,  applications,  and  lending. 

But  the  marketplace  for  such  onlim 
financial  services  is  already  crowded.  Ant 
what  is  worse,  a  bad  online  tax  experi 
ence  may  turn  folks  away  from'  even  try 
ing  any  of  the  new  products.  Especially 
worrisome:  The  Valentine's  Day  breach  ol 
privacy  protections.  "People  have  to  be 
lieve  [Block]  has  the  expertise  to  handle 
all  of  their  financial  dealings  and  transac 
tions  and  trust  that  it  will  handle  their  in 
formation  with  care,"  says  Elliot  Etten 
berg,  CEO  at  Customer  Strategies 
Worldwide,  a  marketing  consulting  firm. 
"When  you  get  a  breach  of  trust,"  he 
adds,  "all  of  your  online  businesses  are 
going  to  suffer." 

The  real  success  or  failure  of 
hrblock.com  debut  won't  be  known  until 
after  April  17.  It's  no  secret  that  most 
Americans — Net  users  included — like  to 
wait  untO  the  last  minute  before  filing 
their  tax  returns.  Will  the  Block  site 
come  out  a  winner?  Ernst  says  Block 
has  added  computing  power  to  handle  as 
many  as  30,000  simultaneous  users. 
That's  impressive.  But  the  site's  collec- 
tion of  snafus  is  equally  impressive.  "If 
Block  goes  down  again,  it  could  be  cat- 
astrophic," says  Jupiter  Communications 
Inc.  analyst  Robert  Sterling.  And  it 
would  be  the  latest  heartbreak  for  Block 
executives  eager  to  make  it  in  the  on- 
line world. 

By  Darnell  Little  in  Chicago 
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IPS  MADE  IN  THE  USA 


And  not  only  do  we  offer  the  Made  in  the  USA  advantage,  we  also  offer  a  perfect 
climate  for  your  business: 

►  Effective  tax  rate  as  low  as  2%  and  a  maximum  of  7% 

►  Highly  educated,  bilingual,  available  workforce  and  managers 

►  Advanced  infrastructure,  rivaling  that  of  any  other  U.S.  jurisdiction 

►  Full  expensing  of  investment  in  machinery  &  equipment 

►  Fastest  permitting  process  in  the  United  States 

►  Beautiful  climate  all  year  round  and  enviable  quality  of  life 

Call  your  perfect  business  partner,  the  Puerto  Rico  Industrial  Development  Company, 
today.  We  will  prove  that  Puerto  Rico  really  means  business! 


)CO 


hi       kT  _ 

GOVERNMENT  OF  PUERTO  RICO 

Puerto  Rico  Industrial  Development  Company 

www.pridco.com  1-888-5-PRIDCO 
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LIMIT  VS. 

MARKET  ORDERS, 

A  GLOBAL  FUND, 

WHEN  TO  SELL 


What  you  don't  know  about 
limit  orders  could  cost  you 

BY  MIKE  McNAMEE 

So  you're  ready  to  trade  some  XYZ  stock. 
How  are  you  going  to  place  the  order? 
You  have  two  basic  choices:  a  market  order 
or  a  limit  order.  Buy  or  sell  "at  the  mar- 
ket" and  you'll  get  the  price  that's  available 
when  your  order  hits  the  bourse.  But  with 
volatile  stocks  in  thin  markets — such  as 
many  of  today's  tech  issues — that  can  be  a  risky 
proposition.  A  limit  order  limits  your  risk  by  let- 
ting you  name  your  own  price  for  a  stock.  No 
less  an  authority  than  Securities  &  Exchange 
Commission  Chairman  Arthur  Levitt  thinks  limit 
orders,  which  now  make  up  two-thirds  of  orders 
on  the  New  York  Stock  Exchange,  are  the  small 
investor's  best  friend. 

Are  you  missing  out  on  some- 
thing if  you're  not  using  limit 
orders  in  your  trading?  Yes. 
Limit  orders  can  help  you  squeeze  every  penny 
out  of  an  order,  especially  when  a  stock's 
spread — the  gap  between  dealers'  buy  and  sell 
prices — is  wide. 

Take  the  slow-moving  shares  of  Federal  Screw 
Works,  an  auto-industry  supplier  that  George- 
town University  finance  professor  James  Angel 
likes  to  cite  to  his  students.  Dealers  who  make  a 
market  in  this  issue  were  recently  bidding  $40  to 
buy  shares  but  asking  $42  to  sell  to  you.  That  $2 
is  an  exceptionally  wide  spread,  compared  with 
the  6.25(?  spread  for,  say,  Microsoft.  It  means 
that  an  investor  who  buys  Federal  Screw  Works 
at  the  market  won't  see  a  profit  unless  the  stock 
climbs  more  than  5%.  But  you  don't  have  to  put 
in  a  market  order.  Instead,  says  Angel,  you  could 
place  a  limit  order  "inside  the  spread"  at,  say, 


Trading 


$41  a  share,  "just  to  see  if  anyone  out  there 
will  give  you  a  break." 

You  don't  need  a  $2  spread  to  profit  from  lim- 
it orders,  though.  You  might  catch  a  price  break 
any  time  the  spread  is  more  than  your  target 
stock's  "tick,"  or  smallest  price  move  allowed. 
For  most  stocks,  that  means  you  should  consider 
a  limit  order  when  the  spread  is  one-eighth 
(12.5(2)  or  more — like,  say,  Intuit,  quoted  recent- 
ly at  $51.06  bid,  $51.19  ask. 

Limit  orders  run  a  risk,  too:  Roughly  40%  of 
them  never  get  filled.  "Limit  orders  guarantee 
you  a  price,  but  they  don't  guarantee  that  your 
trade  will  get  executed,"  warns  John  Mullin, 
president  of  Datek  Online  Brokerage  Services. 
Set  a  limit  order  to  buy  at  too  low  a  price  and 
you  might  miss  the  chance  to  ride  a  stock's 
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«B,  Even  worse,  put  too  high  ;i  price  on  a 
sell  order  and  you  might  get  stuck  with  a 
tock  that's  tumbling.  In  those  cases,  a 
narket  order  might  be  better.  With  a 
market  order,  you  can't  be  sure  of 
the  price,  but  you're  assured  that 
your  order  will  be  filled. 
Datek's  active  traders,  who  want 
to  exploit  every  16th  of  a  point,  are 
heavy  users  of  limit  orders.  Tradition- 
al brokers  catering  to  buy-and-hold 
investors  handle  fewer  limit  or- 
ders. That's  fine  with  them, 
because  an  unfilled  limit  or- 
der doesn't  pay  a  commis- 
sion. "A  market  order  rings 
the  broker's  cash  register  im- 
mediately, but  a  limit  order  may 
just  sit  there,"  says  Steve  Bradley,  a 
former  Salomon  Smith  Barney  execu- 
tive who  is  co-author,  with  Richard  J. 
'eweles,  of  The  Stock  Market  (John  Wiley  & 
ons,  $39.95).  For  that  reason,  brokers  used  to 
large  more  for  limit  orders.  But  now,  major 
lline  brokers  such  as  Datek,  Charles  Schwab, 
id  E*Trade  no  longer  surcharge  limit  orders. 
.Yaditional  brokers  increasingly  use  flat-rate  or 
percentage-of-assets  fees  that  treat  limit 
and  market  orders  the  same. 
Limit  orders  involve  one  extra  wTinkle: 
fou  have  to  set  a  deadline  for  filling  the  order, 
ost  investors  use  day  orders,  which  expire  at 
traditional  4  p.m.  (ET)  market  close.  If  you 
cify  "good  till  cancelled,"  most  brokers  will 
ry  the  order  for  60  days.  One  especially  useful 
m  of  good-till-cancelled  order  is  the  "stop- 
s'' order,  which  instructs  your  broker  to  sell 
ires  you  own  if  the  price  falls  to  a  level  you 
?cify.  With  any  open-ended  order,  you've  got  to 
i>nitor  the  market  to  be  sure  the  price  you've 
:  reflects  up-to-date  conditions. 
'When  should  you  use  a  limit  order?  That  de- 
nds  on  everything  from  your  time  horizon  for 
e  investment  to  the  market  where  the  stock 
ades.  Here's  what  the  experts  advise: 

■  investor  vs.  trader:  If  you're  buying  a 
mpany  you'll  want  to  own  for  the  next  decade, 
iths  don't  matter.  Place  a  market  order.  But  if 

.  >u're  just  hoping  to  catch  a  $2  move  over  the 
I-Xt  few  days,  a  limit  order  that  squeezes  a  few 
Bpnts  out  of  the  spread  could  boost  your  profit  by 
'  significant  amount. 

■  MUST-HAVE  stocks:  Say  your  target  stock  is 
?lling  for  $50.  You're  convinced  that  it's  about  to 
o  to  $60.  If  you  try  to  grab  shares  on  the 
leap,  with,  say,  a  $49.93  limit  order,  your  order 
;iay  never  be  filled — and  you'll  miss  out  on  the 
ig  move.  "If  the  stock  is  about  to  run  away 
*om  you,  place  a  market  order  so  you're  sure  to 
e  on  board,"  says  Angel.  That  advice  goes  dou- 
le  for  unloading  a  stock  that  you  suspect  is 
ioised  to  fall:  If  you're  like  most  people,  you 
eel  much  worse  about  actual  losses  than  you 
lo  about  mere  missed  opportunities. 

■  UNRULY  markets:  A  limit  order  guarantees 
hat  you  won't  pay  $40  for  a  stock  you  thought 
rou  would  get  for  $15.  That  can  happen  when 

l/ou're  trying  to  buy  shares  in  the  market  in  a 
•ompany  that  just  had  an  initial  public  offering. 


there 


Those   stocks  can   double   or   triple   "ii    the   to    I 

day  of  trading  bul  usually  I"  e  mo  I  of  their 

gains  in  the  next   week.  Schwab,  the  biggesl   on 

line  broker,  requires  its  customei    to  u  e  limil  "i 

ders  for  ll-o  shares  so  they  won't  gel  ;i  rude 
price  shock.  Overnight  orders  to  be  filled  when 
the  market  opens  also  should  he  limit  orders. 
Trading,  especially  in  Nasdaq,  can  be  crazy  at  the 
opening.  "This  morning's  price  can  be  a  long 
way  from  yesterday's  close,"  says  Bradley. 

■  THIN  vs.  thick:  If  your  order  will  buy  up  a 
major  chunk  of  the  day's  trading  in  your  target 
stock,  you'll  want  to  consider  a  limit  order.  In 
thinly  traded  Nasdaq  stocks,  compare  your  order 
to  the  market  makers'  "size" — the  number  of 
shares  brokers  are  quoting  at  the  best  ask  price. 
If  you  want  1,000  shares  and  they're  offering 
only  100,  a  market  order  will  net  you  the  best 
price  on  just  100  shares.  The  price  is  likely  to 
tick  higher  for  every  extra  100  shares  you  get. 

How  can  you  gauge  the  market's  depth?  Ask 
your  broker  to  see  what  orders  are  queued  be- 
hind the  best  bid  and  offer.  For  Nasdaq  stocks, 
check  Island  ecn  (www.isld.com)  or  Archipelago 
(www.tradearca.com),  alternative  trading  sys- 
tems that  post  their  entire  order  books  online. 
They  won't  show  other  dealers'  orders,  but  they'll 
give  you  a  feel  for  the  market.  Thinly  traded 
stocks  often  have  wide  spreads — another  good 
reason  to  try  a  limit  order  inside  the  spread. 

■  which  market:  Limit  orders  get  better 
treatment  on  the  New  York  Stock  Exchange 
than  on  Nasdaq.  Specialists  on  the  NYSE  floor  are 
required  to  give  limit  orders  priority  over  their 
own  trades  at  the  same  price.  In  Nasdaq,  where 
several  dealers  make  a  market  in  the  same  stock, 
market  makers  must  honor  onlv  their  own  cus- 


One  reason 
to  add  limit 
orders  to 
your  arsenal: 
E-brokers  no 
longer  charge 
more  for  them 


What's  the  Difference? 


MARKET  ORDERS... 


LIMIT  ORDERS... 


...are  filled  at  the  price  at  the  time  ...let  you  name  your  own  price  for 

the  order  reaches  the  market  maker,  buying  or  selling  shares. 

ADVANTAGE:  ADVANTAGE: 

Your  order  is  almost  always  filled.  You  can  sometimes  get  a  better  deal 

DISADVANTAGE:  for  a  stock  or  even  move  the  market 

You  don  1  know  what  price  you'll  get,  DISADVANTAGE: 

and  a  sharp  swing  can  cost  you.  Some  40%  of  orders  never  get  filled. 

Use  Market  Orders  When:  Use  Limit  Orders  When: 

•  You're  in  for  the  long  term —  •  The  spread  between  buyers'  and 
intraday  moves  won't  have  much  sellers'  prices  is  one-eighth  (12.5c) 
impact  on  your  overall  return.  or  more-wide  enough  to  place  a 

■■■■"■■■■ " ■•■"  """""."""  limit  order  "inside  the  spread." 

•  Youre  eager  to  exploit  a  big  price  f.... 

move,  so  you'll  give  up  a  small  price  •  A  stock  actively  trades  in  a  range, 

break  to  ride  a  surge — or  avoid  a  so  you  might  catch  shares  on  a  dip. 

plunge.  •  You're  placing  an  order  when 

•  The  bid-to-offered  spread  in  tradin8  is  ^  to  be  unrury-at  the 
an  active  stock  is  just  one  "tick"  m^ket  °Pe^5. dl^.  *"  IP() ■ . 
— usually  one-sixteenth,  or  6.25C.  •  You're  trying  to  get  many  more 
(A  tick  is  the  smallest  possible  price  shares  than  the  best  dealer  is  offer- 
move  allowed  for  that  stock.)  ing,  and  the  stock  is  thinly  traded. 
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tomers'  limit  orders.  That's  an  improvement  from 
the  early  1990s,  when  Nasdaq  dealers  routinely 
ignored  less-profitable  limit  orders.  Now,  when  a 
Nasdaq  dealer  receives  a  limit  order  better  than 
his  own  bid  or  ask  price,  he  must  either  fill  the 
order  or  route  it  to  one  of  nine  electronic  mar- 
kets, such  as  Instinet,  Island,  or  Archipelago, 
for  display  to  other  dealers  and  investors. 

Those  lilies  for  handling  limit  orders,  imposed 
on  Nasdaq  in  1997,  have  boosted  the  growth  of 


electronic  markets.  Now,  the  sec  is 
whether  to  impose  even  stricter  rules  r^ 
all  markets  to  give  priority  to  limit  ord« 
dividuals  with  limit  orders  are  price-settl 
price-takers,  and  that's  good  for  compJ 
says  Robert  Colby,  deputy  director  of  til 
Market  Regulation  Div.  Just  think:  Th^ 
order  you  place  might  change  the  face  of 
ica's  stock  markets.  It  might  also  get  you 
ter  deal — and  that's  what  investing  is  all    I 


GLOBAL  INVESTING  WITHOUT  THE  HIGH  WIR] 


The  global  economy  may 
be  getting  more  and 
more  complex,  but 
Patrick  Deane  and  Alex 
Tedder  still  like  to  keep  it 
simple.  With  a  concentrated 
portfolio  of  no  more  than  40 
stocks  (all  non-U.  S.),  the 
London-based  co-managers 
of  the  no-load  Deutsche  In- 
ternational Select  Equity 
fund  racked  up  a  total  re- 
turn of  88.8%  in  1999  and 
13.5%  more  through  Mar.  31. 
Most  of  the  performance 
comes  from  combing  devel- 
oped markets  for  underval- 
ued midcap  stocks.  Last  Oc- 
tober, they  opened  the  fund, 
which  had  been  just  for  in- 
stitutions, to  retail  investors. 
Deane,  37,  and  Tedder,  35, 
discussed  their  investment 
philosophy  recently  with 
Joan  Warner. 


Q:  How  do  you  arrive  at  just  two  or 
three  dozen  choices  out  of  the  whole 
non-U.  S.  stock  universe? 
A:  Deane:  The  team  gathers  ideas 
from  Deutsche  Asset  Management  an- 
alysts all  over  the  world.  We'll  get 
as  many  as  3,500  suggestions  and  sift 
them  down  to  300  or  400,  with  broad 
regional  diversification.  For  the  final 
layer,  we  look  at  cash  flow,  manage- 
ment, and  see  where  the  growth  is. 

Tedder:  If  we're  looking  at,  say,  in- 
surers in  Europe,  we  might  compare 
[France's]  axa  with  Marschollek  [a 
German  financial-services  provider]. 
Marschollek  is  a  growth  stock  —we 
think  it  has  a  50%  upside. 


rebalance.  Last  year,  [Dutch  data  net- 
work provider]  Equant  was  one  of  our 
top  performers.  We  still  like  it,  but 
we  had  to  take  profits.  Our  turnover  is 
relatively  low. 

Deutsche  International 
Select  Equity  (mgivx) 


ASSETS* 


2000  TOTAL  RETURN* 


$209  million 


13.5% 


3-YR.  ANN.  TOTAL  RETURN*  39.3%** 


MINIMUM  INVESTMENT" 


$2,500*** 
1.39% 


Q:  When  do  you  sell? 
A:  Deane:  We  set  a  price  I 
each    position,    and    unti 
achieved,  nothing  happens 
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EXPENSE  RATIO 

BIGGEST  HOLDJNGS  Securitas, 

Fairey  Group,  GE  UK,  Vivendi 

S&P/MORNINGSTAR  RATING  *****/*****_ 

"Mar.  31    "Institutional  shares     ***When  purchased  from 
fund  supermarkets,  including  Schwab  and  Fidelity 

DATA.  STANDARD  &  POOR'S  CORP.,  MORNINGSTAR  INC. 


DEANE  AND  TEDDER: 

Skipping  Web  highfliers  I 
favor  of  midcap  sleepers  | 

Q:  What's  your  take  on 
ternet  stocks?  Are  they 
lessly  overvalued? 
A:  Deane:  We  can  find  pleJ 
of  upside  in  Old  Econoj 
stocks.  At  the  same  time, 
believe  in  the  importance  | 
the  Internet.  But  we're  vc 
suspicious  of  some  of  the 
corns.  With  many  of  thej 
management  is  untried,  b^ 
riers  to  entry  are  untrie 
content  may  be  of  questiol 
able  value,  the  ideas  are  nl 
patentable,  and  first-movJ 
advantage  is  the  only  thing  | 
lot  of  them  have. 

Q:  Global  stockpickers  lo 
telephone    companies, 
you're  no  exception. 
A:  Deane:  We  tend  to  favor  growt 
stocks  more  than  value  stocks — theyYi 
more  interesting.  For  my  money,  tl 
cellular  area  is  still  very  attractiv 
We've  picked  the  best  of  breed  i: 
three  categories:  Nokia  in  handsets 
Ericsson  in  cellular  infrastructure 
and  Vodafone  AirTouch  in  network 
operations. 

Tedder:  We  also  think  [Portugal's] 
Telecel  has  great  potential  in  terms 
of  catch-up — it's  valued  at  about  apx 
tenth  of  what  it's  worth  per  subscriber. 


Q:  U.  S.  investors  are  nervous  about 
the  market.  Are  they  right? 
A:  Deane:  We  share  the  general  con- 
cern that  U.  S.  valuations  might  be  a 
little  bit  stretched.  European  midcap 
stocks  look  more  competitive.  To  us,  it 
doesn't  matter  how  good  or  bad  a 
stock  market  is.  There  are  always  go- 
ing to  be  individual  opportunities. 
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ie  world  is  talking  about  a  more  powerful  way  to  compete. 

y're  describing  a  competitive  advantage  that  shatters  traditional  computing  constraints.  It's  called  Digital  Independence  ." 


a  TRIX 


The  full-throttle  ability  to  deliver  any  application  to  any  device  with  any  connection.  Wireless  to  Web.  All  powered  by 
^r 1      application  server  software  and  services  from  Citrix.  The  digital  economy  engine  for  top  ASPs  and  over  80  percent 
lenience   of  the  Fortune  500?  See  why  they're  talking  at  www.citrix.com/computes  or  888.564.7631. 


'"  I    '■ I  itrix  Systems,  In<   All  rights  reserved  (  itrix   is  a  registered  trademark, 

ii  Independence    ind  'Now  everything  computes   "  are  trademarks  ol  <  itrix  Systems,  Inc. 
bar  trademarks  and  registered  trademarks  in  propertj  oftheii  respective  owners. 


Now  everything  computes. 
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Keep  Your  Nest  Egg 
Safe-Watch  Housing  Data 

They'll  tell  you  a  lot  about  the  economy's  future 


BY  KATHLEEN 
MADIGAN 


Carpenters.  Masons.  Realtors.  Mortgage 
lenders.  Interior  decorators.  Landscapers. 
Millions  of  Americans  hold  jobs  tied  to  the 
housing  market.  Indeed,  housing  directly 
and  indirectly  accounts  for  a  tenth  of  the 
U.  S.  economy's  output.  So  it's  little  wonder 
that  homebuilding  and  sales  generate  a  slew  of 
economic  data. 

Curiously,  though,  before  this  year,  financial 
markets  greeted  most  housing  data  with  a  ho- 
hum  attitude.  According  to  a  Goldman  Sachs 
ranking  of  market-moving  data,  only  the  housing 
starts  report  made  its  top  10,  and  that  was  just 
in  the  bond  market.  This  year,  however,  Wall 
Street  will  likely  take  more  notice  of  the  housing 
data.  So  should  you. 

Why?  Utmost  on  Wall  Street's  mind  right  now 
is  the  future  of  Federal  Reserve  policy.  The  Fed 
wani>  the  ecoromy  to  slow  before  inflationary 
pressures  tak'  off,  and  housing  is  perhaps  the 
sector  most  s  itive  to  interest-rate  changes.  If 
you  want  1  age  the  Fed's  success  in  curbing 
growth,  you       re  to  watch  housing.  If  housing 


weaken  on  expectations 

of  more  Fed  tightening,   economy's  Output 

Moreover,  in  this  and  a  slew  of  dat; 
New  Economy,  housing 
may  have  to  be  more  of  the  Fed's  whipping 
than  in  the  past.  David  F.  Seiders,  chief  econoi 
of  the  National  Association  of  Home  Build 
says  that  "with  the  burgeoning  tech  sector 
pervious  to  interest-rate  swings,  [Fed  pol 
may  require  a  heavier  burden  on  Old  Econc 
sectors.  And  housing  is  Old  Economy." 
DOMINO  EFFECT.  Here's  how  housing  could  b< 
the  center  of  an  economic  slowdown:  Hig 
mortgage  rates  mean  fewer  people  can  affor 
home.  So  housing  starts  fall.  Builders  stop  hir 
and,  perhaps,  lay  off  workers.  Manufacturers 
orders  fall  for  steel,  plumbing  fixtures,  carp< 
and  appliances.  Factories  cut  hours  and  then  p 
rolls.  Home  sales  decline,  and  realtors  see  co 
missions  fall.  Employees  at  your  nearby  Pottt 
Barn  and  Home  Depot  work  fewer  hours. 

Under  this  scenario,  both  income  and  j 
growth  will  slow,  and  consumer  spending  w 
weaken.  Real  gross  domestic  product,  whi 
soared  at  a  7.3%  annual  rate  in  the  fourth  qui 
ter,  could  decline  to  the  Fed's  desired  pace 
about  33/.%.  For  2000,  business  week  forecas 
housing  starts  will  fall  to  1.6  million  from  1.68  m 
lion  in  1999;  new-home  sales  should  be  abot| 
886,000,  down  from  906,000  last  year. 

Like  almost  all  new  homes,  housing  data  b 
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One  rush  delivery  to  the  18th  fairway. 

It's  every  caddy's  worst  nightmare:  a  missing 
club.  Happily,  Gary  Player's  caddy  had 
mySAP.conrT  With  a  few  clicks  he  connected 
garyplayer.com,  which  designs  the  wedge; 
the  foundry  that  would  custom-build  it;  and 
the  overnight  service  that  would  deliver  it. 

What  is  mySAP.com?  It's  a  new  way  for  lots 
of  companies,  in  all  their  roles  -  as  buyers, 
sellers,  employers,  and  business  partners  - 
to  work  together  as  one. 

Want  to  know  how  your  business  can  get  in 
the  game?  Visit  www.sap.com/mysap  and 
we'll  show  you. 


you  can.  it  c 


©2000  SAP  AG  SAP,  the  SAP  logo,  and  the  mySAPcom  logo  are  registered 
trademarks  of  SAP  AG  in  Germany  and  several  other  countries 
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Economic  Indicators 


gin  life  at  one  of  the  19,000  local 
permit-issuing  offices  scattered 
around  the  U.  S,  says  Dan  Sans- 
bury,  chief  of  the'  Residential 
Construction  Branch  of  the  Com- 
merce Dept.  In  a  monthly  sur- 
vey mailed  to  about  half  of  those 
offices,  Commerce  asks  how 
many  permits  were  issued  for 
single-family  homes,  buildings 
with  two  to  four  units,  and  apart- 
ment buildings  of  more  than  five 
units. 

Field  representatives  select  a 
random  group  of  the  single-fami- 
ly homes  and  almost  all  of  the 
apartment  buildings.  They  then 
follow  the  samples  through  the 
entire  process,  from  the  first 
shovel  in  the  ground  to  laying 
the  flooring,  to  the  sale — a  time- 
line that  can  extend  to  seven 


WEATHER-SENSITIVE 


than  when  they  purchase 
home.  Indeed,  Ian  Shephd 
of  the  consulting  firm  HigH 
quency  Economics  in  Val 
N.Y.,  points  out  that  inves| 
in  home  construction  accot 
about  4%  of  GDP,  but  retail 
of  related  goods  accounts  f\ 
other  6%. 

A  relatively  new  indicaj 
the  nahb's  Housing  Marka 
dex.  It  is  released  on  the  id 
each  month  and  relies  on  til 
sponses  of  about  400  builde| 
questions  about  buyer  traffic 
rent  sales,  and  sales  expecta| 
The  nahb's  Seiders  says  tr 
dex  "is  a  reliable  indica'td 
where  single-family  starts| 
sales  are  headed."  And  sir 
precedes  the  government's  | 
by  a  month,  it  gives  investd 


years.  Bear  in  mind  that  housing  ™*  unusually  Warm  Winter    cjue  about  where  the  impo^ 
is  weather-sensitive.  But  most  pushed  up  housing  Starts      sector  is  headed. 

Housing  directly  affectsl 
bond  market,  since  almost  every  home  bl 
needs  a  mortgage.  The  Mortgage  Bankers! 
sociation  of  America  tracks  weekly  applicat] 
for  loans  to  buy  homes  and  refinance  exia 
debts.  Investors  like  the  mba  index  because! 
released  every  Wednesday,  covering  the 
of  the  preceding  week.  In  addition  to  its  ir 
diacy,  Shepherdson  says  the  application  ir 
is  "the  best  indicator  for  home  sales"  threl 

six   months   dJ 


INDICATOR/WEB  ADDRESS 


economists  do  consider  any 
weather  surprises  in  the  previous  month  when 
projecting  building  activity.  Commerce  issues 
its  joint  report  on  each  month's  starts  and  per- 
mits in  the  middle  of  the  next  month,  and  new 
home  sales  are  available  around  the  end  of  the 
month.  Like  all  housing  reports,  both  are  avail- 
able on  the  Web  (table). 

The  number  of  starts  for  any  given  month  is 
typically  much  higher  than  the  level  of  home 

Constructive  Indicators 

COMMENTS 


HOUSING  STARTS 

www.census.gov 


Commerce  Dept.'s  tally  of  all  housing  units  begun  in  a  given  month. 
Includes  some  condos  and  co-ops,  plus  building  permits  issued. 


NEW  SINGLE-FAMILY  HOME  SALES   Commerce's  monthly  data  on  new  homes  built  to  be  sold  with  the  land. 

Includes  average  and  median  home  prices. 


www.census.gov 


EXISTING  HOME  SALES 

nar.realtor.com 


National  Association  of  Realtors'  monthly  report  on  resales  of  single-family 
homes,  plus  most  condos  and  co-ops.  With  average  and  median  prices. 


HOUSING  MARKET  INDEX 

www.nahb.com 


Monthly  surveys  by  the  National  Association  of  Home  Builders  to  gauge 
the  current  month's  sales,  buyer  traffic,  and  sales  expectations. 


MORTGAGE  APPLICATIONS 

www.mbaa.org 


Mortgage  Bankers  Assn.  data  each  Wednesday  on  previous  week's 
loan  applications.  Index  comprises  separate  figures  on  applications 
for  new  mortgages  and  on  mortgage  refinancings. 


sales,  because  Commerce  counts  a  new  home 
sold  only  if  the  transaction  includes  the  sale  of 
the  land.  Hire  a  builder  to  construct  your  dream 
home  on  a  previously  purchased  lot,  and  it  will 
be  missed  by  the  report. 

NEW  INDICATOR.  Existing  home  sales  are  tallied 
by  the  Nationa1  Association  of  Realtors  from  re- 
ports by  members.  Resales  don't  directly  affect 
GDP.  But  the  indirect  impact  can  be  large  because 
consumers  spend  more  on  home-related  goods 
and  furnishings  when  they  buy  an  existing  home 


the  road. 

Right  now, 
purchase  index| 
mains  at  a 
level,  suggest| 
the  Fed's  past 
rate  hikes  have 
taken  any  ste 
out  of  housing 
mand.  If  anythi 
Shepherdson  sa 
the  recent  red 
tion  in  Treasu 
bond  supply 
the  resulting 
version  of  the  yi 
curve  means 
year  mortga 
rates  have  fall 
even  as  short  ra1 
have  gone  up.  He  expects  the  Fed  to  hike  : 
federal  funds  rate  from  its  current  6%  to  6.7. 
or  maybe  even  7%  by  fall. 

In  looking  ahead,  the  Fed  has  made  it  clear 
won't  stop  raising  interest  rates  until  the  ecori 
my  slows.  That  means  your  portfolio  is  at  risk 
long  as  fears  over  further  tightening  crea 
volatility  in  the  markets.  If  you  want  to  feel 
nancially  secure  in  your  own  little  castle,  keep  i 
eye  on  housing.  It  will  tell  you  a  lot  about  tl 
economy's  future — and  the  Fed's. 
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Because  in  cyberspace  no 
one  can  hear  your  customers  scream. 


When  online  customers  are  unhappy,  they  don't  always  tell  you 
They  just  click  away  to  a  competitor.  Online  retailers  know 
customer  retention  is  critical  to  profitability,  so  you  need  a 
way  to  reliably  manage  your  customer's  experience. 
That's  where  outsourcing  your  customer  care  to 
/SKY  can  make  all  the  difference. 


**2L>« 


i'SKY  is  a  complete  multi-channel  customer  care  service. 
At  i'SKY  we  provide  highly  trained,  highly  motivated 
customer  care  associates  who  work  with  your  customers  in 


real  time,  through  voice  over  IR  online  text  chat,  online  shared 
data  forms,  as  well  as  telephone  and  e-mail.  This  individual 
attention  and  rapid  response  capability  helps  build 
customer  loyalty... and  profits. 


ED   B-* 


With  over  15  years'  experience,  i'SKY  is  the  undisputed 
expert  in  customer  care.  Don't  let  your  customers 
click  away  —  keep  them  connected  with  /SKY 
Contact  i'SKY  by  phone  800-351-5055,  ext.  6236, 
e-mail  customercare@isky.com  or  on  the  Web  at  www.isky.com. 
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Real-Time  Customer  Care 
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Newspaper  Investors 
May  Have  the  Last  Laugh 

Publishers  survived  TV  Now  they're  exploiting  the  Net 


BY  JAMES  A. 
ANDERSON 


Shares  of  newspaper  publishers  have  been  hit 
so  hard  you  would  think  the  Net  is  going  to 
wipe  out  newsprint.  After  soaring  36%  in 
1999,  the  Standard  &  Poor's  Publishing- 
Newspaper  Index  has  fallen  12%  since  Jan. 
1.  Knight  Ridder,  Gannett,  and  New  York  Times 
have  traded  as  much  as  40%  off  their  52-week 
highs.  Investors  even  gave  the  cold  shoulder  to 
Tribune,  after  its  $8  billion  purchase  of  Times 
Mirror.  Skeptics  call  it  a  merger  of  dinosaurs. 


There's  some  old-fashioned  economic  thinking 
behind  the  slump.  Federal  Reserve  tightening 
has  investors  worried  about  an  economic  slow- 
down and  a  hit  to  ad  sales,  which  account  for  up 
to  80%  of  industry  revenues.  Meanwhile,  pub- 
lishers are  bracing  for  a  hike  in  the  price  of 
newsprint,  which  constitutes  25%  of  their  costs. 
Amid  this  gloom,  newspaper  stocks  are  trading 
around  6.5  times  current  cash  flow,  near  the  bot- 
tom of  their  range,  says  CIBC 
World  Markets  analyst  Rudolf 
Hokanson. 

But  thanks  to  a  flood  of  re- 
tail store  and  dot-com  ads  and 
a  tight  job  market  that  is 
keeping  classified  pages  filled, 
ad  revenues  are  expected  to 
rise  6%  this  year.  And  new 
printing  technology  is  cutting 
costs.  Reason  enough  for  pub- 


lishei-s  to  deserve  a  cash-flow  multiple  of ! 
Credit  Suisse  First  Boston  analyst  Stevej 
low.  John  Morton,  a  media  consultant  in 
Springs,  Md.,  predicts  publishers  will 
earnings  10%  to  12%  this  year,  despite 
newsprint  prices. 

WEB  TRANSFER.  As  for  the  Net,  analyst] 
publishers  are  starting  to  show  success  in 
ferring  their  brands  to  the  Web.   Gar 
www.usatoday.com  is  beginning  to  ring| 
profit.  Dow  Jones's  Wall  Street  Journal  In 
tive  Edition,  the  largest  paid-subscriptioJ 
according  to  cibc's  Hokanson,  posted  a  41^ 
in  subscriptions  in  1999.  "Value-added  co 
will  always  be  in  demand,"  says  Hokanson,  | 
ing  newspapers  a  good  long-term  play. 

The  most  obvious  bargain  may  be  CI 
based  Tribune.  It  already  owns  the  fourth-lal 
network  of  local  TV  stations  (after  ABC, ' 
and  CBS),  plus  seven  papers  in  the  top  30 1 
kets.  With  Times  Mirror,  the  Trib  should 
the  ad-sales  leverage  to  produce  a  13%  hij 
cash  flow  this  year  and  a  17%  rise  in  ear 
says  Standard  &  PI 
GOOD  NEWS:        analyst  William   Dol 
Newspaper         Hokanson  thinks  Trilf 
earnings  now  around  37,  may 

should  rise         in    the    next    12    tc 
10%  this  year     months. 

Another  stock  to 
is  Gannett,  the  nation's  largest  newspl 
publisher.    It's    "enjoying    solid    top] 
growth  and  keeping  cost  controls  intj 
says  Barlow.  With  a  huge  amount  of  [ 
cash  flow,  Gannett  has  a  fat  war  chesl) 
acquisitions.  Its  profits  should  swell 
this  year,  says  S&P's  Donald.  Barlow's 
get  for  the  shares:  90  in  the  next 
months,  vs.  around  70  now. 

Dow  Jones,  meanwhile,  has  fallen 

than  1%  so  far  this  year,  following  a  j 

gain  in  1999.  With  ad  sales  sizzling  at 

Wall  Street  Journal  and  Barron's,  S< 

Donald  expects  revenues  to  gain  17% 

year  and  earnings  per  share  to  surge  3 

Hokanson  thinks  Dow  Jones,  now  72, 

hit  83  within  18  months. 

In  the  1950s,  it  was  TV  that  was  going  to 
the  newspaper  industry.  Now,  it's  the  Inten 
"We've  heard  it  all  before,"  says  Morton. 
newspaper  is  cheap,  easy  to  use,  portable,  an  t 
great  way  to  get  information  out  to  the  mas 
without  straining  eyes  or  a  budget."  Right  n< 
investors  are  thinking  the  worst.  Perhaps  tl  | 
should  think  again. 


Hot  Off  the  Presses 


COMPANY  (TICKER) 

tribune  (TRB) 
Gannett  (GCI) 
Dow  Jones  (DJ) 

*  Analysts'  consensus  view 


MAR.  31 
PRICE/SHARE 


DECLINE  FROM 
52-WEEK  HIGH 


THIS  YEAR'S 
ESTIMATED  EPS 


PROJECTED  EPS 
GROWTH  RATE 


$36.75         -  39.6%        $1.62  +  13.2% 

$70.38         -15.8%        $3.72  +  11.9% 

$72.00 -0.4% $2.87  +  10.6% 

of  average  annual  growth  rate  over  coming  tive  years. 

DATA:  MORNINGSTAR  INC..  ZACKS  INVESTMENT  RESEARCH 
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Add  excitement  to  your  incentive  program  with  the  BLOCKBUSTER  GIFTCARD.* 
^  Redeemable  at  more  than  4,800  BLOCKBUSTER* stores.^  $5  to  $100  denominations. 
^  Customized  card  designs.^  48-hour  turnaround.^  Volume  discounts  available. 
For  more  information  on  rallying  clients  and  customers  alike,  call  1-888-541  -4897. 


ALL  FOR  FUN.  FUN  FOR  ALL. 


iBl0CKBUStt* 


blockbuster.com/giftcards/corpincentive 


Membership  rules  apply  for  rental  of  items.  GiftCards  may  not  be  used  to  purchase  other  GiftCards  Orders  available  in  increments  of  25  units.  BLOCKBUSTER  name,  c'e-  j 

related  marks  are  trademarks  of  Blockbuster  Inc  ©  2000  Blockbuster  Inc.  All  rights  reserved. 
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GIRLS'  NIGHT  OUT  WITH 
A  FOCUS  ON  FINANCE 

When  Marie  Berk's  neighbor,  Louann  Mc- 
Curdy, asked  her  to  join  a  small  group  of 
women  to  discuss  personal-finance  issues 
regularly.  Berk  jumped  at  the  chance.  Although 
she  had  no  interest  in  the  subject  and  left  all  of 
her  family's  money  decisions  to  her  husband, 
Berk  looked  forward  to  it  as  a  girls'  night  out.  "I 
saw  it  as  one  night  a  month  without  my  chil- 
dren," says  Berk,  39,  a  stay-at-home  mother  of 
four  who  lives  outside  Toronto. 

But  after  Berk 
read  the  first  per- 
sonal-finance book 
the  group  recom- 
mended, she  got  in- 
terested in  taking 
financial  control. 
Her  first  action: 
doubling  her  hus- 
band's life-insurance 
coverage.  "Now,  my 
husband's  nose  is 
really  out  of  joint, 
because  I  want  to 
know  everything," 
says  Berk. 

While  she  could 
easily  have  tapped  any  number  of  resources,  it 
was  the  comfortable,  interactive,  and  social  en- 
vironment of  Berk's  women's  group  that  got  her 
interested  in  learning  about  personal  finance. 
"Our  group  is  a  stimulating,  safe,  and  easy  place 
to  learn — and  I  can  ask  dumb  questions,"  ex- 
plains Berk. 

But  her  group  is  different  than  the  typical 
investment  club.  The  members  don't  pool  their 
money  to  invest  jointly  in  group-researched 
stocks.  Instead,  Berk,  McCurdy,  41,  and  Liz 
Stewart,  40,  and  Jane  Corrigan,  39,  both  full- 
time  high  school  teachers  with  two  children 
apiece,  come  together  to  discuss  such  topics  as 
attitudes  about  money,  how  household  funds  are 
spent,  and  how  investment  decisions  are  made. 
"We're  all  at  different  levels  of  risk  and  knowl- 
edge about  finance  and  investing,"  says  McCurdy, 
a  part-time  engineer  and  mother  of  three  who 
launched  the  group.  "While  we  talk  about  stocks 
or  other  investment  opportunities,  we  will  in- 
vest independently." 

These  four  Canadian  women  may  be  in  the 
forefront  of  a  new  trend.  Women  often  learn 
best  in  groups  but  may  feel  uncomfortable  re- 
stricting their  discussions  to  stockpicking.  By 
agreeing  to  broaden  their  scope  and  not  commit 
selves  to  investing  as  a  group,  these  women 
are  able  to  address  their  own  financial  needs 
and  learn   it  their  own  pace. 


BY  TODDI  GUTNER 

Swapping  advice 
and  support 
allows  each  woman 
in  this  group  to 
pursue  her 
particular 
personal-finance 
needs  and 
interests  in  a 
safe  environment 


The  one  thing  all  of  the  group's  me 
agree  on  is  the  need  to  set  up  household 
gets.  After  the  group  was  formed,  that  wa| 
ject  No.  1.  Beyond  that,  however,  the  grou 
much  more  free-form.  Every  month,  each 
completes  a  homework  assignment  and  I 
on  her  progress.  Because  everyone's  ne& 
different,  each  picks  a  topic  of  personal  int 
Last  month's  assignment  for  Corrigan,  fo| 
ample,  was  to  open  an  online  brokerage  ae 
a  longtime  goal.  She  did,  and  recently  bougl 
first  stock  via  the  Web.  "Working  as  a 
has  forced  me  to  learn  about  investing  instel 
procrastinating,"  says  Corrigan.  Stewart, 
while,  has  often  thought  about  buying 
ment  real  estate.  Her  assignment  was  to 
looking  at  investment  opportunities.  She  is 

scouring  the  T< 
to  area  for  deal 
Berk  choosd 
read  a  popular | 
sonal-finance 
by  David  Chil 
The  Wealthy  Ba 
(Prima,  $14). 
book  taught 
that  her  family 
underinsured. 
was  a  real  eye-oj| 
er,"  she  says, 
one  April  meet! 
she  photocopiecf 
questionnaire  fij 
another  persona| 
nance  book  and  asked  the  members  and  th 
spouses  to  fill  it  out.  The  goal:  to  change  the 
logue  about  money  with  their  spouses. 

McCurdy,  who  is  a  savvy  online  investor 
manager  of  her  household  investments,  had| 
update  her  will.  She  also  had  to  follow  and 
sent  a  stock  to  the  group.  And  she  and  Corrif 
invested  separately  in  Infowave  Software,] 
Canadian  company  that  soared  and  then  hit 
skids  along  with  many  other  technology  stoct 
Nonetheless,  McCurdy  is  encouraging  the  ot| 
er  members  to  invest  in  the  stock  market, 
she  has  also  found  it  comforting  to  have  tl 
support  of  the  group.  "With  Nasdaq  crashiJ 
lately,  we  have  all  been  commiserating  togethe^ 
she  says. 

Over  the  long  haul,  McCurdy  hopes  to  eai] 
enough  money  in  the  stock  market  to  make 
for  the  income  she  loses  by  not  working 
time.  "As  we  get  older  and  accrue  wealth,  it 
comes  more  important  to  manage  it  property 
she  says.  Having  a  group  of  friends  to  lean  o 
for  knowledge  and  support  makes  the  task 
whole  lot  easier. 
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OUR  REWARDS  PROGRAM  OFFERS 
23  MAJOR  ADVANTAGES  OVER  THE 
COMPETITION. 

THEY'RE  CALLED  AIRLINES. 


Some  card  rewards  programs  allow  you  to  earn  miles  on  one  airline  or  just 
a  few.  But  only  our  award-winning  rewards  program  gives  you  the  freedom 
to  use  your  miles  on  every  major  U.S.  airline,  with  no  mileage  cap  and 
no  expiration  date.  So  now  you  can  earn  free  travel  in  more  frequent  flyer 
programs  faster.  And  the  difference  doesn't  end  there.  There's  always  a  real 
person  to  answer  your  calls  and  help  you,  24  hours  a  day.  Should  your  business 
trip  run  longer  than  expected,  don't  worry,  we  give  you  the  convenience  of 
an  extra  billing  period  to  pay  when  you  need  it,  interest-free.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Give  us  a  call  at  1  S00  2  DINERS. 
You'll  find  the  conversation,  like  the  Card,  very  rewarding. 
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BREAKING  THE  PLASTIC  MOLL 


)  Citicorp  Diners  Club  Inc        www  dinersclubus  com 


Now  you  have  the  technology  to 


work 


during  your  vacation 


Does  that  mean  you'll  be  doing  more  work, 


^r 


or  taking  more 


vacation? 


Microsoft 

Where  do  you  want  to  go  today? 


In  today's  digital  economy,  the  boundaries  between 
work  and  free  time  are  blurred.  Which  is  why  we 
created  Microsoft"  Windows"  2000  Professional. 
It  offers  a  whole  new  level  of  built-in  mobility  that 
lets  you  work  whenever  you  want,  from  wherever 
you  are.  It's  also  the  most  dependable  version  of 
Windows  ever.  In  fact,  accordingto  an  independent 
study  by  National  Software  Testing  Laboratories, 
Windows  2000  Professional  is  13  times  more 
reliable  than  Windows  98.  Not  only  does  it  combine 
the  reliability  of  Windows  NT"  with  the  familiar  and 
easy  to  use  Windows  environment,  it  also  supports 
Windows  file  protection  and  self-healing  applications 
to  keep  you  up  and  running.  And  with  advanced 
mobility  features  like  plug  and  play,  hibernation 
mode,  smart  battery  power  and  offline  files,  taking 
your  office  on  the  road  with  you  is  easier  than  ever. 
So,  does  the  future  of  business  mean  work  will 
become  more  like  vacation,  or  vice  versa?  With  the 
reliability  and  mobility  offered  by  Windows  2000 
Professional,  the  decision  is  yours.  To  learn  more, 
goto:  www.windows2000anywhere.com 


indows20oo 

Professional 

The  Business  Internet  I  starts  here 


licrosoft  Corporation.  All  rights  reserved  Microsoft ,  Windows,  Windows  NT.  the  Windows  logo,  and  Where  do  you  want  to  go  foday?are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United 
d/or  other  countries.  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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WHEN  SHOULD  YOU 
SELL  A  WINNER? 


BY  ROBERT  BARKER 

Taxes  are  a  major 
factor  in  deciding 
if  it  makes  sense 
to  cash  out  a  stock 
and  put  the  money 
elsewhere 


Among  people  who  get  paid  to  invest  other 
people's  money,  Robert  Loest  is  blazing  star- 
bright.  Gains  on  his  IPS  Millennium  Fund, 
119%  in  1999  and  15%  through  March  this  year, 
recently  landed  him  a  guest  spot  on  Louis 
Rukeyser's  Wall  Street  Week.  He  showed  a  mix  of 
high  intelligence  and  unblinking  bravado — until  he 
got  hit  with  this  stumper:  "When 
do  you  decide  to  sell  a  stock?"  Loest 
paused  a  beat  and  con- 
fessed: "That's  the  hard- 
est question." 

For     every     investor, 
knowing  when  to  sell 
winner    and    put    the 


W  HOLD: 

0  grows  to 

•  .      iins 
tax*  of  S! 

•  Aftertax  proc 
$57,240 

"Not  including  cor  mi  :ions,  div 


money  elsewhere  is 
hugely  complicated  by 
the  tax  bill  you  can 
run  up  by  trading. 
Except  in  such  tax- 
deferred  accounts  as 
401(k)s,  Uncle  Sam 
can  chop  a  $10,000 
gain  on  stock  you  got 
last  fall  into  some- 
thing under  $7,000  if 
you're  in  the  31%  tax  bracket  and  sell  now. 

To  get  smarter  about  this,  I  phoned  Michael 
Duffy,  a  vice-president  at  J.  P.  Morgan's  Wealth 
Strategy  Group  in  Palm  Beach,  Fla.  You  won't 
be  surprised  to  learn  that  Morgan  bankers  follow 
no  single  rule.  But  Duffy  made  this  much  clear: 
"Every  transaction  that  we  do,  we're  taking  tax- 
es into  account."  With  that  as  a  guiding  principle, 
I've  come  up  with  these  three  steps,  along  with 
a  simplified  example  (table),  to  help  you  order 
your  thoughts  before  you  rush  to  cash  in  a  stock 

or  fund  at  a  profit: 
Is 
in- 
vestment headed 
for  a  fall?  If  you're 
convinced  that  it  is, 
then  by  all  means 
sell  it,  pay  your  tax 
on  the  gain  and 
reinvest  in  some- 
thing better.  If  not, 
do  your  best  to  es- 
timate the  gain  you 
expect  it  to  deliver 
over  the  time  you 
expect  to  hold  it. 
Any  forecast  is 
chancy,  but  to 
trade  intelligently, 
you  don't  have  a 


Staying  Ahead  of  Uncle  Sam 

Suppose  a  stock  you  bought  two  years  ago  for 
$20,000  is  now  worth  $50,000.  You  expect  it  to  gain 
10%  annually  over  the  next  three  years.  Are  you 
better  off  holding  it — or  selling,  paying  the  capital- 
gains  tax,  and  reinvesting  the  money  in  a  different 
stock  that  you  expect  to  grow  at  15%  a  year? 


m     STEP     ONE 

your    current 


IF  YOU  SELL  AND  REINVEST: 

•  $50,000  shrinks  after 
cap-gains  tax*  to  $44,000 

•  $44,000  reinvested 
grows  to  $66,924 

•  Aftertax  proceeds: 
$62,339 

dividends.    DATA:  BUSINESS  WEEK 


choice.   Let's  say  you  expect   10% 

■  STEP  TWO  Ask  yourself  how  you  mig 
vest  the  cash  you  get  by  selling  your 
stock  or  fund.  How  much  might  an  alterm 
vestment  return  a  year?  Let's  say  15%. 
this  simple,  I'm  ignoring  state  taxes  a: 
dends,  which  are  taxed  each  year  at  ord 
come  rates  instead  of  lower  capital-gain 
granted  investments  held  more  than  a  yej 

■  STEP  THREE  Which  will  leave  you  riche 
taxes — your  current  investment  or  the  a] 
tive?  "Look  at  the  opportunity  in  the  stoi 
you  are  considering,"  Duffy  suggests 
whether  it's  going  to  exceed  your  currem] 
tion,  given  that  your  capital  is  going  to 
duced"  by  taxes.  Suppose  you  bought  you 
rent  stock  two  years  ago  for  $20,000.  No\ 
worth  $50,000.  If  you  mean  to  keep  this 

!■     invested  for  three  more 

■ at  10%  a  year, 

stock  would  gr< 
$66,550.  Selling 
current    stock 
paying  a  20%  ca 
gains  tax  would 
$44,000  to  rein 
Growing  at  15? 
nually,  that  bee 
$66,924      in      t 
years.    That's 
more — hardly  vv 
the     trouble 
keep  going.  Yc 
got  to  figure  how  much  you  would  have  t 
years  from  now  after  finally  cashing  out 
paying  taxes.  Hold  your  current  stock  and, 
capital-gains  tax,  you  would  have  $57,240.  Th 
ternative?  $62,339 — lots  more. 

In  this  example,  selling  and  reinvesting  wi 
because  the  alternative  investment's  future 
turn  is  15% — half  again  as  high  as  the  cun 
stock's.  Plus,  it  compounds  at  the  higher 
over  three  years.  Yet  if  you  estimated  that  t 
would  gain  10%  a  year,  selling  and  reinvest 
would  have  left  you  poorer  by  nearly  $1,600 
Sometimes  selling  is  necessary  to  keep  y 
portfolio  diversified.  Say  you've  hit  it  big  wit 
stock  like  Qualcomm,  now  at  150,  which 
started  buying  last  year  as  low  as  15.  Try  a 
check:  Are  you  comfortable  with  so  much 
your  account  in  one  stock?  Chances  are,  the 
swer  is  no.  And  whenever  you  sell  a  winner, 
ther  to  rebalance  your  portfolio  or  to  raise  ca 
do  what  Morgan  does  and  unload  your  highe 
cost  shares  first  so  you  pay  the  lowest  tax. 
To  help  you  figure  out  the  best  strategy 
selling,  go  to  barker.online,  where  you'll  find 
new  interactive  worksheet  we've  developed.  L 
us  know  if  it's  helpful,  or  how  to  make  it  bett 
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HOW  TO  IMPROVE 
OUR  CONNECTIVITY 
2  EASY  STEPS. 


sai/m 


Cancel 


Connect  v 


1. 


2. 


When  it  comes  to  advanced  digital  document  systems,  having  the  right 
connection  is  everything.  Which  is  why  more  and  more  businesses  are         ,_ 
connecting  to  Savin. 

After  all,  at  Savin  we  not  only  connect  you  to  the  award-winning,  multi- 
functional digital  imaging  systems  today's  networked  offices  require,  we  also 
connect  you  to  smart,  highly-trained  Savin  professionals.  Men  and  women 
dedicated  to  making  Savin  the  fastest,  most  responsive  name  in  the  business.  — 
And  who  are  willing  to  do  whatever  it  takes  to  give  you  the  service  and  satisfaction  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  black  &  white  and  full-color  digital  imaging  systems, 
as  well  as  our  unshakable  commitment  to  service,  contact  us  at  1-800-234-1900  or  www.savin.com. 
You'll  be  happy  you  made  the  connection. 


Savin  Corporation 


sai/m 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER  * 

SAVIN  CORPORATION.  333  LUDLOW  ST. STAMFORD.  CT  06904 


Xerox®  is  a  trademark  of  XEROX  CORPORATION. 


IT    USED    TO    BE    S  M  A  L  L  -  B  U  S  I  N  E  S  S    PEOPLE 
COULD    ONLY    RUN     IDEAS    BY    THEIR    SPOUSE. 
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NOW    THEY    CAN     RUN    THEM     BY 
A    LOT    OF    SPOUSES. 


No  matter  how  small  your  company,  you  can  have  the  same  confidence  in  your  ideas  as  the  big  guys 
have  in  theirs.  Because  now  you  can  show  marketing  concepts,  new  product  ideas  -  virtually  anything 
you  come  up  with  -  to  consumers  quickly,  easily,  and  inexpensively.  In  fact,  with  InsightExpress™, 
all  it  takes  is  a  computer  and  a  credit  card.  You'll  find  our  research  methods  provide  a  solid  sense 
of  the  market,  cost  a  fraction  of  traditional  techniques,  and  deliver  results  in  hours,  not  months. 
So  stop  relying  on  the  Mrs.  -  InsightExpress  is  here.  Point  your  browser  to  www.insightexpress.com. 
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InsightExpress  is  an  affiliate  of  NFO  Worldwide,  Inc.  (NYSE:  NFO) 
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AMING  IN  ON  HUGHES 
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ecTV  parent 
s  Electronics 
)uyout  bait? 
lina  Power  & 
i's  fiber-optic 
could  shine. 
CVS  has  a  line 
•ugstoresjust 
ligh-cost  ills. 
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ON  A  STEADY 
CLIMB 
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The  buzz  may  soon  get  louder:  Hughes  Elec 
tronics  (gmh),  the  world's  largest  vertically  in- 
tegrated satellite  company,  is  a  buyout  target. 
Forget  the  rumor  that  News  Corp.  will  go  after 
General  Motors  to  get  Hughes,  whose  stock  is 
69%  owned  by  cm.  "Somebody  seriously  interest- 
ed in  Hughes  will  go  directly  to  gm,  and  it  will  be 
a  U.  S.  technology  giant  that  can  swing  it,"  says  a 
New  York  investment  manager,  who  has  been  ac- 
cumulating gmh  shares.  He  argues  that  it  will 
take  a  cash-rich  buyer  to  persuade  gm  to  sell.  At 
the  right  price,  he  says,  gm  will  sell  Hughes, 
which  has  become  a  hot  property.  He  thinks  the 
major  suitor  wants  Hughes 
for  its  satellite  system  to 
enhance  its  space  on  the  In- 
ternet. The  satellite  opens 
up  new  markets  to  people 
accessing  the  Internet,  he 
adds.  Hughes's  direct-broad- 
cast satellite  unit,  DirecTV, 
is  the  largest  in  the  U.  S., 
with  8.3  million  customers. 
It  provides  hundreds  of 
channels  by  satellite  to 
viewers  in  the  U.  S.,  Latin  America,  and  Japan. 

DirecTV's  new  lure:  It  is  offering  local  net- 
work channels  on  its  system.  Analyst  Marc  Nabi 
of  Morgan  Stanley  Dean  Witter  says  offering 
local  TV  will  spur  demand  beyond  expectations. 
In  the  first  quarter,  DirecTV  added  405,000  sub- 
scribers, a  33%  jump  from  last  year.  With  such 
results,  says  Nabi,  the  1.8  million  additions  he 
forecasts  for  2000  could  be  low.  DirecTV  offers  lo- 
cal services  in  23  cities. 

"A  buyout  price  for  Hughes  could  exceed  196 
a  share,"  says  William  Harnisch,  president  of 
investment  firm  Forstmann-Leff  Associates, 
which  owns  under  4%  of  the  stock  float  of  112 
million  shares.  The  stock  is  at  117.  With  a  mar- 
ket cap  of  $51  billion,  gmh  shares  are  currently 
worth  $46  a  share  in  GM  stock,  now  at  82  a 
share.  But  even  without  a  buyout,  Harnisch 
thinks  the  stock  will  hit  170  this  year,  based  on 
the  fast  growth  in  signups  for  DirecTV.  A  GM 
spokeswoman  says  there's  no  current  plan  to 
sell  Hughes. 
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s  investment  plays,  not  all  elec- 
tric utilities  lack  zing.  Some  of 
,  them  are  compelling  because  of 
hidden  assets.  That's  how  some  in- 
vestors vj.ew  Carolina  Power  &  Light 
(CPL),  a  Big  Board-listed  company  that 
supplies  power  to  1.2  million  customers 
in  the  Carolinas. 

But  its  one  asset  that  has  yet  to  be 


reflected  in  i  pl'i   stock  value  i    [nt< 
munications,  CPL'a  telecom  anil  thai 
ternel  services.  It  owns  a  2,000  mil< 
network  covering  much  of  the  Soutl 

areas,   it  is  the   backbone  of  I ntrrr 
says  Sven  Mondberg,  a  special-situ 

lysl  at  Starr  Securities,  who  think.-  I 
undervalued.  The  system  generated  $' 
1999  revenues  from  leasing  fiber-optic 
other  carriers.  Interpath  also  offers 
an  applications  supplier  and  Net  servi 
Mondberg  says  CPL  may  spin  off  Ii 
unlock  its  value.  Based  on  the  valuati 
fiber-optic  networks,  Interpath  is  woi 
lion,  or  $10  a  share  in  cfl  stock,  s 
berg.  Despite  the  market's  recent  ti 
has  been  on  the  rise,  from  28  in  Mai 
on  Apr.  5.  Analyst  Kit  Konolige  of  Mc 
ley,  who  rates  CPL  a  buy,  sees  earn 
this  year  and  $3.60  in  2001. 

WHY  CVS  IS  FEELI 
MORE  ROBUST 


On  Apr.  4,  when  stocks  were  b 
meled  and  the  Dow  Jones  indus 
age  and  Nasdaq  index  were  crat 
the  nation's  No.  1  retail  drug  chain, 
other  direction.  It  was  one  of  the  wii 
day,  closing  at  40X  a  share,  up  VAs.  The 
been  rising  since  early  March,  when  it 
to  25.  One  reason:  cvs  is  soon  schedu 
out  nationwide  its  specialty  Procare  sto 
are  big-city  pharmacies  that  cater  to  p 
HIV,  cancer,  and  other  high-cost  ailm 
Procare  outlets,  which  are  staffed  w 
trained  pharmacists  to  deal  with  acufr 
tients,  have  opened  in  New  York. 

"We  expect  the  Procare  pharmacies 
ate  sales  of  $1  billion  a  year,"  says  Mar 
an  analyst  at  Merrill  Lynch,  who  ral 
long-term  buy.  This  spe- 
cialty market,  he  says,  has 
potential  sales  of  $11  bil- 
lion a  year,  "cvs  is  my  sin- 
gle best  idea  in  the  uni- 
verse   of    stocks    that    I 
cover,"  says  Husson.  "cvs 
is  in  an  excellent  position," 
he  says,  because  it  has  spe- 
cial access  to  three  HMOs: 
Medco,   which   covers   51 
million     people.     United 
Healthcare,  with  8  million,  and  Pharmacl 
6  million,  cvs'  online  unit,  cvs.com,  has  e 
with  Merck  and  Healtheon/WebMD  to  be 
elusive  electronic  pharmacy.  Husson  exr 
to  earn  $1.79  a  share  this  vear  and  $2.08 
from  1999's  $1.55. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Apr.  S 


%  change 
Year  to    Last  12 
Week      date        months 


S&P  500 

Apr.    Oct.    Apr.  Mar.  30-  Apr.  5 


-1530 


COMMENTARY 

\  gut-wrenching  week  in  the  fi- 
lancial  markets,  with  high- 
:ech  stocks  and  the  Nasdaq 
;omposite  stumbling.  Nasdaq 
fell  for  four  straight  days,  end- 
ing down  10.2%  for  the  week. 
The  Business  Week  50  was 
down  5.2%,  with  computer  is- 
sues leading  the  decline.  Mi- 
crosoft's legal  perils  hurt  tech 
issues.  Bonds  soared,  as  in- 
vestors fled  to  quality.  Wide  in- 
tra-day  swings  stunned  traders. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc 


S&P  500 

1487.4 

-1.4 

1.2 

12.6 

Dow  Jones  Industrials 

11,033.9 

0.1 

-4.0 

10.3 

Nasdaq  Composite 

4169.2 

-10.2 

2.5 

62.9 

S&P  MidCap  400 

475.8 

-1.0 

7.0 

28.6 

S&P  SmallCap  600 

203.5 

-3.2 

2.9 

25.6 

Wilshire  5000 

13,948.5 

-3.0 

2.9 

16.3 

SECTORS 

BusinessWeek  50* 

1229.7 

-5.2 

-0.1 

26.0 

Business  Week  Info  Tech  100**  1022.8 

-6.6 

NA 

NA 

S&P/BARRA  Growth 

906.5 

-3.3 

2.2 

18.0 

S&P/BARRA  Value 

611.8 

0.9 

0.2 

6.3 

S&P  Energy 

838.2 

-1.7 

0.5 

8.6 

S&P  Financials 

135.4 

0.7 

1.8 

-5.0 

S&P  REIT 

74.2 

1.1 

0.7 

-5.9 

S&P  Transportation 

595.3 

4.2 

-0.3 

-16.5 

S&P  Utilities 

242.8 

0.3 

6.8 

2.3 

GSTI  Internet 

571.4 

-15.5 

-19.8 

-8.4 

PSE  Technology 

1122.3 

-4.6 

15.5 

114.3 

*Mar.  19,  1999=1000 

'*Feb.  7,2000=1000 

BEST-PERFORMING 

Last 

Last  12 

GROUPS 

month  % 

months  % 

%  chart 

1 

Year  to 

GLOBAL  MARKETS 

Apr.  S 

Week 

date 

S&P  Euro  Plus  (U.S.  Dollar) 

1525.1 

-1.4 

o'T 

London  (FT-SE  100) 

6379.3 

-3.3 

-7.9    . 

Paris  (CAC  40) 

6036.9 

-7.2 

1.3 1 

Frankfurt  (DAX) 

7330.8 

-6.8 

5.4 1 

Tokyo  (NIKKEI  225) 

20,462.8 

-1.2 

8.1    } 

Hong  Kong  (Hang  Seng) 

16,318.4 

-10.8 

-3.8   1 

Toronto  (TSE  300) 

9226.5 

-4.9 

9.7    3 

Mexico  City  (IPC) 

7272.8 

-7.8 

2.0  1 

FUNDAMENTALS 

Apr. 

4        Wk.  ago    | 

S&P  500  Dividend  Yield 

1.12% 

1.12% 

81 « 


S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Surprise* 
'First  Call  Corp 
TECHNICAL  INDICATORS 


31.7 
24.6 

12.78% 


31.8 
24.9 
4.37% 


Apr.  4      Wk.  ago 


S&P  500  200-day  average  1378.2  1374.1 

Stocks  above  200-day  average  35.0%       31.0% 

Options:  Put/call  ratio  0.43          0.42 

Insiders:  Vickers  Sell/buy  ratio  0.80          0.78 


WORST-PERFORMING      Last 
GROUPS  month  % 


Shoes  35.1 

Property-Casual.  Insurers  29.5 

Food  Chains  29.0 

Multiline  Insurers  27.1 

Insurance  Brokers  27.0 


Instrumentation 
Semiconductors 
Defense  Electronics 
Communications  Equip. 
Oil  &  Gas  Drilling 


279.1 
132.2 
117.7 
104.1 
67.3 


Defense  Electronics 
Health-Care  Services 
Instrumentation 
Household  Products 
Long-Dist.  Telecomms. 


-23.2 
-20.4 
-20.2 
-16.3 
-7.4 


Pollution  Control 

Toys 

Life  Insurance 

Office  Equip.  &  Supplies 

Hotels  &  Motels 


BLOOMBERG  MUNI  YIELD  EQUlVALEl 

Taxable  equivalent  yields  on  AAA-rated,  tax-exei§uh a 

faaaW 

pmih 


MUTUAL  FUNDS 


■i  S&P  500*   ■ 
4-week  total  return 


I  All  Equity  Weekending  Apt  4 

52-week  total  return 


%       -4        0        4        8        12       16 
Data:  Morningstar.  Inc. 

EQUITY  FUND 


7        14       21       28      35      42 
'Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return  % 

Financial  16.4 

Large-cap  Value  11.8 

Mid-cap  Value  9.6 

Large-cap  Blend  7.2 

Real  Estate  5.5 

Leaders 

52-week  total  return  % 


Laggards 

Four-week  total  return 


°o 


Technology  -18.6 

Small-cap  Growth  -18.1 

Mid-cap  Growth  -15.8 

Communications  -11.2 

Health  -10.0 

Laggards 

52-week  total  return  % 


Technology 

Small-cap  Growth 

Mid-cap  Growth 

Japan 

Diversified  Pacific/Asia 


111.7 
74.6 
69.7 
69.0 
66.9 


Precious  Metals 
Financial 
Real  Estate 
Large-cap  Value 
Mid-cap  Value 


-5.3 

-4.5 

2.9 

6.3 

9.0 


INTEREST  RATES 


KEY  RATES 


Week      Year 
Apr.  5       ago         ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


5.58%    5.54%   4.47% 
5.87       5.89       4.42 


municipal  bonds,  assuming  a  31%  federal  tax 
10-yr.  bond    30-yr. 


1-YEAR  TREASURY  BILLS  6.10  6.31  4.69 

10-YEAR  TREASURY  NOTES  5.87  6.18  5.14 

30-YEAR  TREASURY  BONDS  5.78  5.99  5.51 

30-YEAR  FIXED  MORTGAGEt  8.11  8.32  6.97 


GENERAL  OBLIGATIONS         4.98%      5.! 
TAXABLE  EQUIVALENT  7.22         8.< 


INSURED  REVENUE  BONDS     5.14         S.i 
TAXABLE  EQuiVALENT  £45  " 

tBanxQuote,  Inc. 


BW  PRODUCTION  INDEX 

Change  from  last  week:  0.6%         Change  from  last  year:  1 1.2% 


165 

INDUSTRIAL  OUTPUT 

160 Mar.  25=163.7 

1992=100 


Information  on  each  of  the  index  components  is  at  www.busmessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  finished  ahead 
week  ended  Mar.  25.  The  unaveraged  indi 
increased  to  165.2,  from  164.7.  Steel  proi 
rose  2.2%,  with  capacity  utilization  at 
the  highest  it  has  been  since  March  of  199i 
put  of  autos  and  trucks  were  both  up  modi 
and  electric-power  output  posted  a  1% 
Lumber  production  was  up  4.5%,  and  the 
em  Forest  Products  Assn.  announced  that  e: 
of  Southern  pine  were  up  11%  in  1999 
rail-freight  traffic  and  coal  production  di|k{j 


mail! 
Mi  IS! 

}.r  :  '■  ■  ■ 
if  America  -E, 


I  THE  WEEK  AHEAD  I 


RETAIL  SALES  Thursday,  Apr.  13,  8:30  a.m. 
edt>  Retail  buying  probably  increased  by 
0.4%  in  March,  says  the  median  forecast  of 
economists  surveyed  I:    Standard  &  Poor's 
MMs,  a  unit  of  The  McGraw-Hill  Companies. 
Excluding  cars,  sales  likely  grew  0.5%.  In 
February,  record  car  saies  pushed  retail 
sales  up  1.1%.  But  even  without  vehicles, 
sales  jumped  1%. 

PRODUCER  PRICE  INDEX  Thursday,  Apr.  13, 
8:30  a.m.  edt>-  Higher  energy  prices  meant 
that  producer  prices  of  all  finished  goods 
likely  rose  0.5%  in  March,  after  a  1%  jump 
in  February.  Exclude  the  effects  of  food  and 
energy,  however,  and  core  prices  probably 


rose  a  smaller  0.2%  last  month,  following  a 
0.3%  gain  in  February. 

CONSUMER  PRICE  INDEX  Friday,  Apr.  14, 
8:30  a.m.  edt>-  Consumer  prices  in  March 
were  probably  up  0.4%,  again  because  of 
higher  energy  prices.  Total  prices  rose  0.5% 
in  February.  Core  prices,  which  exclude  food 
and  energy,  likely  grew  0.2%,  the  same  as 
in  February. 

BUSINESS  INVENTORIES  Friday,  Apr.  14, 
8:30  a.m.  edt>  Stockpiles  at  manufactur- 
ers, wholesalers,  and  retailers  probably  grew 
by  0.4%  in  February,  after  a  large  0.5% 
gain  in  January. 


INDUSTRIAL  PRODUCTION  Friday,  Apr.  14, 
9:15  a.m.  edt¥-  Output  at  factories,  mine: 
and  utilities  probably  rose  by  0.4%  in 
March,  forecasts  the  s&p  mms  survey.  That 
consistent  with  the  level  in  the  purchasing 
managers'  index  of  production,  and  it  fol- 
lows a  0.3%  rise  in  February.  The  modest 
increase  in  output  suggests  that  March's  av 
erage  operating  rate  for  all  industry  rose  to 
81.8%,  from  February's  81.7%. 
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BusinessWeek  Mill 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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ex  to  Companies 


I  ex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
o  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names, 
pies  listed  only  in  tables  are  not  included. 
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Editorials 


THE  MARKET  NEEDED  A  DOSE  OF  REALITY. 


Welcome  to  the  start  of  the  first  major  market  correc- 
tion of  the  New  Economy.  The  correction  in  price 
may  not  be  over,  but  a  correction  in  expectations  has  already 
occurred.  Despite  the  recoup  on  Turbulent  Tuesday,  a  13.6% 
fall  in  the  Nasdaq  in  three  hours,  triggering  margin  calls  all 
the  way  down,  was  enough  to  give  pause  to  even  the  most 
speculative  day  trader.  Real  earnings  suddenly  matter  a 
lot  more  than  dot-com  dreams.  A  long-overdue  rotation 
looks  to  be  under  way  that  reflects  a  strong  shift  to  quality 
(page  40).  It  is  a  healthy  wringing  out  of  excess  speculation. 
But  while  a  return  to  more  rational  valuation  is  to  be 
applauded,  the  violent  market  gyrations  are  a  reminder 
that  the  New  Economy  has  by  no  means  put  an  end  to 
volatility. 

Markets  overshoot,  of  course,  and  the  New  Economy 
brings  new  temptations.  A  business  world  driven  by  hot 
technologies  and  innovations  is  one  in  which  investors  need 
to  place  lots  of  bets.  It's  impossible  to  know  exactly  which 
models  will  succeed  or  which  technologies  will  get  traction. 
Whipped  up  by  the  Wall  Street  hype  machine,  it  is  easy  for 
average  investors  to  get  carried  away,  buy  into  initial  pub- 
lic offerings  at  extravagant  prices,  and  bid  up  certain  Net 
stocks  to  ridiculous  heights.  People  begin  to  accept  silly 
notions  of  valuation,  and  high-tech  stocks  soar  beyond  any 


reason.  Overshooting  on  the  upside  is  always  a  dangej 
technologically  vibrant  economy. 

So  too,  perhaps,  is  overshooting  on  the  downside, 
cent  months,  venture  capitalists  and  professional  inv< 
have  quietly  decided  to  move  out  of  many  business-t( 
merce  dot-coms  that  show  few  prospects  of  profit; 
anytime  soon.  Funds  have  been  flowing  into  more  pro 
business-to-business  startups,  Net  infrastructure  c 
nies,  and  virtually  all  New  Economy  stocks  showin 
earnings.  Safer  Old  Economy  equities  that  have  traditi 
turned  a  good  profit  have  also  attracted  professional 
But  day  traders  and  individual  momentum  investors 
tinued  to  play  fast  and  loose,  keeping  many  high-tech  s 
unreasonably  high  even  as  the  pros  retreated.  That  n 
that  when  the  break  came  in  the  markets,  there  was 
support  and  prices  fell  like  stones.  On  Tuesday,  it  was  s 
perhaps  scary  enough  to  begin  tempering  the  excess 
momentum  investing. 

The  truth  is,  the  Internet  has  been  in  an  unreal  w 
and  investors  have  been  willing  participants.  Eternal  ve: 
of  capitalism  concerning  competition,  information,  and 
ation  have  been  ignored.  All  the  hype  hid  the  question! 
practices  upon  which  many  new  dot-com  businesses  aJ 
based. 


■J 


...AND  THAT  GOES  DOUBLE  FOR  DOT-COMS 


il 


The  Internet  Revolution  is  unquestionably  a  marvel.  But 
the  pioneers  in  Silicon  Valley  must  face  up  to  the  fact 
that  traditional  commercial  and  legal  precepts  that  govern 
capitalism  must  also  apply  to  the  Net.  Indeed,  given  its  nov- 
elty and  power,  they  must  apply  especially  to  the  Net.  For 
example: 

■  Privacy.  Many  business-to-consumer  dot-coms  are  based  on 
a  business  model  that  invades  privacy,  aggregates  personal 
data,  and  markets  the  information  without  an  individual's 
consent.  Privacy  was  not  supposed  to  matter  on  the  Internet. 
It  certainly  does.  Personal  lawsuits  and  inquiries  by  the 
Federal  Trade  Commission  into  how  DoubleClick  Inc.  and  oth- 
er online  outfits  collected  and  used  information  led  investors 
to  push  their  stocks  down.  CEOs  now  promise  to  protect  pri- 
vac;    in  the  future. 

■  Transparency.  Many  dot-coms  are  playing  pretend  when  it 
comes  to  their  revenues.  They  claim  the  full  price  of  airline 
tickets  or  hotel  rooms  as  revenues  when  all  they  do  is  link  up 
buyer  and  seller.  Others  claim  bartered  ads.  Still  others  are 
booking  long-term  revenues  up  front.  Sadly,  their  auditors 
have  agreed,  arguing  that  the  Internet  is  somehow  different. 
The  Securities  &  Exchange  Commission  doesn't  see  it  that 
way.  The  agency  has  leaned  hard  on  them  to  follow  the 
rules.  Now  outfits  like  drkoop.com,  .nnow.com,  Peapod.com, 


and  MicroStrategy  are  restating  their  real  revenues — i 
lower — and  investors  are  sending  their  stocks  down. 

■  Patents.  Some  dot-com  companies,  such  as  priceline. 
and  Amazon,  patent  widespread  business  methods  and 
ware  techniques  to  create  a  monopoly  and  inhibit  ri 
Again,  the  Net  is  said  to  be  such  a  special  place,  the  ob 
can  be  patented.  The  U.S.  Patent  Office,  understaffed 
overwhelmed,  initially  agreed.  But  under  pressure  from  o 
competitors,  it  has  changed  its  mind.  Online  or  offline,  pa 
ing  the  obvious  won't  be  allowed. 

■  Monopoly.  Economists  and  Net  gurus  argue  that  the  need 
standardization  and  the  power  of  network  externalities  ju 
fies  monopolies  on  the  Net.  Again,  the  argument  is  that 
Net  is  a  special  place.  Not  according  to  competitors 
complained  bitterly  to  the  Justice  Dept.  about  Microsoft 
courts  have  now  ruled  that  Microsoft  violated  the  100-year 
Sherman  Anti-Trust  Act.  Abuse  of  monopoly  isn't  allowed 
the  Net,  after  all.  Investors  sent  Microsoft's  stock  down. 

Each  problem — privacy,  transparency,  patents,  monopol 
has  hurt  particular  stocks.  Together  they  explain  a  Iar| 
part  of  the  recent  correction  in  Nasdaq.  High-tech  entij 
preneurs  must  address  these  problems  as  the  price  for  c 
tinued  access  to  capital.  As  long  as  they  persist,  there  is 
real  danger  that  markets  will  continue  to  be  volatile. 
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More  EPA  regulations.  Tighter  toxic  chemical  controls.  And  heaven  know, 
what  will  turn  up  in  your  next  real  estate  purchase  or  sale.  Get  more  help  an 
higher  limits  from  some  of  the  best  minds  on  the  planet. 
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INSURANCE  FOR  TODAY'S  WORLD 
TRUST  •  HISTORY  •  SERVICE 
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act  your  agent  or  broker,  www.kemperenvironmental.com  or  1-800-679-00 


Should  have  talked  to 
IBM  Global  Services  here. 


Toy  company  plans 

launch  of  eagerly  awaited 

Robo  Beast." 


100%  of  them  cannot 


be  printed  here.     < 


;ompany  increases  automat 
call  center  capacity. 
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Company  adds  more 
and  new  database 
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50%  use 
expletives. 


The  View  devo 
segment  to  Ro 


60%  of  customers 
hang  up. 


Callers  flood  Robo  Be 
phone  lines. 


Customers  are  put  on 
hold  for  35  minutes. 


Operators  can  accept  orders 
but  can't  process  billing  information. 
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ibm.com/services/us2 
1  800  IBM  7777  ask  for  services 


HOW  MANY  YEARS 
OF  SELF-DENIAL 

WILL  IT  TAKE 

BEFORE  YOU  CRACK? 


The  All-New  Avalon. 

The  most  luxurious,  spacious  sedan  we've  ever  created. 


STARTING  UNDER  $26,100*  MODEL  SHOWN,  $26,940. 

Your  Fairy  Godmother  is  nowhere  to  be  found.  Luckily,  you  can  reward  yourself  with  a  i  Qjy  TO Y OT/V 
new  Avalon.  It  has  a  refined  210-horsepower  V6  and  a  ride  that  stirs  the  senses  without  De  good  to  yourse! 
rattling  the  spine.  Do  you  deserve  this  much  luxury?  If  you  have  to  ask,  you're  not  ready.  | eve 


www. toy  ota. com   ♦    1  •  800- go  'toy  Ota  ©1999  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you 
*Starting  MSRP  including  destination  charge.  Excluding  taxes,  license,  title  and  regionally  required  or  other  optional  equipment.  Actual  dealer  price 
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Tourism  can  be  a  boon  to  an  economy,  but  it 
can  be  a  bust  if  it  destroys  the  environment. 
That's  why  Ford  Motor  Company  partnered 
with  Conservation  International  and  others 
to  create  a  walkway  that  helps  preserve  part 
of  the  Brazilian  Atlantic  rain  forest  and  lets 
visitors  experience  this  rich  ecosystem.  The 
income  from  ecotourism  offers  an  alternative 
to  a  destructive  logging-based  economy. 

Ford  Environmental  Steward  Luis  Lara 
wants  people  to  see  the  rain  forest, 
but  more  than  that,  he  wants 
a  rain  forest  left  for  people  to  see. 
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ATEXAS  INSTRUMENTS  TECHNOLOGY 


OUR  PASSION  WITH 
AZING  DIGITAL  LIGHT. 

With  Digital  Light  Processing "  imaging  technology  by 

Texas  Instruments,  visuals  are  finally  seen  the  way  they 

were  meant  to  be  seen -with  fiery  brilliance.  That's  because 

the  patented  technology  behind  the  DLP"  processor  delivers 

a  crystal-clear  digital  image.  The  end  result  is  unsurpassed 

color  and  contrast,  even  in  ambient  light.  From  portable  and 

large-screen  projectors  to  cinema  and  high-definition  home 

- 
entertainment,  DLP  "technology  projects  more  than  just  a 

high-quality  digital  image;  it  projects  passion 

and  excitement  every  time.  To  find  out  more  about 


I  ^. 


DLP"  processors  and  the  products 

branded  with  this  technology, 


fisit  our  Web  site  or 


call  1-888  DLP-BY-TI. 
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BANK  ONE:  UH,  LET 
ME  REPHRASE  THAT 

FOR  FINANCIAL  TURNAROUND 

whiz  James  Dimon,  tapped  to 
revive  troubled  Bank  One, 
talk  is  anything  but  cheap. 

On  Mar.  25,  just 
a    couple    of  days 
before  the  Citigroup 
alumnus  was  pub- 
licly named  to  head 
the  Chicago-based 
bank,  he  purchased 
2  million  shares  in 
his  soon-to-be-em- 
ployer at  just  over 
$28  per  share.     It 
soon     climbed     to 
near  $37.  Then,  on 
Apr.      5,      Dimon 
reached  out  to  Wall   ~ 
Street  analysts  in  a  confer- 
ence call  to  reassure  the  in- 
vestment pros  that  all  would 
be  going  well  at  the  bank. 


DIMON:  Still  ahead 
$10  million 


The  next  day,  Bank  One  stock 
dropped  about  $3  a  share,  giv- 
ing Dimon  a  quick  paper  loss 
of  $6  million  and  change. 

Analysts  say  that  Dimon's 
talk  lacked  specifics.  He  spoke 
of  still  fashioning  a  "game 
plan"  to  attack  the   bank's 
woes,  which  include  big  prob- 
lems in  its  credit- 
card  portfolio.  That 
tentativeness  only 
added      to      Wall 
Street's  skepticism 
about   the   bank's 
prospects.      Says 
longtime  Bank  One 
critic  Michael 

Mayo  of  cs  First 
Boston,  "Dimon's  a 
positive,  but  he's 
not  Houdini." 
Still,  Dimon  did 
"   get  a  brief  honey- 
moon. With  shares  recently 
closing  at  $33.50,  he  is  still 
$10  million  richer  from  his 
stock.  Joseph  Weber 


TALK  SHOW  ((We  still  live  in  curious  times  that  rei 
very  puritanical." 

— Playboy  founder  Hugh  Hefner,  on  the  controversy  about 
having  a  Chicago  street  corner  named  after  him 


TRADE  WINDS 

A  NEW  CASE  OF 
COFFEE  JITTERS 

AMERICANS  WORRIED  ABOUT 

the  price  of  oil,  thanks  to 
opec,  could  soon  see  a 
jump  in  the  price  of 
their  morning  cup 
of  Java,  thanks  to 
the  coffee  cartel. 
With  some 
growers'  prices 
off  as  much  as 
60%  in  the  past 
three  years, 
the  14-member 
Association  of 
Coffee  Producing 
Countries  (acpc)  is 
brewing  up  a  plan  to 
boost  prices.  The  cartel  wants 
to  cut  supply  by  keeping  up 
to  7  million  60-kilogram  bags 
of  beans  off  the  market  for 
a  year,  starting  in  June.  The 
world's  top  coffee  producers, 
Colombia  and  Brazil,  are 
pushing  hard  for  the  plan,  set 
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for  a  vote  at  acpc's 
meeting  on  May  8-9. 
ceed,  it  will  need  eooj  ) 
from  noncartel  pro 
Mexico,  the  No.  5  pr 
usually  shuns  ACP( 
Guillermo  Robles,  pr 
of  the  Mexican 
tion  of  Coffi 
porters.  Bu 
co  has  ag 
meet  wit 
members 
May. 
Brazil, 
extra 
tion  help 
a  1995  pri 
port  schen 
promised  its 
ers  $290  mil 
support  for  the  cu 
Colombian  officia 
acpc  needs  growers 
of  the  world's  coffee  t( 
its  plan  work.  With 
coffee  growers  in 
militant  mood,  get 
shell  out  more  for  yo 
ble  latte.  Sumnne  Tirm 
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SILICON  CULTURE 

LOOKING  FOR  A  FEW 
GOOD  H00SIERS 

INDIANAPOLIS'  FAME  REVOLVES 
mostly  around  amateur  sports 
and  auto  racing.  So  word  that 
the  prairie  town  may  get  a 
dollop  of  high-tech  glamour  is 
causing  more  talk  there  than 
Bobby  Knight's  latest  temper 
tantrum.  On  Apr.  18,  ex- 
Netscape  ceo  James  Barks- 
dale  is  set  to  name  Indianapo- 
lis as  the  third  node  of  his 
high-powered  political  action 
group,  Technology  Network. 

TechNet  has  raised  millions 
to  lobby  lawmakers  for  such 
tech-sensitive  needs  as  more 
education  funding.  TechNet 
already  has  offices  in  Silicon 
Valley  and  Austin,  Tex.  So 
why  Indianapolis?  Its  officials 
were  "particularly  aggres- 
sive," says  Barksdale.  "You 
got  some  guys  willing  to  do 
some  work  there."  The 
Hoosiers  helped  recruit  a 
staff  of  five  politically  con- 


nected execs  who  have 
promised  to  help  TechNet 
raise  $300,000  annually. 
Indianapolis  is  tech-savvy, 
too.  Boston  researcher  Cog- 
netics  put  it  among  the  top 
five  U.  S.  cities  for  "baby 
gazelles" — young,  post-start- 
up Internet  companies. 
Barksdale    savs    TechNet 


can  help  spur  Indiana's  tech 
industries,  although  no  major 
local  investments  are  on  tap. 
But  Indiana  officials  still  re- 
main optimistic — even  if  they 
end  up  giving  more  than  they 
get.  Roger  O.  Crockett 


Along  with  a  New  Economy,  the 
high-tech  revolution  has  also 
spawned  a  New  Vocabulary. 
These  definitions,  from  the  Chal- 
lenger New  Economy  Workplace 
Dictionary,  can  be  as  impenetrable 
as  the  latest  teenybopper  slang. 

BUGEATERS  Programmers  assigned  to 
Y2K  computer  problems 

BURN  RATE  Speed  at  which  dot-coms 
use  up  cash  on  advertising 

CYBERMILL  Rumor-mongering  via  the 
Internet  and  intranet 

JUMPERS  CEOs  who  leave  traditional 
companies  for  Internet  startups 

DATA:  CHALLENGER,  GREY  &  CHRISTMAS 


That  isn't  surprising  since  so  many 
con  Valley  entrepreneurs  are 
young.  So  as  soon  as  you'v< 
memorized  these  terms,  the; 
may  be  outdated.  After  all,  li 
teen  slang,  what  good  is  it  if 
everyone  understands? 

99ERS  Speculators  hoping  to  hit  th 
financial  mother  lode  via  Internet  IP 


REVERBS  The  children  of  Baby 
Boomers 


EARLYBIRD  MENTORS  Young  work 
ers  imparting  computer  and  Internet 
knowhow  to  older  workers 


Y2CAKE  Perks  offered  employees  w 
worked  Jan.  1-2,  2000 


■ 


• 


I  am  the  common, 

everyday  vocabulary  of  commerce. 

I  am  the  language  that  articulated 

the  car  you're  driving, 

shirt  you're  wearing, 

book  you're  reading, 

film  you're  watching, 

product  you're  selling, 

paycheck  you're  earning, 

and  swordfish  you'll  have 

at  that  restaurant  tomorrow. 

I  am  the  linchpin  under  all 

the  world's  commerce. 


Who  Is  th§  linchpin  undor  ms? 


SBC  lom itloni  Ini    mi  righu 


investing  6  billion  dollars  in  the  mosi  Fai  i  caching  deployment  <>i 

i  oadhand  out  there  We're  one  oi  th<  largest  network  integrators,  and 

.1  providei  of  advanced,  global  <■<  on  incur  solutions   We're  SBC. 

ibined  strengths  ol  Vmeritech,  Pacifu  Bell,  * — v. 

Si     i h western  Bell  and  SN1  r.  You're  demanding  more.  ^—^ 

rt  expecting  more  SBC 


Up  Front 


CAR  TALK 


KEEP  THOSE 
GUZZLERS  COMING 


INSIGHT:  65  MPG 


THINK     CONGRESS     ISN'T 

concerned  about  high  gasoline 
prices?  It  is.  Think  it  will  do 
something  about  them?  Not 
likely.  In  the  short  term,  law- 
makers seem  content  to  wait 
for  opec  production  increases 
to  hit  the  market — while  ig- 
noring one  possible  long-term 
answer. 

It  would  take  a  miracle  to 
get  short-term  solutions  for 
increasing  the  gas  supply, 
such  as  tapping  the  Strate- 


gic Petroleum  Reserve,  back 
on  the  table.  Now  Congress 
also  seems  dead  set  against 
prodding  Detroit  to  produce 
more  fuel-efficient  cars,  in  an 
effort  to  reduce  demand  over 
; — and  more  permanent- 
ly. Republicans  and  the 
auto     industry     have 
been  allied  for  years  to 
thwart  such  a  move. 
This  year,  Representa- 
tive Frank     Wolf  (R- 
Va.),     chair     of     the 
"   House  Appropriations 
Transportation  subcommittee, 
is  expected  to  introduce  a  bill 
that  would  bar  the  Trans- 
portation Dept.  from  even 
studying  tougher  fuel-econo- 
my standards. 

Detroit's  victory,  however, 
may  be  hollow.  Using  "hybrid" 
electric-gas  engines,  cars  such 
as  Honda's  Insight  can  get  65 
mpg.  If  drivers  start  shopping 
for  gas-sippers,  even  a  friend- 
ly Congress  won't  be  able  to 
help  Detroit.  Stan  Crock 


POLLUTION  SOLUTION 

AN  (ORGANIC) 
FISH  STORY 

HEY,  IS  THAT  FISH  YOU  ARE 

eating  all  fish,  pure  fish,  and 
nothing  but  fish?  The  fight  is 
on  to  figure  that  out.  U.  S. 
Senator  Ted  Stevens  is  lead- 


ALASKAN  SALMON:  How  pure  is  it? 


ing  an  effort  by  his  state's 
fishing  industry  to  allow  Alas- 
ka-caught salmon  to  bear  an 
"organic"  label  sanctioned  by 
the  Agriculture  Dept.  Such 
fish  could  fetch  twice  the  usu- 
al price,  helping  Alaska's  ail- 
ing fisheries. 

But  that  action  would  also 


wrongly  open  the  door  to 
calling  any  wild  fish  or  game 
"organic,"  say  many  organic 
certification  advocates.  After 
all,  a  salmon  swimming 
through  an  oil  spill  would  not 
be  most  people's  idea  of  or- 
ganic. And  the  fish  swim  hun- 
dreds of  miles  out  to  sea,  so 
there's  no  telling  what 
they've  eaten  or 
been  exposed  to. 
Alaska's  plan  "takes 
us  back  to  the  con- 
cept of  organic  by 
neglect,"  says  Jim 
Riddle,  a  consultant 
at  OrganicWorks  USA 
in  Winona,  Minn. 

Nevertheless, 
prodded  by  Republi- 
can Stevens,  Agricul- 
ture began  hearings 
"  on  Apr.  10  to  craft 
"national  organic  standards 
for  seafood."  Final  action  is 
expected  by  the  fall.  Organic 
food  advocates  vow  to  oppose 
certification  for  nonfarm- 
raised  fish.  The  fishing  indus- 
try wants  it.  All  in  all,  it's 
shaping  up  to  be  one  hell  of  a 
food  fight.         De>mis  Blank 


ANIMAL  MAGNETISM 

ELEPHANT-SIZED 
BATTLE  AHEAD 

EXPECT  A  SPIRITED  BATTLE 

on  Apr.  18,  when  the  U.N. 
Convention  on  International 
Trade  in  Endan- 
gered Species  of 
Wild  Fauna  and 
Flora,  meeting  in 
Nairobi,  considers 
reopening  the  trade 
in  ivory,  banned  in 
1989.  The  high- 
stakes  controversy 
pits  conservationists 
against  those  who 
see  ivory  sales  as  a 
tool  for  wildlife 
management  and  economic 
development. 

Botswana,  Namibia,  and 
Zimbabwe  want  annual  quo- 
tas on  ivory,  following  a  suc- 
cessful 1999  trial  sale.  And 
South  Africa  wants  a  onetime 


TUSKS:  On  sale? 


sale  of  tons  of  hide  an 
from    its    Kruger    N 
Park,    where   the    el 
population  has  balloon 
1989.  The  goods  com 
animals  who  have  die 
rally.  The  sale,  say  o  a 
could   raise   $4   milli 
wildlife  pro 
a  boost  for 
Africa's  $12 
tourist  trade 

Animal-w  fl 
advocates,  1  v 
er,  say  a  re 
ivory    trad 
just    mean 
dead       elep 
Already, 
Africa's 

11,000-me 

Makuleke  tribe  wants 
ed  elephant  hunts 
lands,  which  abut  '. 
The  tribe  says  its  plan 
fund  a  lodge  for  a  dil 
type  of  shooters:  came 
ing  tourists.    Kathy  Ch 


THE  BIG  PICTURE 


HIGHER  SKILLS,  LONGER  HOURS 

Manufacturing  overtime,  most  prevalent  among  high 
skilled  workers,  is  still  near  its  Jan.  1998  decade-lew 
high.  In  contrast  to  previous  economic  booms,  emplo; 
now  find  overtime  cheaper  than  training  new  hires. 
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FOOTNOTES  Business  executives  who  believe  the  Internet  will  eventually  replace  trade  shows:  9%;  who  don't:  91  % 
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now  the  things  you  like  find  you. 


*  nre  te- 
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ii  s  greai  wnen  you  Tina  vveD  sues  you  reany  n 
be  better  if  those  sites  found  you?  Welcome  to  eTour.con 
The  first  time  you  visit  you  tell  us  your  interests.  After  that, 
every  time  you  log  on,  we  bring  you  new  Web  sites. that 
match  those  interests.  Whatever  they  are.  Only  great  sites, 
no  junk.  No  wonder  we  were  rated  "A+"  by  Entertainment 
Weekly  magazine.  There's  no  more  searching.  Just  surfing. 
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KUDOS  FROM  OUR  PEERS 
FOR  BUSINESS  WEEK  ONLINE 


™ 


For  more  than 
70  years  now, 
our  goal  has 
been  to  deliver  the 
very  best  in  busi- 
ness analysis  and 
commentary  to  our 
readers  worldwide. 
So  when  our  peers 
recognize  us  for  a 
job  well  done,  we 
are  naturally  quite 
pleased.  This  year, 

BUSINESS    WEEK    is 

again  a  finalist  for 
the  National  Maga- 
zine Awards — the  Oscars  of  our 
trade — presented  by  the  American  So- 
ciety of  Magazine  Editors.  Over  the 
years,  business  week  has  walked 
away  with  29  finalist  nominations  and 
has  won  the  coveted  award  seven 
times,  more  than  any  other  business 
magazine.  With  an  approving  nod  to 
our  future,  this  year's  judges  have  cho- 
sen business  week  Online,  our  Web 
site,  for  the  honors. 

Visit  us  at  www.businessweek.com, 
and  you'll  see  why.  In  our  Daily  Brief- 


THE  SITE 


ing  pages,  you': 
the  same  qual 
thinking  and  w 
that  you  find  i 
magazine — in  or 
stories  that  ar 
dated  every  d 
our  reporters 
the  globe, 
you're  there, 
out  our  colum 
who  deliver  fres 
sights  into  every 
from  the  Intern 
Asia  to  investin 
vice  for  corpi 
on  our  other  chai 


s 


women.  Click 

where  you'll  find  lively  stories  an( 
ful  tools  covering  small  business, 
nology,  and  much  more. 

We're  proud  of  these  latest  lai 
but  our  job  is  just  beginning.  Ir 
weeks  ahead,  our  site  will  be  g 
ing  and  improving  at  Internet  s{ 
Log  on,  folks. 
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Editor-in-C:  f  ' 


HYPE  MACHINE'-OR  NEW  TOOL 
FOR  THE  SMART  INVESTOR? 

I  read  with  interest  your  assessment 
of  how  the  media  contribute  to  clouding 
Wall  Street's  performance  ("Wall  Street's 
hype  machine,"  Cover  Story,  Apr.  3).  I 
closely  monitor  international  market 
news,  and  I  concur  with  your  critique. 
But  I  wonder  how  the  media  feel,  now 
that  they  are  in  the  hot  seat — with  your 
article  slicing  through  their  performance, 
much  like  they  do  on  a  daily  basis. 

Prince  Alwaleed  Bin  Talal  Bin 

Abdul  Aziz  Alsaud 

Riyadh,  Saudi  Arabia 


Your  story  banks  on  the  notio 
most  investors  are  idiots  and  th 
rise  of  the  individual  investor  has  ( i 
fueled  by  nothing  more  than  medi 
sationalism  and  biased,  fame-hung 
alysts.  What  about  the  upside  <    \k 
story?  More  than  ever  before,  inv 
are  using  sophisticated  diagnostic 
culling  comprehensive  informatioi 
engaging  in  intelligent  discussions    \\ 
fellow  investors.  And  where  doe 
article  mention  the  independent  ) 
lysts  building  followings  who  pi 
balanced  buy  and  sell  recommenda  k 

The  Web  has  given  individu 
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tors  access  in  resources  formerly 
ilablt-  only  to  Wall  Street-  the  peo 
this  article  claims  are  running  away 
i  sacks  of  money  while  the  average 
«tor  gets  fleeced.  From  reading  the 
Htge  boards  on  the  site  I  founded 
years  ago,  ClearStation  Inc.,  I  see 
our  members  were  big-time  buyers 

lasdaq  sell-off  slowed  down.  Our 
libers  are  "playing  it."  There  is  no 
ie  of  victimization  or  panic. 

can  always  find  someone  who 
gotten  soaked  and  make  that  the 
s  of  an  article.  And  it  makes  sense: 
he  nadir  of  the  panic,  the  worst  hu- 
i  impulses  surface.  But  there  are 
sides  to  the  story,  and  there  are  a 
rf  investors  on  the  upside,  thanks  to 
hole  new  generation  of  investor  re- 
ntes that  cut  through  the  hype. 

Doug  Fairclough 
Mill  Valley,  Calif. 
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b  imply  that  individual  investors  are 
rid  and  incapable  of  making  deei- 
&  is  ridiculous.  The  story  you  should 
writing  is  about  how  the  Internet 
led  to  a  democratization  of  invest- 
No  longer  is  investing  the  domain 
irofessional  investors  or  the  rich. 
Internet  has  brought  Wall  Street 
B  to  Main  Street,  giving  small  in- 
xrs  access  to  multiple  perspectives, 
vidual  investors  can  even  "virtually" 
nd  investment-banking  conferences, 
eh  they  never  had  access  to  before, 
esting  is  by  no  means  a  sure  thing, 
there  are  inherent  risks  resulting  in 
iers  and  losers.  Highlighting  some  of 
'  inevitable  losers  does  not  reflect  the 
■live  side  of  investing  online. 

Sharat  Sharan 
San  Francisco 

■BC  is  to  investing  what  profession- 
^frestling  is  to  sport    It's  entertain- 

lt,  not  research.  A  novice  investor 
jing  for  returns  should  quit  watching 
.vision  and  start  reading.  Then  the 
I  roach  should  be  to  "get  rich  slowly." 
[Jbeen  investing  for  16  years  and 

only  thing  I've  seen  happen  quickly 
j«ople  losing  money.  Over  that  time, 
live  turned  my  initial  $5,000  invest- 
,lt  into  more  than  $1  million,  mostly 
jing  out-of-favor  stocks  and  holding 
;H  until  they  are  back  in  favor. 
-Tie  dot-coms  say  earnings  are  not 
jortant;  they  are  going  for  market 
;re.  Any  third-grade  lemonade  stand 

rator  knows  better  than  this.  Ever 
ird  lemonade-stand  operators  say 
ff're  in  it  for  market  share,  not  prof- 
You  are  investing  in  a  company  to 
•  te  a  profit  on  your  money,  so  why 
'uld  you  invest  in  a  company  with 
,1s  different    from  yours'.'  They  are 

ig  your  money   to  accomplish  their 
and   they  gel   a  salary   from  it. 


The  small  investor  can  make  money 
in  the  market,  but  not  by  watching 
cnbc  or  following  brokerage  house  rec 
ommendations.  Learn  to  do  your  own 
research  using  facts  and  independent 
opinions.  Know  10  companies  very  well 
and  invest  in  the  best  five. 

James  P.  Ardrey 
Moscow 

Your  article  was  correct  in  identifying 
the  abuses  but  failed  to  offer  some  ef- 
fective remedies.  Here  are  some  sug- 


gestions:  (a)  all  commentator     hould 

have  their  personal  portfolio  dj  played 
whenever  they  are  Oil  'Teen  and  com 
menting  on  a  -lock,  since  tone  and  body 
language  are  often  used  to  promote  or 
punish  slocks;  (b)  all  analysts  -hould 
have  a  box  displaying  their  holdings 
and  whether  or  not  they  have  been  buy- 
ing or  selling  in  the  past  10  day-;  (c)  all 
persons  making  market  prediction- 
should  have  a  box  showing  their  last 
three  forecasts,  when  they  wrere  made, 
and  the  accuracy.  If  major  league  sports 
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"We'll  go  to  a  glitzy  school,  have  a  great  dot-com  idea, 

drop  out,  get  some  venture  capital,  get  enough  bandwidth 

from  Williams,  and  retire  rich" 


Venture  forth.  From  ISPs  to  ASPs  to  XYZs  —  basically,  any  company 
needing  global  connectivity  —  Williams  is  the  digital  on-ramp. 
Our  bottomless  bandwidth  and  end-to-end  equipment  solutions  let 
companies  .com,  and  go,  wherever  there's  opportunity. 
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CORRECTIONS  &  CLARIFICATIONS 

Because  of  an  editing  error,  a  Table  of  Con- 
tents entry  in  some  editions  (under  Envi- 
ronment, Apr.  17)  misstated  the  title  of  the 
environmental  classic  A  Sand  County  Al- 
manac. 


have  the  ability  to  display  such  infor- 
mation instantaneously,  it  shouldn't  be 
too  much  of  a  burden  for  financial  pro- 
grams to  do  the  same.  Or  don't  they 
want  us  to  know? 

James  Gardner,  ceo 

Planet  Press 

Newport  Beach,  Calif. 

THE  FEDS  SHOULDN'T  HAVE 
STRONG-ARMED  SMITH  &  WESSON 

In  "The  gun  deal  is  half-cocked" 
(News:  Analysis  &  Commentary,  Apr. 
3),  William  C.  Symonds  came  close  but 
missed  a  chance  to  make  a  persuasive 
point  about  the  agreement  reached  be- 
tween Smith  &  Wesson  and  the  federal 
government.  Symonds  mentions  the 
"form  of  blackmail"  used  by  the  feds 
but  didn't  explore  the  full  ramifications. 
This  abuse  of  federal  power,  in  the  form 
of  endless  lawsuits,  to  force  businesses 
into  submission  should  frighten  the  busi- 
ness community  to  its  roots.  This  tactic 
places  every  business  at  risk  at  the 
whim  of  whoever  is  in  the  White  House 
with  an  ax  to  grind. 

John  Bowden 
Clearwater,  Minn. 

DOCTORS  AREN'T  TO  BLAME 
FOR  THE  HEALTH-CARE  MESS 

"The  weak  link  in  the  drug  safety 
chain"  (News:  Analysis  &  Commentary, 
Apr.  10)  indicated  that  physicians  were 
the  weak  link.  My  experience  is  that 
some  patients  routinely  dismiss  account- 
ability and  responsibility  for  diabetes 
management  by  failing  to  follow  diets, 
exercise,  take  appropriate  medications, 
return  for  physician  visits,  or  obtain 
blood  tests  when  indicated  by  physicians. 

True,  health-maintenance  organiza- 
tions make  routine  blood  studies  difficult 
to  obtain.  Physicians  must  justify  these 
blood  tests  through  onerous  procedures. 
These  justifications  may  be  made  to  an 
HMO  representative  who  has  little  med- 
ical knowledge  of  diabetes  but  who 
makes  medical  decisions  about  diabetes 
management.  If  blood  studies  are  ob- 
tained through  off-site  laboratories, 
physicians  frequently  must  assume  re- 
sponsibility for  gathering  the  results. 


Author  Paul  Raeburn's  commentary 
may  be  partially  correct,  but  physicians 
may  not  be  the  most  important  compo- 
nent of  that  weak  link. 

John  L.  Kirkland,  M.  D. 

Pediatrics  Dept. 

Baylor  College  of  Medicine 

Houston 

CHILDREN'S  HEALTH 
ISN'T  A  NATIONAL  PRIORITY 

In  17  years  of  pediatric  practice,  I 
have  found  little  psychological  therapy 
that  cures  or  improves  attention  deficit 
disorder  and  have  found  stimulants  of- 
ten work  remarkably  well  in  school-age 
children  "Turning  our  toddlers  into 
guinea  pigs"  (News:  Analysis  &  Com- 
mentary, Apr.  3).  Moreover,  it's  hard  to 
believe  that  in  the  Michigan  Medicaid 
claims  referred  to,  adequate  funds  would 
be  available  to  treat  the  children  with 
continuing  psychological  therapy  (even  if 
proven  effective),  if  Michigan  is  any- 
thing like  Washington  State. 

Unfortunately,  the  use  of  Ritalin  and 
other  drugs  will  continue,  not  just  be- 
cause these  medications  may  be  effec- 
tive but  also  because  our  society  has 
not  placed  a  priority  on  children's 
health — through  government  health  in- 
surance or  through  support  of  families 
trying  to  survive  on  a  single  income  or 
single  parents  raising  children. 

Dan  Niebrugge,  M.D. 
Tacoma,  Wash. 

WEBLINING'  COULD  SIDELINE 
WOULD-BE  ENTREPRENEURS 

Bravo  for  "Weblining"  (e.biz,  Cover 
Story,  Apr.  3).  You  have  grasped  the 
real  issue  behind  the  privacy  debate — 
that  personal  information  will  be  used  to 
discriminate  against  the  less  successful, 
less  healthy,  or  otherwise  less  commer- 
cially desirable  among  us.  When  the  in- 
evitable errors  creep  into  these  data- 
bases, there  will  be  obvious  injustices 
— and  some  nasty  lawsuits.  But  the  real 
problem  is  diminished  social  mobility. 
By  making  it  still  harder  for  outsiders 
to  succeed,  we  deprive  our  entire  soci- 
ety of  the  benefits  of  their  talents.  How 
many  companies  won't  be  financed  on 
the  founder's  credit  cards  because  the 
cards  weren't  issued  in  the  first  place? 

David  Raab 
Chappaqua,  N.Y. 

THERE'S  PLENTY  OF  TOP-NOTCH 
TALENT  AT  AT&T 

Although  you  highlight  the  departure 
of  some  executives  ("The  talent  drain  at 


AT&T,"  Information  Technology,  IV 
the  fact  is  that  job-hopping  exe 
are  part  of  a  larger  industry  trei 
lure  of  making  vast  fortunes 
corns  and  other  startups  is  too 
deal  for  many  people  to  pass  u{ 
two-way  street,  though.  AT&T  al 
tinues  to  attract  top-notch  peop 
other  companies. 

We  have  the  best  executive  t; 
the  industry,  and  it's  no  surpri 
our  people  are  heavily  recruited 
doing  our  best  to  retain  executiv 
strength  by  granting  stock  opt 
one-third  of  all  managers.  We 
these  awards  much  more  broad 
many  other  companies  and  ga 
stock  options  (now  150  after  our 
for-two  stock  split)  to  all  150,0( 
ployees — management  and  nonm 
ment — in  1996. 

AT&T  has  the  talent  we  need  1 
ceed  because  we've  made  the 
strategic  decisions,  invested  in  th 
assets,  and  have  the  right  people 
the  job  done. 

Dick 
Executive  Vice-Prei 
Public  Re 
I 
Basking  Ridg< 

MORE  GRIST 

FOR  GREENSPANS  MILL 


I  was  disturbed  by  the  inflation 
in  "Greenspan's  dilemma"  (News:  j 
sis  &  Commentary,  Apr.  3).  It  illus 
how  far  business  and  governmer 
go  to  perpetuate  the  illusion  th 
matter  how  bad  things  are,  if  th 
tistics  say  everything  is  fine,  then 
thing  must  be  fine. 

I  am  in  charge  of  a  food  bank  i: 
waukie,  Ore.  At  a  recent  meeti 
emergency  food  agencies  in  the 
land  area,  many  of  these  agenci< 
ported  that  the  amount  of  food 
were  distributing  had  increased  by 
than  20%  in  the  past  year.  Food 
are  being  stretched  to  the  limit, 
now  getting  calls  regularly  from  p 
seeking  help  paying  rent.  We  had 
pie  visit  our  food  bank  who  are  liv 
a  Toyota  Celica. 

Why  don't  you  try  taking  off 
rose-colored  glasses  once  in  whi 
you  can  see  how  real  people  are 
in  this  "booming"  economy? 

Bruce  G( 
Portland 

There  is  no  reason  for  any  mor 
terest-rate  increases.  In  fact,  there 
no  reason  for  the  Fed  to  have  raise 
terest  rates  the  last  five  times  it 
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done  so.  The  only  justification  for  tighter 
credit  is  a  noticeable  increase  in  infla- 
tion. A  strong  economy  and  a  low  un- 
employment rate  are  not  sufficient  cause 
to  raise  the  federal  funds  rate.  This  is 
what  I  find  so  troubling  about  the  path 
Greenspan  is  taking. 

I  have  never  believed  in  an  implicit 
speed  limit  on  the  economy.  Higher  rates 
of  economic  growth  invariably  lead  to 
higher  rates  of  productivity  growth.  The 
reasons  for  this  are:  1)  good  times  en- 
courage businessmen  to  invest  more  to 
increase  capacity  or  update  plant  and 
equipment;  and  2)  if  the  supply  of  labor  is 
constrained,  then  business  will  substitute 
capital  for  labor  where  appropriate.  Since 
the  higher  rates  of  productivity  lead  to  a 
higher  standard  of  living  and  lower 
prices,  higher  rates  of  growth  will  very 
often  result  in  deflation,  not  inflation. 

Therefore,  we  should  encourage  the 
fastest  rate  of  economic  growth  and  try 
to  achieve  the  lowest  rate  of  unemploy- 
ment humanly  possible. 

David  R.  Furlong 
Ravena,  N.Y. 

Historically  when  the  Federal  Re- 
serve increases  interest  rates,  stock 
prices  have  fallen  because  discounted 
profit  and  cash-flow  streams  have  re- 
duced present  values.  Higher  costs  of 
capital  result  in  a  squeeze  of  profit  mar- 
gins, with  lower  growth  rates  expected 
for  corporate  revenues  as  well  as  over- 
all economic  activity.  If  inflation  is  ex- 
pected to  worsen,  higher  rates  con- 
tribute to  a  slowdown  but  always  with 
the  risk  of  going  too  far  and  precipi- 
tating a  recession. 

During  the  past  eight  months,  the 
Federal  Reserve  has  engineered  a  rising 
trend  of  interest  rates,  at  least  in  the 
short  end  of  the  yield  curve.  Five  one- 
quarter-point  rate  increases  have  now 
been  implemented,  as  of  Mar.  21.  During 
most  of  this  time,  stock  prices,  as  mea- 
sured by  the  major  averages,  have  gen- 
erally risen,  with  the  Nasdaq  in  the 
lead. 

What  could  be  the  reason  for  this 
seemingly  contradictory  pattern  in  the 
relationship  between  interest  rates  and 
stock  prices?  We  surmise  that  equity 
investors  are  expressing  their  belief  that 
Fed  Chairman  Alan  Greenspan's  efforts 
to  slow  down  gross  domestic  product 
growth  from  the  6%  levels  of  the  last 
few  quarters  to  more  sustainable  levels 
of  3.5%  to  4%  will  be  successful.  They 
also  believe  that  any  slowdown  will  not 
also  result  in  a  recession,  and  thus  the 
economy  will  continue  its  performance  of 
the  1990s  for  at  least  another  few  years. 
With  U.S.  corporations  as  leaders  of 


r 


global  economic  performance  in  most 
industries,  where  else  should  investors 
place  their  funds  for  solid  performance 
on  a  long-term  basis? 

Robert  R.  Cangemi,  Professor 

of  Management 

James  S.  Gould,  Professor 

of  Marketing 

Raymond  H.  Lopez,  Professor 

of  Finance 

Pace  University 

White  Plains,  N.Y. 

UNETHICAL  REASONS 

FOR  LEGALIZING  DRUGS 

Robert  Barro's  suggestion  that  we 
legalize  drugs  in  order  to  tax  them  is 
not  surprising  from  a  writer  who  also 
recommends  that  Colombia  "temporari- 
ly suspend  rights  and  democratic  prac- 
tices" because  the  country  supposedly 
has  "too  much  democracy"  and  needs 
to  "reimpose  law  and  order"  ("To  beat 
Colombia's  guerrillas,  legalize  drugs  in 
the  U.  S.,"  Economic  Viewpoint,  Mar. 
13).  Exacerbating  misery  to  make  mon- 
ey from  it  is  unethical  and  illogical. 

As  Robert  L.  Dupont,  a  clinical  pro- 
fessor of  psychiatry  at  Georgetown  Uni- 
versity's School  of  Medicine,  explains  in 
his  book,  The  Selfish  Brain:  Learning 
From  Addiction:  "It  does  not  require  an 
economic  genius  to  recognize  that  pro- 
hibition is  now  working  effectively  to 
reduce  the  total  costs  generated  by  such 
drugs  as  marijuana,  cocaine,  and  heroin. 
Furthermore,  the  human  suffering  re- 
flected in  the  health-care  costs  would 
rise  dramatically  if  those  drugs  were 
legally  available,  as  alcohol  and  tobacco 
are  now,  because  the  number  of  users 
would  increase  from  the  current  12  mil- 
lion [1997]  to  a  number  similar  to  the  50 
million  tobacco  users  or  even  the  103 
million  users  of  alcohol." 

Dr.  Dupont  also  notes  that  U.S.  tax- 
es at  all  levels  came  to  $13  billion  for  al- 
cohol in  1992.  By  comparison,  that  same 
year,  alcohol  abuse  cost  the  U.S.  $148 
billion,  in  terms  of  the  health  burden 
and  other  expenses,  according  to  the 
National  Institute  on  Drug  Abuse.  Trad- 
ing sickness  and  death  for  government 
revenues  is  as  financially  spurious  as  it 
is  morally  bankrupt. 

On  a  purely  economic  level,. tax  rev- 
enues derived  from  drugs  wouldn't  offset 
the  increased  costs  generated  by  greater 
abuse.  If  high  taxes  were  levied  on  drugs 
to  discourage  use,  the  illicit  drug  traffic 
would  persist  in  an  attempt  to  evade 
the  high  taxes.  Alcohol  and  tobacco  are 
much  more  widely  used  than  illegal 
drugs  not  because  they  are  "superior" 
drugs  but  because  they  are  legal  and 


widely  available.  Legalization  woi 
the  number  of  drug  users  and  t 
caused  by  drugs.  For  this  rea: 
majority  of  Americans  support 
dangerous  drugs  against  the  law 

Lind 
Strategic 
White  House 
National  Drug  Contro 
Was 

ALASKA'S  NORTH  SLOPE:  "W 
TALKING  SERIOUS  GAS  HERE 

I  read  with  interest  "Unnat 
mand  for  natural  gas"  (News:  Arc 
Commentary,  Apr.  3).  About  3( 
trillion  cubic  feet  (tcf)  of  natura 
lying  in  wait  on  Alaska's  North 
lacking  only  a  means  of  transport 
ket.  This  is  gas  that  is  already 
ready  to  be  used,  in  existing  field 
produced  for  oil  and  gas  liquids 
mates  on  other,  as  yet  unconfirm 
reserves  are  as  high  as  100  tcf 
quadrillion  cubic  feet.  We're  talki 
ous  gas  here — American  gas.  WH 
been  lacking  is  the  market  valuati [\ 
long-term  demand;  the  issue  of  y 
tide.  Now  for  financing.  Anybody 
to  take  a  piece  of  the  latest  initial 
offering,  Alaskangas.com? 

Michael  R.  Pollen,  Pr< 
Northern  Testing  Laboratory 
Fairbanks 
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clivers  the  Internet  at  the  Speed  of  Light 

rent's  WaveStar"  DataExpress  is  the  first  10G  optical  networking  system  designed  for  Internet 
"vice  Providers  (ISPs)  to  deliver  high-speed  data  services.  Now  ISPs  can  build  local  data 
fworks  with  10  gigabit  capacity  (enough  to  transmit  2  million  pages  a  second)  —  that's  up  to  4x 
■  speed  of  competitive  systems- With  up  to  60%  savings  on  equipment.  It's  part  of  the  most 
nprehensive  10G  optical  networking  portfolio  in  the  industry.  Visit  www.lucent-optical.com 
i  we'll  enlighten  you. 
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BY  STEPHEN  H.  WILPSTROM 

CLICK  AND 
BE  COUNTED 
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Online  elections 
could  work  if  security 
and  equal  access  for 
all  can  be  guaranteed 

When  engineers  vot- 
ed in  March  to  end 
their  strike  against 
Boeing,  the  decision  wasn't 
made  at  a  raucous  union 
meeting  or  in  polling  booths. 
Instead,  members  of  the  So- 
ciety of  Professional  Engi- 
neering Employees  in  Aero- 
space cast  secret  ballots  on 
their  own  computers.  Such 
experiments,  both  public  and 
private,  are  paving  the  way 
to  online  elections  of  all 
sorts. 

The  challenges  to  online 
voting  are  great  enough  that 
it  won't  be  used  in  this  year's 
elections,  except  for  a  few 
limited  experiments.  Some 
residents  of  Florida,  South 
Carolina,  Texas,  and  Utah 
stationed  overseas  in  the  mil- 
itary will  vote  online  this  au- 
tumn. The  impediments  to 
broader  use  fall  into  four  ar- 
eas, three  concerning  online 
security,  the  fourth  equal  ac- 
cess to  the  polls. 
CRYPTOGRAPHIC  KEY.  The 
first  problem  is  positive  iden- 
tification of  online  voters. 
When  Arizona  Democrats  con- 
ducted an  online  Presidential 
preference  poll  in  March,  offi- 
cials simply  mailed  each  voter 
a  personal  identification  code. 
Entering  the  number  on  a 
Web  site  allowed  a  vote  to  be 
cast.  Most  election  security 
experts  found  this  inadequate 
because  the  id  numbers  could 
have  been  lost  or  stolen.  "I'm 
very  worried  that  some  juris- 
diction will  have  an  online 
election  that  turns  into  a  dis- 


aster," says  Clay  Roberts,  di- 
rector of  the  Florida  Elections 
Division.  "That  would  set  back 
a  technology  that  could  be  a 
boon  for  everyone." 

Jim  Adler,  ceo  of  Vote- 
Here.net,  which  ran  the  Boe- 
ing election,  suggests  a  more 
complex  but  more  secure  sys- 


key,  which  is  required  to 
vote,  is  only  activated  after 
the  affidavit  is  checked 
against  a  signature  on  file. 

While  precise  identification 
is  essential,  so  is  keeping  bal- 
lots private.  One  solution  is 
the  electronic  equivalent  of  a 
system  used  for  absentee  bal- 
lots. An  absentee  voter  puts 
the  ballot  into  an  unmarked 
envelope,  which  is  placed  in- 
side another  envelope  that  he 
or  she  signs  and  seals  before 
mailing.  At  the  election  of- 
fice, the  outer  envelope  is  dis- 
carded before  the  anonymous 
inner  one  is  opened. 

In  the  electronic  version, 
computer  software  will  en- 


WHAT  ONLINE  VOTING  NEEDS 


.r-        fit* 


AUTHENTIC*™* 

The  system  must  be  able  to 
determine  that  online  voters 
are  who  they  claim  to  be. 


PRIVACY 

Having  authenticated  voters, 
the  system  must  then  forget 
their  identity  to  preserve  the 
secrecy  of  ballots. 


SECURITY 

Ballots  must  be  safe  from  elec- 
tronic tampering.  Voting  must 
be  protected  from  the  sort  of 
denial  of  service  attacks  that 
paralyzed  commercial  sites. 

tern  than  the  union  used.  Vot- 
ers who  sign  up  on  a  Web 
site  are  mailed  a  disk  con- 
taining a  cryptographic  key 
and  an  affidavit,  which  they 
must  sign  and  return.  The 


EQUITY 

Steps  must  be  taken  to  ensure 
equal  voting  opportunity  for 
those  who  lack  home 
computers  or  Internet  access. 


crypt  your  e-ballot,  then  en- 
crypt the  package  with  a  dif- 
ferent key,  to  generate  the 
anonymous  envelope.  For  ex- 
tra security,  the  decryption 
key  ran  be  split  up  so  that 


E^ 


Bill 


different    authorities 
have  one  part  and  m   ' 
operate  to  count  the  \ 

Finally,  the  systen 
must  be  secure.  That 
votes  are  safe  from  t 
ing  once  cast  and  th 
entire  system  is  pre 
from  the  sort  of  attac 
have  blocked  service 
ular  Web  sites.  Thei 
magic  solution  to  the 
lem.  Encryption  helj 
votes  must  also  be 
quickly  from  the  Weh 
where  they  are  collec  N 
more  secure  computer   Eisnei 
venting  denial  of  serv 
tacks   is   harder,   esp 
since  hackers  know  jus  fee, 
the  electronic  polls  are 
The  best  answer  is  vij  P 
and  the  use  of  multij  plat- 
dundant  servers. 

In  some  ways,  the 
problems  of  electronic 
may  pose  a  bigger  ch 
than  the  technical  one 
well-off  are  far  more 
to  have  home  PCs  th 
poor.  "If  you  have  a 
that  makes  it  easier  f 
middle  class  and  uppe 
die  class  to  vote  th 
poor,  that's  a  fundamen 
equality,"     says      Flc  h 
Roberts. 

Partly  for  this  reaso  suit  agai 
first  online  voting  e3  jevances, 
ments  will  require  vot 
come  to  polling  places  1 
than  vote  at  home.  On( 
venience,  however,  is 
you  may  be  able  to  vc 
any  polling  place,  not  here.  E 
your  precinct.  Ultimatel 
fairness  issue  could  be 
by  setting  up  computer  My  ente 
in  lots  of  public  place  |  li iy!- 
cluding  neighborhood  s  f?isGrjj 
along  with  the  tradit  s  no  pUfj 
schools  and  churches,     s  fc  ,, 

I'm  enough  of  a  skiHolywi 
about  both  technology  presLj 
voter  enthusiasm  that  I  Irustwort] 
with  a  large  grain  of* 
some   claims   that   Int(tt 
voting  will  produce  a  i  lai 
in  citizen  participation  in  « 
ernment.  But  anything 
makes    public    involve] 
easier  is  a  good  thinj 
democracy. 
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GUT  AN  OPINION  about  online  voting?  Go  to  our  technology  forums  at  www.business- 
week.com/technology/.  Ore-mail  tech&you@businessweek.com 


22  BUSINESS  WEEK  /  APRIL  24,  2000 


i»oks 


IE  NOT-SO-WONDERFUL 
ORLD  OF  DISNEY 


YS  TO  THE  KINGDOM 
:hael  Eisner  Lost  His  Grip 

Masters 

Morrow.  469pp.  $27. 50 


if  'o  place  loves  a  nasty  fight  better 
than  Hollywood.  And  one  that 
would  be  hard  to  top  came  last 
when    Walt    Disney    Chairman 

en  ;1  Eisner  squared  off  against  his 
■  studio  chief,  Jeffrey  Katzenberg, 
„'gal  battle  brimming  with  anger, 
nee,  and  name-calling.  But  while 
o  Hollywood  titans  were  tussling 
nillions,  another  drama  was  also 
place.  That  one  featured  Kim 
rs,  the  dogged  Vanity  Fair  and 
magazine  entertainment  reporter, 
•as  involved  in  her  own  dustup 
Ksney.  Random  House,  with  whom 
rs  had  a  contract  for  a  book  on 
r,  had  rejected  her  manuscript. 
Masters  claimed,  was  a  result  of 
ire  from  Disney.  (Perhaps  not-so- 
lentally,  Random  House  was  also 
iblisher  of  Eisner's  autobiography, 
in  Progress.)  Although  the  pub- 
vigorously  denied  any  tampering 
sney,  Masters  hired  Bert  Fields — 
me  lawyer  Katzenberg  was  using 
suit  against  Disney — to  pursue 
ievances.  ' 

one  will  talk  about  how  Masters' 
fight  was  resolved,  although  the 
lation  is  that  Random  House  al- 
Masters  to  keep  half  her  reported 
iOO  advance  and  shop  her  account 
ttere.  Eventually,  the  book  found 
.y  to  HarperCollins,  whose  William 
>w  imprint  has  just  published  this 
lsely  entertaining  tale  as  Tfie  Keys 
Kingdom:  How  Michael  Eisner 
His  Grip.  As  the  title  indicates, 
s  no  puff  piece.  In  fact,  Masters 
■s  few  opportunities  to  denigrate 
f  Hollywood's  most  storied  corpo- 
kgurea — and  in  the  end,  paints  him 
trustworthy,  volatile,  'too  arrogant" 
ipcrly  had  the  entertainment  be- 

J  th,  and  an  "increasingly  isolated 
n  executive." 
at's  unduly  harsh.  And  the  imnn- 
question  is  whether  Masters,  still 


- 


smarting  from  her  legal  skirmish  with 
Eisner,  has  piled  on  the  invectives  in 
what  was  already  likely  to  have  been 
an  unflattering  portrait.  Certainly,  no 
one  close  to  Eisner  seems  to  be  spared 
Masters'  scattergun.  She  disproportion- 
ately blames  Disney's  top  public-rela- 
tions executive  for  helping  to  kill  a 
planned  Disney  attraction  in  Virginia  by 
alienating  reporters  at  The  Washington 
Post.  Even  Eisner's  wife,  Jane,  is  de- 
meaned as  not  being  "beautiful  enough" 
to  suit  the  parents  of  the  future  media 
mogul.  Morrow  editor  Henry 
Ferris  denies  that  Masters 
changed  the  book  to  make 
it  tougher,  adding  that  the 
Katzenberg  litigation  pro- 
vided the  author  with  a 
trove  of  newr  information. 

The  irony  is  that,  for  all 
of  Masters'  vituperations, 
she  deftly  chronicles  one  of 
modern  corporate  history's 
great  turnarounds.  Encircled 
by  corporate  raiders  in  1984, 
Eisner  and  company  Presi- 
dent Frank  Wells  raised 
ticket  prices  at  the  theme  parks,  put 
out  scores  of  vintage  Disney  animated 
films  on  videocassette,  and  built  Disney's 
live-action  studio  from  a  Hollywood  af- 
terthought into  a  box-office  leader.  This 
is  familiar  stuff,  and  Masters  doesn't 
stray  from  the  story  as  told  by  several 
other  books.  But  she  does  add  new  snip- 
pets, such  as  the  hostile  reaction  of  long- 
time Disney  insiders  when  Eisner  and 
Katzenberg  brought  in  film  legends 
Francis  Coppola  and  George  Lucas  to 
make  the  3-D  film  for  the  Captain  EO 
thrill  ride.  Ultimately,  Masters  claims, 
the  budget  jumped  to  $17  million,  from 
$11  million,  and  the  film  was  finished 
only  when  Lucas  re-edited  the  flick  that 
I  !oppola  delivered. 

Masters   is  at   her  reportorial  best 
when  sheV  digging  out  such  details,  as- 


sembling a  mosaic  of  the  often  arcane 
backroom  dealings  that  make  Hollywood 
so  interesting.  For  instance,  she  cor 
era  the  oft-stated  assertion  that  Barry 
Diller  "invented"  the  movie  of  the  week 
while  heading  ABC — and  claims  instead 
that  it  was  Roy  Huggins,  a  TV  producer 
at  Universal  whose  resume  included  the 
Fugitive  series.  And  she  shows  how  Dis- 
ney fought  against  superstar  talent 
agent  Michael  Ovitz'  Creative  Artists 
Agency  when  both  entities  were  racing 
to  line  up  telephone  companies  that 
would  provide  TV  shows  over  phone 
lines.  Masters  depicts  Eisner,  in  the  hos- 
pital for  heart-bypass  surgery,  calling 
Katzenberg  to  speed  up  Disney's  nego- 
tiations after  overhearing  a  visiting  Ovitz 
"pounding  out  the  final  details  of  a  deal" 
by  phone. 

At  times,  though,  such  gossipy  de- 
tails make  The  Keys  to  the  Kingdom 
read  like  a  compilation  of  the  sort  of 
profiles  and  backroom  accounts  that  Mas- 
ters has  been  known  for  at  Vanity  Fair 
and  Time.  Not  terribly  well- 
written,  the  book  suffers 
from  occasional  inaccuracies, 
too.  To  make  a  point  that 
Disney's  animation  studio 
was  falling  into  disrepair  fol- 
lowing Katzenberg's  1994 
resignation,  Masters  says 
the  box-office  gross  for  Poc- 
alwntas  was  only  $68  mil- 
lion. In  fact,  the  film  pulled 
in  $141  million. 

Eisner  refused  to  coop- 
erate with  Masters.  "I'm 
Peter  Guber,  right?"  Eisner 
said  when  she  approached  him — a  ref- 
erence to  the  former  Sony  studio  chief 
that  Masters  skewered  in  Hit  and  Run, 
the  adroit  book  on  Sony  that  she  co-au- 
thored with  former  Premiere  magazine 
wiiter  Nancy  Griffin.  But  it  seems  that 
just  about  everyone  else  in  Hollywood 
tall  1  to  the  well-connected  Masters. 
Among  others,  she  interviewed  Diller, 
Ovitz,  investment  banker  Herbert  A. 
Allen,  Seagram  ceo  Edgar  Bronfman 
Jr.,  and  former  MCA  President  Sid 
Sheinberg. 

From  those  interviews,  Masters  paints 
a  fascinating  picture  of  how  Disney's  of- 
ten delicate  balance  was  upset  by  Frank 
Wells's  1994  death  in  a  helicopter  acci- 
dent. Wells  was  undeniably  the  glue  that 
held  Disney  together  timing  its  rebound 
in  the  1980s,  and  he  struggled  to  keep  an 
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182-horsepower,  .3.0-liter  V-6 

Four-wheel  disc  brakes 

Anti-lock  brakes  with 
Traction  Control 

Four-speed  automatic 

Leather  Appointments 

Power  windows,  locks  and 
heated  exterior  mirrors 

Six-way  power  driver's  seat 

AM/FM/CD/Cassctte  with 

amplifier,  sub-woofer 

and  premium  speakers 

Remote  keyless  entry 

Security  System 

Cruise  control 

Alloy  wheels 

Sport-tuned  suspension 

Foglamps 

Dent-resistant  polymer 
doors  and  fenders 

M.S.R.R  $22,910 
www.saturn.com 
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increasingly  difficult  relationship  between 
Eisner  and  Katzenberg  from  rupturing 
further.  When  Wells  died,  Katzenberg 
made  an  ill-fated  grab  for  the  presidency, 
then  resigned  and  formed  DreamWorks 
skg  with  fellow  moguls  Steven  Spielberg 
and  David  Geffen.  Wells's  death  opened 
the  door  for  Eisner  to  hire  Ovitz  as  his 
No.  2,  a  move  that  ultimately  resulted 
in  one  of  the  messiest  firings  in  recent 
memory.  And  it  set  off  a  chain  reaction 
that  allowed  longtime  Ovitz  partner  Ron 
Meyer  to  run  Universal  Pictures  for  Sea- 
gram's Bronfman. 

The  most  riveting  parts  of  The  Keys 
to  the  Kingdom,  however,  deal  with  the 
high-profile  fight  with  Katzenberg  over 
the  more  than  $300  million  he  said  he 
was  owed  for  bonuses  not  paid  during 
his  10-year  term  as  studio  chief.  Katzen- 
berg is  portrayed  as  conciliatory,  urg- 
ing Disney  board  member  and  former 
Capital  Cities/ABC  Inc.  Chairman  Tom 
Murphy  to  mediate  the  dispute.  In  a 
highly  embarrassing  public  display,  while 
testifying  in  the  Katzenberg  case,  Eisner 


was  confronted  with 
subpoenaed  notes 
he  had  prepared  for 
his  own  autobiogra- 
phy. In  them,  he 
punctuated  his  often 
volatile  relationship 
with  Katzenberg  by 
saying  he  "hated 
the  little  midget." 
After  mediation  by 

Disney  board  member  Stanley  Gold,  the 
company  settled  with  Katzenberg,  for 
what  Masters  says  was  $270  million. 

Masters  gives  her  readers  an  exciting, 
sometimes  turbulent,  and  incomplete  ride 
through  Disney's  recent  history.  Com- 
pany executives  have  told  this  reviewer 
that  she  ends  her  saga  too  early,  inten- 
tionally giving  short  shrift  to  details  of 
Disney's  recent  revival  propelled  by 
earnings  from  last  year's  Toy  Story  2 
and  arc's  hot  Who  Wants  to  be  a  Mil- 
lionaire. And  there  is  evidence  to  sup- 
port their  theory:  Other  than  in  a  photo 
caption,  there  is  little  mention  of  the  el- 


The  book's  most 

riveting  parts  detail 

the  down-and-dirty 

feud  with  Katzenberg 


evation  earli 
year  of  for 
chief  Robert  I 
the    Disney  | 
dency.  The 
adds  that  Igd 
ics  charge  hel 
bit  too  eage/ 
gratiate  hims|| 
the  boss." 
Moreover,! 
whole,  there  is  a  disturbing  tone[ 
Keys    to    the    Kingdom.    As 
knows,  sometimes  you  have  to  bl 
less  to  survive  in  cutthroat  Hqlir 
Rupert  Murdoch  is  no  saint,  nor  iq 
nor  former  mca  chieftain  Lew 
man.  Eisner  can  be  disarming,) 
and,  just  as  easily,  manipulative 
gressive.  But  for  shareholders, 
joying  a  resumption  of  the  strc 
turns  that  Disney  had  for  over  a 
those  are  traits  to  depend  on. 
BY  RONALD 
Los  Angeles  Bureau  Chief  Gro 
covered  Hollywood  since  1986. 
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BOOK  BRIEF 

THE  HOOK 

By  Donald  E.  Westlake 

Mysterious  Press  •  288pp  •  $23.95 

DEADLY  DEAL 

Forget  the  butler — Barnes  &  Noble 
did  it. 

Or  to  be  more  exact,  the  computers 
at  big  bookstore  chains  were  what 
prompted  unsuccessful  author  Wayne 
Prentice  to  turn  to  a  life  of  deception 
and  murder.  "The  computer  says,  we 
took  five  thousand  of  his  last  book,  but 
we  only  sold  thirty-one  hundred,  so 
don't  order  more  than  thirty-five  hun- 
dred" of  the  next  one,  he  explains  to 
Bryce  Proctorr,  a  best-selling  novelist. 
"So  there's  thinner  distribution,  and  you 
sell  twenty-seven  hundred,  so  the  next 
time  they  order  three  thousand."  Be- 
fore long,  this  downward  spiral  means 
that  no  publisher  will  take  on  a  book 
from  Prentice  at  any  price. 

Proctorr,  on  the  other  hand,  has  a 
$1.1  million  advance  for  his  next  book. 
But  entangled  in  a  long-running,  messy 
divorce,  he  is  completely  unable  to 
write — and  his  publisher  is  breathing 
down  his  neck. 

During  a  chance  meeting,  the  duo  ar- 
rives at  a  solution  to  both  of  their  prob- 
lems: They  will  publish  a  novel  written 
by  Prentice  under  Proctorr's  name  and 
split  the  million  bucks.  Oh,  and  the  big- 


time  author  sets  one  final  condition: 
Prentice  must  kill  Proctorr's  wife.  Oth- 
erwise, her  lawyers  will  demand  half  of 
the  money. 

Immediately,  of  course,  the  setup  of 
Donald  E.  Westlake's  The  Hook  brings 
to  mind  such  barter-for-murder  classics 
as  Patricia  Highsmith's  Strangers  on  a 
Train  and  the  Frederick  Knott  play 
Dial  M  for  Murder.  But  Highsmith's 
killer,  Bruno,  played  by  Robert  Walker 
in  the  Alfred  Hitchcock  movie,  is  palpa- 
bly abnormal.  Wayne  Prentice,  on  the 
other  hand,  is  a  lot  like  the 
'90s  everyman — weak, 

amoral,  and  self-pitying. 

The  Hook  is  an  uneven 
effort.  The  dialogue  is  snap- 
py and,  as  in  such  previous 
Westlake  novels  as  The  Ax 
and  Trust  Me  on  This,  it's 
often  funny.  Among  the 
characters,  Proctorr's  wife, 
Lucie,  is  well-drawn  and  in- 
vigoratingly  repellent — abra- 
sive, intrusive,  and  vulgar. 

During  an  encounter  with 
Prentice,  for  instance,  she 
regularly  expresses  loathing  for  her  hus- 
band while  pointedly  comparing  Proctorr's 
success  with  Prentice's  failure.  "I  think 
you  should  be  ashamed  of  yourself,"  she 
observes  of  Prentice's  lack  of  literary 
fame.  "It  might  not  be  entirely  my  fault," 
he  responds.  "All  the  losers  say  that," 
Lucie  concludes.  A  few  more  such  scenes, 
and  the  reader  almost  welcomes  the  blud- 
geoning that  is  Lucie's  fate. 

Prentice  and  Proctorr,  too,  are  com- 


wkiWe  l  the  hook 


&e  ,   HEH0OK  V 

^;r/,THE***i 


1*Sbi 


■VOL 


ss? 


*VM  I 


plex,  believable  characters  wr 
with  troupes  of  inner  demons.  F 
of  them,  writing  is  an  indispensal 
for  functioning  in  the  real  world 
torr,  for  example,  employs  his  no 
eye  to  measure  the  worth  of  an  a] 
novelist  would  see  through  t 
thought.    Would    Detective   Jo 

Probably  not So  long  as  th 

York  Police  Department  doesn't 
lot  of  novelists  to  track  me  down 
thought,  I  should  be  okay." 
But  Prentice's  luxury-fever-in 
wife,  Susan,  is  little 
than  a  plot  device  ni 
her  husband  toward  a 
ual  transformation.  SI 
presses  few  qualms 
the  murder  proposal, 
stance.    And    the    w 
hardly  away  from  thei    J 
before  she  contracts 
luxury  apartment  on 
tral   Park   West — on( 
merly  belonging  to 
Proctorr. 

Shortcomings  asidt 
herrings  and  skillful  p. 
make  The  Hook  a  satisfying  conf< 
We  wonder:  Will  computer-gen 
memos  and  an  agreement  betwe< 
plotters  come  back  to  haunt  them 
Prentice  and  Proctorr  exchange  p< 
alities?  And  if  the  end  of  stressful 
proceedings,  effected  by  Lucie's 
hasn't  eased  Proctorr's  writer's 
what  will?  There's  a  chilling  concl 
but  the  computer  gets  away  scot 
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ve  practice  what 
ley  preach. 

isn't  it  interesting  that  those  companies 
i  Diiing  the  benefits  of  being  an  e-business 
<  n't  one  themselves? 

We  are.  In  fact,  not  only  bid  we  pio- 

r  being  direct,  we've  become  a 

del  for  how  to  do  business 

the  Internet.  Everything 

71  being  integrated  with 

ipliers  to  e-commerce  to 

tomer  support  -  creating  efficien 
J  sthat  result  in  business  to  business 

s  best.  Online. 

Shouldn't  the  company  that  gives  you 
Is  you  need  to  be  an  e-business  be  an 
ness? 

wonder  companies  like  Monster.com 
EAM  partner  with  Dell.  And  use  Dell 
Edge'  servers  to  power  their  business. 
II  knows  how  E  works.  Visit  www.dell.com 
rn  more  or  call  l-877-How-E-Works. 
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The  moment  of  truth 
is  when  the  best  price  is  yours. 


Start  with  a  broker  who's  not  your  competitor. 

At  Instinet,  we  don't  hold  a  portfolio  or  take  a  position  in 
any  of  the  securities  we  handle  for  clients. 

We're  neutral.  Objective. Yours. 

So  you  never  worry  about  us  competing  with  your  trades, 
or  taking  a  position  against  you  or  giving  you  some  nonsense 
about  spreads.  No  spreads  here. 

Our  goal  is  to  help  you  get  the  fastest  trade  at  the  best 
price  —  and  handle  all  the  follow-up  automatically. 

Add  unbiased  research  and  sophisticated  analytics. 

As  a  neutral  broker,  our  research  is  doubly  valuable  because 
it  is  as  independent  as  it  is  insightful. 


We've  also  created  a  suite  of  research  and  analy 
to  make  sure  your  trading  —  indeed  your  whole  stra  : 
on  track  before  you  make  a  move. 


Plus  direct  access  to  a  world  of  opportunities 

Electronic  trading  may  be  fast,  but  technology 
liquidity  is  like  a  computer  without  a  plug. 

Perhaps  that's  why  thousands  of  institution 
wide   use   Instinet   to   electronically  access   some 
broadest,  deepest  —  most  liquid  —  trading  oppc  u 
around  the  globe. 

With  all  those  institutions  at  your  fingertips  ef": 
you  have  a  greater  possibility  of  finding  a  buyer 


As  an  agent  \  broke]  [nstinet  does  not  come  between  its  Clients  and  the  best  price  We  do  not  commit  capital,  make  markets  or  make  profits  on  spreads  ©1999  Instinet  Corporation,  all  rights  reserved.  INSTINFT  ant 
marque  are  registered  service  marks  And  "Instinet"  is  the  marketing  name  tor  Instinet  Corporation,  member  NAM)  and  Instinet  U.K.  limited,  regulated  in  the  I1  K  by  the  SFA. 


1  tilt 


Met 


■u  need  one. 

,  that's  more,  trading  electronically  with  us  keeps  your 
fand  strategy  under  wraps  —  which  can  help  keep  the 
I  from  moving  against  you  before  you  can  get  your 
fice. 
Mot  a  bad  idea. 

iU  this  can  add  nf)  to  savings.  Or  earnings. 

Be  fact  is,  we  pioneered  electronic  brokerage  30  years  ago. 

fcee  then,  we've  helped  I  S  pension  funds  and  mutual 

Save  billions  ol  dollars  -  $1.2  billion  last  year  alone. 
To  find  .»nt  more,  call  toll  live   I8~  |\S||\|  |    ,„   N1MI 
Instinct  com 
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BY  GARY  S.  BECKER 


GIVE  ME  YOUR  YEARNING 
HIGH-SKILLED  PROFESSIONALS 


GO-GETTERS: 

Jack  up  the 
immigration 
slots  for  those 
with  top  job 
qualifications, 
and  let  foreign 
students  who 
earn  advanced 
degrees  in  the 
U.  S.  stay  on 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


During  the  20th  century,  America's  im- 
migration rules  evolved  from  an  open- 
door  policy  to  byzantine  restrictions. 
Most  bewildering  is  the  government's  reluc- 
tance to  give  strong  preference  to  applicants 
with  advanced  training,  despite  the  benefits 
they  bring  to  the  economy  and  the  great  de- 
mand for  skilled  workers. 

In  1990,  Congress  made  a  weak  effort  to 
attract  these  workers  by  authorizing  the  Im- 
migration &  Naturalization  Service  to  issue 
60,000  H-lB  visas  each  year,  mainly  to  appli- 
cants with  higher  education.  These  are  good 
for  three  years  and  can  be  renewed  once.  Al- 
though Congress  expanded  the  number  to 
115,000  for  this  fiscal  year,  the  INS  has 
stopped  taking  applications  for  this  year,  since 
requests  exceed  the  enlarged  quota. 

I  believe  the  benefits  to  America  of  addi- 
tional human  capital  are  so  great  that  the 
H-lB  visa  program  should  be  folded  into  a 
single  category  that  would  allow  hundreds  of 
thousands  of  skilled  workers  to  immigrate 
each  year.  A  starting  point  would  be  to  elim- 
inate country  quotas  for  skilled  entrants  and 
to  allow  all  foreign  students  who  receive  mas- 
ters or  doctoral  degrees  at  U.  S.  universities 
to  stay  if  they  wish.  At  present,  they  can 
work  for  only  one  year  after  graduation. 

The  current  programs  that  give  preference 
to  skilled  applicants  who  want  to  enter  per- 
manently are  not  working  well.  Only  80,000 
were  admitted  in  1997  and  1998  under  various 
preference  categories  for  skilled  workers, 
which  is  tiny  compared  with  the  half-million 
persons  who  entered  with  family  sponsors. 
MODEL  CITIZENS.  Foreigners  who  enter  with 
enhanced  human  capital  not  only  improve 
their  own  economic  situation  but  also  indi- 
rectly help  native-born  Americans.  Almost 
one-third  of  the  entrepreneurs  and  higher- 
level  employees  in  Silicon  Valley  come  from 
overseas. 

Since  skilled  immigrants  earn  more  than 
average  workers,  they  pay  more  than  their 
proportional  share  in  taxes.  They  make  few 
demands  on  the  public  purse,  for  they  have 
negligible  unemployment  rates,  seldom  go 
on  welfare,  make  little  use  of  Medicare  and 
Medicaid,  and  commit  few  crimes.  Being  main- 
ly in  their  20s  and  30s,  they  contribute  much 
more  to  Social  Security  taxes  than  they  will 
withdraw  in  retirement  benefits.  Their  chil- 
dren tend  to  be  well-motivated  students. 

Many  of  those  admitted  with  H-lH  visas 


and  under  other  special  programs  an 
con  Valley  and  other  high-tech  centers 
engineers  and  scientists  are  well  pa 
scarce.  California  tech  companies  hav 
the  lead  in  pressuring  Congress  to 
these  programs.  Congressional  bills  su 
by  both  Republicans  and  Democrats 
expand  the  number  of  H-lB  visas.  But 
political  support,  even  the  proposed  le; 
allows  no  more  than  200,000  a  year  to 

The  political  resistance  to  allowing 
ous  numbers  of  skilled  immigrants  t 
remains  strong.  The  opposition  come; 
ly  from  the  unions.  Labor  claims  that 
immigrants  depress  the  wages  and  ta 
jobs  of  Americans.  Opposition  also 
from  groups  such  as  the  Federati 
American  Immigration  Reform,  which 
no  immigration. 

FOR  SALE.  Yet  it  is  hard  to  worry 
harmful  effects  on  Americans  when 
ployment  among  skilled  workers  is  unc 
and  when  their  pay  has  risen  so  much 
to  other  workers.  Even  a  large  increase 
number  of  skilled  foreigners  would  lea 
pay  advantage  of  higher-level  employ- 
above  what  it  was  a  couple  of  decade 
High  school  graduates  would  continue 
powerful  economic  incentives  to  acquir 
ther  education  and  training,  which  th 
throughout  the  1980s  and  '90s. 

In  previous  business  week  columns, 
advocated  the  sale  of  immigration  rights: 
year,  the  U.S.  would  set  an  admission 
for  immigrants.  Anyone  who  paid  that 
and  was  not  barred  for  other  reasons 
get  a  green  card.  This  policy  would  bri 
revenue  and  would  indirectly  encot 
greater  political  support  for  a  large  exps 
in  the  number  of  immigrants.  Selling 
slots,  however,  is  unlikely  to  be  implem 
anytime  soon,  so  the  next  best  approach 
allow  easy  entry  of  younger  skilled  forei; 
They  would  be  willing  to  pay  more  thai 
ers  if  rights  were  sold  because  the  y 
and  well-trained  gain  the  most  from  opp 
nities  in  America. 

Ambitious,  skilled  young  people  fro 
over  the  world  are  frustrated  by  baci 
and  inflexible  economic  and  social  sys 
They  are  attracted  to  the  U.  S.  by  its  d; 
ic  economy  and  the  possibility  of  upward 
bility.  Opponents  of  immigration  should  n 
permitted  to  nullify  a  unique  occasion  to 
greatly  to  the  human  capital  of  America. 
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Now  you  can  add 

"insurance  agent"  to 

your  resume. 


Introducing  Esurance.  Auto  insurance  you  customize  and  buy  online.  For  decades 
now,  insurance  agents  have  provided  you  with  the  coverage  and  peace  of  mind  you've  needed. 
Thanks  to  Esurance,  you  can  now  do  it  yourself.  Esurance  is  the  first  national  Internet  insurance 
provider  that  sells  auto  insurance  directly  to  you.  In  just  minutes,  you  can  select  customized 
coverage  options,  buy  your  policy  online,  and  even  print  out  your  proof  of  insurance  card.  It's 
easy,  flexible  and  fast.  Visit  esurance.com. 
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Economic  Trends 


BY  GENE  KORETZ 

YES,  THE  90S 
WERE  UNUSUAL 

But  not  because  of  economic  growth 

In  these  cushy  times,  Americans  tend  to 
view  the  1990s  as  an  exceptional  decade 
for  the  U.  S.  economy — ushering  in  a 
Golden  Age  of  modest  inflation,  low  un- 
employment, and  strong  growth.  But  an 
analysis  by  researchers  at  the  Federal 
Reserve  Bank  of  St  Louis  finds  that  the 
1990s  weren't  all  that  spectacular. 

"In  a  few  areas,"  observes  the  bank's 
Cletus  C.  Coughlin,  "the  past  decade's 

HOW  THE  PAST  DECADE 
STACKS  UP 


AVERAGE  ANNUAL  INCREASE* 

'60s     70s 

'80s 

'90s 

REAL  GDP 

4.4%  3.3% 

3.1% 

3.1% 

PRODUCTIVITY 

2.9      2.0 

1.4 

1.9 

EMPLOYMENT 

1.9      2.4 

1.7 

1.3 

S&P  500 

6.6    -0.5 

12.9 

15.9 

AVERAGE  LEVEL** 

INFLATION 

2.3%  7.1% 

5.6% 

3.0% 

UNEMPLOYMENT 

4.8      6.2 

7.3 

5.8 

*  Based  on  year-over-year  quarterly  growth. 
S&P  500  refers  to  inflation-adjusted  total  returns 

**  Based  on  quarterly  data 

DATA:  CLETUS  C  COUGHLIN  AND  DANIEL  L.  THORNTON. 
FEDERAL  RESERVE  BANK  OF  ST.  LOUIS 

economic  performance  was  outstanding. 
But  in  most  respects,  it  didn't  differ 
significantly  from  that  of  earlier 
decades." 

True,  the  1990s  came  in  like  a  lamb, 
with  a  far  milder  recession  than  those  of 
earlier  decades,  and  went  out  like  a  lion, 
with  a  hefty  surge  in  output.  Yet 
Coughlin  and  fellow  economist  Daniel 
L.  Thornton  found  that  the  economy, 
on  average,  grew  no  faster  than  in  the 
1970s  and  1980s — and  a  lot  slower  than 
in   the  1960s  (table). 

Similarly,  even  with  the  hefty  pro- 
ductivity pickup  in  recent  years,  the 
decade's  average  productivity  growth 
still  lagged  behind  that  of  the  1960s  and 
the  1970s  (the  former  by  a  full  percent- 
age point),  outpacing  only  the  lackluster 
1980s.  And  though  payrolls  added  a 
record  21  million  jobs  in  the  1990s,  the 
rate  of  increase  was  the  smallest  in  re- 
cent decades — mainly  because  of  slowing 
labor-force  growth. 

The  decade  did  do  significantly  better 
on  the  unemployment  and  inflation 
fronts   than   either  of  the   prior  two 


decades.  Still,  it  was  no  match  for  the 
peerless  1960s,  which  posted  an  average 
jobless  rate  that's  a  percentage  point 
lower  and  an  inflation  rate  that's  over 
20%  below  the  1990s'  pace. 

The  past  decade's  economic  record 
looks  even  less  lustrous  when  one  recalls 
that  it  benefited  from  changes  in  the  way 
government  statisticians  measure  infla- 
tion. By  the  late  1990s,  such  changes  had 
knocked  nearly  a  percentage  point  off 
the  consumer  price  index — and  kicked 
up  estimates  of  both  productivity  gains 
and  economic  growth  in  the  process. 

Still,  there  are  two  areas  where  the 
1990s  really  shine.  The  first  is  economic 
stability.  Coughlin  and  Thornton  find 
that  both  inflation  and  economic  growth 
maintained  far  steadier  courses  than 
they  did  in  any  of  the  prior  decades — 
presumably  as  a  result  of  savvier  fiscal 
and  monetary  policies. 

The  second,  of  course,  is  the  stock 
market.  The  15.9%  real  average  annual 
return  posted  by  the  Standard  &  Poor's 
500-stock  index  not  only  dwarfed  the 
returns  of  the  '60s  and  '70s  but  exceed- 
ed that  of  the  '80s  (which  essentially 
represented  a  recovery  from  the  dis- 
mal '70s)  by  three  full  percentage  points. 

In  sum,  while  the  economy's  stability, 
the  buoyant  stock  market,  and  the  re- 
cent surge  in  growth  are  all  positive 
omens,  the  mixed  record  of  the  1990s 
suggests  that  the  New  Economy  is  still 
very  much  a  work  in  progress. 


DID  THE  CEO 
DESERVE  A  RAISE? 

Some  boards  richly  reward  luck 

To  many  people,  the  continuing  ex- 
plosion in  the  pay  of  chief  execu- 
tives seems  little  short  of  obscene — re- 
flecting the  arrogant  use  of  power  by 
top  execs  to  enrich  themselves  at  the 
expense  of  stockholders  and  workers. 
To  others  who  defend  the  trend,  it  rep- 
resents just  rewards  for  successful  ef- 
forts to  enhance  shareholder  wealth. 

To  determine  which  view  is  more  ac- 
curate, a  new  National  Bureau  of  Eco- 
nomic Research  study  by  Marianne 
Bertrand  and  Sendhil  Mullainathan  looks 
at  how  "luck" — that  is,  gains  in  a  com- 
pany's fortunes  because  of  events  be- 
yond a  CEO's  control — affects  his  or  her 
pay.  If  pay  really  rewards  the  boss's  ef- 
forts, they  reason,  then  rewards  for  luck 
should  be  either  nonexistent  or  substan- 
tially smaller  than  other  pay  increases  re- 
lated to  corporate  perform,  mce. 

In  the  study,  the  researchers  use  sev- 


eral measures  of  luck,  such  as 
oil  prices  for  oil  companies  or  al 
cial  shift  in  currency  exchange  tj 
industries  facing  import  com]J 
Analyzing  data  covering  more  tj 
companies  from  the  1980s  to  t\\ 
1990s,  they  find  that  the  averag 
pay  hikes,  bonuses,  and  optionl 
are  just  as  large  when  a  compani 
its  or  stock  price  rise  in  respd 
lucky  events  as  when  luck  playtj 
parent  part  in  corporate  perfor 

The  study  turns  up  different 
however,  when  it  zeroes  in  on  coij 
that  are  presumably  well-governJ 
cause  they  have  relatively  few  i| 
on  the  board,  for  example,  or  hav 
shareholders  who  might  be  expel 
monitor  pay.  In  such  cases,  the 
report,  CEOs  receive  less  pay  fJ 
than  their  peers  in  other  compaif 

In  other  words,  good  governancl 
to  enhance  the  efficiency  of  exel 
pay  arrangements.  While  luck  ei 
most  CEOs  to  some  extent,  it  plays  J 
a  role  in  well-governed  companies; 


SOME  FOLKS  A 
UP  $4.30  A  GALL! 

Global  pump  pain  dwarfs  the 


If  Americans  are  unhappy  about 
gasoline  prices,  just  think  of  th 
consumers  in  other  countries  are  f 
In  many  nations,  fuel  costs  are  t 
three  times  those  in  the  U.  S.,  as 
run  as  high  as  80%  of  retail  prices 
pared  to  20%  to  25%  in  the  TJ.  S. 
A  recent  survey  of  65  countri 
consultancy  Runzheimer  Interna 
tells  the  story.  Some  51  countries 
group  had  higher  prices  than  i: 
U.  S.,  with  the  highest — including 
Kong,  Britain,  Holland,  and  Japan 
ceeding  $4.30  a 
gallon  (chart).  In 


contrast,  the  U.  S. 
tab  for  self-serve 
regular  in  March 
averaged  $1.43 
per  gallon. 

Cheap  gasoline? 
Runzheimer  found 
only  a  handful  of 
countries,  most  of 
them  oil-producing, 
where  it's  still  pos- 
sible to  fill  up  for 
under  $1  a  gallon. 
These  included 
Ecuador,  Kuwait, 
Indonesia,  Bahrain, 
and  Saudi  Arabia. 


WHERE  FILLI 
UP  REALLY  HUi 

GASOLINE  PRICE 


0      1      2 
►  DOLLARS 

•RECENT  AVERAGE  PRICE  OF  CHD     ' 
GASOLINE  A?  NAME  BRAND  SER\ 
STATIONS  U  S  PRICE  IS  MARCH 
AVERAGE  FOR  SELF-SERVE  REGU 
DATA  RUNZHEIMER  INTCRNATK 
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Si? 

ETEK 

has  agreed  to  acquire 

has  agreed  to  be  acquired  by 

has  agreed  to  acquire 

has  agreed  to  merge  with 

Aspect  Development,  Inc. 

SBC  Communications  Inc. 

Silknet  Software  Inc. 

Pending 

JDS  Uniphase 
Corporation 

$177,100,000 

$609,500,000 

$201,480,000 

$1,150,000,000 

UnlvsraalAcceee- 

■TIBCO 

ADSCRIPTS 

^Juniper' 

Initial  Public  Ottering 

Common  Stock 

Common  Stock 

Convertible  Subordinated  Notes 

March  2000 

March  2000 

March  2000 

March  2000 

$1,005,100,000 

mm 

$143,750,000 
MatnxOne 

$220,800,000 

$733,657,280 

Initial  Public  Ottering 

Initial  Public  Offering 

Initial  Public  Offenng 

Common  Stock 

March  2000 

February  2000 

February  2000 

February  2000 

Digital  Island 

$127,508,550 

$73,600,000 

$327,750,000 

$605,308,630 

Ordinary  Shares 

February  JOflO 

^2!     ffij^ 

1 N  PORT  E 

BROAOBASE 

$345,000,000 

Convertible  Subordinated  Notes 

Common  Stock 

Initial  Public  Offenng 

Common  Stock 

February  2000 

February  2000 

February  2000 

February  2000 

Leading  technology  companies 
share  something  in  common. 


For  innovative  financings  and  strategic  advice,  premier  technology  companies 
consistently  turn  to  Goldman  Sachs.  Clients  draw  on  our  investment  banking 
expertise,  industry  knowledge  and  first-class  research  to  take  them  where  they  want 
to  go.  From  IPOs  to  convertibles  to  M&A  advisory,  we  work  with  clients  to  structure 
and  implement  the  solutions  they  need. 


oldman 
actis 


wivw.mcafee.com 


EVERYTHING  YOUR  PC  NEEDS 


With  tlif  millions  of  computer  products  out  then-,  findi 


and  getting  the  ones  you  need  could  lead  to  acts  oJ 


desperation.  Don  t  give  in. 
MANAGE  YOUR  PC-$29.95/YEAR 

McAfee.com,  the  onrj  online  PC  manager,  recommends 
and  quickly  downloads  all  the  latest  software,  hardware 
and  upgrades  you  need.  I'lus  ii  automatically  updates  you 
1 1 1 iii  in  software. 


EASY  ONLINE  PC  REPAIRS 

Got  trouble?  McAfee. com  automatically  diagnoses  then 
repairs  all  kinds  of  software  and  hardware  problems. 

CAST  OUT  VIRUSES,  OLD  AND  NEW 

Web-based  versions  of  our  award- winning  products.  likB''))tl(. 
VirusScan,  also  defend  against  nasty  new  viruses  while 
wiping  out  your  old  ones. 
FREE  1 4-DAY  TRIAL  SUBSCRIPTION 

(lei  on?  lull  l'(.  management  and  protection  free  lor  1-t 
days.  Sign  on  at  www. mcalee.com. 
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HY  CONSUMER  SPENDING 
ILL  BE  TOUGH  TO  CURB 

ht  job  markets  and  loose  financial  conditions  frustrate  the  Fed 


US.  ECONOMY 


These  are  heady  times  for 

most    consumers,    but    they 

\  be  giving  policymakers  fits  before  the  year  is  out. 

^economy  is  bolstered  by  the  strongest  set  of  con- 

jsr  fundamentals  in  the  postwar  era.  The  combina- 

of  tight  labor  markets  and  loose  financial  conditions 

weiing  household  spending  like  an  afterburner, 

the  latest  data  suggest  that  plenty  of  fuel  remains. 

lat's  the  problem  for  policymakers.  The  Federal  Re- 

e's  efforts  to  cool  off  overall  demand  will  bear  fruit 

!  if  consumers  temper  their  buying  spree.  But  look 

■id.  Job  creation  is  still  robust,  and  pay  growth  has 

fed  up  a  bit.  Fed  Governor  Laurence  H.  Meyer  said 

ipr.  12  that  the  impact  of  past  Fed  rate  hikes  on  fi- 

t  aal  conditions  has  been  "nearly  zero."  In  fact,  broad 

k  indexes  remain  high,  and  yields  on  long-dated 

|  isury  bonds  and  mortgages  are  falling.  Moreover, 

j  i  loans  to  both  consumers  and  businesses  are  accel- 

I  ing  (chart).  What's  a  policymaker  to  do?  The  unfor- 
ite  answer  might  be:  Take  more  aggressive  action. 

True,  many  households  have 
a  wary  eye  on  the  bungee- 
cord  gyrations  of  the  stock  in- 
dexes,   especially   the   tech- 
heavy  Nasdaq.  The  market's 
— ^        volatility  may  have  a  negative 
^»^. -£_        psychological  impact  on  spend- 
ing   this    quarter.    But    the 
wealth  effect  depends  on  ac- 
cumulated gains  in  portfolios. 
Equity  prices  overall,  as  mea- 
sured by  the  broad  Wilshire 
0  index,  remain  13%  higher  than  a  year  ago. 
Jonsumer  spending  likely  grew  at  an  annual  rate  of 
or  better  last  quarter,  after  a  5.9%  surge  in  the 
rth  quarter.  Outlays  in  the  second  quarter  may  slow 

II  that  pace,  especially  since  car  sales  are  unlikely  to 
tch  the  record  first-quarter  clip,  but  solid  funda- 
ntals  argue  that  any  cooldown  will  be  temporary, 
rch  retail  buying  appears  to  have  been  slowed  by  a 
jr-than-usual  Master,  but,  based  on  survey  data, 
es  bounced  back  strongly  in  the  first. week  of  April. 

E  MAIN  CONCERN  at  the  Fed  is  that  roaring 
Hand   will  continue  to  tighten  the  labor   market. 

I. at  could  touch  off  upward  Wage  pressures  that 
■Id  force  businesses  to  try  to  raise  prices.  And 
:h  demand   stronger  than   at    any  time  in   this  ex- 


IANK  LENDING  IS 
SPEEDING  UP 


REAL  ESTAT5  LOANS 


ALL  LOANS  ANO  LEASES 
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■  FEDERAL  RESERVE,  BUSINESS  WEEK 


HOURS  WORKED 
ARE  GROWING  FASTER 

3 - 

PRIVATE 
NONFARM 


pansion,  some  companies  may  well  be  successful. 

The  March  employment  report  showed  a  big  gain  in 
payrolls.  Nonfarm  industries  added  416,000  workers,  but 
that  was  boosted  by  117,000  census  workers.  Even  ex- 
cluding those  special  hirings,  jobs  grew  by  a  large 
299,000,  although  the  Labor  Dept.  said  that  the  longer- 
than-usual  five-week  gap  between  the  February  and 
March  surveys  also  added  to  the  total. 

Still,  for  the  quarter,  job  gains  averaged  272,000  per 
month,  after  a  283,000  monthly  pace  in  the  fourth  quar- 
ter. The  job  gains  meant  that  total  hours  worked  in 
the  economy  grew  at  a  3.1%  annual  rate,  the  fastest  pace 
in  more  than  two  years  (chart).  An  increase  in  hours 
worked  last  quarter  may  have  trimmed  the  quarter's 
growth  in  productivity,  a  key  offset  to  rising  labor  costs. 

The  jobless  rate  remained  at 
a  low  4.1%  in  March.  But  given 
that  employment  growth  is  still 
far  faster  than  the  gains  in  the 
labor  force,  the  rate  is  sure  to 
start  falling  again,  and  it  will 
likely  slip  below  4%  sometime 
this  year.  Likewise,  the  tally 
of  the  unemployed  who  wrant 
w7ork  rose  slightly  in  March, 
but  expect  the  labor  pool  to 
start  shrinking  again. 

Companies  may  be  coping  by  using  more  immi- 
grants— both  legal  and  illegal — to  fill  the  empty  slots 
(page  50).  They  may  also  rely  more  on  older  workers 
now  that  Washington  has  lifted  the  limit  on  earnings  of 
Social  Security  recipients. 

AS  BUSINESSES  USE  more  creative  ways  to  increase 
the  labor  pool,  they  have  been  able  to  keep  pay  raises 
surprisingly  slim.  However,  average  hourly  wages  for 
production  workers  are  growing  faster  in  recent 
months.  In  March,  they  rose  a  nickel,  to  $13.60,  and  in 
the  first  quarter  they  rose  at  an  annual  rate  of  4.1% 
from  the  fourth  quarter.  That's  the  fastest  quarterly 
growth  in  nearly  two  years,  and  it  could  be  the  first 
sign  that  wage  growth  is  stalling  to  pick  up  in  re- 
sponse to  extremely  tight  conditions. 

Moreover,  this  wage  measure  does  not  capture  what 

is  truly  going  on  at  companies  around  the  nation  be- 

e  it  does  not  include  salaried  workers  or  benefits. 

For  a  better  idea  of  how  tight  job  markets  are  lifting 

compensation,  the  Fed  will  look  closely  at  the  first  - 
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quarter  employment  cost  index,  which  will  be  reported 
on  Apr.  27.  The  index  is  very  likely  to  show  that  year- 
ly growth  in  overall  compensation  is  speeding  up. 

Rising  job  security  is  making  households  more  com- 
fortable borrowing  against  future  income,  fueling  the 
purchase  of  big-ticket  items  from  homes  to  cars  to  va- 
cations. Installment  debt,  which  includes  credit-card 
borrowings,  jumped  a  hefty  $12  billion  in  February. 
Since  November,  debt  outstanding  has  soared  by  $51.5 
billion,  the  largest  four-month  gain  on  record.  In  addi- 
tion, bank  loans  generally  to  both  consumers  and  com- 
panies are  rising  rapidly.  Also,  mortgage  applications  to 
buy  a  home  remain  at  high  levels. 

TO  COOL  OFF  BORROWING,  the  Fed  has  lifted  short 
term  rates  five  times  since  June,  1999.  Those  moves 
were  supposed  to  lead  to  higher  long  rates  as  well.  But 
to  the  Fed's  sure  consternation,  yields  on  Treasury 
bonds  have  been  dropping  this  year,  and  even  rates  on 
mortages  and  high-quality  corporate  issues  have  slid 
lower  in  recent  weeks. 

Increased  borrowing  raises  a  key  question  about 
policy:  If  the  Fed  is  raising  interest  rates  to  tighten 
lending  conditions,  then  why  are  banks  still  making  a 
slew  of  loans,  which  are  only  pumping  more  money 
into  the  economy?  The  answer  may  be  simple:  Rates 
are  not  yet  high  enough  to  deter  demand. 

Market  rates  have  not  risen  much  since  the  Fed  be- 
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gan  tightening.  While  the  central  bank  has  in 
the  federal  funds  rate  by  125  basis  points  sine 
the  rate  for  a  30-year  mortgage  is  up  about  5 
points.  The  rate  on  AAA  corporate  bonds  is  up 
basis  points,  and  the  yield  on  a  10-year  Treas 
actually  fallen  below  the  funds  rate  (chart). 

Not  surprisingly,  the  rise  in 
bank  lending  has  caught  the 
Fed's  attention.  William  J.  Mc- 
Donough,  president  of  the 
New  York  Fed,  warned  on 
Apr.  6  about  the  risks  if  banks 
do  not  maintain  high  lending 
standards.  When  profits  are 
high,  and  delinquency  rates 
are  low — as  they  are  now — 
McDonough  said  it  is  easy  to 
grow  lax  in  scrutinizing  loan 
applications.  He  added:  "Experience  teaches  u 
the  worst  loans  are  often  made  in  the  best  of  ti: 

For  consumers,  these  are  the  best  of  times, 
job  demand  and  readily  available  credit  make  sp 
easy  for  millions  of  households.  But  if  the  Fed  is 
on  slowing  demand,  recent  data  suggest  that  qu 
point  rate  hikes  may  not  get  the  job  done  in  ti: 
thwart  wage  and  price  pressures.  So  far,  the  drip 
drip  of  the  Fed's  water  torture  has  been  mor 
water  off  a  duck's  back. 
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DATA  DOW  JONES  TELERATE,  FEDEI 
LOAN  MORTGAGE  CORP,  FEDERAL  F 


INFLATION  PRESSURES  START  TO  MOUNT 


The  Bank  of  England  faces  a 
prickly  policy  dilemma.  Amid 
surging  domestic  demand,  service 
inflation  and  hourly  earnings  are 
speeding  up.  But  at  the  same 
time,  manufacturing  is  getting 
pounded  by  sterling's 
strength,  and  goods 
prices  aren't  rising  at 
all.  For  now,  this  un- 
stable combination 
leaves  Britain  with  a 
happy  result:  Moderate 
3%  growth  and  tame 
underlying  inflation  of 
2.2%.  The  problem  is 
holding  it  all  together. 

The  key  may  be  how 
much  longer  sterling,  up  12%  vs. 
the  euro  over  the  past  year,  can 
remain  strong  amid  an  ever- 
widening  trade  deficit.  Despite  an 
improved  January  balance,  the 
trend  continues  to  worsen.  But 


BRITISH  PAY  GROWTH 
IS  ACCELERATING 
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the  wider  the  deficit,  the  more 
vulnerable  sterling  will  become. 

Export  growth  has  slowed,  with 
volumes  falling  in  recent  months, 
despite  improving  global  demand. 
Sterling's  muscle,  along  with  a 
booming  8%  annual 
rate  of  growth  in  do- 
mestic spending  in 
the  fourth  quarter,  is 
also  boosting  imports. 
The  widening  trade 
gap  subtracted  some 
5  percentage  points 
from  economic  growth 
in  the  quarter,  leaving 
overall  growth  at 
about  3.1%. 
The  split  between  manufactur- 
ing and  services  remains  clear  in 
early  2000.  Industrial  production 
in  March  fell  for  the  third  month 
in  a  row,  which  probab.'v  cinched 
the  Monetary  Policy  Committee's 


Apr.  6  decision  to  leave  its  ke 
terest  rate  unchanged  at  6% 
while  sterling-influenced  goods 
flation  is  running  at  a  record  1 
of  near  zero  in  February,  servi 
inflation  has  climbed  to  a  seve: 
year  high  of  4.2%. 

Moreover,  with  the  unemploy- 
ment rate  at  a  20-year  low  of  Ac, 
average  earnings  are  accelerate 
In  January,  they  rose  6.4%  from 
year  ago,  about  three  times  fast 
than  underlying  inflation,  sugges 
ing  that  real  wages  are  growing 
well  in  excess  of  the  2%  trend 
growth  in  Britain's  productivity. 
While  the  overall  inflation  outloo 
for  the  rest  of  the  year  remains 
tame,  that  imbalance  is  sure  to 
further  upward  px-essure  on  pric 
as  companies  attempt  to  recoup 
higher  costs.  The  inflation  outloo 
for  2001  would  become  especially 
dim  should  sterling  weaken. 
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10  YEARS  OR 
120,000  MILES 

(FINALLY,  A  POWERTRAIN  LIMITED  WARRANTY 
FOR  VEHICLES  THAT  ARE  MADE  TO  RUN  OVER  THINGS) 


. 

\  ■    ' 

Consider  a  10-year  /120,000-mile  powertrain  limited 


warranty.  On  a  car  that  takes  you  to  work,  it's  no  big 


news.  On  an  SUV  that  takes  you  places  cars  can't  go, 


it's  a  different  story.  At  Isuzu,  we  back  all  our  2000 


SUVs  (the  Trooper,  Rodeo,  Amigo,  and  VehiCROSS) 


with  America's  longest  warranty.  Because  we  expect 


you  to  go  places  in  an  Isuzu  truck.  And  we  want  you 


to  go  with  the  knowledge  that  your  vehicle  is  built 
to  withstand  the  beating.  Call  1-800-795-9779  for 


' 


your  local  Isnzu  dealer  or  visit   www.isuzu.com. 


CAR    COMPANIES   BUILO    SUVS   THAT   ARE   AFRAID    TO 
LEAVE  THE  ASPHALT  BEHIND    WERE  NOT  A  CAR  COMPANY. 


rinly   c  o  » •  r  j  |  •   lor   dilicls   in   ■  1 1  •  r  I  •  1 1   J  id   norU.       i  h  I  a   only.   No   ttvtiifi   loi   damage   ciused   by   misuse.   Sat   your   Isuih   d  I  a  I  e 
rinly   details    Powtrlmn   limited   Warranty   a  i  c  I  u  d  a  s      o  m  mi  r  c  i » I    or    Heel   yeliclts   end   is    Iranslerjdlt    lo   immediate   family   member, 


r   (or 
only. 


Ask  David  K.  Hayes  about  the  impact  of  globalization 
on  his  life  and  you'll  hear  the  story  of  a  painful  roller- 
coaster  ride.  The  Goodyear  Tire  &  Rubber  Co.  factory 
in  Gadsden,  Ala.,  where  he  has  worked  for  24  years, 
decided  to  shift  most  of  its  tiremaking  to  low-wage 
Mexico  and  Brazil  early  last  year.  The  plant  slashed 
its  workforce  from  1,850  to  628.  The  44-year-old  father  of  two 
was  lucky  and  landed  a  job  paying  the  same  $36,000  salary  at 
another  Goodyear  plant  300  miles  away.  Hayes's  wife  didn't 
want  to  quit  her  $30,000-a-year  nursing  job,  so  Hayes  rented  a 
small  apartment  in  Union  City,  Tenn.,  seeing  his  family  on 
weekends.  Then  in  October,  Goodyear  reversed  course  and 
rehired  nearly  700  people  in  Gadsden,  including  Hayes.  It's 

good  to  be  home,  he 
says,  but  he  is  con- 
stantly fearful  that 
the  company  will 
switch  again.  "It 
has  been  nerve- 
wracking,"  he  says. 
"We  try  to  be  cau- 
tious on  spending, 
because  I  don't 
know  if  I'll  have  a 
job  in  six  months." 
Such  stories  of 
anxiety  are  part  of 
what's  fueling  a  sec- 
ond wave  of  pro- 
tests against  global- 
ization that  kicked 
off  in  Washington,  D.  C,  on  Apr.  9.  Echoing  the  demonstrations 
that  erupted  late  last  year  at  the  World  Trade  Organization 
(WTO)  meeting  in  Seattle,  the  afl-cio  brought  some  15,000 
members  to  Capitol  Hill  on  Apr.  12  to  lobby  against  granting 
Normal  Trade  Relations  Status  to  China.  Environmental  and 
human-rights  protesters  planned  to  disrupt  meetings  of  the 
World  Bank  and  the  International  Monetary  Fund  (IMF)  four 
days  later. 

The  outpouring  once  again  raises  the  question:  Why  are  so 
many  people  so  angry  about  globalization — a  term  that  has 
come  to  encompass  everything  from  expanded  trade  and  fac- 
tories shifting  work  around  the  world  to  the  international  bod- 
ies that  set  the  rules  for  the  global  economy?  Political  and 
business  leaders  across  the  spectrum  were  caught  off  guard 
by  the  strong  feelings  expressed  in  Seattle  last  fall.  Although 
they're  better  prepared  this  time,  they  remain  perplexed. 

After  all,  the  U.S.  economy 
is  in  the  midst  of  a  heady 
boom  that's  being  fueled  in  no 
small  part  by  globalization. 
Open  borders  have  allowed 
new  ideas  and  technology  to 
flow  freely  around  the  globe, 
fueling    productivity    growth 
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Many  fear  that 
free  trade  harms 
wages,  jobs,  and 
the  environment 

BY  AARON  BERNSTEIN 


LOSING  OUT 


Brian  Best  lost  his  job 
at  GE,  as  work  shifted 
overseas.  Wife  Mary 
hopes  to  avoid  the  ax 
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ber  Globalization 
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and  helping  U.S.  companies  to  be- 
come more  competitive  than  they 
have  been  in  decades.  Expanded 
trade  has  helped  to  keep  a  tight  lid 
on  U.S.  consumer  prices,  too.  As  a 
result,  many  U.S.  families  are  doing 
better  than  ever.  What's  more,  polls 
have  shown  for  years  that  a  solid 
majority  of  Americans  believe  that 
open  borders  and  free  trade  are  good 
for  the  economy. 

So  is  the  hostility  aired  in  Seattle 
and  now  in  Washington  just  the  rav- 
ing of  fringe  groups?  Or  does  it  ex- 
press a  more  widespread  anxiety  that 
decision-makers  have  ignored  until 
now?  Fringe  groups  do  play  a  role, 
but  there  is  mounting  evidence  for 
the  second  conclusion,  as  well.  The 
protesters  have  tapped  into  growing 
fears  that  U.S.  policies  benefit  big 
companies  instead  of  average  citi- 
zens— of  America  or  any  other  coun- 
try. Environmentalists  argue  that  elit- 
ist trade  and  economic  bodies  make 
undemocratic  decisions  that  under- 
mine national  sovereignty  on  environ- 
mental regulation.  Unions  charge  that 
unfettered  trade  allows  unfair  compe- 
tition from  countries  that  lack  labor 
standards.  Human  rights  and  student 
groups  say  the  IMF  and  the  World 
Bank  prop  up  regimes  that  condone 
sweatshops  and  pursue  policies  that 
bail  out  foreign  leaders  at  the  expense 
of  local  economies.  "Are  you  allowed 
to  make  your  own  rules,  or  is  some- 
one else  going  to  do  it?  Those  are 
fighting  words  to  a  lot  of  people,"  says  Robert  C.  Feenstra,  a 
trade  economist  at  the  University  of  California  at  Davis. 
DIVIDED.  A  business  WEEK/Harris  poll  released  on  Apr.  12 
finds  that  while  Americans  agree  in  principle  that  globalization 
is  good,  they  disagree  with  policies  for  carrying  it  out.  Just 
10%  describe  themselves  as  free  traders,  while  51%  say  they 
are  fair  traders.  Some  74%  to  80%  say  their  priorities  are  to 
prevent  unfair  competition,  environmental  damage,  and  job 
loss.  The  goals  of  the  Clinton  and  prior  Administrations,  in- 
cluding boosting  exports  and  keeping  consumer  prices  low, 
rank  lower  (page  44). 

At  the  same  time,  68%  of  Americans  believe  globalization 
drags  down  U.S.  wages.  Respondents  split  fairly  evenly  on 
whether  global  integration  is  good  for  creating  jobs  and  the 

environment.  The  result: 
a  gnawing  sense  of  un- 
fairness and  frustration 
^™~-^^^^^^^^^^^~  that  could  boil  over  in  the 
future.  "A  strong  majority  [of  the  U.S.  public]  feels  that 
trade  policies  haven't  adequately  addressed  the  concerns  of 
American  workers,  international  labor  standards,  or  the  en- 
vironment," says  Steven  Kull,  director  of  the  University  of 
Maryland's  Center  on  Policy  Attitudes,  which  on  Mar.  28  re- 
leased an  extensive  poll  entitled  "Americans  on  Globalization." 

Americans'  divided  views  have  broad  implications  for  U.  S. 
policies  and  companies.  Ever  since  the  North  American  Free 
Trade  Agreement  (nafta)  squeaked  through  Congress  in  1993, 
its  opponents  have  blocked  most  major  trade  initiatives,  in- 
cluding President  Clinton's  request  for  fast-track  authority  to 
negotiate  new  trade  pacts.  Now  protesters  hope  to  thwart 
the  Administration's  pledge  to  extend  Normal  Trade  Rela- 
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MORE  PRESSURE 

TheAJPL-CIOwiTf 
push  for  Congress 
to  vote  no  in  May 
on  China  trade 


tions  to  China  as  part  of  its 
into  the  WTO.  Some  79%  of 
cans  don't  want  to  give  Chin: 
mal  trading  privileges,  accord 
the  business  WEEK/Harris  po 
ter  the  Apr.  12  rally,  the  A 
plans  to  mount  a  grass-roots 
to  defeat  the  measure  when 
gress  takes  it  up  in  late  May. 

And  there's  more  to  come.  College  students  aroun 
country  are  holding  weekly  sit-ins  to  pressure  compani 
agree  to  sweatshop  monitoring,  and  they're  scoring  s 
prising  victories  with  Reebok,  Nike,  and  other  apparel 
makers.  Unions  plan  to  keep  pressing  for  labor  stan 
dards  that  can  be  incorporated  into  the  world  trad- 
ing system — a  battle  that  could  drag  on  for  years. 
Meanwhile,  the  Washington  demonstrations  are 
likely  to  spur  reform  at  the  World  Bank  and 
the  IMF  (page  46).  Of  course,  global  integration 
is  a  juggernaut  that's  not  easily  stopped,  but  | 
all  the  political  turbulence  could  make  the 
free-trade  agenda  more  difficult  to  achieve. 

Finding  common  ground  among  competing  con- 
stituents will  be  a  nightmare  for  policymakers  and 
politicians.  While  it  may  be  possible  to  redesign  pro 
cedures  at  the  lending  agencies,  for  example,  it's  far  more 
complex  and  controversial  to  set  labor  and  other  standards 
worldwide.  Already,  China's  wto  entry  has  become  a  flash 
point  for  Vice-President  Al  Gore,  who's  depending  heavily 
on  union  support  in  his  Presidential  quest.  Somehow,  t 
Administration  must  balance  all  this  while  maintaining  fri 
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The  Pros  and  Cons  of  Globalization 


PLUSES 


•  Productivity  grows 
more  quickly  when 
countries  produce 
goods  and  services 
in  which  they  have 
a  comparative  ad- 
vantage. Living 
standards  can  go 
up  faster. 


MINUSES 


•  Global  competi- 
tion and  cheap  imports  keep  a  lid 
on  prices,  so  inflation  is  less  likely 
to  derail  economic  growth. 


PORTS  ARE  BUSTLING 

under  competitive  pressure. 


•  Millions  of  Ameri- 
cans have  lost  jobs 
due  to  imports  or  pro- 
duction shifts  abroad. 
Most  find  new  jobs 
—that  pay  less. 

•  Millions  of  others 
fear  losing  their  jobs, 
especially  at  those 
companies  operating 


An  open  economy  spurs 
innovation  with  fresh 
ideas  from  abroad. 

•  Export  jobs  of- 
ten pay  more 
than  other  jobs. 

J   •  Unfettered 
capital  flows 
,,.,  give  the  U.S. 
access  to  for- 
■$f    eign  in vest  - 

•  ment  and 

•  keep  interest 
j  rates  low. 

DATA:  BUSINESS  WEEK 

ly  relations  with 
trading  partners 
around  the  globe. 
The  task  is  all  the 
more    difficult    be- 
cause to  some  de- 


•  Workers  face  pay-cut  demands 
from  employers,  which  often  threat- 
en to  export  jobs. 

•  Service  and  white-collar  jobs  are 
increasingly  vulnerable  to  operations 
moving  offshore. 

•  U.S.  employees  can  lose  their 
comparative  advantage  when 
companies  build  advanced  factories 
in  low-wage  countries,  making  them 
as  productive  as  those  at  home. 


TECH  WORK  CAN  BE  ZAPPED  TO  INDIA 


gree,  helping  U.  S.  workers  could  hurt  those  in  low- wage  coun- 
tries, since  shifting  U.S.  factories  and  technology  abroad  helps 
to  lift  living  standards  there. 

It's  a  paradox  that  while  globalization  brings  big  gains  at  the 
macroeconomic  level,  those  pluses  are  often  eclipsed  in  the 
public  eye  by  all  the  personal  stories  of  pain  felt  by  the  losers. 
But  that  pain  remains  mostly  hidden,  as  economists  and  politi- 
cians emphasize  the  upside  while  downplaying  or  omitting  al- 
together the  drawbacks  (table).  The  Economic  Report  of  the 
President,  for  example,  released  in  February,  barely  mentions 
trade-related  job  losses,  yet  Commerce  Dept  statistics  imply 
that  something  like  1  million  workers  lose  their  jobs  even-  year 
as  a  result  of  imports  or  job  shifts  abroad. 
THREATS.  Indeed,  there  are  millions  like  David  Hayes  who 
live  in  fear  of  a  layoff  and  whose  families  share  the  emotional 
and  financial  disruption.  Even  in  today's  red-hot  job  market, 
workers  who  lose  a  job  earn  i\'i  less  on  average  in  the  new  one 
they  land.  Others  fare  pressure  to  take  skimpy  raises  or  paj 


ON  TENTERHOOKS 


Hayes  lost  his  Goodyear 
job-ari  i  got  it  back.  But 
his  family  is  still  on  edge 


cuts     from     employers     that 
threaten  to  move  offshore. 

Even  service  and  white-col- 
lar workers  are  no  longer  I  \ 
empt.  True,  many   profession- 
als are  hitting  it   big  on  the 
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Internet  and  thriving  in  export-oriented  companies.  But  as 
global  integration  advances,  engineers,  software  writers,  and 
other  white-collar  employees  are  seeing  jobs  migrate  over- 
seas. "Workers  used  to  feel  safe  when  the  economy  was  doing 
well,  but  today  they  always  feel  they  can  be  laid  off,  and 
globalization  is  part  and  parcel  of  that,"  says  Allan  I.  Mende- 
lowitz,  executive  director  of  the  U.S.  Trade  Deficit  Review 

Commission,    set    up   by 
Congress  in  1998. 

The    point    isn't    that 
^~^^  globalization  creates  more 

losers  than  winners.  After  all,  free  trade  is  a  net  gain  for  the 
country.  What  worries  many  is  that  the  U.  S.  does  little  to  help 
those  who  lose  out.  "You  want  to  make  sure  that  the  benefits 
of  trade  are  fairly  shared,"  says  William  R.  Cline,  a  trade  ex- 
pert at  the  Institute  of  International  Finance  Inc. 

Of  course,  with  jobs  plentiful  today,  losing  one  is  less  disas- 
trous than  it  was  back  in 
1992.  But  it's  still  a  trau- 
matic experience.  About 
25%  of  all  job-losers  still 
aren't  working  three 
years  afterward,  accord- 
ing to  Princeton  Universi- 
ty economist  Henry  S. 
Farber,  who  analyzed  gov- 
ernment survey  data 
through  1997,  the  latest 
year  available.  Some  sim- 
ply retire  early.  The  75% 
who  do  get  another  job 
still  face  that  6%  gap,  plus 
the  income  lost  if  they're 
unemployed  until  they 
find  new  work. 

What  was  once  seen  as 
a  blue-collar  phenomenon 
is  now  spreading  to  the 
service  sector.  U.  S.  data- 
processing  companies  are 
using  high-speed  data 
lines  to  ship  document 
images  to  low-wage  coun- 
tries such  as  India  and 
Mexico.  Some  45,000  peo- 
ple work  in  these  and 
other  service  jobs  in 
maquiladoras,  twice  the 
number  in  1994,  when 
NAFTA  took  effect.  They  do  everything  from  processing  used 
tickets  for  America  West  Airlines  Inc.  to  screening  U.S. 
credit-card  applications  for  fraud.  And  the  work  is  getting 
more  advanced.  As  U.S.  companies  tap  bilingual  Mexicans, 
"we  have  people  getting  on  the  phone  and  calling  customers" 
in  the  U.  S.,  says  Ray  Chiarello,  CFO  of  2,800-employee  Elec- 
tronic Data  Management  International  in  Cuidad  Juarez. 
SWEATSHOPS?  Global  competition  is  also  battering  the  theory 
of  comparative  advantage,  which  holds  that  free  trade  will 
prompt  the  U.S.  to  import  goods  made  by  low-wage,  low- 
skilled  labor  and  export  those  made  by  the  highly  skilled.  But 
companies  are  undermining  that  construct  by  shifting  even 
the  most  skilled  jobs  and  technologies  to  low-wage  countries. 

At  General  Electric  Co.,  for  example,  CEO  John  F.  Welch 
has  for  years  been  pushing  his  operating  units  to  drive  down 
costs  by  globalizing  production.  At  first  that  meant  moving  ap- 
pliance factories  to  low-wage  countries  such  as  Mexico,  where 
GE  now  employs  30,000.  Then  last  year,  GE's  Aircraft  En- 
gines (AE)  unit  set  up  a  global  engineering  project  that  already 
has  increased  the  number  of  engineers  abroad  tenfold,  to 
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300,  with  sites  in  Brazil,  India,  Mexico,  and  Turkey. 


J 


can't  compete  globally  with  a  primarily  domestic  cos  s 
says  AE  commercial  engines  General  Manager  Chuck  C  \w 
in  a  recent  AE  internal  newsletter.  An  AE  spokesman  x< 
that  GE  is  shifting  low-end  engineering  jobs  offshore  Y  \ 
high-end  design  work  is  staying  in  the  U.  S. 

Brian  and  Mary  Best  are  on  the  losing  end  of  GE's  i 
ization  drive.  Both  have  worked  for  25  years  as  planners    i 
jet-engine  plant  in  Lynn,  Mass.  But  the  unit  has  been  s 
planners,  who  design  and  help  build  tools  used  to  make 
leaving  140  in  Lynn,  down  from  350  a  decade  ago  an 
1999.  In  February,  Brian  was  laid  off  from  his  $50,0i 
job,  and  Mary  hopes  she's  not  next.  "Our  jobs  are 
places  like  Mexico  and  Poland,  where  labor  is  cheape 
Mary,  who  has  a  BA  in  business  administration.  Say: 
"GE's  only  allegiance  is  to  its  shareholders." 

Globalization  also  helps  push  down  U.S.  wages.  Tr; 

counts  for  rough 
quarter  of  the  rise 
income   inequalit; 
the  1970s,  studie 
Imports    shift 
from  low-skilled 
to    educated    one 
economists    have 
found  a  way  to  m 
direct    wage    pre 
from  globalization. 
Mike  Spaulding 
about      that      pn 
Spaulding,  55,  wo 
Buffalo's  Trico  Pr 
Corp.,  a  maker  of 
shield  wipers,  pur< 

UNION,  KEEP  OU 


If  Edinger  (fron 
and  her  co-worl 
had  voted  in  the 
UAW,  their  emp 
said  it  would 
move  the  plant 

by  Tomkins  PLC  in 
Trico  began  shifting 
jobs  to  Mexico  in  th< 
1980s.  Then  in  1995,  management  said  the  300  remaining 
could  stay  if  employees  slashed  costs.  So  Spaulding  and  h 
leagues  swallowed  a  $2-an-hour  cut,  to  $12.50,  where  h) 
remains  today.  'We've  had  to  cut  back  on  our  lifestyl 
some  vacations  and  going  out  to  dinner,"  he  says. 

Demands  like  Trico's  have  lowered  pay  across  the 
parts  industry.  One-third  of  U.S.  auto-part  employmen 
grated  south  to  Mexico  between  1978  and  1999,  accordi 
Stephen  A.  Herzenberg,  an  economist  at  the  Keystom 
search  Center  in  Harrisburg,  Pa.  The  result:  Wages  in  the 
auto-parts  industry  plunged  by  9%  after  inflation,  he  foi 

Some  companies  use  the  mere  threat  of  overseas  job  ; 
against  workers  who  try  to  unionize  to  raise  their  pap 
February,  Yvonne  Edinger  and  some  colleagues  tried  to  n 
a  union  at  a  Parma  (Mich.)  factory  owned  by  Michigan  ill 
motive  Compressor  Inc.,  a  joint  venture  of  Japan's  Dn 
Corp.  and  Toyoda  Automatic  Loom  Works  Ltd.  The  425  vu 
ers  at  the  plant,  which  makes  car  air  conditioners,  earn  $! 
$14  an  hour — vs.  $16  to  $18  for  parts  makers  in  the  Ufl 
Auto  Workers.  But  when  the  organizing  drive  began,  "Jap 


I 


Customer  Relationship  Management 


UT 


t-VW4V- 


With  PeopleSoft  CRM,  everyone  in  your  company  can  make  the  sale.  It's  no  secret  that  the  Information  Age  has 

marched  along  without  regard  for  who's  going  to  manage  the  information.  That's  why  our  Vantive  products  give 

your  employees  a  360°  view  of  your  customers,  regardless  of  their  contact  channel  -  be  it  call  centers,  e-mail,  web 

sites,  whatever.  And  thanks  to  our  sales  tools,  everyone  can  be  a  sales  person,  regardless  of  their  job  description. 


Introducing  PeopleSoft  CRM.  Powered  by 


vantive 


Applications  for  ^Business"        wwwpeoplesoft.com        I  888  773.8277 


100%  Internet  architecture  •  Powerful  soles  tools 


- 


Cover  Story 


coordinators  sent  over  to  troubleshoot  the  line  told  people 
that  the  plant  would  be  moved  if  they  voted  in  the  UAW,"  says 
Edinger.  That  scared  so  many  workers  that  the  organizing  dri- 
ve has  been  put  on  hold.  A  company  spokeswoman  says  it  has 

heard    no   allegations    of 

threats  by  its  coordinators. 

Yet  such  threats  are  rou- 

^ —~ ^~      tine.  According  to  a  1996 

study  by  Cornell  University  labor  researcher  Kate  Bronfen- 

brenner:  62%  of  manufacturers  threaten  to  close  plants  during 

union  recruitment  drives. 

For  nearly  a  decade,  political  and  business  leaders  have 
struggled  to  persuade  the  American  public  of  the  virtues  of 
globalization.  But  if  trade  truly  brings  a  net  gain  to  the 


U.  S.  economy,  why  not  use  some  of  the  extra  GDP  | 
pensate  the  losers  and  diminish  the  opposition? 
wouldn't  address  wage  cuts  and  threats  of  moving 
much  less  qualms  about  the  environment  and  the 
tional  role  of  global  trade  and  finance  bodies.  Still,  if 
cision  makers  don't  start  taking  Americans'  objectk 
ously,  the  cause  of  free  trade  could  be  jeopardized. 
With  Elisabeth  Mai  kin  in  Mexico  City  and  bureait\ 
Cover  Story  continues  on 


BusinessWeek  ONLINE, 


For  more  coverage  of  the  global  backlash  and  trade  politij 
go  to  www.businessweek.com/today.htm 
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GLOBALIZATION:  WHAT  AMERICANS  ARE  WORRIED  ABOUT 


Americans  are  deeply  divided  about 
globalization  and  free-trade  pacts.  In 
the  abstract,  they  like  both  concepts; 
64%  of  those  polled  think  globalization 
benefits  the  U.  S.  economy,  and  68%  think 
U.S.  consumers  gain.  But  the  public  is 
split  about  whether  the  advancing  global 

GLOBALIZATION:  GOOD  OR  BAD? 

Many  of  the  goods  and  services  produced  in  this  country  are 
exported  and  sold  around  the  world.  Many  of  the  goods  and 
services  we  buy  here  are  imported  from  other  countries. 
Overall,  do  you  think  globalization  is  good  or  bad  for: 


economy  hurts  the  environment  and  jc 
And  69%  believe  that  trade  agreemem 
with  low-wage  countries  drive  down  U 
wages.  This  may  be  one  reason  why  T. 
say  China  shouldn't  be  welcomed  into 
global  trading  system  unless  it  adopts 
man  rights  and  labor  standards. 


Higher  wages 19% 

Lower  wages 68% 


Don't  know. 
Refused  . . . 


GOOD 


BAD 


DON'T 
KNOW 


REFUSED 


WHAT  ARE  YOUR  PRIORITIES? 

Do  you  think  that  the  following  should  be  a  major  priority  ofl 
U.S.  trade  agreements,  a  minor  priority,  or  not  a  priority  at  a] 


Consumers  like  you 68%  . . .  23% 9% 1% 

American  companies 63%  . . .  29% 7% 1% 

The  U.S.  economy 64%  . . .  28%  ....  7%  ....  1% 

Creating  jobs  in  the  U.S 50%  . . .  42%  ....  7%  ....  1% 

The  environment 45%  . . .  38%  . . .  16% 1% 

Providing  jobs  and  strengthening  the  economy  in  poor 
countries 75%  . . .  16%  ....  8%  ....  1% 

WHAT  ARE  YOU? 

Which  of  the  following  best  describes  your  views  about  foreign 
trade?  Do  you  consider  yourself  to  be  someone  who  believes  in 
free  trade  or  trade  without  any  restrictions,  someone  who 
believes  in  fair  trade  or  trade  with  some  standards  for  labor 
and  the  environment,  or  someone  who  is  protectionist, 
meaning  that  there  should  be  rules  to  protect  U.S.  markets  and 
workers  from  imports? 

Free  trader 10%     Don't  know 3% 

Fair  trader 51%    Refused 0% 

Protectionist 37% 

TRADE  AND  JOBS 

Do  you  think  that  expanded  trade  leads  to  an  increase  or 
decrease  in  the  number  of  U.S.  jobs? 

Increase  in  jobs 45%    Don't  know 10% 

Decrease  in  jobs 44%     Refused  1% 


MAJOR 

MINOR 

NOT  A 
PRIORITY 

Dd 

KM 

Keeping  foreign  markets 

open  to  U.S.  exports 

. .  56%  . 

.  .  32% 

. .  .  .  6%  . 

Keeping  prices  for  U.S. 

consumers  low 

. .  58%  . 

. .  29% 

.  . . .  9%  . 

Encouraging  competition 

in  U.S.  markets 

.  .  64%  . 

.  .  26% 

. . .  .  8%  . 

Preventing  unfair  com- 

petition by  countries  that 

violate  workers  rights 

. .  74%  . 

.  .  15% 

. .  .  .  8%  . 

.3 

Protecting  the  environment . . 

.  .  80%  . 

.  .  14% 

. .  . .  4%  . 

..2 

Preventing  the  loss  of 

U.S. jobs 

77%  . 

.  .  16% 

.  . .  5%  . 

..2 

TRADE  AND  WAGES 

Do  you  think  trade  agreements  with  low-wage  countries  such 
as  China  and  Mexico  lead  to  higher  or  lower  wages  for 
Americans? 


HOW  TO  HANDLE  CHINA 

Which  of  the  following  statements  comes  closest  to  your  vie\ 
on  trade  with  China? 

The  best  way  to  improve  human  and  worker  rights  in 
China  is  not  to  restrict  trade  but  to  engage  China  and 
include  it  in  World  Trade  Organization  and  give  it 

permanent  access  to  U.S.  markets 15° 

OR 
Congress  should  only  give  China  permanent  access 
to  the  U.S.  markets  when  it  agrees  to  meet  human 

right  and  labor  standards 79° 

Don't  know 5°, 

Refused 1% 

Poll  was  conducted  by  Harris  Interactive  between  Apr.  7-l( 
2000.  A  total  of  1,024  interviews  were  conducted.  Due  to  rouncj 
ing,  percentages  may  not  add  up  to  100% 
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CALL  US  RADICAL  THINKERS 
BUT  IN  B2B  E-COMMERCE 
BUYERS  DON'T  ALWAYS 
OUTWEIGH     SUPPLIERS 

Accord  i  old   ruUs   of  brick   and   mortar 

com  arc   the.   market    heavyweij 

But,   in  t's   important   that   suppliers  achieve 
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E-CONTENT     SOLUTIONS     THAT     POWER     B2B     E-COMMERCE 


DOES  ANYBODY  LOVE 
THE  IMF  OR  WORLD  BANK? 

These  days  the  international  lending  agencies  are  under  fire  from  all  sides 


Cover  Story 


In  1994,  when  global  financiers  met  in  Madrid  for  a  lavish 
celebration  of  the  50th  anniversary  of  the  founding  of  the 
International  Monetary  Fund  (IMF)  and  the  World  Bank, 
environmental  protesters  managed  to  spoil  the  party. 
Demonstrators  scaled  the  steel  beams  of  the  conference  cen- 
ter where  the  meeting  was  held  and  showered  thousands  of 
dark-suited  delegates  below  with  fake  dollar  bills  that  de- 
clared "No  dollars  for  ozone  destruction." 

Now,  as  they  prepare  for  their  first  ministerial  meeting  of 
the  21st  century,  the  monetary  mandarins  of  the  IMF  and 
World  Bank  are  under  attack  again.  Thousands  of  demon- 
strators are  descending  on 
Washington  to  disrupt  the 
Apr.  16-17  meetings  of  the 
two  lending  agencies.  But 
this  time,  the  criticism  is  more  widespread  and  will  be  hard- 
er for  the  IMF  and  World  Bank  to  fend  off.  In  the  long  run, 
both  bodies  may  be  forced  to  radically  restructure  the  way 
they  do  business  in  developing  nations. 

Some  of  the  same  groups  that  kicked  up  a  fuss  in  Madrid 
will  be  taking  to  the  streets  in  Washington.  Environmentalists 
will  be  there.  So  will  antipoverty  groups.  But  the  real  ener- 
gy for  the  demonstrations  is  coming  from  a  new  cadre.  They 
have  been  galvanized  into  action  by  the  success  of  December's 
protests  in  Seattle  against  the  World  Trade  Organization 
(wto)  and  by  the  IMF's  failure  to  stop  the  spread  of  the 
Asian  financial  crisis  that  began  in  1997.  It  may  not  be  a  re- 
run of  Seattle,  with  tear  gas  and  mass  arrests,  since  the 
Washington  police  are  more  prepared.  Still,  a  broad  cross-sec- 
tion of  America  will  hit  the  streets. 

It's  a  curious  bunch.  There  are  trade-union  members  who 
fear  that  the  globalized  economy  championed  by  the  IMF  and 
World  Bank  will  cost  them  their  jobs  and  lower  U.  S.  living 
standards.  There  are  intellectuals  who  believe  the  IMF  bungled 
the  Asian  crisis.  And  there's  an  amor- 
phous amalgam  of  Gen  Y  college  stu- 
dents and  aging  baby  boomers  united 
by  their  abhorrence  of  big  business. 
Organizers  are  using  the  Internet  and 
the  promise  of  plenty  of  street  theater, 
music,  and  giant  allegorical  puppets 
to  entice  the  young  to  turn  out. 
"There's  a  lot  of  different  messages 

out  there,"  admits  Veena  Siddharth,  an  analyst  with  an- 
tipoverty group  Oxfam  International.  "But  there's  also  a 
widespread  sense  that  what  these  organizations  do  and  how 
they're  structured  is  not  suited  to  the  world  today." 

If  the  suits  who  run  the  IMF  and  World  Bank  had  to  wTorry 
only  about  protesters  in  the  streets,  they  might  rest  easier.  But 
critics  also  now  include  the  Clinton  Administration  and  the 
U.  S.  Congress,  both  of  which  advocate  a  major  overhaul  of  the 
two  lending  agencies  in  the  wake  of  the  Asian  crisis.  Treasury 
Secretary  Lawrence  H.  Summers  wants  the  IMF  to  focus  on  fi- 
nancial rescues  rather  than  on  long-term  financing  and  thinks 
the  World  Bank  should  do  more  to  attack  Third  Wi  -rid  pover- 
ty.  A   Congressionally  chartered   commission   headed   by 
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Demonstrators 
include  labor, 
aging  boomers, 
and  students 
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egie  Mellon  University  Professor  Alan  H.  Meltzer  would 
bo  further.  It  would  rename  the  Bank  the  World  Devel 
at  Agency,  have  it  hand  out  grants  rather  than  make 
,  ind  concentrate  its  help  on  Africa. 
Uttered  from  the  left  and  right,  Fund  and  Hank  officiate 
WUnding  defensive.  World  Hank  President  James  I). 
?nsohn  gave  a  pep  talk  to  staffers  on  Apr.  10,  saying, 
should  be  proud  of  the  work  we  do  in  fighting  poverty." 
ig  IMF  Managing  Director  Stanley  Fischer  also  defended 
gency  at  an  Apr.  4  conference.  "There  is  a  revolution  un- 
vay  [at  the  imfJ,  but  it  is  a  gradual  revolution,"  he  said, 
ith  organizations — especially  the  World  Bank — have  come 
g  way  since  Madrid.  They're  more  open,  more  environ- 
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What  Protesters  Want 

DEBT-RELIEF  ADVOCATES 

Want  the  IMF  and  World  Bank  to  write  off 
billions  in  loans  to  developing  countries 

ENVIRONMENTALISTS 

Say  that  the  World  Bank  should  toughen  the 
environmental  impact  assessments  in  its  loan 
criteria 

HUMAN-RIGHTS  AND  STUDENT  GROUPS 

Argue  that  the  two  agencies  should  fund 
projects  that  help  the  poor  rather  than  those 
that  help  big  business 

IMF  REFORMERS 

Argue  that  the  IMF  should  not  prescribe  harsh 
budget-slashing  policies  to  countries  in  crisis 

TRADE  UNIONISTS 

Say  the  IMF  and  World  Bank  should  support 
global  labor  standards  and  not  tolerate  govern- 
ments that  repress  unions 


I 


mentally  con  cious,  and  more  attuned  to  the  impart  of  their 
policies  on  the  pom-.  Activist.-  Bay  the  biggest  ob  tacle  to  a 
plan  to  forgive  tens  of  billions  of  dollar-  in  Third  World  debi 
is  not  the  IMF  or  World  Hank,  hut  Congress,  which  hasn't  al- 
located enough  money  to  cover  the  U.S.  -hare. 

In  Seattle,  Woll'ensohn  and  former  IMF  chief  .Michel 
Camdessus  urged  rich  nations  in  the  WTO  to  do  away  with 
their  quotas  and  duties  on  imports  from  developing  countries. 
Hank  bureaucrats  had  hoped  to  put  that  item  on  the  agenda 
for  the  spring  meetings.  But  they  had  to  hack  off  after  U.S. 
trade  officials  balked,  worried  that  it  would  divert  attention 
from  efforts  to  get  Congress  to  approve  less  far-reaching 
trade  concessions  for  African  and  Caribbean  nations. 

For  the  radicals,  though,  the  changes  being 
made  by  the  IMF  and  World  Bank  are  window 
dressing.  As  far  as  these  business-bashers  are 
concerned,  the  twro  agencies  are  pawns  of 
multinationals  and  should  be  done  away  with. 
"You  don't  polish  the  chains  of  slavery,"  says 
Kevin  Danaher,  director  of  public  education  at 
Global  Exchange,  a  human  rights  group  in  San 
Francisco.  "You  break  them." 

Danaher,  a  longtime  activist,  is  leading  an  in- 
ternational drive  to  boycott  World  Bank  bonds. 
He  wants  unions,  universities,  and  municipali- 
ties to  stop  using  pension-fund  money  to  buy 
the  bonds  that  provide  a  critical  source  of  fi- 
nance for  the  Bank's  activities.  While  a  disin- 
vestment strategy  worked  against  South 
Africa's  apartheid  regime,  it's  less  likely  to 
succeed  against  the  faceless  multilateral  agency. 
CAJOLING.  The  IMF  isn't  escaping  the  protesters' 
wrath  either.  Back  in  Madrid,  it  got  a  pass  for 
the  most  part,  less  visible  as  a  secretive  fi- 
nancial adviser  telling  developing  nations  how 
to  run  their  economies  under  its  loan  programs. 
But  no  longer.  The  Asia  crisis  threw  a  spotlight 
on  the  Fund's  inner  workings.  Led  by  former 
World  Bank  Chief  Economist  Joseph  E.  Stiglitz, 
critics  charge  that  the  IMF  aggravated  the  cur- 
rency crisis  by  cajoling  Asian  nations  into  tight- 
ening their  budgets  and  jacking  up  interest 
rates  to  prop  up  their  currencies  and  pay  off  creditors. 

That  only  served  to  make  Asia's  woes  worse,  critics  allege. 
"[The  IMF]  bungled  the  crisis,"  says  Stiglitz.  "Their  policies 
benefited  the  creditors  rather  than  the  people  in  Thailand." 
IMF  officials  admit  they  overdid  it  in  calling  for  budget  cuts 
but  say  they  reversed  course  when  they  saw  the  crisis  was 
worsening.  They  also  defend  the  high  interest  rates  as  nec- 
essary to  prevent  a  free  fall  in  Asian  currencies. 

The  fallout  from  the  crisis — a  flood  of  imports  into  the 
U.S.  from  reeling  Asian  nations — has  helped  to  draw  the 
unions  into  the  fray.  The  IMF's  policy  is  bad  for  U.  S.  workers 
because  it  forces  crisis-hit  countries  to  shrink  their  domestic 
economies  and  rely  for  growth  on  exports  to  the  U.  S.,  says 
David  A.  Smith,  the  afi.-cio's  director  of  public  policy.  "We  do 
need  an  IMF,  but  we  don't  need  this  one,"  he  says. 

Faced  with  mounting  attacks  from  all  sides,  the  IMF  and 
World  Bank  are  scrambling  to  assuage  critics.  On  Apr.  10,  the 
imf  set  up  an  independent  review  board  to  evaluate  its  policies. 
The  World  Hank  is  pushing  an  initiative  to  combat  the  global 
scourge  of  aids.  And  both  are  working 
on  a  new  strategy  for  fighting  global 
poverty.  But  in  the  end,  more  radical 
reforms  may  be  needed  to  get  the 
demonstrators  off  the  streets  and  the 
politicians  off  the  two  agencies'  hacks. 

By  Rich  Miller  m  Wat 

Cover  story  continue-  on  page  48 
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ACID  WORDS 
FOR  THE  IMF 

Why  economist  Stiglitz  gives  it  low  marks 

Former  World  Bcuik  chief 
economist  Joseph  E. 
Stiglitz  has  provided  much 
of  the  intellectual  fodder  for 
the  current  drive  to  reform  the 
International  Monetary  Fund 
(IMF).  Considered  one  of  the 
foremost  U.S.  economists  and 
now  a  senior  fellow  at  the 
Brookings  Institution  in  Wash- 
ington, Stiglitz  had  a  bird's- 
eye  view  of  how  the  IMF  man- 
aged the  global  economic  crisis 
of  1997-99  from  his  perch  at 
the  fund's  sister  institution.  He 
spoke  with  Senior  Writer  Rich 
Miller  on  Apr.  11  about  his 
ideas  for  reforming  the  IMF 
and  World  Bank. 

Q:  You  Iwve  been  highly  criti- 
cal of  the  IMF  for  its  handling 
of  the  Asian  financial  crisis. 
Where  did  it  go  wrong"? 
A:  They  invoked  bad  economic 
analysis.  Anybody  who  has 
taken  Economics  101  would 
have  anticipated  there  was  go- 
ing to  be  a  recession  or  a  de- 
pression [in  the  countries  hit 
by  the  crisis].  In  that  case,  you 
need  to  expand  government  spending;  the  IMF  called  for  fiscal 
contraction.  It  also  backed  raising  interest  rates  to  very  high 
levels.  They  focused  on  inflation  in  the  midst  of  a  depression. 

Q:  Bid  IMF  officials  say  tlie  high  interest  rates  were  needed  to 
stop  a  free-fall  in  Asian  currencies,  such  as  the  Thai  baht 
and  South  Korean  won. 

A:  Raising  interest  rates  didn't  work.  It  wasn't  until  Korea 
had  a  debt  standstill  with  foreign  banks  [which  agreed  not  to 
yank  their  credit  lines]  that  the  exchange  rate  stabilized. 
The  IMF's  argument  is  a  very  simple  one.  They  say  raising  in- 
terest rates  makes  it  more  attractive  for  money  to  return  to 

a  country.  But  if  you're  a 
lender,  you  don't  just  care 
about  the  interest  rate 
— ^ — —  you're  being  paid.  You 
care  about  whether  you're  going  to  get  the  money  back. 
The  IMF's  policies  actually  contributed  to  the  weakening  of  the 
currencies  [by  hurting  the  economies  of  the  countries  and  in- 
creasing the  risk  of  default]. 

Q:  What  about  the  IMF's  decade-long  effort  to  help  Russia 
transform  from  communism  to  capitalism? 
A:  They  bungled  the  transition  in  Russia.  More  than  50%  of 
the  people  are  impoverished,  vs.  2%  just  10  years  ago.  Gross 
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domestic  product  is  50%  of  where  it  was.  It's  startl| 
told  these  countries  that,  if  you  go  to  a  market 
you're  going  to  see  things  like  you've  never  seen  b^ 
was  like  nothing  they  had  seen  before,  but  it  was  the 
of  what  we  had  told  them  to  expect. 

Q:  So  how  should  the  IMF  be  reformed? 

A:  They  should  be  limited  to  handling  crises.  The 

founded  to  handle  crises,  and  they  should  go  back 

original  mission.  But  that's  not  sufficient.  The  kindj 

ditionality  they  impose  [on  their  loans]  is  counterpro<) 

They  have  the  wrong  economic  philosophy.  That's  hs 

change. 


Q:      So      you      thinl 
IMF's  loans  to  crisis-hi 
tries    shouldn't    carr 
conditions? 
A:  The  only  condition] 
would  recommend]  is 
ing  that  the  country 
pay.  It's  a  very  weak 
tionality.  It's  not  con 
with  monetary  policy  o: 
oil  subsidies.  You  de 
there  is  a  temporary  c 
a  country  is  just  going   r 
the  tubes. 

Q:  What,  about  reformi   I 
World  Bank? 
A:  The  World  Bank  haft 
in  the  process  of  open 
for  a  number  of  year 
cause  it  operates  in  edu 
the  environment,  healt 
other   areas,   Bank   of 
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i  I  You  can't 
check  into  a 
five-star  hote 
go  down  to  the  Ministry  of 
Finance,  and  solve  the  country 
problems*  7 

—  JOSEPH  STIG 

have  to  interact  with  the  country  at  an  intimate  level 
can't  check  into  a  five-star  hotel,  go  down  to  the  Minist 
Finance,  and  solve  the  country's  problems.  [The  Bank 
made  a  lot  of  progress,  but  a  lot  more  needs  to  be  don 
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Q:  Many  critics  charge  tluit  the  World  Bank's  structura 
justment  loans  are  as  damaging  to  the  countries  tha 
them  as  IMF  credit. 
A:  The  Bank  cannot  go  in  [with  structural  adjustment  k 
unless  the  Fund  gives  the  O.  K.  The  Bank  gets  tarnished 
the  Fund's  program.  I  have  been  pushing  for  a  new  cate 
of  loans  not  tied  to  IMF  approval  that  I  call  developr 
loans.  Structural-adjustment  loans  have  the  overtone  tl 
country  needs  money  because  it  needs  its  nose  straight 
out.  Some  countries  are  just  poor.  The  fundamental 
they  need  is  growth  and  development. 
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THE  HIVE  HUMMING 

Immigrants  may  prevent  the  economy  from  overheating 
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America  has  long  prided  itself  on 
being  a  country  of  immigrants. 
But  in  the  midst  of  this  nine- 
year  economic  boom,  that  pride 
is  increasingly  tinged  with  a 
sense  of  desperation.  Consider  Julie  K. 
Hilton's  six  hotels  in  Panama  City 
Beach,  Fla.  She  recalls  a  local  job  fair 
that  attracted  30  potential  workers  for 
32  employers.  To  keep  her  family  busi- 
ness running,  she's  turned  to  Czech  im- 
migrants, hired  through  contractors, 


who  now  comprise  about  30%  of  her 
600-person  workforce.  "I  don't  think 
we'd  have  been  able  to  operate  for  the 
last  couple  of  years  had  it  not  been  for 
the  immigrants,"  she  says. 

Hilton  is  hardly  alone.  With  unem- 
ployment holding  at  4.5%  or  less  for 
two  years,  employers  all  across  Amer- 
ica are  finding  immigrants — legal  and  il- 
legal— to  be  a  critical  safety  valve. 
From  programmers  in  Silicon  Valley 
to  restaurant  bus  boys  in  Bethesda, 


Md.,  and  nurses  in  New  York, 
grants  are  filling  jobs  that  migh    i 


erwise  go  begging. 

Economists  say  the  cross-borde 
of  workers  provides  a  critical  boo 
the  surging  economy.  Without  the 
tional  workers,  they  argue,  the 
times  would  have  ended  long  ago. 
eign  immigration  has  been  a  key  s 
of  growth  in  the  economy  throuj 
this  expansion,"  says  Mark  M.  2 
chief  economist  at  RFA  Dismal  Sci 
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With  unemployment  holding  at  4.5%  or  less  for  theL 
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■  »t  Chester,  Pa.  Without  the  Hood  of 

■  grants  since  1991,  he  figures,  "the 

■  lployment  rate  would  be  closer-  to 
'l  thus  the  economy  probably  would 

overheated  two  or  three  years 

'  What's  more,  immigrants  may  be 

ng  keep  a  lid  on  wage  gains,  par- 

arly  among  low-skilled  workers. 

sry  extra  person  who's  skilled  and 

able  to  woi'k  helps  to  maintain  price 

lity,"  says  Neal  M.  Soss,  chief  econ- 

t  at  Credit  Suisse  First  Boston. 

i  one  knows  for  certain  just  how 

he  immigrant  labor  force  is  or  how 

it's  growing.  The  Immigration  & 

tralization  Service  says  that  700,000 

;  admitted  for  legal  permanent  resi- 

e  in  fiscal  1998.  And  based  on  grow- 

liscrepancies  between  employment 

eys  of  households  and  companies, 

i>  believes  the  number  of  illegal  im- 

j'ants  may  have  grown  by  600,000 

kAyear,  far  more  than  the  usual  esti- 

I  of  275,000.  All  told,  the  Urban  In- 

B.te  projects  that  immigrants  will  be 

M  of  the  population  in  2020,  up  from 

today  and  just  6.2%  in  1980. 

INKING   POOL.  The   economy's   in- 

j  sing  reliance  on  foreign-born  work- 

Jjjtas  also  emboldened  groups  pushing 

■the  easing  of  immigration  restric- 

I; — and  brought  them  increased  sup- 

™-  Even  Federal  Reserve  Chairman 

i  Creenspan  has  suggested  that 

e  immigrants  may  be  needed  to 

*  with  a  shrinking  pool  of  available 

Iters.  "There's  clearly  a  new  opening 

ae  immigration  debate,"  says  Frank 

try,  executive  director  of  the  Wash- 

*on  (D.C.)-based  National  Immigra- 

I  Forum.  Though  policymakers  are 

y,  given  the  anti-immigrant  back 

I  of  the  mid-'90s,  he  predicts  an 

rhaul  of  immigration  laws  in  the 

t  few  years. 

Jready,  the  Clinton  Administration 
( is  a  drive  to  grant  residency  to  an 
mated  500,000  long-term  illegal  im- 
""'  rants.  And  Congress  is  likely  this 
•  imer  to  lift  the  ceiling  on  the  number 
'  dgh-skilled,  primarily  high-tech  work- 
allowed  to  enter  the  country  each 
am.  The  allotment  of  so-called  Hl-B 
"  is.  which  also  cover  such  workers  as 
lical  technicians  and  university  pro- 
•lors,  was  capped  at   115,000  this  year, 
■rom  65,000   in    199S.    But    that's 
'vhcre  near  enough:  Snaring  demand 
-'   tech  workers  used   up  all  available 

■  is  by  mid-March.  Though  current  bills 
•  ild  raise  that  figure  to  about  200,000 


a  year,  the  Informal  inn  Technology  Assn. 
of  America  figures  it  will  suffer  a  short- 
fall of  850,000  skilled  workers  over  the 
next  12  months. 

Unless  Congress  lifts  the  cap  on  high- 
skilled  workers,  many  companies  will  be 
forced  to  create  foreign  subsidiaries  to 

IMMIGRANT  RANKS  ARE 
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do  their  work,  warns  Jack  Mollen,  senior 
vice-president  of  human  resources  for  EMC 
Corp.  in  Hopkinton,  Mass.  The  world's 
leading  maker  of  information-storage  sys- 
tems, emc  has  more  than  100  software 
and  systems  engineers  on  Hl-B  visas,  and 
it  desperately  wants  more.  'An  increase 
in  the  number  of  immigrants  is  funda- 
mental to  us  keeping  a  competitive  posi- 
tion in  the  New  Economy,"  says  Mollen. 
High-tech  companies  aren't  the  only 
Ones  clamoring  for  relief.   Universities 
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claim  the  current  quotas  are  having 
them  short  of  the  10.000  foreign  faculty 
and  researchers  they  need  each  year. 

Less-skilled  workers  are  in  hot  de- 
mand, too.  The  recently  created  Essen- 
tial Worker  Immigration  Coalition,  rep- 
resenting restaurant,  hotel,  and  other 
companies,  is  formulating  its  own  plans 
to  loosen  immigration  policies  for  lower- 
skilled  workers.  "Forget  high-tech.  We 
hear  from  members  that  the  worker 
shortage  is  across  the  board,"  says  Ran- 
del  K.  Johnson,  vice-president  of  labor 
and  employee  benefits  for  the  U.  S. 
Chamber  of  Commerce,  a  coalition  mem- 
ber. Johnson  points  to  government  esti- 
mates that  the  U.  S.  could  see  a  shortage 
of  20  million  workers  by  2026. 
"AS  GOOD  AS  IT  COMES."  Pam  Felix  is  on 
the  front  lines  of  the  war  to  lure  workers 
in  Bethesda,  Md.  At  her  California  Tor- 
tilla restaurant,  she  pays  a  starting  wage 
of  $7  an  hour,  plus  full  health  and  dental 
benefits  after  a  year.  "For  fast  food,  we 
pay  as  good  as  it  comes,"  she  says.  Still, 
she's  had  a  hard  time  filling  her  30  jobs, 
and  20  are  now  taken  mostly  by  immi- 
grants. "We  shouldn't  necessarily  open 
the  floodgates  [to  immigrants],"  says  Fe- 
lix, "but  the  ones  who  are  here  are  so 
hard-working." 

While  immigration  is  widely  believed 
to  boost  the  economy  as  a  whole,  not 
everyone  wins.  For  the  bottom  20%  of 
wage  earners,  pay  may  have  been  8%  to 
10%  higher  without  immigrant  competi- 
tion, says  Steven  A.  Camarota,  director 
of  research  at  the  Center  for  Immigra- 
tion Studies,  a  nonprofit  think  tank. 
That's  based  on  his  1992  study  compar- 
ing wages  in  similar  occupation  groups 
with  varying  levels  of  immigrant  com- 
petition. "Throughout  both  good  times 
and  bad,  there  seems  to  be  a  small  effect 
of  immigrants  on  wages  of  low-skilled 
natives.  It's  not  a  big  effect,  but  it's 
there,"  says  demographer  Jeffrey  S.  Pas- 
sel  of  the  Urban  Institute. 

If  that's  the  case,  why  is  the  AFMTIO 
reversing  course  to  call  for  amnesty  for  an 
estimated  six  million  illegal  immigrants 
and  an  end  to  most  employer  sanctions? 
Because  it,  too,  believes  illegal  workers 
are  holding  down  wages  and  working  con- 
ditions at  the  bottom  of  the  labor  market, 
says  David  A.  Smith,  director  of  the  pub- 
lic policy  department  for  the  federation. 
Unions  want  to  organize  these  workers 
so  employers  can't  exploit  them  by  threat- 
ening them  with  exposure  and  deputation. 

let  in  this  overheated  job  market, 


years,  legal-and  illegal-aliens  are  a  safety  valve 
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even  frightened  immigrants  have  more 
bargaining  power  than  ever  before. 
Consider  Chicago  janitor  Ryszard 
Cebenko,  50,  an  illegal  immigrant  who 
came  to  the  U.S.  from  Poland  eight 
years  ago.  A  former  aircraft  mechanic, 
he  now  makes  $6.65  an  hour,  with  no 
benefits,  cleaning  at  a  factory  by  day 
and  a  university  by  night.  "I  have  to 
be  happy  with  whatever  they  give  me 


because   I   don't  have  papers,"  says 
Cebenko. 

But  Cebenko  joined  the  Service  Em- 
ployees International  Union  Local  1  in 
1992,  and  the  union  is  now  threatening 
to  strike  Apr.  17  to  win  better  pay  and 
benefits  for  the  10,000  mostly  immi- 
grant janitors  it  represents  in  Chicago. 
"The  possibility  [of  employers]  getting 
scabs  today  is  pretty  small.  Who's  go- 


ing to  scab  for  $6.65  an  houi| 
SEIU  spokesman  Ken  Munz. 

In  short,  a  tight  labor  marlj 
ultimately  lift  all  boats.  But  thd 
will  clearly  have  to  wrestle  w 
how  tight  is  too  tight  and  ho\[ 
immigrants  are  too  many. 

By  Wendy  Zellner  in  Dallo 
Michael.  Anidi  in  Chicago  av\ 
Bonus  in  Washington 


CALIFORNIA:  PUBLIC  SCHOOL  SYSTEM  TO  THE  WORLD? 


In  the  distance,  kids  walking  to 
class  at  the  Westmont  School  in 
Anaheim,  Calif.,  can  see  Disney- 
land's looming  Matterhorn  thrill  ride. 
Many  of  their  parents  likely  work  at 
the  theme  park  or  are  part  of  con- 
struction teams  completing  $2  billion 
in  projects  that  have  disrupted  traf- 
fic for  miles  around.  The  kids'  school 
is  also  in  upheaval.  With  19  months 
until  the  school's  completion,  classes 
for  its  1,000  students  are  held  in 
more  than  40  metal  trailers. 


cials  spend  $2  million  a  year  to  pro- 
vide hospital  care  for  illegal  aliens. 
"Taxpayers  simply  cannot  afford  to 
be  the  HMO  or  the  public  school  sys- 
tem to  the  world,"  says  Los  Angeles 
County  Supervisor  Michael  D. 
Antonovich,  who  estimates  L.A. 
County  spends  $2  billion  annually  on 
services  for  illegals. 

The  result  is  a  battle  between 
America's  history  as  a  haven  for  im- 
migrants and  taxpayers  who  have 
grown  weary  of  lofty  tax  hikes  in  re- 


pntnr  J 

Una 


The  hubbub  stems  from  an  eco- 
nomic and  population  boom.  The  flow 
of  legal  and  illegal  workers  from 
across  the  border  has  been  lured 
by — and  helps  fuel — the  continuing 
expansion.  But  the  growth  is  produc- 
ing huge  strains  on  the  local  infra- 
structure. From  schools  to  social  ser- 
vices to  mortuary  services,  local 
governments  throughout  the  region 
are  feeling  the  pinch.  The  Anaheim 
school  district,  where  first-  or  sec- 
ond-generation Hispanic  American 
students  make  up  more  than  80%  of 
the  22,000-child  enrollment,  is  10 
schools  short.  In  Imperial  County,  on 
the  border  with  Mexico,  county  offi- 


cent  years.  Despite  toughened  efforts 
to  stop  illegal  immigration  and  state 
and  federal  rules  restricting  public 
services  to  undocumented  aliens, 
payments  continue.  Last  year,  Los 
Angeles  provided  medical  services  to 
108,000  illegal  immigrants,  while 
40,000  others  collected  food  stamps, 
the  city  says.  How  many  of  their 
kids  attended  school  isn't  known.  "I 
don't  ask  them  for  green  cards,"  says 
Anaheim  Superintendent  Roberta 
Thompson.  "I  see  kids  who  need  and 
deserve  an  education." 

California  has  unsuccessfully  pres- 
sured the  federal  government  for 
years  In  repay  the  state  for  services 


it  has  provided  to  immigrants.  Bi 
the  state  also  has  a  history  of  inti 
nal  battles  over  whether  it  will  cl 
tinue  to  welcome  the  tired  masse| 
with  a  ready  checkbook.  Nearly 
of  voters  approved  a  1994  ballot 
tiative  to  deny  public  health  and 
cation  to  illegal  aliens.  Courts  rull 
that  measure  unconstitutional  buff 
stand  others  that  mandate  Englis| 
as  the  official  language  and  curb 
firmative-action  programs. 

California  voters  are  likely  to  gd 
m^sr    another  chance  this  fall! 
^r      demonstrate  their  feelij 
A  new  ballot  initiative 
being  prepared,  with  b^ 
ing  from  statewide  schc 
systems  and  DemocratiJ 
Governor  Gray  Davis,  t| 
reduce  the  two-thirds  v| 
required  to  pass  bond 
measures  to  fund  new 

CROWDED  CLASSES 

In  Anaheim,  first-  am 
second-generation 
Hispanic  Americans 
account  for  80%  of 
enrollment 


schools  and  other  needed  initiatives 
In  March,  Californians  narrowly  re- 
jected a  similar  measure.  "It's  just  ■< 
ci-ime  that  immigrants  come  to  this 
country  and  do  the  low-paying  jobs 
that  no  one  else  wants,  and  then  we 
refuse  to  help  provide  buildings  to  € 
ucate  their  kids,"  says  Wayne  John- 
son, president  of  the  California  Teac  i 
ers  Union,  which  backed  the  failed 
measure.  If  California  voters  appnn 
the  measure  this  November,  Ana- 
heim's  Thompson  won't  waste  time. 
She  already  has  a  $48  million  bond 
proposal  to  get  some  of  those  kids  oi   J, 
of  trailers  and  into  schools. 

By  Ronald  Grover  in  Los  Angele   | 
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By  Mike  France 

THE  UNSEEMLY  CAMPAIGN  OF  MR.  MICROSOFT 


ge  Thomas  P. 
kson's  stately, 
ood-paneled  court- 
has  been  a  trau- 
place  for  Microsoft 
It's  where  govem- 
prosecutors  humili- 
several  top  execu- 
.  where  dozens  of 
'A  ibarrassing  internal 
i   'cuments  were  made 
iblic — and  where  the 
mpany  now  faces  se- 

;>unishment  for  vio- 
ting  the  Sherman 
ntitrust  Act. 

perhaps  it's  not 
rising  that  Chair- 
man William  H.  Gates 
I  is  trying  to  dig  him- 
out  of  trouble  in 
•  ickson's  courtroom  by 
aking  friends  in  the 
TO  other  branches  of  government: 
:■',  ongress  and  the  White  House.  The 
Ji  I  )ft\vare  mogul  has  ramped  up  the 
:.'!  anpany's  political  contributions,  cul- 
-  -•  vated  powerful  allies  on  both  sides 
.  fthe  aisle  in  Congress,  hobnobbed 
ith  the  President  at  a  New  Econo- 
mic (y  conference,  and  even  tried  to  in- 
: '  uence  GOP  Presidential  candidate 
v««orge  W  Bush  by  hiring  top  advis- 
r  Ralph  Reed  as  a  lobbyist.  (Once 
xposed,  Reed  swiftly  abandoned  the 
>bbying  effort.)  The  company  also 
rumpets  polls  showing  most  Ameri- 
l!  ans  oppose  a  Microsoft  breakup, 
ind  it's  airing  a  TV  campaign  in 
drich  Gates  proclaims  Microsoft's 
ood  citizenship. 

■ERFECTLY  LEGAL.  The  transparent 
|tol  of  this  power  display:  to  influ- 
lAce  all  who  will  weigh  in  on  the  is- 
i'\me  of  remedies  in  coming  weeks,  in- 
luding  Justice  Dept.  antitrust  chief 
aftel  I.  Klein,  the  19  elected  state  at- 
i  Hrneys  general,  Judge  Jackson,  and 
■  «ry  appellate  judges  reviewing  the 
elpse.  In  particular,  critics  charge  that 
1  Microsoft  is  trying  to  make  these 
■Bople  think  twice  before  imposing 
u\\  draconian  punishment  on  such  a 
itopular  and  powerful  company.  "It's 
»n  attempt  to  politically  nullity  the 
'fctitrust  process,"  says  longtime  Mi 
irosol't  critic  Kdward  J.  Black,  presi- 
ient  uf  tlie  Computer  &  Communica- 
tions Industry  Assn. 

Nobody  is  saying  the  company's 
political  and  l'l;  campaign  breaks  any 


laws.  Gates  has  a  constitutional  right 
to  make  political  contributions,  fill 
the  airwaves  with  ads,  and  lobby 
Congress;  certainly  his  opponents  do 
these  things.  So  long  as  he  doesn't 
make  any  direct  attempt  to  tip  the 
scales  of  justice,  he's  in  the  clear. 
Nonetheless,  there's  something 
quite  disturbing  about  watching  the 
world's  richest  man  trying  to  buy  his 
way  out  of  trouble  with  Uncle  Sam. 
One  of  the  most  deep-seated  princi- 
ples in  American  jurisprudence  is 
that  nobody  should  be  above  the 
law.  Another  is  that  judicial  deci- 
sions should  be  free  from  political  in- 
terference. By  defying  both  these 
values,  Gates's  actions  undermine  the 
legal  system  itself.  Microsoft's  politi- 
cal campaign  "is  bad  news,"  says 
William  E.  Kovacic,  an  antitrust  pro- 
fessor at  George  Washington  Univer- 
sity. "Whenever  the  legislature 
interferes  with  ongoing  litigation,  the 

Gates's 
tactics  are  all  legal, 
but  it's  disturbing 
watching  Microsoft 
try  to  undermine  the 
judicial  system 


DANGER 


rule  of  law  suffers." 
Gates  is  hardly  the 
only  one  deserving  criti- 
cism. The  pols  of  both 
parties  who  race  to  pan- 
der to  him  are  even 
worse.  Just  two  days 
after  Jackson  denounced 
Microsoft  as  a  predato- 
ry monopolist,  Clinton 
draped  his  arm  around 
Gates's  shoulders  and 
praised  his  charitable 
contributions — certainly 
an  uncomfortable  sight 
for  Klein  as  he  mulls 
how  to  punish  the  com- 
pany. Meanwhile,  Sen- 
ate Majority  Leader 
Trent  Lott  (R-Miss.) 
suggested  Justice 
should  be  investigated 
for  overzealous  prosecu- 
tion of  the  software  giant. 

Indeed,  the  scary  thing  about  Mi- 
crosoft's PR  campaign  is  that  it  just 
might  succeed.  No,  the  company 
won't  be  able  to  undo  Judge  Jack- 
son's finding  of  liability.  But  Mi- 
crosoft very  well  could  alter  the  way- 
prosecutors,  and  perhaps  even 
judges,  evaluate  what  sanctions  it 
should  face. 

Consider  the  issue  of  breakup. 
While  it's  an  unpopular  remedy,  it 
still  deserves  careful  consideration. 
There's  a  legitimate  question 
whether  anything  less  than  a  struc- 
tural solution  would  curb  Microsoft's 
market  power.  As  Justice  and  the 
states  weigh  this  tough  issue,  it  may 
be  hard  for  them  to  tune  out  the 
broader  ramifications  of  such  a  move. 
Would  splitting  up  such  a  beloved 
American  icon  be  popular  with  the 
voters?  Would  it  be  a  campaign  is- 
sue? Would  the  next  Administration 
defend  it  in  the  appeals  courts? 

This  isn't  to  say  that  breakup  is 
necessarily  the  right  remedy.  Just 
that  the  courtroom,  not  the  court  of 
public  opinion,  is  the  right  place  to 
weigh  whatever  punishment  best  fits 
Microsoft's  crime.  Let's  hope  Mi- 
crosoft's far-reaching  political  and 
public  relations  campaign — and  the 
many  politicians  cooperating  with 
it — don't  keep  that  from  happening. 

Pro.  rs  the  Microsoft  trial 

from  New  York. 
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After  years  of  maintaining  a  stable 
executive  lineup,  Gap  Inc.  ceo  Mil- 
lard S.  "Mickey"  Drexler  is  sud- 
denly facing  a  brain  drain.  Gap  brand 
head  Robert  J.  Fisher  left  the  San 
Francisco-based  retailer  last  October  to 
spend  more  time  with  his  family,  while 
marketing  head  Michael  McCadden,  who 
helped  start  the  online  business,  joined 
Priceline.com  late  last  year.  Then  in 
March,  Banana  Republic  chief  Jeanne 
Jackson  jumped  ship  to  head  Wal-Mart's 
online  operations.  And  on  Apr.  5,  the 
parent  company's  chief  operating  offi- 
cer, John  B.  Wilson,  abruptly  left  as  the 
company  announced  a  sharp  slowdown 
in  sales  growth. 

Even  in  this  era  of  nonstop  job-hop- 
ping, the  exodus  is  raising  eyebrows. 
"Mickey  doesn't  lose  people  often,"  says 
Kirk  Palmer,  president  of  retail  head- 
hunting firm  Kirk  Palmer  &  Associates 
Inc.  But  these  are  troubled  times  at 
Gap — sales  have  been  slowing  for  a 


year.  Analysts  believe  Fisher  left  be- 
cause of  the  weak  performance,  but  the 
other  departures  may  be  more  worri- 
some. "Who  wants  to  be  around  when 
growth  decelerates?"  says  a  retail  ana- 
lyst at  a  large  institutional  investor. 

Drexler  now  has  to  figure  out  how  to 
turn  around  a  spate  of  negatives.  It's 
not  just  the  flagship  Gap 
chain  that's  suffering. 
Sales  at  the  once-boom- 
ing Old  Navy  stores  are 
also  starting  to  drag. 
The  lack  of  an  exciting 
new  trend  to  rev  sales, 
a  slowdown  in  new  mer- 
chandise offerings  gen- 
erally, and  increased 
competition  are  all 
putting  pressure  on  the 
Gap,  Old  Navy,  and  Ba- 
nana Republic  chains. 

Together,  the  three 
chains  saw  sales  from 
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STRETCHED  THIN?  CEO  DrexleM 
not  replaced  the  departed  ma??.<P» 

stores  open  as  of  a  year  or  m<| 
grow  just  7%  for  the  fiscal  year 
January.  Although  better  than 
dustry  average,  that's  far  below 
growth  the  company  posted  the  \1 
fore.  Most  worrisome  to  investo: 
weakness  at  the  1,800-store  Ga 
where  sales  actually  declined  in 
by  roughly  15%  from  the  year 
Another  big  disappointment  w 
same-store  sales  fell  by  the  low-1 
Old  Navy,  the  retailer's  main  so' 
growth  last  year. 

Unhappy  investors  have  cle 
cided  to  shop  elsewhere.  Gap 
have  been  trading  in  the  mid- 
months,  some  19%  off  their  5: 
high  of  53  in  July.  After  the  Marc' 
figures  were  announced  on  Apr. 
stock  dropped  15%,  to  $43.38. 
INVESTOR  UNEASE.  The  manageme 
flow  only   adds   to  investors'   u    a'w \i 
"Tin 'sc  lexers]  are  big  losses,"  sa; 
ome  A.  Castellini,  president  of  Cas 
Management,  which  sold  its  Gap 
six  months  ago.  coo  Wilson,  regan 
the  disciplinarian  who  kept  costs 
control,  was  particularly  lamente< 
Drexler  has  not  brought  in  any 
cant  new  hires,  instead  taking  on  m 
the  management  burden  himself. 

A  Gap  spokesman  wouldn't  saj 
Wilson  left;  the  executive,  who 
working  anywhere  else,  did  not  re 
phone  call  seeking  comment.  Wh?    \\m 
the    reason    for    Wilson's    depa    i 
Drexler  has  decided  not  to  replace    ta^ 
That  means  the  number  of  peop 
porting  directly  to  the  ceo  has 
plied  even  as  he  continues  to  ov 
the  Gap  brand's  marketing  and  pr   reh  Gra 
development,  areas  he  picked  up 
Fisher   left.    "You   could   say   M 
Drexler  is  stretched  thin,"  says  Ri 
N.  Baum,  analyst  at  Credit  Suisse 
Boston.  A  Gap  spokesman  said  Di    [ltr 
wasn't  available  for  an  interview 
You  could  alsc 

slowdown  ne  ^as  ye^  ^°  corr 

AT  TUC  CAD  ^  a  strategy  t 

HI   intuHr  rest     the     comp;  t 

slumping  sales.  S( 

Drexler  has  conti 

the  practice  of  I 

lighting  an  item  or 

per  season  with  a 

sive  ad  buildup, 

the  hugely  succe:  j 

khaki  campaign  of 

years  ago.  The  cui  \^„ 
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Ehemecl  television  ;uls.  But  though 
make  for  nice  commercials,  the 
have  yet  to  catch  fire  as  khakis 
here's  no  single  item  that's  having 
ime  success,"  says  Julie  R. 
head,  analyst  at  Munder  Capital 
ement,  which  owns  Gap  shares. 
sales  slump  in  March  may  also 
(lap's  recent  decision  to  stock 


new  merchandise  less  frequently  in  or 

der  to  sell  clothes  at  full  price  longer. 

While  that  strategy  helped  preserve 
gross  profit  margins,  which  the  company 
says  reached  record  highs  in  March,  it 
also  means  customers  looking  for  fresh 
merchandise  leave  empty-handed. 

Then  there's  the  competition,  and  not 
just  old  standby  rivals  such  as  Target 


and  Wal-Mart.  Drexler  must  also  keep 
an  eye  on  rapidly  expanding  upstarts 

like  Kohl's  Corp.,  a  300-UnH  depart  men! 
store  chain  based  in  Menomonee  Falls, 
Wis.  These  newer  entrants  "could  start 
to  eat  into  Gap,"  says  Castellini  Facing 
all  this,  Urexler  needs  to  hang  on  to 
all  the  (Jap  brainpower  he  can. 

By  Louise  Lee  in  Sun  Mateo,  Calif. 


WHY  TOMMY  HILFIGER  IS  SO  LIKE,  UM,  1998 


♦  %oor  Tommy  Hilfiger.  After  years 
wu\'  being  one  of  the  coolest  labels 

i    on  the  block,  it  suddenly  looks 

:e  a  loser.  The  sportswear  giant 
I  needed  on  Apr.  7  that  sales  will 

•obably  be  flat  at  around  $1.6  billion 
-I  *  even  drop  5%  next  year,  while  op- 
.  ating  profits  could  be  40%  lower 
t  i  an  the  $209  million  expected  in  fis- 

1  2000.  With  that,  its  stock  prompt- 
dived  32%,  to  around  9.  CEO  Joel 

Horowitz  insists  that  things  could 
j-ck  up  in  a  back-to-school  buying 

•  nge  this  fall,  but  don't  be  so  sure, 
ojtenagers  like  Rosa  Lopez  of  New 

•I  ork  think  the  brand  has  become  too 
iTJJUfiperate  to  be  cool.  As  she  puts  it: 

• ;  Sven  cheap  stores  sell  Tommy  Hil- 
jer  now." 

-    For  the  fickle  but  powerful  under- 

i  5  crowd,  such  ubiquity  can  be  the 
iss  of  death.  To  some  extent,  Tom- 
iv  Hilfiger  Corp.  is  a  victim  of  a 
jenage  market  that  is  overcrowded 
nd  fiercely  competitive.  And  indeed, 
ther  hip  clothing  chains  such  as  Gap 

rnc.  or  Abercrombie  &  Fitch  Co.  now 

v  we  the  wrath  of  Wall  Street.    But 
I*  'hile  Abercrombie  has  stumbled  by 

overcharging  for  basic  clothes, 

">ee  Backus  of  Buckingham  Re 
1 1  Group  says  Tommy's 

i  roblem  is  unique:  "It  got 

l:WWay  from  its  core  customer." 

i  n  short,  it  got  greedy. 

F    Founder  Hilfiger,  the  de- 

■  igner  behind  the 
•rand,  took  a  dis- 
inctive  hip-yet- 
leau  urban  look 
md  tried  to 
■read  it  every- 
where. Follow- 
nu  I  he  growth 

iltrategy  of 
rlSalvin  Klein 
ind  Ralph 
«auren  <  !orp., 

■  ie  moved  into 


ITREET  SMART: 

milfiger'a  core 
fudience 


perfumes  and  other  products  five 
years  ago.  By  plastering  his  name  on 
everything  from  linens  to  infant 
clothes,  however,  he  may  have  alien- 
ated his  very  un-Lauren  teen  con- 
sumers. At  the  same  time,  Hilfiger 
pushed  the  brand  into 
10,624  U.  S.  depart- 
ment stores  and  even 
discount  outlets.  Bar- 
gain bins  may  move 
product,  but  they  un- 
dermine profitability 
and  street  credibility. 
And  street  cred  is 
what  Hilfiger  is  all 
about.  The  brand  be- 
came a  hit  when   the  hottest  rap 
stars  began  sporting  its  red,  white, 
and  blue  clothes.  Now  the  company 
is  tapping  such  VH-1  staples  as  the 
Rolling  Stones  and  Jewel,  and  pre- 
teen  favorites  like  Britney  Spears. 
Teens  don't  want  to  see  the  logo 
they  love  pushed  on  babies  and  baby 
boomers.  "A  boomer  will  look  down 
to  stay  younger,  but  go  the  other 
way  and  there's  not  a 


UNCOOL:  Hilfiger  sheets 


chance,"  says  Patrick  Meyer,  presi- 
dent of  Fusion  5  Innovation  Market- 
ing consultancy. 

Even  worse,  Hilfiger  has  failed  to 
stay  fresh  to  its  main  audience — 
males  between  the  ages  of  12  and  25. 
"Among  trendsetters, 
they've  almost  gotten 
old  and  dated,"  says 
Michael  Wood,  vice- 
president  of  Teenage 
Research  Unlimited. 
Instead,  cool  kids  are 
going  for  brands  like 
Mudd,  Iceberg,  Wet 
Seal,  and  Boss.  Says  a 
"  retailer  who  handles 
the  brand:  "I  don't  see  a  lot  from 
them  that's  really  new." 
TRANSITIONAL  YEAR.  So  what  to  do? 
Ditching  plans  in  February  for  a 
dressy  women's  label  was  a  start. 
That  wall  let  Hilfiger  put  more  focus 
on  its  core  younger  audience.  On 
Apr.  7,  it  also  pledged  to  close  some 
stand-alone  stores  and  drop  plans  to 
pursue  acquisitions.  Instead,  it  in- 
tends to  spend  up  to  $150  million 
buying  back  its  shares.  Calling  2001 
a  transitional  year,  Horowitz  vowed 
to  focus  on  international  expansion 
and  to  readjust  the  product  mix. 
Ironically,  Tommy  may  have  to 
slow  down  in  order  to  grow. 
Analysts  say  it  will  need  to 
focus  expansion  on  a 
smaller  number  of  key 
retailers  who  can  push 
sales  while  protecting 
the  brand.  They  also 
argue  Hilfiger  will 
need  to  curb  the 
urge  to  be  every- 
where, though  there 
are  few  signs  that 
the  company  agrees. 
But  if  Tommy  can't 
protect  his  rep  with  the 
teens  who  made  him,  he 
may  discover  how  quickly 
cool  can  become  ice-cold. 
By  Diane  Brady  in 
w  York 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Lee  Walczak 


BASHING  THE  CENSUS  BASHES  BUSINESS 


Senate  Majority  Leader  Trent 
Lott  (R-Miss.)  and  Republican 
nominee-in-waiting  George  W. 
Bush  say  it's  a  case  of  Big  Govern- 
ment bullying.  Libertarian  author 
Wendy  McElroy  warns  of  "a  declara- 
tion of  war  on  American  privacy." 
And  talk-radio  host  Ollie  North,  lead- 
ing a  chorus  of  critics  on  the  populist 
right,  goads  callers  into  acts  of  defi- 
ance by  insisting  "it's  not  the  govern- 
ment's business"  to  keep  tabs  on 
Americans. 

The  objects  of  all  this  angst:  the 
U.S.  Census  Bureau,  a  geek-laden 
agency  of  statisticians  and  demogra- 
phers, and  the  53  questions 
on  its  so-called  long 
form.  Only  one  in  six 
households  are 
asked  to  fill  out 
the  form,  which 
seeks  a  detailed 
profile  of  a  fami- 
ly's income,  liv- 
ing habits,  and 
racial  composi- 
tion. But  in  an 
atmosphere  of 
welling  anxiety 
about  invasion  of  pri 
vacy — particularly  in  the  online 
world — the  right  has  found  fertile 
ground  for  a  campaign  that  casts 
census  inquiries  in  a  sinister  light. 

Partially  in  response  to  those  at- 
tacks, partially  due  to  harried  Amer- 
icans' frustration  with  the  time  it 
takes  to  complete  a  detailed  census 
questionnaire,  compliance  with  the 
long  form  has  faltered.  While  the 
long  form  actually  is  a  bit  shorter 
than  the  one  used  10  years  ago,  only 
48%  of  its  recipients  had  returned 
the  questionnaires  by  Apr.  11,  com- 
pared with  62%  overall. 

The  impact  could  be  considerable. 
Census  officials  warn  that  recalci- 
trant communities  could  be  under- 
counted — and  shortchanged  when  it's 
time  to  divvy  up  federal  aid. 
PREMIER  DATABASE.  The  biggest  los- 
er, though,  might  be  business,  which 
relies  on  government  statistics  for  a 
wide  range  of  strategic  decisions. 
Companies  tap  census  data — precise 
down  to  the  zip  code — to  microtarget 
sales  pitches  and  determine  the  best 


sites  for  plants  and  stores.  Diluting 
the  nation's  best  commercial  and  so- 
ciological database  is  the  last  thing 
they  want. 

Republicans  claim  to  be  an  ardent- 
ly pro-business  party,  but  this  is  one 
case  where  populism  trumps  com- 
mercialism. On  Apr.  7,  the  Senate 
passed  a  resolution  that  said  that  no 


FRIENDLY  FIRE 


The  loudest  critics  of  the  census 
are  Republicans-although 
the  GOP  claims  to  be  the  party 
of  business 

one  should  face  punishment  for  fail- 
ing to  comply  with  the  census,  as  the 
law  requires.  Right-wing  radio  host 
North  urges  listeners  to  pencil  in 
"human"  when  asked  about  their 
race.  Representative  Tom  A.  Coburn 
(R-Okla.)  tells  constituents  to  fill  out 
the  first  six  basic  questions  and  omit 
detailed  responses.  "Why  does  the 
government  need  to  know  if  you 
have  an  outside  bathroom?"  he  asks. 
He  claims  that  the  info  that  mar- 


keters and  retailers  seek  is  readi    I 
available  from  private  researcher 
Not  true,  says  Maurine  Haver, 
who  chairs  the  statistics  committ 
of  the  National  Association  of  Bu 
ness  Economists:  "There  is  a  lot 
extrapolated  trend  information  oi 
there,  but  without  the  benchmark 
you  get  with  the  census  data,  the 
private  stuff  only  takes  you  so  fa 
TRUE  MOTIVE?  Adds  Everett  M 
Ehrlich,  a  private  consultant  who 
oversaw  the  census  as  Under  Sec 
tary  of  Commerce:  "There  isn't  a 
hospital  or  school  district  that  dot 
not  rely  on  [long-form]  informatio 
And  any  time  a  m 
ket-research  firrr 
tries  to  find  the 
best  spot  for 
store  or 
warehouse 
they  are 
working  of 
this  databi 
No  other 
source  has 
this  detail 
about  the 
topography  of 
the  nation.  "But 
he  laments,  "there  ha 
been  so  much  demagoguery  that 
there  isn't  a  consensus  anymore  fo 
essential  data-gathering." 

Partly  because  of  the  gop's  stun 
und  drang,  compliance  with  the  loi  | 
form  questionnaire  could  be  the  Ioa 
est  since  the  bureau  decided  to  ex- 
pand its  demographic  profiling  bac 
in  1940.  True,  there  are  legitimate 
worries  about  data  privacy — partic 
larly  concerning  the  Net  and  the 
mining  of  sensitive  financial  and 
health  records.  If  Republicans  wen 
more  passionate  about  combatting 
real  intrusions  instead  of  targeting 
government  agency  with  a  sterling 
reputation  for  confidentiality,  their 
rebellion  would  look  more  principle- 
The  long  and  the  short  of  it:  The 
Great  Census  Uprising  seems  to  be 
more  about  political  opportunism  in 
an  age  of  paranoia  than  about  pro- 
tecting eroding  privacy  rights. 

Walczak  covers  politics  from  the 
Washington  btireau. 


56  BUSINESS  WEEK  /  APRIL  24.  2000 


lor  Laser  Printers  ++  Starting  under  $1300  ++  True-Color  Laser  Printers  ++  Starting  under  $1300  ++  True-Color  Laser  Printers 


~¥ 


Present  in  color.  It  has  more  impact 


If  you  want  to  impress  your  audience,  be  colorful.  And  be  quick.  Minolta-QMS  color  laser  printers  print  up  to  2400  dpi  and  up  to  speeds  of 
1 2  ppm  in  color  and  24  ppm  in  monochrome.  And  you  get  duplex  printing  in  every  size  of  paper  stock  up  to  and 
including  I3"xl9'.'  Plus,  Minolta-QMS  color  laser  printers  even  print  on  transparencies,  glossy  and  index  stock.  So  next 
time  you  hit 'em  with  color,  hit 'em  hard.  To  learn  more,  visit  us  at  www.qms.com  or  call  I -800-523-2696. 
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POLITICS 


BUSH'S  HEALTH-CARE  PLAN: 
SICK  ON  ARRIVAL? 

His  tax-credit-based  proposal  has  already  been  found  wanting 


George  W.  Bush  went  heavy  on  the 
symbols  on  Apr.  11  when  he  trav- 
eled to  a  Democratic  stronghold  in 
Cleveland  to  release  his  long-awaited 
health-care  plan.  Speaking  at  the  El 
Barrio  job-training  center,  the  pre- 
sumptive GOP  Presidential  nominee  un- 
veiled the  centerpiece  of  his  $41 
billion  "prosperity"  plan — a  $35 
billion  tax  credit  he  says  could 
help  up  to  18  million  Americans 
buy  private  health  coverage. 

The  new  Bush  plan  to  help 
bottom-rung  workers  obtain  a  classic 
middle-class  benefit  is  sure  to  appeal  to 
Hispanics  and  other  minorities,  who 
make  up  the  bulk  of  the  uninsured.  It 
targets  low-  and  middle-income  workers 
whose  employers  don't  offer  health  ben- 
efits. Conservatives  like  the  market- 
based  approach,  which  encourages  pri- 
vate insurers  to  create  new,  affordable 
policies  for  the  working  poor.  "We  will 
promote  individual  choice.  We  will  rely 
on  private  insurance,"  Bush  told  the 
ethnically  diverse  crowd  in  Cleveland. 

Rhetoric  aside,  will  Bush-Care  work? 
Many  Washington  lawmakers  think  so, 
but  some  experts  harbor  doubts.  Tax 
credits  have  been  tried — and  aban- 
doned— before.  Most  economists  say  tax 
credits  big  enough  to  be  effective  would 
cost  too  much.  Even  health  insurers  are 
skeptical,  fearing  a  plan  skewed  toward 
individual  policies  would  undermine  the 
current  workplace-based  system,  which 
keeps  costs  low  by  pooling  low-  and 
high-risk  workers  in  a  single  policy. 

Yet  tax  credits  are  the  Hill  prescrip- 


ELECTION 


THE  REPUBLICANS 


tion  du  jour  when  it  comes  to  helping 
what  the  Census  Bureau  estimates  are 
44.3  million  uninsured  workers.  Law- 
makers from  the  left  and  the  right  have 
floated  more  than  a  dozen  proposals  that 
use  tax  subsidies  to  attack  the  prob- 
lem— a  far  more  attractive  approach  po- 
litically than  a  new  spending 
program.  Bush's  plan  closely 
mirrors  legislation  offered  last 
month  by  Senators  James  M. 
Jeffords  (R-Vt.)  and  John  B. 
Breaux  (D-La.).  John  C.  Good- 
man, president  of  the  National  Center 
for  Policy  Analysis  and  a  Bush  health 
adviser,  says  tax  credits  are  a  first  step 
toward  reforming  the  whole  medical  de- 
livery system.  "This  is  a  bold  plan," 
Goodman  crows.  "It's  shifting  money  and 
power  from  bureaucracies  to  people." 

Even  Vice-President  Al  Gore  has 
jumped  on  the  bandwagon  with  a  plan 
that  offers  a  25%  tax  credit  for  people 
who  buy  their  own  policies.  But  the  bulk 
of  Gore's  $146  billion,  10-year  program 
would  simply  expand  the  existing 
Children's  Health  Insurance  Program 
to  more  families.  Critics  deride  this 
option  as  a  Big  Government  handout. 
Despite  the  popularity  of  tax- 
credit  plans,  however,  no  one  has 
designed  one  that  works  as  intended. 
Bush's  proposal  would  provide  a 
write-off  of  up  to  $2,000  for  families 
earning  $30,000  or  less,  or  $1,000  for 
individuals  earning 
$15,000  or  less. 
Those  who  pay  no 
taxes  would  get  a 


check  when  premiums  com* 
But  even  Bush  advisers  estiira 
the  plan  would  trim  only  about  4 
people  from  the  ranks  of  the  uni 
Many  of  the  18  million  who  cou 
advantage  of  the  plan  already  j 
coverage.  In  addition,  a  typical  m 
policy  that  pays  for  doctors'  visi 
scription  drugs,  and  outpatient  a 
cost  between  $4,000  and  $6,000  in 
premiums — far  above  the  $1,00' 
vidual  credit. 

SCAM  ENABLER.  Bush  supp 
counter  that  his  credits  will  sfo 
mand  for  low-cost  policies.  Insure: 
all  these  people  as  potential  cl 
says  Roberto  de  Posada,  execut: 
rector  of  the  Hispanic  Business 
table.  "They're  going  to  design  a 
care  plan  to  fit  those  budgets." 

Trouble  is,  it's  been  tried  be 
and  the  nostrum  turned  out  to  be 
oil.  In  1993,  a  House  investigation 
that  a  $500  tax  credit  for  indi 
health  insurance — the  brainchild 
mer  Senator  Lloyd  M.  Bentsen 
Tex.) — had  drawn  few  takers,  y< 
spawned  hundreds  of  scam  artist 
ing  cheap  policies  that  failed  to 
on  their  promises.  As  a  result,  Co 
repealed  the  program.  Bush  aid 
their  plan  will  work  better  becau 
credit  is  larger,  but  independent  e: 
say  it  must  be  50%  larger  than 
to  work.  All  of  which  ra 
troubling  prospect 
"compassionate"  m 
plan  for  the  poor 
turn  out  to  be  little 
I  than  a  placebo. 
By  Lorraine  Wo 
in  Washington 


A  PRESCRIPTION  FOR  THE  UNINSURED 

REFUNDABLE  TAX  CREDIT  Low-income  families  would 
get  up  to  $2,000  to  cover  premiums 

IMPROVED  CHILDREN'S  HEALTH  PLANS  Restric- 
tions on  state  programs  that  cover  poor,  uninsured 
children  would  be  eased 

SMALL  BUSINESS  AID  Small  companies  could  join 
forces  to  obtain  lower  group  rates  for  their  workers 

MEDICAL  SAVINGS  ACCOUNTS  All  employers  could 
offer  accounts  bankrolled  by  both  employee  and  em- 
ployer contributions 

DATA.  BUSH  CAMPAIGN 
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They  said  it  couldn't  be  done.  Having  an  intelligent 
real-time  view  of  your  overall  business.  But  Allstate, 
Microsoft,  and  Sony  thought  it  possible.  They  discovered 
i-business,  a  software  solution  from  Information 
Builders.  And  now  all  anyone  is  saying  is  "incredible." 
Why?  Because  we  allow  them  to  immediately  integrate 
and  leverage  data  from  disparate  or  complex  systems 
and  deliver  it  as  useable  information  via  the  Web.  You 
can  finally  share  accurate  information  across  your 
organization,  with  all  employees,  business  partners 
and  customers  alike,  i-business  puts  the  intelligence  in 
e-business,  enabling  you  to  outperform  competitors 
and  become  a  market  leader.  Now  that's  incredible. 

i-business  changes  everything 


ZwE5? 


Information 
Builders 

www.informationbuilders.com/i4Misiness 

1.800.969.INFO 


01999   Information  Builders.  Inc.   All  trademark!,  registered  macks  and  service 
marks  are  the  property  ol  their  respective  owners.   AH  rights  reserved. 
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AUTOS 


MAYBE  WHAT'S  GOOD  FOR  GM 
IS  GOOD  FOR  FORD 

It  hopes  that  a  spun-off  Visteon  will  be  as  successful  as  Delphi 


Cyclical  auto  stocks  are  hardly  the 
rage  right  now,  but  Ford  Motor 
Co.'s  proposal  to  spin  off  its  $19 
billion  Visteon  parts  unit  certainly  has 
Wall  Street  buzzing.  Ford's  directors 
were  expected  to  announce  a  decision  as 
early  as  Apr.  14.  Anticipation  of  the 
spin-off  drove  the  carmaker's  stock  up 
5K  points  over  several  days,  to  more 
than  53  by  Apr.  12. 

Ford's  board  may  continue  to  debate 
the  structure  of  any  spin- 
off. But  the  deal  is  widely 
expected  to  happen  sooner 
rather  than  later — largely 
because  it  makes  so  much 
sense.  With  Visteon  Auto- 
motive Systems  as  an  in- 
dependent company,  both 
Ford  and  its  offspring 
would  stand  to  profit 
mightily. 

For  Ford,  the  biggest  benefit  would 
be  the  ability  to  get  the  best  technology 
at  the  best  prices  by  shopping  around  at 
other  parts  suppliers.  Moreover,  the 
No.  2  auto  maker  wouldn't  have  the 
fixed  costs  of  running  Visteon's  125 
parts  facilities  worldwide. 

Visteon,  too,  would  surely  be  better 


off  on  its  own.  Now,  says  Ford,  rival 
carmakers  are  reluctant  to  buy  parts 
from  Visteon  because  they  fear  that 
trade  secrets  would  end  up  being  shared 
with  its  parent  company.  Cut  loose  from 
Ford,  Visteon  could  better  compete  for 
new  business  from  other  automotive 
manufacturers. 

That  has  certainly  been  the  experi- 
ence of  Delphi  Automotive  Systems 
Corp.,  the  parts  maker  spun  off  last 


DETROIT'S 
CURRENT 


FUTURE 
OFFSPRING 


1999  SALES 

BILLIONS 

NET  EARNINGS 

MILLIONS 

INDEPENDENT 

SALES* 

DELPHI    $29.2 

$1,100 

23.6% 

VISTEON     19 

735 

11.7 

*  Percentage  of  sales  to  customers  not  affiliated  with  the  parent  company 

DATA:  GENERAL  MOTORS  CORP.,  FORD  MOTOR  CO. 


year  from  General  Motors  Corp.  GM 
spun  off  its  $29  billion  parts  unit  in  a 
two-part  transaction,  and  by  most  ac- 
counts, the  deal  turned  out  better  than 
expected:  Delphi's  sales  to  non-GM  auto 
makers  have  risen  from  18.3%  of  total 
revenues  in  1997  to  28%  in  the  first 
three  months  of  this  year.  Delphi  hasn't 
lost  any  GM  business  either,  even  though 


MONTERREY  PLANT:  Visteon  icofg 
as  much  lead  time  as  DetpJii  h, 

its  former  parent  sought  bids  fr< 
er  suppliers.  Why?  A  booming 
for  cars  and  trucks  made  ro 
everyone. 

Visteon  hopes  for  similar  succe; 
it's  freed  from  Ford.  But  the  co 
has  a  long  way  to  go  to  meet  its 
increasing  non-Ford  business  to 
sales  by  2002,  from  a  mere  11 
"Visteon  is  as  dependent  as  one 
says  Darren  S.  Kimball,  an  aub 
analyst  at  Lehman  Brothers. 

It  is  also  much  less  seasone 
Delphi  was  when  it  achieved  em 
tion.  Delphi  was  formed  in  1992 
Automotive  Components  Grou 
J.T.  Battenberg  spent  the  next 
years  shedding  unprofitable  busi 
and  boosting  efficiency  to  prepare 
dependence.  Visteon,  on  the  other 
was  formed  in  1997.  But  Kimball 
that,  unlike  GM,  which  was  in  th 
drums  for  much  of  the  early 
Ford's   business — and   Visteon's 
been  growing.  "They  don't  need  to 
the  incubator  as  long,"  he  says. 
LABOR  PAYOUT.  For  Visteon  to  s 
as  a  stand-alone  company,  howe 
must  become  more  price-compe 
That's  no  easy  matter  gi\en  its  hi 
bor  costs.  With  the  United  Auto 
ers  threatening  a  Ford  strike  la: 
over  the  spin-off  issue,  the  auto 
guaranteed  that  it  would  protec 
Ford-level  wages  and  benefits  of 
rent  Visteon  employees  as  well  as 
hired  by  Visteon  over  the  next  d 
or  so.  Up-front  payments  assoc 
with  the  labor  contract  knocked 
million,  or  8(2  a  share,  off  Ford's  fo 
quarter  earnings  last  year.  "It  Vv 
huge  price  they  had  to  pay,  but 
was  the  entry  fee  for  the  right  stra 
move,  which  is  a  spin-off,"  says  an 
Rod   Lache   of  Deut 
Banc  Alex.  Brown. 

Still,  Delphi's  experi 

indicates    that    Vist 

growth  prospects  will 

prove  simply  by  settir 

free.  "The  mere  inde 

dence  of  Visteon  ere 

the  upside,"  says  an; 

Scott  F.  Merlis  of  Wa; 

stein  Perella  Securities.  And  Vist 

will  no  doubt  be  on  the  prowl  for 

quisitions,  too. 

Ford  says  the  spin-off  will  likely 
cur   sometime   in   the   third    qua: 
"Ready  or  not,  here  they  come," 
Lache.  Given  the  success  of  Delphi, 
no  wonder  Ford  is  eager  to  move. 
By  Joann  Midler  in  Det 
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porate  e-PC:  Featured  with  Intel'  Pentium"  III  processor  667  MHz/256  MB  RAM/8  4  GB  HD/HP  Top  Tools  management 
software/HP  Port  Control  System   For  pricing  and  specs,  visit  www.hp.com/go/epc 
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mple  to  the  point  of  "duhi' 


The  revolutionary  new  HP  e-PC  is  built  fast  and  lean,  without  any  unnecessary  old  technology. 
And  with  all  three  of  the  major  components  easily  swappable,  it  is  simple  to  support  and 
deploy.  Complete  with  Microsoft  Windows'  2000  for  improved  reliability  and  manageability. 
Once  again  proving  that  if  there  is  less  to  go  wrong,  less  will. 

Demand  a  better  computer. 


ta 


invent 


Intnl.  the  Intel  Inside  logo  and  Pentium  '  Intel  (oipoialion  Microsoft  and  Windows  ore  legisteied  tradsmarts  of  Miiiosolt  Corporation  ©2000  HiwIettParlioid  (or. 
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THE  INTERNET 


*M& 


THE  GOOD  OLD  TELEPHONE 
BECOMES  A  HOT  NEW  WEB  TOOL 

Requiring  no  PC,  "narrowband"  access  takes  off 

The  papers  are  chock-full  of  ads  pro- 
moting blazing  Internet  connections 
via  cable  and  digital  phone  lines. 
No  question  that  broadband  Net  access 
is  the  future  for  its,  TVs,  and  other  in- 
formation appliances.  AOL, 
Yahoo!,  and  other  online 
companies  are  certainly 
believers — they're     re- 
tooling their  offerings  to  in- 
clude rich  audio,  video,  and  interac 
tive  media  that  will  take  full 
advantage  of  fatter 
Net  pipes. 


But  the  plain 
old  telephone  is  | 
making  a  sur- 
prise comeback. 
A  growing  num- 
ber of  companies 
are  rolling  out 
Net-access  ser- 
vices that  work  over 
wired  and  wireless  phones, 
broadband,  these  "narrowband"  connec- 
tions use  just  a  tiny  swath  of  frequen- 
cies to  deliver  a  mere  trickle  of  data — 
but  it's  really  useful  data.  Take  the 
service  launched  on  Apr.  10  by  startup 
Tellme  Networks  Inc.  With  a  single 
phone  call  to  a  toll-free  number,  users 
can  receive  customized  information  off 
the  Net,  including  headlines,  sports 
scores,  traffic  reports,  horoscopes,  and 
weather  forecasts,  delivered  in  a  sur- 
prisingly pleasant  digital  voice.  Sure, 
it's  not  the  same  as  careening  through 
colorful  Web  pages — but  when  you're 
behind  the  wheel  of  a  car,  it  may  be  all 
you  need. 

INVESTMENT  BOOM.  Because  narrowband 
connections  are  cheap  and  ubiquitous, 
they  could  quickly  become  the  most 
popular  route  to  the  Net.  Researcher 
International  Data  Corp.  estimates  that 
by  2004,  some  600  million  people  world- 
wide will  hook  up  to  the  Net  via  pes, 
but  1.4  billion  will  connect  through  cell 
phones.  Another  1.4  billion  will  get  on 
through  wired  phones.  What's  more,  ser- 
vices such  as  Tellme  are  so  easy  to  use 
that  they  could  open  up  the  Net  to  bil- 
lions of  new  customers.  "This  is  the  sec- 
ond coming  of  the  Internet,"  gushes  IDC 
analyst  Iain  Gillott. 

Those  kinds  of  sentiments  are  driving 


TALK  TO  ME 


VOICE-PORTAL  REVENUES 


2000      2001       2002       2003       2004 
1 EST.      1 


A  BILLIONS  OF  DOLLARS 

DATA:  KELSEY  GROUP 

an  explosion  of  investment  in  narrow- 
band Web.  Dozens  of  companies,  from 
Oracle  to  IBM  to  Amazon.com  to 
E*Trade,  have  rolled  out  wireless  ser- 
vices and  technologies  over  the  past 
few  months  to  grab  people  on  the  go. 
The  opportunity  is  huge:  IDC  figures 
that  98%  of  the  540  million  cell  phones 
sold  in  2003  will  be  able  to  receive  and 
display  data  such  as  stock  quotes,  driv- 
ing directions,  and  e-mail.  At  the  same 
time,  startups  such  as  Tellme  are  taking 
aim  at  an  even  more  prosaic  type  of  in- 
formation delivery,  so-called  voice  por- 


tals, accessed  by  phone,  that  let 
lions  of  folks  who  don't  own  PCS 
dible  information  culled  from  tl 
"Suddenly,  narrowband  is  cool 
analyst  Mark  A.  Plakias  of  res 
Kelsey  Group,  who  predicts  voi 
tals  will  generate  $4.6  billion  in 
tising  and  transaction  revenues  b 
SPEAK  YOUR  MIND.  No  voice  starl 
gotten  more  buzz — or  raised 
dough — than  Tellme  of  Mountaii 
Calif.  The  95-person  outfit  has  r 
$53  million  from  investors  since  its 
ing  last  year,  more  than  all  its 
combined.  Besides  free  customizec 
mation,  Tellme  users  can  get  local 
listings  and  restaurant  review; 
then  be  connected  to  the  tl 
or  restaurants.  To  navig; 
system, 
speak 
mand 
the  pho 
stead  of  e: 
cumbersome 
Tones.  Tellme 
Mike  McCue  sa; 
service  was  designed 
easy  enough  to  appeal  t 
pie  like  his  mother. 
He's  going  to  need  a  lot 
takers  than  mom,  though, 
lozen  competitors,  including  A 
point,  Telsurf,  and  Quack.com,  are 
ing  the  same  opportunity,  while  N 
ants  such  as  America  Online  and 
have  yet  to  weigh  in.  To  stay  abov 
fray,  some  startups  are  taking  di: 
tacks.  Menlo  Park  (Calif.)-based  e 
Inc.  is  offering  free  voice-mail  serv 
a  carrot  for  users,  who  can  then  jui 
other  audible  online  services.  "We 
to  be  like  AOL — start  with  us  and 
go  off  to  the  rest  of  the  voice 
says  President  Bruce  Crair.  Gei 
Magic,  Onebox.com,  and  Shoutmai 
are  taking  similar  approaches. 

The  flurry  of  startup  activity 
be  short-lived.  Jupiter  Communica 
Inc.  analyst  Seamus  McAteer  fiigu: 
lot  of  the  voice  portals  will  be  go! 
up  by  marquee  Web  companies  tha 
speech  as  another  channel  for  reac 
users.  Yahoo  and  its  ilk  "have  air 
established  customer  relationships 
access  to  a  lot  of  Web  content,"  he 
Analysts  also  wonder  whether  an 
vertising-supported  model  can  sus 
these  startups.  With  so  many  oi< 
sources  of  instant  information — amjh 
many  other  places  for  advertiser 
spend  their  money — voice  portals  c 
be  one  option  too  many.  Just  don't 
that  to  Mike  McCue's  mother. 

By  Andy  Reinh 
in  San  Mateo,  & 
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Schwab  and 
Chinese 


Dow  Jones  announce  the  first  comprehensive 
news  and  research  service  at  schwabxom. 


* 
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4; 

DOWJQNES 


Charles  Schwab 

ft     f.'i     fl!     Ml 


It's  here.  It's  unprecedented.  It's  Schwab's  latest  step  toward 
creating  a  world  of  smarter  investors. 

For  the  first  time  ever,  people  now  have  access  to  US 
securities  market  news  and  research  -  a  wealth  of  online 
investment  information  -  at  schwah.com.  All  in  Chinese. 

It's  available  from  Schwah.  And  it's  possible  with  the 
invaluable  help  of  Dow  Jones. 

For  details  on  investing  and  trading  in  Chinese  with 
the  power  ol  Schwab  and  accessing  real-time  Dow  Jones 
news  and  information,  please  visit  our  web  site  at 
sehwab.com/chinese  or  call  Schwab's  Asia  Pacific 
Services  at  1-800-662-6068. 


reating  a  world  of  smarter  investors. 


■H 


Charles  Schwab 


les  Schwab  &  Co  .  Inc  (member  SIPC/NYSE)  is  a  registered  broker  dealer    Dow  Jones  &  Co  ,  Inc.  is  a  publisher  ol  financial  news    Schwab  and  Dow  Jones  are  not  affiliated. 
Jones  is  a  trademark  of  Dow  Jones  &  Co  .  Inc    «)?000  Charles  Schw.ili  &  Co  .  Inc  All  rights  reserved.  (0300-5231) 


In  Business  This  Week 


EDITED  BY  ANNE  NEWMAN 


A  MICROSOFT  PAL 
HURLS  A  BRICKBAT 

WHEN    ONE    OF    MICROSOFT'S 

biggest  bulls  gets  bearish, 
Wall  Street  pays  attention. 
On  Apr.  12,  Goldman  Sachs 
analyst  Richard  Sherlund  cut 
his  third-quarter  revenue  es- 
timates for  the  software  giant 
by  $200  million,  to  $5.75  bil- 
lion, because  of  "sluggish"  PC 
sales  growth.  And  even 
though  Sherlund  kept  Micro- 
soft on  his  recommended  list, 
investors  sent  the  stock  spi- 
raling  downward  5%  and  the 
battered  Nasdaq  down  7%. 
Goldman  underwrote  Micro- 
soft's IPO  in  1986,  and 
Sherlund  is  so  closely  identi- 
fied with  the  company  that 
he's  featured  in  a  corporate 
video  at  the  Microsoft  Muse- 
um in  Redmond,  Wash.  When 
Sherlund  downgraded  Micro- 
soft in  1995  because  of  the 


CLOSING    BELL 


DISCONNECT 

Are  investors  hanging  up  on 
Motorola?  A  day  after  the 
electronics  giant  said  first- 
quarter  profits  more  than 
doubled,  to  $448  million,  its 
shares  plunged  18%,  to 
123&  Investors  bolted  when 
execs  warned  on  Apr.  11  that 
second-quarter  and  full-year 
profits  would  fall  below  esti- 
mates. Largely  because  of  a 
component  shortage  and  be- 
cause its  cheaper  handsets 
are  selling  so  well,  margins 
will  be  shaved. 
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"vagueness"  of  its  Internet 
strategy,  he  triggered  a  5% 
decline.  When  Sherlund  goes 
negative,  the  market  takes 
note. 


THIS  DRUG  PATENT 
CAUSES  HEADACHES 

GET    READY    FOR    A    BATTLE 

royal:  On  Apr.  11,  the  Uni- 
versity of  Rochester  obtained 
a  patent  that  the  school  con- 
tends entitles  it  to  royalties 
on  the  sale  of  hot  arthritis 
drugs  called  Cox-2  inhibitors. 
The  university  sued  G.  D. 
Searle,  a  unit  of  Pharmacia, 
and  marketing  partner  Pfizer 
over  the  sale  of  Pharmacia's 
$1.5  billion  Cox-2  drug  Cele- 
brex. The  patent  could  also 
cause  headaches  for  Merck, 
which  sells  the  Cox-2  drug 
Vioxx.  Searle  disputes  the  va- 
lidity of  the  new  patent  and 
Merck  is  reviewing  it.  Should 
investors  be  worried?  Proba- 
bly not,  says  Deutsche  Banc 
Alex.  Brown  analyst  Barbara 
Ryan:  "This  will  be  litigated 
in  court  for  the  next  5  to  10 
years." 

UAL  PILOTS  HAVE 
MONEY  ON  THE  BRAIN 

UNITED    AIR     LINES    PILOTS, 

ual's  largest  shareholders, 
are  acting  more  like  rank- 
and-file  unionists  than  in- 
vestors. On  Apr.  12,  the  Air 
Line  Pilots  Assn.'s  contract 
with  United  expired,  and  la- 
bor and  management  are  so 
estranged  that  they  plan  to 
ask  for  federal  mediation.  The 
No.l  dispute?  Pay.  In  1994, 
employees  took  big  cuts  in 
pay  and  benefits  for  a  55% 
equity  stake  in  UAL.  Under 
the  lapsed  pact,  pilots'  wages 
rose  6.7%  to  put  them  back 
where  they  were  in  1994. 
Management  has  offered  a 
3%  hike.  But  the  pilots  of  the 
nation's  largest  carrier  want 
to  be  the  best-paid  in  the 
business.  Fliers  need  not  pan- 
ic yet:  Mediation  is  expected 
to  drag  on  for  months. 


" 


HEADLINER:   NIALL   FITZGERALt 


SWEET  DREAMS  ARE  MADE  OF  THIS 


He's  known  as  a  cost-cut 
ter,  but  Niall  Fitzgerald, 
co-chairman  of  Anglo- 
Dutch  consumer-prod- 
ucts giant  Unilever, 
has  quite  an  ap- 
petite for  U.  S. 
companies.  On 
Apr.  12,  he  ac- 
quired premi- 
um ice  cream 
maker  Ben  & 
Jerry's  Home- 
made for  $326  mil 
lion.  Then  he  added  pri- 
vately owned 
diet-products  star  Slim 
Fast  Foods  for  $2.3  billion. 

While  one  company's 
products  are  rich  and  the 
other's  thinning,  Fitzgerald 
has  similar  plans  for  both: 
using  Unilever's  marketing 
and  distribution  power  to 
quickly  expand  sales.  Ben 


&  Jerry's  has  been  pla 
by  weak  distribution, 
cially  in  Europe,  when 
Unilever  is  the  supe 
market  king.  Ui 
lever  also  wai 
top-end  brar 
for  its  leadi 
lineup  in  th 
high-margi 
cream  busin 
But  for  th 
not  interested 
sweets,  Fitzgeral 
expects  Slim  Fast  to  b< 
the  ticket  into  the  fast 
growing  weight-watchir 
and  nutrition-supplemei 
market.  With  only  6%  c 
its  $600  million  in  sales 
outside  the  U.  S.,  he  rec 
ons  Unilever's  muscle  c 
quickly  make  a  different 
By  Stanley  1 
.    in  Lon 


NO  D0WEY  DECIMAL 
SYSTEM-YET 

WAIT  TILL   NEXT   YEAR?  LAW- 

makers  are  steaming  over  the 
Securities  &  Exchange  Com- 
mission's decision  to  postpone 
stock  trading  in  nickels  and 
pennies.  sec  Chairman 
Arthur  Levitt  Jr.  says  he'll 
delay  decimal  pricing — quot- 
ing shares  in  cents,  rather 
than  fractions  of  a  dollar — 
because  Nasdaq's  computers 
can't  cope  with  surging  ac- 
tivity caused  by  dealers  using 
smaller  increments.  Legisla- 
tors who  believe  penny  pric- 
ing will  save  money  for  in- 
vestors say  they'll  call  Levitt 
on  the  carpet  for  not  push- 
ing harder  for  decimals. 

GO  FIGURE:  INTUIT 
SHARES  TUMBLE 

what's  wrong  WITH  FINAN- 
cial  software  maker  Intuit? 
Nothing.  But  that  didn't  stop 
its  stock  from  plunging  more 


than  25%  Apr.  10-12  afti 
alyst  Lise  Buyer  of  C 
Suisse  First  Boston  ease 
rating  to  a  "buy"  frc 
"strong  buy."  Buyer,  o: 
15  analysts  still  adv 
clients  to  invest  in  the 
sees  a  slight  slowdo 
sales  of  Intuit's  small 
ness  accounting  software 
Intuit  has  adjusted  fo 
revenue  shortfall  and  bo< 
its  share  of  its  core  cons 
tax  software  business  by 
to  80% — despite  Micro 
foray  into  the  market, 
Buyer  of  the  stock  pi 
"This  is  absurd." 


ET  CETERA . . . 

■  The   IMF  said  the  w| 
economy  will  grow  4.2<i 
2000,  faster  than  expecte 

■  J.  P.  Morgan's  first-qi 
profit  rose  to  a  record  -^ 
million. 

■  British  Telecom  will 
structure  its  operations 
boost  investments  in  EurJ 
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It's  true.  Five  Star  dealerships 
do  things  differently. 


When  you  visit  a  Five  Star  dealership,  you'll  be  pleased  to  know  that  everyone  you  meet  has  completed 
an  extensive  training,  testing  and  evaluation  process.  And  they're  all  working  together  to  ensure 
one  thing:  your  satisfaction.  •  Five  Star  is  an  innovative  process  that  totally  redefines  how  cars  and 
trucks  are  sold  and  serviced.  It's  a  third-party  certification  process  so  rigorous,  only  the  best  make 
the  cut.  •  So  where  others  may  be  proud  to  showcase  one  employee  of  the  month,  at  Five  Star  dealer- 
ships, we  feel  that  every  employee  is  worthy  of  this  distinction.    Five  Star.  It's  Better.  We'll  Prove  It. 


CIIKVSLLflj 

Vly  mourn 

Jeep 

For  more  information,  call  us  at  1  800  677-5-STAR  or  visit  www.fivestar.com  Jeep  is  a  registered  trademark  ot  DaimlerChrysler. 
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TRYING  TO  PLEASE  EVERYONE 

COULD  SCUTTLE  THE  CHINA  TRADE  BILL 


With  a  climactic  vote  looming  in  May,  the  business- 
backed  drive  for  normalized  trade  ties  with  Beijing 
may  rest  on  some  tricky  maneuvers  to  attach  contro- 
versial amendments  to  the  China  trade  legislation.  The  ob- 
jective is  to  win  over  small  bands  of  holdouts  on  the  Demo- 
cratic Left  and  GOP  Right.  But  it's  a  dangerous  game. 

Burdening  the  trade  bill  with  partisan  baggage  could 
destabilize  the  entire  effort.  Add  requirements  for  U.S.  in- 
vestors in  China  to  hew  to  stringent  labor  and 
environmental  standards,  and  business  and  the 
gop  could  rebel.  Tack  on  conservative  provi- 
sions for  weapons  sales  to  Taiwan,  and 
Democrats  might  desert  the  coalition — along 
with  Beijing.  To  complicate  matters,  some  add- 
ons may  even  run  afoul  of  World  Trade  Orga- 
nization rules  if  they  link  trade  privileges  to 
performance  on  such  matters  as  human  rights 
or  the  environment. 

Officially,  neither  the  pro-China  business  lob- 
by nor  its  foes  among  labor  and  greens  support 
the  proposed  amendments  now  sprouting  on 
Capitol  Hill.  And  the  White  House  prefers  the 
simple  two-page  China  trade  bill  it  sent  to  Con- 
gress. But  pro-China  forces  also  concede  that  " 
with  so  many  House  members  on  the  fence  just  weeks  before 
the  vote,  new  legislative  "fig  leaves"  may  be  required  to 
woo  holdouts  on  both  sides  of  the  aisle.  Pro-China  Democrats 
say  only  50  Dems  are  ready  to  vote  for  permanent  Normal 
Trade  Relations  (also  known  as  Most  Favored  Nation  status). 
Pro-China  Republicans  say  they  have  140  votes.  So  that's  still 
28  shy  of  the  218  needed. 

LABOR'S  WORRY.  The  delicate  attempt  to  amend  the  core  bill 
has  both  sides  worried,  albeit  for  different  reasons.  "One  of 
the  surest  ways  to  defeat  the  legislation  would  be  to  have 
proposals  from  liberals  and  conservatives  that  are  not  sup- 
ported by  the  center,"  frets  Caiman  J.  Cohen,  president  of 
the  Emergency  Committee  for  American  Trade,  a  group  of 
big  exporters.  And  Big  Labor  worries  that  the  amendments 
just  might  attract  enough  votes  to  put  the  trade  bill  over 


the  top.  Says  Peggy  Taylor,  legislative  director  of  th 
CIO:  "We're  not  interested  in  providing  cover  to  mem 
vote  to  give  up  the  only  real  leverage  we  already  h 
China" — the  annual  grant  of  temporary  Normal 
Relations. 

Many  of  the  amendment  ideas  come  from  an  unex 
source:  Representative  Sander  M.  Levin,  a  suburban 
Democrat  who  usually  sides  with  the  United  Auto  Worl 
trade.  His  proposals  have  drawn  uaw 
to  his  office,  but  Levin,  who  has  no  oppi 
this  election,  isn't  worried.  His  ideas  inc 
U.  S.  commission  on  China's  human  rights, 
WTO  review  of  Beijing's  record  on  market-o 
promises,  and  an  environmental  impact 
of  China's  pollution  potential.  Businesse 
ious  to  invest  in  China  are  wary  that  a 
proposal  to  strengthen  U.S.  barriers  a; 
temporary  import  surges  could  provoke  a 
lash  by  Beijing.  Nor  do  potential  investors 
plan  by  House  Minority  Leader  Richa 
Gephardt  (D-Mo.)  to  impose  a  "code  of  coi 
on  U.S.  companies  in  China. 
THE  T-WORD.  On  the  gop  side,  proposa 
-  House  Whip  Tom  DeLay  (R-Tex.)  and  Se 
Fred  Thompson  (R-Tenn.)  are  opposed  by  business  foi 
they'll  alienate  Democratic  centrists.  Thompson  would 
NTR  contingent  upon  Beijing  halting  the  sale  of  nuclear 
nology  to  rogue  states  such  as  North  Korea  and  Iran.  DB^, 
is  urging  members  to  link  the  House-passed  Taiwan  Sec  nir}% 
Enhancement  Act  to  the  China  trade  bill.  His  measure 
tates  closer  U.S.  military  ties  to  Taiwan. 

Few  expect  the  maneuvering  on  all  these  legislative 
nacles  to  commence  in  earnest  much  before  the  sche< 
May  22  vote.  Both  pro-  and  anti-China  forces  are  instead 
ing  that  a  sudden  stampede  to  their  banner  by  unde< 
House  members  will  make  it  unnecessary.  But  in  an  ele 
year,  it's  often  the  fig  leaf  that  makes  the  crucial  differem 
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controversial  legislation. 


By  Paul  Magni 


CAPITAL  WRAPUP 


TIED  IN  TECH  KNOTS 

►  Margaret  A.  Whitman,  president  and 
ceo  of  Net  auctioneer  eBay  Inc., 
swooped  into  Washington  for  a  lobbying 
blitz  on  Apr.  12 — hard  on  the  heels  of 
Yahoo!  Inc.  chief  Jerry  Yang.  What's 
up?  The  two  Net  gurus  support  rival 
bills,  and  since  this  is  tech  vs.  tech,  law- 
makers can't  decide  whom  to  back. 

Whitman  boosted  a  stalled  measure 
by  Representative  Howard  Coble  (R- 
N.C.)  that  could  help  eBay  fend  off 


"auction  aggregators"  such  as  Bidder's 
Edge  Inc.  that  collect  listings  and  post 
them  in  one  location.  EBay  is  suing 
Bidder's  Edge,  which  denies 
wrongdoing,  for  combining  eBay!s  list- 
ings with  those  of  other  sites.  Coble's 
measure  would  overturn  a  1991 
Supreme  Court  ruling  that  says  copy- 
right law  does  not  cover  databases  such 
as  phone  books.  The  bill  would  make  it 
illegal  to  copy  parts  of  a  database. 

And  that's  where  Yahoo  comes  in.  It 
scours  the  Net  and  brokers  content 


others  have  originated.  The  Coble 
Yang  fears,  could  make  life  a  lot  mc 
expensive  for  search  engines  if  the} 
have  to  pay  licensing  fees.  A  less 
ous  measure  by  Representative 
Thomas  Bliley  (R-Va.)  has  the  suppd 
of  Yahoo,  America  Online,  and  other 
Net  companies.  Election-minded  Hoi 
gop  leaders  are  loath  to  take  sides  a 
they  court  tech  campaign  contribu- 
tions. Their  orders  to  Coble,  Bliley, 
and  supporters:  Compromise. 

By  Pan  la  Dw\ 
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Legal  Affairs 


COMMENTARY 


By  Charles  Haddad 


WHY  BIG  TOBACCO  CAN'T  BE  KILLED 


M 


I  ary  Faman,  Angie  Delia  Vec- 
chia,  and  Frank  Amodeo  may 

I  be  unknowns,  but  these  three 
smokers — two  of  whom  are  dying, 
and  in  Delia  Vecchia's  case,  de- 
ceased— are  proving  to  be  the  tobac- 
co industry's  worst  nightmare.  The 
reason:  A  Florida  jury  ruled  on  Apr. 
7  that  cigarette  makers  were  respon- 
sible for  the  trio's  illnesses  and 
awarded  them  and 
their  survivors  $6.9 
million  in  compen- 
satory damages. 
By  itself,  the 
award  is  pocket 
change  for  an  industry 
long  accustomed  to 
spending  $600  million  a 
year  to  defend  itself 
against  litigation  by  smokers 
But  in  an  unprecedent- 
ed move,  the  judge 
overseeing  this  case  has 
decided  to  use  those  com- 
pensatory damages  as  the 
yardstick  by  which  to  pro- 
vide similar  awards  to 
every  Florida  resident 
who  suffered  ill  effects 
from  smoking — a  figure  that 
could,  by  some  estimates, 
be  tens  of  billions  of  dol-      i 
lars.  Already,  tobacco  ad- 
versaries are  gloating  that 
this  award  could  be  a  sign  that 
the  once-invincible  industry  is  on 
the  verge  of  sliding  into  bankrupt 
cy.  "The  industry's  defenses 
have  crumpled,"  says 
Richard  A.  Daynard,  a 
Northeastern  University 
law  professor  who  helps 
those  suing  the  tobacco 
companies.  "We're  very 
close  to  the  endgame." 

Don't  count  on  it. 
While  the  industry 
faces  a  tough  battle 
ahead,  it's  still  winning 
far  more  cases  than  it's  losing. 


And  even  if  Big  Tobacco  sustains  a 
few  massive  losses,  it  has  more  than 
enough  money  to  stay  in  business. 
"The  industry  is  having  to  fight 
harder,  but  in  the  long  run  it  will 
prevail,"  says  Salomon  Smith  Barney 
analyst  Martin  Feldman.  "It's  a  mis- 
take to  believe  that  this  industry 
won't  come  up  with  new  effective 
defenses." 

Clearly,  the  companies  look  vulner- 
able. The  tobacco  industry  now  faces 
more  than  700  suits  filed  by  smok- 
ers, union  trust  funds,  and  the 
Justice  Dept.  Governments  as 
far  away  as  Bolivia,  Israel,  and 
France  are  suing,  too.  During 
j^d  the  past  18  months,  industry  at- 


torneys have  lost  the  initial  round 
three  high-profile  cases  brought  b\ 
individual  smokers  in  California  ar 
Oregon.  The  damages  from  those 
three  losses  alone  total  more  than 
$70  million. 

SHIFTING  VIEW.  Worse  yet,  Big  To- 
bacco is  showing  signs  of  developii 
a  sizable  Achilles'  heel:  For  decad 
the  tobacco  industry  argued  succes 
fully  that  by  choosing  to  smoke,  in 
viduals  had  to  accept  the  conse- 
quences of  their  actions.  But  that 
argument  has  lost  much  of  its 
strength  since  the  release  of  interr 
company  documents  that  show  tha 
the  industry  knew  about  tobacco's 
adverse  effects  as  far  back  as  1954 
In  other  words,  companies  knew 
their  product  was  harmful  well  be- 
fore the  advent  of  warning  labels 
Indeed,  smokers 
Leslie  White! 
and  Patricia 
Henley  each 
used  these  docu 
ments  to  win  the 
Jm  separate  cases  i 
California  state 
Jl  court  last  year. 
Henley  won  $25 
million  and  Whiteley,  $ 
million.  "It's  all  a 
question  of  who  ju 
rors  regard  as  mo 
irresponsible,"  says 
Stanford  Law  School 
professor  Robert  L.  Ra- 
bin. "The  company  docu 
ments  are  overshadowinj 
the  irresponsible  individual 
behavior  of  smokers  in  the 
M   courtroom." 

Nowhere  is  this  shift  in  publ 
perception  more  evident  than  in 
the  Florida  state  courtroom  where 
Farnan,  Delia  Vecchia,  and  Amodec 
won  their  damages.  Now  that  juroi 
have  awarded  nearly  $7  million  in 
compensatory  damages  to  these 
plaintiffs,  they  will  decide  what  pur 
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Historically,  smokers  have  been  willing  to  buy  cigarette 

at  almost  any  price 
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65  of  the  top  100 

FORTUNE  500 
companies  run 

Oracle  for  e-business. 


It's  e-business  or 
out  of  business. 


■ 


www.oracle.com 
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Legal  Affairs 


The  industry  has  yet  to  lose  an  app< 


tive  damages 
the  three  deserve. 
This  is  where  the  Flori- 
da case  gets  hairy:  The  judge  decided 
that,  rather  than  rule  on  punitive  dam- 
ages case  by  case,  as  is  tradition,  he 
would  calculate  a  lump  sum.  The  final 
judgment  would  be  determined  by  the 
size  of  the  compensatory  damages  and 
the  total  number  of  plaintiffs.  The 
plaintiffs'  number,  depending  on  who  is 
counting,  is  between  40,000  and 
300,000.  Based  on  such  estimates,  ana- 
lysts originally  predicted  damages  of 
up  to  $100  million,  though  many  have 
recently  trimmed  their  worst-case  sce- 
narios a  bit. 

This  talk  is  unnerving  investors, 
prompting  a  sell-off.  The  Standard  & 
Poor's  index  of  tobacco  stocks  has  de- 
clined 60%  in  value  since  November, 
1998.  No  one  has  felt  the  pain  of  lost 


investor  confidence  more  than  industry 
bellwether  Philip  Morris  Cos.,  which 
now  trades  at  $23.  That  price  repre- 
sents a  loss  of  two-thirds- of  its  market 
capitalization  since  November,  1998, 
from  about  $141  billion  to  $52  billion. 
"The  market  is  more  fearful  of  tobacco 
litigation  than  ever,"  says  Salomon's 
Feldman. 

Indeed,  if  any- 
thing, investors'  fear 
could  worsen  in  the 
next  several  weeks. 
That's  when  the  six- 
person  jury  in  the 
Florida  case  will  con- 
sider punitive  dam- 
ages. "If  the  Florida 
jury  comes  back 
with  a  runaway 
award,  it  will  put  the 
tobacco  industry  in  a 
financial  straitjack- 
et,"  says  Feldman. 
"Companies  will 
have  a  hard  time  fi- 


nancing ordinary  things  such 
acquisitions." 

But  in  the  final  analysis,  suj 
blowing  scenario  is  implausibly 
thing,  the  industry  is  still  wir 
cases.  Last  month,  the  U.S.  S| 
Court  ruled  that  the  Food  & 
ministration  doesn't  have  the 
to  regulate 


HOW  LOW 
WILL  THEY  GO? 

Weighted  down  by  litigation  concerns, 

shares  of  industry  bellwether  Philip  Morris 

are  near  their  lowest  point  in  years 
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makers.  Andl 
ary,  the  tobal 
try  persuade| 
fornia  state 
judge  to  thrtj 
big  suit  broi 
the  cities  of : 
geles  and  SaJ 
total,  the  indl 
won  five  of  t| 
eight  cases, 
pretty  compe 
ting  average  J 
Goldman,  Saq 
tobacco  anah 
I.  Cohen. 
Better  yetl 


Play  with  mor| 
intelligence. 


The  fun  is  back.  Kids  of  all  ages 
into  video  games  like  never  befc 
In  fact,  microchip  technology  ha| 
transformed  almost  everything  about 
home  entertainment,  making  products  bfl 
and  smarter  than  ever. 

STMicroelectronics  supplies  billions  of 
microchips  for  a  broad  spectrum  of  digitc 
consumer  products,  particularly  for  ad\ai| 
systems,  such  as  digital  cameras,  DVD,  HE| 
and  set-top  boxes. 

That  makes  ST  a  major  player  in  the 


digital  revolution. 


^7 


We  put  more  intelligence  into  everything 

STMicroelectronics  (formerly  SGS-THOMSON) 

\  world  leader  in  semiconductors  with  ninety-five  location 

on  five  continents  •  www.st.com 


ough  plenty  of  new  ones  are  pending 

is  yet  tn  lose  an  appeal,  al-  customers  in  the  form  of  higher  prices.  rette  makers  could — and  would — recoup 

lent  >  of  new  ones  are  pending.      "In  the  end,  it  is  the  smokers  who  will  the  cost  of  judgments  through  raising 

nowhere  near  the  end  of  the  bear  the  cost  of  litigation,"  says  Cohen.  prices  about  154  a  pack, 

ays  William  S.  Ohlemeyer,  as-         He  estimates  that  if  the  companies  It's  a  strategy  that  has  worked  well 

ninsel  at  Philip  Morris.  He  started  losing  100  cases  a  year,  ciga-  so  far:  Last  year,  for  example,  higher 

Florida  case  prices  and  bad  publicity  about  smoking 

»tion,"  not  a  lift  ENI)  IN  <vlfiHT  drove  cigarette  sales  down  9%.  Still, 

|ing  "there's  nW  CI1U  ,n  °,un  ■  Philip  Morris'  tobacco  unit  booked  $5 

thing  new  in         It  will  be  years,  if  ever,  before  the  tobacco  industry  gets  billion  in  operating  income  in  1999. 

through  the  current  wave  of  litigation:  Profits  are  high  enough  for  the  indus- 

But  what  if         "  try  to  afford  its  staggering  annual  le- 

>r  is  wrong  PRIVATE  SUITS  Individual  smokers  have  filed  more  gal  fees.  Says  Feidman:  "Fundamental- 

ndustry  than  50°  sults  against  the  industry.  After  a  long  win-  ly>  the  tj.S.  tobacco  industry  has  never 

ing  cases?  In       ning  streak,  Big  Tobacco  has  started  to  lose  some  of  been  stronger."  Not  only  does  the  in- 

werything,  these  cases  in  California  and  Oregon.  dustry  have  deep  pockets  but  it  is  rich 

makers  con-        CLASS  ACTIONSThe  industry  stands'to'lose'billions"  in  ^gal  talent,  too.  That's  why  bank- 
tee  limited  n-      ,    th    £     ,    dass  actJon  ,     F|orjda    Sjmi|ar  sujts  ruptcy  is  such  a  remote  possibility. 
foosure,                .         ,       ° fj|    .                  ,    .   .  Sure,  its  a  scary  time  for  Big  Tobacco, 

uts  cus-  -  but  thats  nothing  new  for  an  industry 

*>  far,  the  GOVERNMENT  CASES  The  U.S.  Justice  Dept.  filed  that  has  prospered  through  50  years  of 

>rity  of  them       suit  against  Big  Tobacco  in  September  for  misleading  ceaseless  legal  warfare.  Talk  of  the 

d  willing  to  the  public  about  the  dangers  of  smoking.  Israel,  industry's  demise  any  time  soon  is 

•ettes  at  any        Guatemala,  and  Bolivia  are  also  suing  the  premature. 

e  industry  industry. 

ly  pass  along        - -  Haddad  follows  the  tobacco  industry 

losses  to  its  0ATABW  from  Atlanta. 


Watch  with  more 
intelligence. 


HDTV,  set-top  boxes,  DVD,  digital  TV. 
They're  all  on  the  rise.  So  no  matter 
what  people  like  to  watch,  the  latest 
microchip  technology  lets  them  watch  on 
bigger,  belter,  smarter  TV  - 

STMicroelectronics  Is  the  world's  lead 
supplier  of  MPEG-2  technolog)  for  lnurli- 
definition  ami  digital  television.  The  number 
one  supplier  in  dedicated  chips  for  s<  t-top 
boxes  tor  cable  and  satellite  TV    in  I  ST  is 
also  one  of  the  world  leaders  supplying  ilie 
growing  l>\  l»  market. 

Even  more  innovations  are  on  the  \\a>. 
so  you'll  want  to  Ma\  tun 
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We  put  more  mtelligenremtoeveiything 

~l\h.  ItX  I,  I  I.,   in.  -    I..' 

\  world  li-.uli  r  in  himic  i.ihIiii  lurs  «ui 

on  five  .iniliii.nl-  •  m»v\  -i 


dlr€^ay^5  made  real. 


(/Agilent  Technologies,  Inc. 2000 


e  next  Internet  is  under  construction.  Pardon 


dust. 


just  live  years,  the  Internet  will  have 


ndle  twenty  times  more  traffic.  So  Agilent 


ready  providing  technologies  that  will 


Ip  it  do  exactly  that.  Creating  a  high-speed, 


h-capacity  Internet  that  was,  until  today,  just 


ipe  dream. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologie 

comprised  of  the  former  Hewlett  ! 

test  and  measur- 

semiconductor  compone 

products  businesses,  www.agilent.com 
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POLITICS 


TECH: THE  VIRTUAL 
THIRD  PARTY 


A  Silicon  Coalition  has 
emerged  in  Congress. 
It  cuts  across  party  lines 
and  trumps  ideology 


H 


louse  Minority  Leader  Richard  A. 
Gephardt  had  high-tech  execs 
spilling  their  lattes  in  shock  when 

Ihe  appeared  at  a  breakfast  at  a 
Northern  Virginia  hotel  in  late  March. 
Gephardt,  an  icon  of  "Old  Democrat" 
values  and  champion  of  Big  Labor, 
praised  Silicon  Valley's  role  in  fueling 
America's  economic  boom.  He  then  en- 
dorsed more  visas  for  skilled  foreign 
workers  and  even  backed  a 
handful  of  tech-oriented  tax 
breaks.  Among  them:  ex- 
tending the  moratorium  on 
new  Internet  taxes,  scrapping  the  fed- 
eral telecommunications  excise  tax,  and 
making  the  credit  for  research  and  de- 
velopment permanent. 


SILICON  VALLEY 
ON  CAPITOL  HILL 


"I  was  taken  aback," 
recalls  Rhett  Dawson, 
president  of  the  Infor- 
mation Technology  Indus-" 
try  Council  (ITI),  a  Washing- 
ton    (D.  C.)    trade    group. 
Except  for  Gephardt's  refusal 
to  support  expanded  trade 
ties  with  China,  "he  is  committed 
to  working  the  same  issues  we're  work- 
ing," adds  Dawson. 

Gephardt's  reinvention  as  a  Digital 
Defender  left  no  doubt  about  the  pre- 
vailing ethos  in  Washington:  Tech  rules. 
While  partisan  bickering  has  gridlocked 
most  other  legislation,  a  broad  coalition 
of  Republicans  and  Democrats  is  con- 
verging to  push  technology 
initiatives. 

In  the  process,  tech  ma- 
nia is  altering  the  political 
landscape  in  fundamental  ways.  This 
coalition  collaborates  so  often  that  it 
constitutes  a  virtual  party  on  tech  is- 
sues. And  Washington's  obsession  with 


technology  is  causing  a  subtle  rea 
ment  within  the  two  major  par 
"Both  parties  are  moving  rapidl 
pro-tech,  libertarian  directions,"  sa; 
Jeffrey  A.  Eisenach,  president  of 
the    Progress    &    Freedom 

Foil 
tion,  a  conse 
tive  think  tank. 

Within  the  gop,  tech  has  stren 
ened  the  hand  of  economic  conse 
tives  at  the  expense  of  s 
conservatives.  The  Reli 
Right  gets  symbolic  vote; 
flag-burning   and    late-t 
abortion   but  little   of 
stance.  And  instead  of  vi 
ing  government,  Republi 
leaders  such  as  Preside 
candidate  George  W.   B 
recognize  that  the  feds  can  pla 
crucial   role  in   improving  Ameri 
schools,  a  top  tech  priority. 

Among  Democrats,  tech's  pull  is  f< 
ing  the  dominant  labor-liberal  majo: 
to  move  toward  the  pro-business 
Democrats  who  have  been  Silicon  V; 
stalwarts.  Case  in  point:  the  Democ: 
ic  House  leadership's  reversal  of  its 
position  to  lifting  the  cap  on  visas 
skilled  foreign  workers.  In  another  s 
of  changing  times,  Gephardt  made  b 
the  focus  of  House  Dems'  annual 
treat  in  February  and  even  invited  i 
ceo  Stephen  M.  Case  and  Time  War 
CEO  Gerald  Levin.  Gephardt  also 
asked  Microsoft  Corp.  Chairman  Willi 
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OU'RE  INVESTING  TO  GET 

0G0  VESTS,  YOU'D  THINK 

YOU  WERE  PAYING  FOR 

THE  ARMS. 


If  you're  like  most  big  businesses,  you're  spending  millions 
to  get  logo  merchandise.  Here's  how  to  control  costs. 

Let  MadeToOrder.com  build  a  customized,  end-to-end 
procurement  system  for  you  using  our  Custom  Account 
Partner  program.  Developed  specifically  for  Global  1000 
companies,  our  program  maximizes  your  buying  power 
L       by  aggregating  volume  across  your  organization. 

^  Then,  you  can  exercise  your  newfound  power 

in  our  e-commerce  marketplace.  Take  control 
using  cost-effective  purchasing  options — such 
as  corporate  portals,  "just-in-time"  and 
stocked  websites,  and  procurement 
^.       through  leading  e-commerce 
Exchanges. 

We  also  offer  you  the  tools  you 
need  to  track,  analyze  and  control 
spending,  including  real-time  access 
to  management  reporting. 

{  The  net  effect?  You  can  reinvest 

V      the  money  you  save  to  further 
m.      build  your  brand. 

See  what  else  is  up  our 
sleeve  at  MadeToOrder.com. 
Or  call  1-877-PICK-MTO 
(1-877-742-5686). 
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15 


12 


TOTAL  DONATIONS 
PER  ELECTION  CYCLE 

■  DEMOCRATS 

■  REPUBLICANS 


H.  Gates  III  to  join 
House  Democrats  at 
a  May  8  gathering 
with  business  lead- 
ers. Moderate  Dems 
are  euphoric.  "We 
almost  can  declare 
victory  in  terms  of 
repositioning  the 
Democratic  Party 
on  tech  issues,"  says 
Representative  Cal 
Dooley  (D-Calif.), 
who  co-chairs  the 
centrist  New  Demo- 
crat Coalition. 

What  accounts  for 
the  geeks'  growing 
political  clout? 

Megabucks,  for 
starters.  Tech  CEOs  are  writing  fatter 
campaign  checks  than  ever  (chart).  As 
of  Apr.  1,  computer,  software,  and  e-eom- 
merce  companies  and  employees  had  fun- 
neled  $9  million  to  candidates  and  parties 
for  2000  contests — double  their  giving  for 
1992  races,  according  to  the  nonpartisan 
Center  for  Responsive  Politics  (crp).  That 
barely  registers  next  to  the  financial-ser- 
vices industry's  $154  million.  But  both 
parties  see  an  eventual  bonanza  in  the 
growing  ranks  of  Internet  billionaires. 

It  helps,  too,  that  most  tech  causes 


HIGH  TECH  DISCOVERS 
THAT  MONEY  TALKS 

As  the  industry  has  increased 

its  role  in  politics,  it  has  steered 

support  to  both  parties: 


92  94 

A  MILLIONS  OF  DOLLARS 
DATA:  CENTER  FOR  RESPONSIVE  POLITICS,  BUSINESS  WEEK  ESTIMATE 


tend  not  to  be  ideo- 
logical. Support  for 
keeping  the  Net 
tax-free,  for  exam- 
ple, cuts  across  par- 
ty lines.  And  the  in- 
dustry is  almost 
religiously  biparti- 
san. Its  leading  po- 
litical action  com- 
mittee, Technology 
Network,  better 
known  as  TechNet, 
has  allies  in  both 
parties.  "You  see 
people  focusing  on 
issues,  not  on  par- 
ties," says  Raul  J. 
Fernandez,  chair- 
man and  founder  of 
Proxicom  Inc.,  a  Net  consulting  compa- 
ny in  Reston,  Va. 

And  with  the  New  Economy  sizzling, 
is  it  any  wonder  that  politicians  of  every 
stripe  are  singing  high  tech's  tune?  "It's 
hot,"  says  Representative  James  P.  Moran 
(D-Va.),  co-chair  of  the  New  Democrat 
Coalition.  "It's  the  new  'new  thing'  in 
politics  to  be  with  the  tech  sector."  Adds 
GOP  high-tech  lobbyist  Ed  Gillespie: 
"Everyone  wants  to  feed  the  goose  that 
lays  the  golden  egg,  not  kill  it." 

It's  not  the  first  time  Washington  has 


EST 


The  Digital  Dozen 

A  bipartisan  bunch  of  the  Hill's  top  tech-savvy  lawmakers 


SEN.  SPENCER  ABRAHAM 
(R-MICH.) 

High-tech's  favorite  Repub- 
lican senator;  champion  of 
hiking  the  number  of  visas 
for  highly  skilled  workers 

REP.  TOM  DAVIS  (R-VA.) 

His  Northern  Virginia 
district  is  in  the  midst 
of  a  dizzying  tech  boom; 
chairman  of  the  National 
Republican  Congressional 
Committee 

REP.  LLOYD  D0GGETT(D-TEX.) 

Austin  liberal;  represents  the 
growing  Silicon  Hills  of  central 
Texas;  avid  free-trader;  emis- 
sary to  the  Democratic  left 

REP.  CAL  DOOLEY  (D-CALIF.) 

Co-chairman  of  New 
Democrat  ic  Coalition; 
evangelist  for  technology; 
crucial  pro-tech  vote-getter 


REP.  DAVID  DREIER  (R-CALIF.) 

Chairman  of  the  House 
Rules  Committee;  fierce 
free-trader  and  backer  of 
normalized  trade  with  China 

REP.  ANNA  ESH00  (D-CALIF.) 

Silicon  Valley's 
congresswoman;  leading 
voice  on  industry  issues, 
from  encryption  to 
accounting  procedures 

REP.  BOB  G00DLATTE  (R-VA.) 

Everybody's  favorite 
Hill  technogeek;  co-chair  of 
Congressional  Internet  Caucus 

SEN.  JOHN  KERRY  (D-MASS.) 

Newcomer  to  e-issues,  but  emerging 
as  the  Senate  Democrats'  most  ar- 
ticulate advocate  for  tech 

SEN.  JOHN  McCAIN  (R-ARIZ.) 

As  chairman  of  the  Senate  Commerce 
Committee,  he's  the  single  most  powerful 


put  an  industry  on  a  pedestal.  Ir 
1950s,  General  Motors  Corp.  Pres: 
Charles  E.  Wilson  said:  "What  is 
for  General  Motors  is  good  for  the  < 
try,  and  what  is  good  for  the  count 
good  for  General  Motors."  Now, 
economist  Robert  D.  Atkinson  ol 
Progressive  Policy  Institute,  a  cer 
Democratic  think  tank,  "high  tech 
the  same  boat  as  the  auto  industr 
then.  People  see  it  as  having  the 
level  of  importance  and  think  we 
to  get  it  right." 

ODD  COUPLES.  The  Digital  Defer 
are  an  unlikely  bunch.  Their  overall] 
ing  records  run  the  gamut  from  li 
to  conservative,  and  their  odd-c 
pairings  on  tech  issues  sometimes 
chuckles  in  the  Capitol.  On  Internet! 
ation,  for  example,  liberal  Democ 
Senator  Ron  Wyden  of  Oregon  t 
up  with  conservative  Republican 
resentative  Christopher  Cox  of  Ca 
nia.  And  the  prime  movers  behin 
House  bill  to  raise  the  cap  on  visa 


Hill  player  on  high-tech  matters;  top 
recipient  of  industry  campaign  dollars  I 

REP.  JIM  MORAN  (D-VA.) 

House  Democrats'  "go-to  guy"  on  tech 
issues;  a  master  at  building  bipartisan 
coalitions 

REP.  ELLEN  TADSCHER  (D-CALIF.) 

Former  Wall  Street  investment  banker; 
pro-business  centrist;  committe 
internationalist;  effective  voice  | 
for  high-tech  R&D 

REP.  BILLY  TAUZIN 
(R-LA.) 

Preeminent  House 
player  on  telecom; 
opposes  Internet  taxes; 
possible  next  chairman 
of  House  Commerce  Committee 

DATA:  BUSINESS  WEEK 
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this  book  is  hard 
to  bett 

— The  Eco 

"An  important  strategic 

guide...  I  recommend 

it  highly/' 

— Clayton  Christensen, 

Harvard  Business  School, 

author  of  The  Innovator's  Dilemma 


LE  OR  COMING  SOON  IN 
THAN  TEN  LANGUAGES 


ston 
Consulting  Group 

www.bcg.com 


Harvard  Business  School  Pies 
www.blowntobits.com 


Government 


foreign  high-tech  workers  are  Repre- 
sentative David  Dreier  (R-Calif.),  a 
staunch  pro-life  conservative,  and  Rep- 
resentative Zoe  Lofgren  (D-Calif.),  a 
pro-choice  liberal. 

But  for  all  their  diversity,  tech's  spear 
carriers  share  key  values  that  let  them 
operate  as  a  political  force.  The  ideo- 
logical underpinnings  of  the  emerging 
coalition:  support  for  freer  trade,  a  lim- 
ited but  distinct  role  for  government, 
better  public  schools,  lower  taxes,  mini- 
mal regulation,  open  immigration,  and 


brightest  staffers  from  Capitol  Hill 
the  White  House.  AOL,  for  exam 
boasts  Andrew  Weinstein  and  Lisa  1 
son,  top  aides  of  ex-House  Spea 
Newt  Gingrich,  and  longtime  Sen 
Democratic  aide  Diane  Dewhirst. 

Techies  will  need  all  the  friends  t 
can  get  in  the  coming  months.  The 
dustry  is  taking  a  leading  role  in  pi 
ding  Congress  to  liberalize  trade  v 
China  by  granting  Permanent  Nor 
Trade  Relations.  It's  an  uphill  bat 
Some  of  tech's  newfound  friends 


Whatever  Techies  Want. . . 


WHAT  THEY'VE  WON 


IMMIGRATION  More  visas  for  foreign 
high-tech  workers 

INVESTOR  LAWSUITS  Tighter  limits 
on  when  shareholders  can  sue  after 
stock  prices  plunge 

INTERNET  TAXES  A  three-year  ban 
on  taxes 

Y2K  LAWSUITS  Curbs  on  corporate 
liability  for  Year  2000  computer 
glitches 

EXPORT  CONTROLS  Relaxation 
of  restraints  on  exports  of  comput- 
ers and  encryption  technology 
to  politically  sensitive  nations 

R&D  TAX  BREAK  Five-year 
extension  of  the  tax  credit  for 
research  and  development 

ONLINE  COPYRIGHTS  Piracy 
protection  for  software,  music,  and 
literary  works  on  the  Internet 


an  economics-based  foreign  policy.  "It's 
neither  a  liberal  nor  conservative  agen- 
da," says  George  Vradenburg  III,  se- 
nior vice-president  of  America  Online 
Inc.  "It's  an  agenda  shared  by  leaders  of 
both  parties." 

And  the  changing  power  grid  on  Capi- 
tol Hill  is  mirrored  on  K  Street,  where 
new  trade  groups  and  lobbying  firms  are 
springing  up.  New  Economy  groups, 
such  as  ITI  and  the  Information  Tech- 
nology Association  of  America,  have 
joined  such  established  Industrial  Age 
players  as  the  National  Association  of 
Manufacturers  in  Washington's  pantheon 
of  power.  ITl's  high-tech  voting  guide  is 
now  a  closely  watched  handle  on  who's  in 
and  who's  out  of  favor  in  techland. 

To  do  their  bidding  inside  the  Belt- 
way, tech  companies  and  trade  groups 
are  loading  up  on  some  of  the  best  and 


WHAT  THEY'RE  AFTER 


CHINA  TRADE  Permanent  Normal 
Trade  Relations  with  Beijing 


IMMIGRATION  Yet  another  hike  in 
the  number  of  visas  for  foreign 
high-tech  workers 


ELECTRONIC  SIGNATURES 

A  national  standard  for  the  electror 
ic  equivalent  of  written  signatures 


EXPORT  CONTROLS  Limiting  the 
time  Congress  may  review  any  easin 
of  curbs  from  six  months  to  30  days 


ONLINE  PRIVACY  Defeat  of 
legislation  to  protect  consumer 
information  on  the  Internet 


ACCOUNTING  RULES  Preservation 
of  "pooling  of  interests"  rules  that 
make  it  more  advantageous  for  tecl 
companies  to  merge 


STOCK  OPTIONS  Defeat  of  a 
proposal  to  make  repricing  of  stock 
options  an  accounting  expense 

Capitol  Hill  are  reluctant  to  impn 
trade  ties  with  China  because  of  its 
bor  practices  and  a  track  record  of  r 
gious  persecution.  Consumer  grou 
meanwhile,  are  wary  of  industry-bad 
bills  that  would  give  electronic  sig 
tures  the  same  legal  standing  as  writ 
ones.  And  they're  urging  Congress 
regulate  online  privacy — something 
industry  insists  is  unneeded. 

But  with  their  widening  circle  of  C 
tol  Hill  friends,  techies  won't  face  ms 
legislative  setbacks.  In  fact,  as  more 
more  lawmakers  grasp  the  power  of 
tech  sector's  growing  economic  and 
litical  muscle,  the  ranks  of  the  Dig 
Defenders  are  only  likely  to  expand. 

By  Amy  Borrus  and  Richard 
Dunham,  with  Lorraine  Woellert  a 
Catherine  Yang,  in  Washington,  a 
Jim  Kerstetter  in  Silicon  Valley 
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ANNOUNCING  A  DAILY  DOUBLE 
THAT'S  A  SURE  THING. 


REGISTER  FOR  THE  MARRIOTT/VISA  DAILY  DOUBLE  AND  START  EARNING 
DOUBLE  POINTS  TOWARD  FREE  VACATIONS  TWICE  AS  FAST. 


Staying  at  Marriott  and  Renaissance  hotels  is  always  rewarding. 
And  now  it's  twice  as  rewarding.  Because  from  April  1  to  June  30, 
Marriott  Rewards'  members  earn  double  points.  Just  call 
1-800-442-9929  or  click  on  marriottrewards.com  and  register 
for  the  Marriott/Visa  Daily  Double.  (By  the  way,  current  members 
will  also  need  to  call.)  Then,  after  paying  for  your  first  Marriott 
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or  Renaissance  stay  with  your  Visa'  card,  every  subsequent  Visa- 
paid  stay  earns  double  points'  All  of  which  adds  up  to  getting 
free  rooms  at  more  than  400  exciting  Marriott  and  Renaissance 
hotels  around  the  world  and  all  the  other  goodies  from 
Marriott  Rewards  in  double  time.  (Talk  about  a  sure  thing.) 
For  reservations,  call  your  travel  agent  or  call  1-800-627-7468. 
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Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 

For  over  75  years  we  have  successfully  managed  the 
assets  of  life  insurance  policy  holders.  This,  together 
with  the  close  cooperation  of  our  global  partners  and 
the  experience  of  our  asset  management  team  leads  to 
improved  long-term  investment  performance.  It's  no 
wonder  then,  that  we  were  recently  awarded  the  pres- 
tigious Standard  &  Poor's  AAA  rating.  Maybe  that's  why 
we  insure  more  Fortune  500  companies  worldwide 

than  anyone  else.  Allianz.  The  Power  Beside  You. 
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Allianz  ® 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 
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What  started  almost  thirty 

years  ago  as  the  brainchild 

of  six  IBM  dropouts  is 

today  a  software  titan 

second  only  to  Microsoft. 

The  story  of  SAP  is  a  fascinat- 
ing and  probing  look  into  a 
technology  megaforce— the 
high-wire  personalities  and 
brilliant  business  strategies, 
how  it  got  to  the  top  and 
where  it's  headed  next. 
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POLITICS 


HIGH-TECH  HERO, 
RUST-BELT  RAGE 

Championing  Silicon  Valley  won't  necessarily  get  you  reelect) 


... 


I 


These  days,  wags  say,  Washington 
politicians  come  in  one  of  two  vari- 
eties: Rust  Belt  or  Tech  Belt.  But 
when  it  comes  to  Senator  Spencer  Abra- 
ham (R-Mich.),  geography  is  definitely 
not  destiny.  Although  he  is  a  social  con- 
servative from  the  heartland,  his  interests 
range  far  beyond  grain  and  auto  parts.  In 
just  four  years  on  the  job,  the  soft-spo- 
ken senator — a  onetime  chief  of  staff  for 
former  Vice-President  Dan  Quayle  and 
state  gop  party  chairman  in  Michigan — 
has  vigorously  championed  the  cause  of 
the  New  Economy.  "He  had  the  intel- 
lectual reach  to  grasp  this  stuff  before 
anyone  else,"  says  Rhett  Dawson,  presi- 
dent of  the  Information  Technology  In- 
dustry Council,  a  trade  group 
in  Washington. 

Abraham  has  sponsored 
bills  that  would  increase  the 


SILICON  VALLEY 
ON  CAPITOL  HILL 


number  of  visas  for  foreign  workers,  al- 
low broader  use  of  electronic  signatures, 
and  protect  companies  from  cyber- 
squatters  who  acquire  Internet  ad- 
dresses to  resell  them  at  big  profits. 
KUDOS.  But  Abraham's  fondness  for  the 
New  Economy  may  be  playing  better  in 
Silicon  Valley  than  in  Saginaw.  "I  think 
the  guy  really  believes  in  this  stuff," 
says  Bill  Ballinger,  editor  of  Inside 
Michigan  Politics.  "But  I  just  don't  think 
any  of  it  is  going  to  cut  it  as  an  issue." 


SENATOR  ABRAHAM:  Can 

Michigan's  GOP  incumbent 
beat  Stabenow  (right)? 

While  he  has  generat- 
ed kudos  and  lots  of  mon- 
ey from  tech  companies, 
Abraham  is  one  of  the 
GOP's  most  endangered  incumbents, 
can't  break  45%,"  says  Ed  Sarpoli 
pollster  at  epic/mra  in  Lansing. 
Abraham  faces  a  tough  Democratic 
lenger,  Representative  Debbie  Stabei] 
herself  a  tech-savvy  centrist  who  is 
connected  to  labor. 

Abraham  insists  the  New  Econor 
as  important  in  Michigan  as  anywl 
else:  "You  can't  walk 
an  assembly-line  floor  of  | 
auto  company  or  parts 
ufacturer  and  not  encouil 


people  working  with  high-tech  skil 
Still,  even  he  sounds  uncertain  ah 
whether  his  tech  image  will  catel 
at  home:    "I'm  not  sure  how  it  playsj 
litically,"  he  says. 

One  issue — immigration — may  < 
be  hurting  him.  The  grandson  of 
anese  immigrants,  Abraham  has 
a  longtime  backer  of  more  open 
ders.  But  Sarpolus  figures  that  All 
ham's  push  to  increase  the  numbei 
visas  available  for  tech  workers  c\ 
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hat  do  you  call  a 

mpany  that  can  bring 

you  MP3  playback, 

e-mail  and  Internet 

access  -  all  while 

you're  sitting 

in  traffic? 


■  Delphi  Automotive  Systems,  we're  busy 
insforming  visionary  technology  into  real 
oclucts.  Delphi  has  already  received  over 
'.5  billion  in  orders  for  its  Communioort 
lobile  MultiMedia  Systems. 

^Iphi  is  pioneering  the  application  of  technologies 
[e  Bluetooth'"  wireless  interface,  Wireless 
.plication  Protocol  (WAP),  interactive  speech 
chnology  and  satellite  radio.  And  we're  using 
icjse  technologies  to  connect  consumers  with 
pvanced  communication,  information  and 
itertainment  systems  designed  to  enhance 
time  spent  in  their  vehicles.  For  a  glimpse 
ho  the  future,  visit  www.delphiauto.com. 
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him  10  percentage  points  of  support. 
"He's  already  getting  the  votes  of  peo- 
ple who  are  excited  about  high  tech," 
Sarpolus  says.  "But  he  has  to  worry 
about  young,  blue-collar  males  who  are 
worried  about  their  jobs." 

Neutralizing  the  issue  will  cost  mon- 
ey. And  that's  something  Abraham 
should  have  plenty  of,  thanks  in  large 


part  to  the  technology  lobby.  In  1999, 
communications  and  electronics  compa- 
nies gave  him  nearly  $250,000,  accord- 
ing to  the  nonpartisan  Center  for  Re- 
sponsive Politics.  That  has  helped  him 
raise  more  than  $4.7  million.  By  No- 
vember, he  is  expected  to  pull  in  near- 
ly $12  million;  Stabenow  will  be  lucky 
to  get  $6  million. 


Abraham  embraced  the  New  Eco 
my  long  before  even  tech  companies 
alized  how  important  Washington  \ 
going  to  be  to  them.  Among  tech  ex 
and  their  lobbyists,  he  is  a  hero.  But 
less  he  can  talk  more  Michigan  vot 
into  caring,  he  may  be  just  another 
employed  visionary  come  January. 

By  Howard  Gleckman  in  Washing 


COMMENTARY 


By  Paula  Dwyer 


BREAKS  FOR  HIGH  TECH:  PORK  IS  PORK 


It  wasn't  so  long  ago  that  high-tech 
execs  shunned  Washington  and 
clutched  their  wallets  when  candi- 
dates came  calling.  My,  what  a  differ- 
ence a  few  years  and  a  very  high- 
profile  antitrust  suit  can  make. 

Today,  Washington  is  crawling  with 
tech  lobbyists.  Industry  campaign 
contributions  this  election  cycle  could 
triple  the  1992  level  (chart,  page  76). 
Congress,  entranced  by  this  generator 
of  jobs,  votes,  and  largesse,  dotes  on 
high  tech  and  grants  exceptional  ac- 
cess to  its  Washington  reps.  "People 
on  the  Hill  seem  to  be  tripping  over 
themselves  in  their  euphoria  over 
high  tech,"  says  Frank  Torres  of 
Consumers  Union,  which  favors  priva- 
cy legislation  that  techies  oppose.  "It's 
almost  like  they  can  do  no  wrong." 

But  as  in  past  eras  when  one  in- 
dustry became  the  teacher's  pet  of 
Congress,  this  relationship  is  in  dan- 
ger of  turning  into  good  ol'  pork-bar- 
rel politics.  Sure,  Congress  should 
nurture  the  high-tech  industry,  which 
produces  millions  of  jobs  a  year  and 
fuels  the  economic  expansion.  But  it 
should  continue  to  weigh  high 
tech's  wishes  against  other 
pressing  needs  and  expose 
those  wishes  to  public  debate. 

Case  in  point:  Internet  taxes.  Con- 
gress' advisory  panel  on  whether  to 
tax  goods  sold  over  the  Net  failed  to 
muster  the  necessary  two-thirds  ma- 
jority to  recommend  an  e-tax  ban. 
No  matter.  Lawmakers  are  rushing 
to  pass  legislation  that  would  extend 
an  existing  moratorium  on  new  In- 
ternet taxes,  which  doesn't  even  ex- 
pire until  October,  2001.  House  Mi- 
nority Leader  Richard  A.  Gephardt 
(D-Mo.)  would  add  three  years; 
House  Speaker  J.  Dennis  Hastert  (R- 
111.)  would  one-up  him  by  adding  five. 

In  a  rush  to  show  its  high-tech 


hipness,  Congress  is  pretending  that 
keeping  the  Internet  tax-free  isn't 
the  subject  of  bitter  dispute.  So  why 
are  cities  and  states  so  worried  that 
the  Net  soon  could  deprive  them  of 
half  their  sales-tax  revenues,  which 


pay  for  education 
and  health  care?  And  why  did  such 
Main  Street  retailers  as  Circuit  City 
Stores,  RadioShack,  and  Sam's  Club 
come  to  Washington  on  Apr.  7  to 
complain  that  a  tax-free  Net  puts 
them  at  a  competitive  disadvantage? 

Lawmakers  hardly   no- 
ticed the  naysayers.  They 
were  too  busy  swapping 
stories  about  Bill  Gates 
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appearing  in  their  offices  a  few  days 
earlier.  The  Microsoft  Corp.  chair- 
man, facing  a  court  ruling  that  his 
company  repeatedly  violated  anti- 
trust law,  was  treated  like  a  rock 
star.  He  met  with  scores  of  House 


Republicans  and  Senate  Dems  and 
had  private  talks  with  leaders  of 
both  parties.  House  Republicans 
even  had  the  gall  to  ask  Gates  to  up 
his  contributions  to  GOP  candidates. 
The  message:  It's  time  you  rewarded| 
us  for  supporting  your  cause. 

Not  all  of  Congress'  techno-pork 
plans  seem  so  craven.  It  would  ap- 
pear hard  to  oppose,  for  example,  in-| 
dustry  efforts  to  close  the  digital  di- 
vide. Indeed,  dozens  of  lawmakers 
have  joined  President  Clinton  in  of- 
fering measures  to  help  minority 
households  catch  up  to  the  online-ac- 1 
cess  rates  of  whites.  Clinton.wants 
to  extend  by  three  years  an  existing 
tax  deduction,  due  to  expire  this 
year,  for  companies  that  donate  com- 
puter hardware  and  software  to 
schools.  He  would  also  add  libraries 
and  community  centers  in  low-income 
areas  to  the  list  of  eligible  recipients.  | 
DOUBLE  DIP.  Sounds  good,  but  a  clos- 
er look  reveals  that  the  deduction 
smacks  of  corporate  welfare.  The  tax  | 
break  lets  companies  write  off  twice 
the  cost  of  producing  equipment.  Dell| 
Computer  Corp.,  for  example,  could 
deduct  $200,000  for  donating  Pes  that| 
cost  just  $100,000  to  make.  With  few 
exceptions,  no  other  corporate  chari- 
table contributions  qualify  for  such 
special  treatment.  The  hit  to  taxpay- 
ers: $10  billion  over  10  years. 

It's  no  surprise  that  high  tech,  like  I 
the  rest  of  Corporate  America,  wants| 
special  favors.  But  Con- 
gress must  be  careful  not  | 
to  discriminate  against 
the  Old  Economy  or  sad- 


dle taxpayers  with  hidden  subsidies 
as  it  rushes  to  win  the  hearts — and 
campaign  checks — of  Silicon  Valley. 

Dwyer  monitors  congressional 
largesse  as  Washington  News  Editor. 
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finishes  documents  others 

can't  even  start. 

**—  Imagine  creating  200-page,  three-hole-punch  documents  right  from  your  desktop. 

The  Canon  imageRUNNER  600  Digital  Production  System  lets  you  do  just  that.     Sa( 

With  ingeniously  easy-to-operate  Canon  document  finishing  software  and  the  touch  of  a  mouse, 
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COMMENTARY 


By  David  Fairlamb 


TAME  THE  CURRENCY  MARKETS?  THINK  AGAIN 


The  euro  is  plunging.  The  yen  is 
soaring.  The  dollar  hovers  in  be- 
tween. This  volatility  can  cer- 
tainly seem  unnerving.  As  the 
euro  weakens,  the  prices  of 
imports  into  Europe  in- 
crease and  inflationary 
pressures  grow.  A 
strong  yen  could  abort 
Japan's  nascent  eco- 
nomic recovery.  The 
dollar's  appreciation 
against  the  euro 
makes  life  difficult 
for  U.S.  exporters. 
If  the  euro  were 
now  suddenly  to 
appreciate  against 
the  dollar — a  dis- 
tinct possibility  giv- 
en that  the  euro 
zone  economy  is  on 
the  rebound — financ- 
ing Uncle  Sam's  bur- 
geoning trade  deficit 
could  be  a  real  problem 
No  wonder  some  econo- 
mists and  politicians  say  cen- 
tral bankers  should  make  ex- 
change-rate stability  their  first 
priority. 

European  Union  policymakers 
joined  their  ranks  after  a  summit  in 
Lisbon  on  Apr.  8,  when  they  dis- 
cussed ways  to  strengthen  the  euro, 
which  has  lost  more  than  16%  of  its 
value  against  the  dollar  since  its 
launch  15  months  ago.  Currency  in- 
stability will  also  be  on  the  agenda  of 
the  G7  meeting  in  Japan  in  July.  And 
Robert  A.  Mundell,  the  Nobel  laure- 
ate economist  and  father  of  the  euro, 
is  now  arguing  that  Japan,  the  U.  S., 
and  the  euro  zone  should  work  to- 
ward fixing  their  exchange  rates. 
Their  central  banks  should  jointly  in- 
tervene in  the  spot  and  forward  mar- 
kets to  ensure  that  exchange  rates 
reflect  economic  fundamentals,  he 
says.  And  they  should  use  monetary 
policy  to  minimize  volatility. 

Trouble  is,  they  shouldn't.  Currency 
strategists  don't  believe  that  kind  of 
intervention — let  alone  fixed  exchange 
rates — should  even  be  considered.  For 
one  thing,  currencies  are  no  more 
volatile  now  than  they  have  been  for 
most  of  the  past  decade.  "That's  even 


HANDS  OFF 

The  euro  may  no  longer  seem  like 
a  reason  to  party,  but  forcing  it 
into  a  straitjacket  is  an  awful  idea 

true  for  the  euro,"  says  Jim  O'Neill, 
chief  currency  economist  at  Goldman, 
Sachs  &  Co.  in  London.  Economists 
created  a  synthetic  euro  to  see  how 
the  currency  would  have  behaved  if  it 
had  existed  before  1999  and  concluded 
that  it's  no  less  stable  today  than  it 
would  have  been  in  the  1980s  and 
1990s.  Besides,  the  euro  zone  is  a  rel- 
atively closed  economy  in  which  for- 
eign trade  accounts  for  less  than  15% 
of  gross  domestic  product.  So  gyrat- 
ing exchange  rates  wreak  less  havoc 
than  they  might  in  a  more  open  econ- 
omy, such  as  Britain's,  where  foreign 
trade  accounts  for  some  35%  of  GDP. 
Nor  is  there  strong  evidence  that 
today's  exchange  rates  are  out  of  kil- 
ter. So  what  if  the  euro  has  fallen 
dramatically?  The  fact  is  that  since 


January,  1999,  U.  S.  growth  and  in- 
terest rates  have  been  higher  than  i 
the  euro  zone.  So  it's  hardly  sur- 
prising that  capital  has  headed 
there,  driving  up  the  value  c 
the  dollar.  Robin  Marshall, 
director  of  European  re- 
search at  Chase  Man- 
hattan Bank  in  Lon-i 
don,  argues  that  the 
dollar  is  probably 
fairly  valued.  "Ever 
if  it  isn't,  I  think 
it's  arrogant  of  cen 
tral  bankers  or 
anyone  else  to  say 
they  know  better 
than  the  market 
what  is  its  correct 
value,"  he  says. 
Forcing  curren- 
cies into  a  straitjack 
et  designed  by  centra| 
bankers  wouldn't  mak 
ense  even  if  rates  wen 
clearly  misaligned.  The 
maneuver  would  simply 
shift  instability  from 'a  coun- 
try's currency  market  to  other 
areas  of  the  economy,  where  it 
could  create  more  trouble  by  makin 
inflation  or  employment,  instead  of 
exchange  rates,  much  more  volatile. 
"MONSTERS."  And  that  assumes  cen- 
tral bankers  can  control  the  forex 
market.  In  truth,  they  can't.  With  it; 
turnover  of  $2  trillion  to  $3  trillion  a 
day,  the  forex  market  dwarfs  all  oth-| 
er  financial  markets,  as  well  as  the 
reserves  of  the  world's  central  banks 
Attempts  to  manage  exchange  rates 
typically  fail,  even  when  countries 
seem  to  have  the  financial  muscle  to 
take  on  the  markets.  "Currencies  ar 
monsters,"  says  David  Bloom,  a  cur- 
rency economist  at  hsbc  Investment 
Bank  in  London.  "You  try  to  control 
them  at  your  peril." 

What  central  bankers  should  do  is 
control  the  money  supply,  keep  the 
lid  on  inflation,  and  lobby  their  gov- 
ernments to  implement  sensible  fisca 
and  economic  policies.  When 
economies  converge,  their  exchange 
rates  will  be  less  volatile.  There 
aren't  any  shortcuts. 


Fairlamb  covers  European  finance 
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IBM     IS     Pf/./VfR/A/6r     UNlA_    for     T 

next   Generation    of'e-BusiNes 

With  the  next-generation  Internet,  your  Weh  site  absolutely  has  to  deliver  what  it  promises:  cookbooks,  downloar 
music,  tuition  payments,  stock  transactions,  streaming  video,  million-dollar  aircraft  components,  everything. 

It's  a  whole  new  Internet.  And  online  visitors  and  customers  expect  perfection. 

Clearly,  the  most  critical  component  in  this  Web-based  environment  is  the  server.  It's  the  most  important  tJ 
point  between  you  and  your  customers.  II  the  server  can't  handle  sudden  spikes  in  traffic,  it  will  crash.  And  whB 
goes  down,  it  takes  everything  with  it:  sales,  service,  reps  in  the  field,  your  reputation,  the  works.  The  server  gc 
down,  the  phones  light  up.  If  you're  big  enough,  it  winds  up  on  national  news. 

This  is  why  those  Web  sites  of  most  consequence  are  powered  by  UNIX®:  their  portals,  their  transaction  sen 
their  storage  servers.  Why?  I  M\  is  amazingly  powerful,  enormously  scalable  and  extremely  reliable.  UNIX  is  tl 
foundation  of  the  next  Internet.  Those  who  adopt  the  fastest  and  most  reliable  UNIX  technology  will  rule  theWI 

Over  150,000  companies  around  the  world,  from  Fortune  500  companies  to  net-gen  companies  like  2TheI 
VoicePlanet.com  and  Quik  Internet,  rely  on  IBM  UNIX  systems. 


IBM  IS  DELIVERING  ON  PIZZA  BOXES.  For  Web  hosting,  the  IBM  B50  is  the  ultimate  rack-ready, 
pizza-box-sized  UNIX  server.  Its  fast  becoming  the  choice  lor  ISl's.  Affordable  IBM  B50  Web  portal 
servers  are  among  the  fastest  single-processor  Web  servers  available  and  have  scalability  that 
makes  it  difficult  for  an  ISP  to  outgrow.  You  can  rack  and  stack  them  as  you  gain  tralfic. 


IBM  IS  DELIVERING  ON  THE  MOST  POWERFUL  WEB  SERVERS.  IBM's  S80  UNIX  server  is  the  fastest, 
most  powerful  UNIX  server  anywhere?  Nearly  twice  as  fast  at  Web  serving  as  HP's  fastest  server. 
With  more  processing  power  than  the  former  leader,  Sun,  at  roughly  half  the  cost  per  transaction. 
This  speed  allows  for  the  enormous  broadband  data  flows  that  are  just  over  the  horizon. 

IBM  IS  DELIVERING  ON  INTEL-BASED  UNIX  SERVERS.  IBM  NUMAQ'  data  center  servers  are  the  only 
Intel -based  UNIX  solution  that  can  scale  up  to  256  processors,  providing  the  headroom  companies 
need  to  sustain  a  growing  e-business.  It's  been  called  the  world's  first  Intel-based  mainframe. 

IBM  IS  DELIVERING  ON  UNIX  DOWN  THE  ROAD.  IBM,  working  with  Intel  and  SCO,  is  developing 
the  UNIX  operating  system  for  the  new  64-bit  Intel  architecture,  code  name  Monterey/64.  We're 
planning  to  have  Intel®  Itanium  "processor-based  UNIX  servers  on  the  market  when  diis  new  processor 
becomes  available  in  volume  -  as  early  as  this  fall.  Later  in  the  year,  we  plan  to  oiler  enhanced 
versions  of  S80,  using  silicon-on-insulator  technology.  We  anticipate  performance  benchmarks 
that  many  believed  impossible  even  just  a  few  months  ago. 


1        I 
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Few  Internet  companies  have  grown  taster. . 
giant  in  Web  retailing,  buy.com  relies  on  IBl 
high-volume  Weh  servers  it  won't  outgrow. 
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IBM,  DB2  Universal  Database,  RS/6000,  Netfinity,  S/390.  VisualAge,  WebSphere  and  the  e-business  logo  are  trademarks  or  registered  trademarks  ot 
International  Business  Machines  Corporation.  Java  and  all  Java-related  trademarks  and  logos  are  trademarks  or  registered  trademarks  ot  Sun 
Microsystems.  Inc.  in  the  United  States  and  other  countries.  Lotus  and  Domino  are  trai  iemarks  or  registered  trademarks  of  Lotus  Development  Corporation 
UNIX  is  a  registered  trademark  of  The  Open  Group.  Intel  and  Itanium  are  trademarks  or  registered  trademarks  of  Intel  Corporation.  All  other  products  or 
company  names  are  or  may  be  trademarks  or  registered  trademarks  of  their  respective  companies.  *S80  performance  claims  based  on  SPECweb96 
(as  of  02/23/00)  (webserving)  and  TPC-C  benchmark  (as  of  02/23/00)  (performance)  See  www.specbench  org  and  www.tpc.org  for  further  details.  'Price 
of  Netfinity  3500  M 10  model  865511 Y  with  open  bay  is  based  on  estimated  reseller  price  as  of  2/17/00  and  does  not  include  hard  drive,  operating  systems 
or  other  options.  Actual  reseller  price  may  vary.  Prices,  specifications  and  availabuty  may  change  without  notice.  &2000  IBM  Corp  All  rights  reserved. 


Russia's  historic  museum  uses  IBM  Digital  t.il 
software,  high-resolution  imaging  and  IBM  I  ' 
servers  to  put  2.00(1  pieces  <>f  art  online. 
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\  magic  !xp\  optimized  for  Linux: 
BMNetfinity  3500  M10.  $1,475* 


Open  standards  are  the  key  to  the  next-generation  Internet.  The  long-term  growth  of  the  Internet  is 
about  common  application  platforms  and  integration.  We  believe  Linux  represents  tremendous  progres 
in  both  of  these  directions.  On  the  e-business  Richter  Scale,  Linux  is  an  8.9  shift  in  the  technology  worl   ter  to 
Linux  is  here  to  stay.  IBM  is  making  an  enormous  commitment  to  Linux  (compare  it  to  Sun's  and  HP's), 
to  the  advancement  of  the  open  source  movement  and  to  customers  who  are  betting  their  e-businesses  or 
the  World  Wide  Web  and  the  next-generation  Internet. 

•  Already,  we  have  alliances  with  Red  Hat,  Caldera,  SuSE,  TurboLinux  and  Yellow  Dog. 

•  Today  we  have  Linux-ready  RS/6000®  Netfinity  *  and  S/390   server  platforms. 

•  IBM  has  already  delivered  the  core  of  our  application  framework  for  e-business  on 
Linux,  including  DB2"  Universal  Database^  WebSphere" application  server,  Lotus® 
Domino"  and  VisualAge   for  Java." 

The  IBM  Linux  story  is  exciting  and  still  developing.  The  IBM  UNIX  story  is  as  complete  as  anyone  else's 
in  the  industry.  To  learn  more  about  IBM  UNIX  solutions,  special  trade-in  and  upgrade  offers  and  Start  Nc'1- 
packages,  go  to  www.ibm.com/magicbox/unix. 
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he  Corporation 


HE  PERILS  OF 
AT  PENSION  PLANS 

'estors  beware:  Corporate  income  is  being  puffed  up 


ate  in  the  year,  the  Securities  & 
Exchange  Commission  sends  a  let- 
ter to  the  accounting  profession. 
■  The  idea  is  to  telegraph  issues 
the  SEC  will  be  focusing  on  while 
ewing  Corporate  America's  annual 
arts  the  following  spring.  Predictably, 
li  of  the  ski's  latest  letter  was  de- 
•d  to  the  accounting  challenges  of 
Big   up   the   numbers   in   the   New 
nomy:  Internet  accounting,  revenue 
gnitdon,  charge-offs  fur  research  and 
dopment.  Bui  nestled  in  between 
something  surprisingly   low-tech: 
paragraphs  on  pension  plans, 
'hat  caught  the  skc's  attention  was 
g  profit    kick  many  companies  are 
iving  because  income  is  soaring  on 
r  plans'  investments.   If  returns  on 
-ion  plans  significant Iv  alter  operat- 
results  and  cash  Hows,  the  SEC  made 


clear,  management  needs  to  highlight 
that  impact  in  its  discussion  of  results. 
Many  companies  were  tucking  it  away 
in  a  footnote. 

DOUBLE  LIFE.  Suddenly,  traditional  pen- 
sion plans  are  back  in  the  spotlight. 
Thanks  to  the  longest 
bull  market  in  history 
and  rising  interest  rates, 
which  push  down  corpo- 
rate contributions,  de- 
fined-bonetit     pensions 
have    ceased    to    be    a 
cost  center.  For  a  grow- 
ing number  of  old-line 
industrial       companies 
where  many  such  plans 
air  clustered,  they  have  instead  become 
an   important    income  generator.   "The 

value  of  the  pension  assets  is  growing 
by    leaps    and     bounds,"    says     Bear, 


Pension  returns 

can  even  put 

companies  into 

the  black 


Stearns  &  Co.  accounting  analyst  Pat 
McConnell. 

That's  the  good  news.  But  critics  wor- 
ry that  by  including  pension  gains  in 
operating  income,  companies  might  be 
misleading  investors.  Pension  income  is 
volatile  and  doesn't  reflect  a  company's 
primary  operations,  they  say.  "These 
companies  are  lucky,"  says  Howard 
Schilit  of  the  Center  for  Financial  Re- 
search &  Analysis,  an  independent  re- 
search firm.  He  encourages  investors  to 
strip  out  income  from  these  noncore 
functions  before  judging  a  company's 
performance. 

Across  the  board,  1999  was  certainly 
a  bang-up  year  for  pension-fund  invest- 
ing: The  median  return 
for  large-company  plans 
was  15.7%,  according  to 
pension-fund  adviser 
Wilshire  Associates. 
That  contributed  to  an 
overall  403  increase  in 
pension  assets  over  the 

past  two  years,  esti- 
mates Eric  P.  Lofgren, 
director  of  benefits  con- 
sulting for  Watson  Wyatt  Worldwide,  a 
human-resources  adviser.  At  the  same 
time,  fund  costs  are  growing  much  more 
slowly  or.  in  some  cases,  falling.  A  shift 
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to  cash-balance  plans,  which  combine 
attributes  of  401(k)s  and  traditional  pen- 
sions, has  saved  some  companies  mil- 
lions of  dollars  a  year.  And  by  convert- 
ing to  self-directed  401(k)s,  companies 
can  shift  much  of  the  cost  of  retirement 
to  employees.  Overall  pension  liabilities 
for  U.S.  companies  rose  only  5%  on  av- 
erage in  1998  and  '99,  says  Lofgren. 

For  some  big  industrial  companies, 
the  impact  of  that  widening  surplus  is 
staggering.  At  General  Electric  Co.,  al- 
most 9%  of  1999's  operating  income  can 

Stepped-up  demands 

from  unions  could 

whittle  down  the 

pension  surplus 


BELLSOUTH:  WRINGING 
PROFITS  FROM  PENSIONS 

Pension  assets  are  soaring  on 
investment  gains,  as  costs  drop 


OBLIGATIONS 
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be  traced  to  its  $1.4  billion  pen- 
sion credit.  At  Northrop  Grum 
man  Corp.,  36%  of  operating 
income,  or  $353  million, 
came  from  its  pension 
windfall.  And  pension  gains  even  helped 
push  usx-U.  S.  Steel  Co.  into  the  black 
— a  fact  that  management  made  clear  in 
its  annual  report. 

"BIG  NUMBERS."  Pension  income  also 
can  be  the  gift  that  keeps  on  giving. 
Timber  company  Weyerhaeuser  Co.,  for 
example,  recorded  a  stun- 
ning 29%  return,  or  $831  mil- 
lion, on  its  pension  fund  last 
year.  But  pension  accounting 
allows  companies  to  book 
only  as  much  income  as  they 
had  projected  they  would 
earn  at  the  beginning  of  the 
year.  That  meant  Weyer- 
haeuser, after  costs,  took 
$102  million  of  its  gain  as  '99 
income,  or  a  modest  8%  of 
operating  earnings.  The  rest 
is  added  to  a  $1.7  billion 
fund  that  will  be  doled  out 
into  earnings  over  time — 
typically  10  to  20  years  or 
whatever  the  company  esti- 
mates as  the  working  life  of 
its  existing  workers.  Weyer- 
haeuser's  excess  looks  huge 
until  you  st:  k  it  up  against 
General  Ele:  trie's  $16.9  bil- 
lion stash  or  SBC  Communi- 
cation Inc.'s  $  1 7.9  billion. 

The  proble  n  is  that  all 
this  pension  inc  ime  creates  a 
potentially  powerful  device 
to  smooth  earning  s.  Compa- 
nies can  increas-    the  next 


year's  income  by  boost- 
ing assumptions  about 
pension  performance. 
And  accumulated  gains 
can  provide  billions  to 
be  dripped  into  earnings 
over  the  next  two 
decades.  "Analysts 
ought  to  be  looking  at 
this  stuff.  It's  big  num- 
bers," cautions  Jack  T. 
Ciesielski,  editor  of  The 
Analyst's  Accounting 
Observer. 

It  could  also  be  creat- 
ing an  unhealthy  incen- 
tive to  boost  the  risk  of 
pension  investments.  Pension  funds  today 
allocate  67.5%  of  then-  assets  to  domestic 
and  international  stocks,  says  researcher 
Greenwich  Associates.  That's  up  from 
59.8%  five  years  ago.  Meanwhile, 
investments  have  fallen  in 
bonds,  guaranteed  investment 
contracts,  and  cash.  That  strat- 
egy looks  good  now,  while  re- 
turns are  strong.  But  it  leaves 
pensions  more  vulnerable  to  a 
stock  market  downturn. 
Naturally,  unions  have  taken  note  of 
the  extraordinary  health  of  manufac- 
turers' pension  plans.  Their  stepped- 
up  demands  could  also  whittle  down 
the  surplus.  Last  year,  the  United 
Steelworkers  made  pension  improve- 
ments a  top  priority  in  its  negotiations 


A  Golden  Future 


Pension  funds  are  throwing  off  income  that's  padding  the 

profits  of  some  big  companies — and  will 

continue  to  do  so  for  years  to  come 


INCOME  FROM 
PENSION  FUND  IN  1999 
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with    usx-U.  S.    S 
Group.  One  reason 
cording  to  a  union 
cial  close  to  the  t; 
"All     the     compa 
have  relatively  hea 
plans   compared 
where   they   were 
years  ago."  The  u 
was  able  to  seem 
per-year    pension 
crease  of  4%  to  5c/< 
all  current  and  ret 
usx  workers.  In  : 
the  company  says, 
added  $381  miilior 
pension      obligati 
But  thanks   to   the   steel   compa 
strong  investment  returns  and  s 
changes  to  its  assumptions,  usx 
still  able  to  reduce  obligations  by  1 
The  result  was  an  income  gain  of  $ 
million,  changing  a  loss  to  a  profit 
REDUCED  COSTS.  Some  companies  ] 
recently  reduced  their  pension  costt 
switching  to  cash-balance  benefit  pi 
By  spreading  pension  allocations  n 
evenly  over  a  worker's  years  and 
lowing  employees  to  take  more  mo 
with  them  when  they  leave,  these  p 
benefit  newer  employees.  But  they 
cut  some  older  workers'  payouts.  O 
all,  cash-balance  plans  have  redu 
pension  costs  at  45%  of  the  compai 
that  adopted  them,  according  to  a 
cent  study  by  Watson  Wyatt.  BellSo 
Corp.,     which     made 
switch  last  year,  saw  ] 
pension  obligations  fall 
to  $13  billion,  while  as 
grew   15%,   to   $21   bill 
Electronic    Data    Syste 
Corp.  also  reaped  a  wind 
According  to  eds's  1998 
nual  report,  its  transitior 
a    cash-balance    model 
duced     its     future    ben 
obligation  by  $492  millior 

Rising  interest  rates 
boost  pension  performa 
even  more  this  year, 
Thomas  D.  Levy,  senior  v 
president  and  chief  actu 
of  the  Segal  Company,  an 
tuarial  and  consulting  fn 
But  the  boom  times  can't  ] 
forever.  And  if  funds  und 
perform  expectations  in 
future,  pension  contribute 
to  the  bottom  line  will  shr 
el.  Investors  are  finding 
that,  just  like  retirees,  tl 
need  to  watch  their  pensk 
like  a  hawk. 

By    Nanette    Byrnes 
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Will  your  company  be  an  e-business  success  story? 

■  The  Internet  economy  has  changed  everything:  business  models,  relationships  with 
customers,  partners,  and  suppliers — indeed,  every  relationship  inside  and  outside  a 
company's  four  walls.  Information  rules.  Knowledge  and  relationships  drive  success.  Your 
decision  makers  need  instant  access  to  integrated  information  so  they  make  better 
decisions  in  Internet  time.  Business  Intelligence  from  Cognos  delivers  high-impact  informa- 
tion across  your  extended  enterprise.  Everyone  makes  better,  coordinated  decisions  at 
e-speed.  Now  that's  a  success  story.  SeeCognos  at  www.cognos.com/seespeed 
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»-  ^i^< 


Cognos,  the  Cognos  logo,  and  SeeBusiness  are  trademarks  of  Cognos  Incorporated. 
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CRUISE  LINES 


CARNIVAL  ISN'T 
SHIPSHAPE  THESE  DAYS 

First,  onboard  fires.  Now,  investors  are  fleeing 


Last  September,  Larry  Clark  took  his 
wife,  Sarah,  for  a  four-day  cruise 
aboard  the  Tropicale,  a  Carnival 
Cruise  Lines  "fun"  ship,  to  celebrate  their 
30th  wedding  anniversary.  But  what  the 
Clarks  experienced  was  anything  but  fun. 
After  leaving  Cozumel,  the  ship's  engine 
room  caught  fire.  With  the  engines  shut 
down  and  the  toilets  broken,  the  ship 
went  adrift  in  the  Gulf  of  Mexico.  Final- 
ly, when  an  engine  was  fixed  a  day  later, 
the  ship  returned  safely  to  Florida — two 
days  late.  Carnival  offered  Clark  a  refund 
and  voucher  for  a  free  cruise  but  the 
Lake  Alfred  (Fla.)  salesman  demurred. 
"It  was  a  cruise  from  hell,"  he  says.  "We 
may  take  another  cruise,  I  just  don't 
know  that  it'll  be  on  Carnival." 

Ouch.  Long  regarded  as  the  star 
performer  of  the  cruise  industry,  Miami- 
based  Carnival  Corp.  suddenly  is  sailing 
in  choppier  seas.  In  the  past  year,  the 
cruise  operator  has  been  plagued  by 
three  fires  and  technical  problems  aboard 
its  ships  and  a  string  of  lawsuits  from 
stockholders.  On  top  of  that,  the  company 
is  dealing  with  higher  fuel  costs  and  soft- 
er pricing  brought  on  by  a  glut  of  new 
ships  that's  hurting  margins  throughout 
the  entire  cruise  industry.  That  spate  of 
bad  news  has  knocked  down  Carnival's 
stock  price — scuttling  two  planned 
acquisitions. 

MYSTERY  FIRE.  The  news  got  worse  in 
March  when  Carnival  ceo  Micky  Arison 
warned  Wall  Street  that  earnings  for 
2000  will  grow  by  a  mere  8%  to  10% — 
roughly  half  the  pace  of  recent  years. 
He  said  earnings  for  the  second  quarter 
would  be  slightly  lower  than  the  year-ago 
period,  when  the  company  reported 
earnings  of  $203.3  million.  In  1999,  „ 
Carnival  earned  $1.03  billion  on 
sales  of  $3.5  billion. 

Even  before  the  warn- 
ing, investors  were  aban- 
doning ship  on  a  spate  of 
bad  news:  Since  late  Jan- 
uary, the  company's  share 
price  has  plunged  by  more 
than    50%,   to    around    25. 
"The  company  has  suffered 
from  several  pieces 
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of  bad  news,  all  un- 
leashed in  a  very  short 
period  of  time,"  says 
Dean  Gianoukos,  a 
leisure  analyst  at  J.  P. 
Morgan  &  Co. 

Carnival's  plunging 
stock  price  leaves  it 
without  any  currency  to 
snap  up  related  busi- 
nesses that  were  sup- 
posed to  build  its  cus- 
tomer base.  In  late 
February,  the  company 
pulled  the  plug  on  a  $775  million  stock 
deal  to  acquire  Fairfield  Communities,  a 
leading  time-share  developer,  which  Car- 
nival was  counting  on  to  feed  it  new 
cruise  customers.  A  few  weeks  after  this 
deal  fell  through,  Carnival  backed  off  a 
plan  to  jointly  acquire,  with  Star  Cruises, 
ncl  Holding,  the  parent  of  Norwegian 
Cruise  Line,  when  the  partners  couldn't 
agree  on  how  to  run  Oslo-based  Norwe- 
gian. The  deal  would  have  given  Carnival 
an  even  larger  share  of  the  North  Amer- 
ican market. 

Besides  these  failed  deals,  Carnival 
has  been  hurt  by  onboard  fires  and  tech- 
nical problems.  The  company  denies  any 
negligence,  but  it  has  hired  a  marine 
audit  company  to  conduct  an  exhaus- 
tive audit — the  first  ever — of  all  its 

SHARES  OVERBOARD! 


ships,  crews,  equipment,  and  procedu 
What  caused  the  fire  aboard  the  Tr 
cale  last  September  is  still  a  myster 
the  company.  "We  don't  know,  and 
consultants  don't  know,"  says  Cam 
Chief  Operating  Officer  Howard 
Frank.  The  U.S.  Coast  Guard  has 
to  issue  a  final  report  on  \ts  invest 
tion  of  the  incident.  Still,  the  compan 
facing  several  shareholder  lawsi 
claiming  Carnival  failed  to  disclose 
vere  safety,  maintenance,  regulat< 
and  operational  problems  in  its  fl 
Management  says  the  company  repor 
incidents  as  they  occurred  and  that 
suggestion  that  they  could  have  ant 
pated  the  problems  is  absurd. 
BOOMER  TIME?  But  perhaps  the  bigg 
hurdle  Carnival  faces  is  overcapa( 
in  the  industry.  Carnival  alone  is  bri 
ing  on  a  cadre  of  15  new  amenity-fi] 
ships,  boosting  its  fleet  to  61.  With 
er  cruise  lines  also  adding  to  th 
fleets,  the  number  of  available  beds 
jumped  by  12%  this  year.  But  hist( 
cally,  passenger  volume  has  grown 
only  about  8%  annually.  Carnival 
gues  that  with  the  baby  boom 
now  approaching  their  p« 
cruise-vacation  years,  the 
dustry  has  lots  of  room 
grow  beyond  the  6.5  n 
lion  people  who  will  be 
a  cruise  this  year.  "Wl 
is  important  to  us  is  tl 
we're  building  over  t 
next  five  years  $6.5  bill: 
worth  of  new  ships,"  sj 
coo  Frank.  "We're  going 
continue  to  grow  our  business,  ab 
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A  spyglass  in  the  great  naval  tradition. 

Adm.  Nelson's  Telescope 

(with  table  tripod)  just  $59* 

''But  read  this  ad  for  an  even  better  deal! 

When  Horatio  Nelson  fought  the  battle  of  Trafalgar,  he 
used  a  telescope  just  like  this  to  monitor  the  move- 
ments of  the  French-Spanish  fleet.  Our  manufacturer  has  cre- 
ated a  faithful  replica  of  this  famous  scope.  Admiral  Nelson'i 
Telescope"  measures  about  five  inches  in  its  "collapsed 
position.  When  you  extend  the  four  sections  to  full 
length,  the  scope  will  be  thirteen  inches  long  and 
focused    to    infinity    with    needle    sharpness. 
Everything  will  appear  twenty-five  times  larger  than 
it  would  to  the  naked  eye.  Compare  that  to  standard 
binoculars  which  give  you  only  6x  or  8x  magnification. 
The  most  amazing  thing  about  Admiral  Nelson's  Telescope"  may 
well  be  its  price.  We  are  the  exclusive  importers  of  this  outstanding 
optical  instrument  and  are  able  therefore  to  bring  it  to  you  for  just 
$59.95.  But  we  have  an  even  better  deal:  Buy  two  for  $11930  and 
we'll  said  you  a  tfiird  one,  with  our  compliments — absolutely 
FREE!  If  you  have  ever  wanted  to  own  a  fine  telescope,  but  found 
prices  a  little  steep,  Admiral  Nelson's  Telescope"  should  be  your  choice. 
You'll  get  many  years  of  good  use  and  enjoyment  from  it. 


FOR  FASTEST  SERVICE,  ORDER  TOLL  FREE 

(800)  797-7367  24  hours  a  day,  7  days  a  week. 

OR  FAX  YOUR  ORDER  TO:  (415)  643-2818 

For  customer  service,  please  call  (415)  643-2810. 

Please  give  order  #1069F525  for  Aiimral  Ndson's  Telescope™.  Give 
Visa/  MC  number  and  expiration  date  and  daytime  phone  #  for  all 
orders.  Add  $4.95  for  one,  $9.90  for  three  for  ship. /ins.  (plus  sales 
tax  forCaliiomia delivery).  You  have  30-day  refund  and  one- 
year  warranty.   We  do   not   refund   shipping  charges. 


•  TJie  optics  of  Admiral  Nelson's 
Telescope"  are  "25x30"  which  means 
25x  magnification  and  the  great  light-gath- 
ering capacity  of  a  30mm  objecthv  lens. 
Admiral  Nelson's  telescope  was  made  of 
brass.  Tliis  replica  is  heady  clmnne-plated 
for  extra  beauty  ami  protection.  Vie  scope 
comes  uith  a  belt-looped  linyl  carrying 
case.  For  permanent  mounting  tlie  scope 
comes  with  an  extendible  table-tripod. 

Admiral  Nelson's  Telescope™  is  the  outstanding  corporate  gift 
of  the  year.  We  can  apply  your  logo  in  quantifies  of  100  or  more. 
Call  Chris  Simpson  at  (415)  (S43-2810  for  more  information! 

■  since  1967  m     ■■■ 

Itaverils 

2360  Third  St.,  San  Francisco,  CA  941 07 


©  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Visit  our  website  at  www.haverhills.com 


SO  /  4  Putting  the  Stock- 
BB  r  I Dif  k'ni! Puzzle  Together 


NATIONAL     BEST-SELLER! 


Sales.  Earnings.  Profit  Margins.  P/Es.  Charts.  The 
pieces  are  many,  but  how  do  you  make  sure  the 
stock-picking  puzzle  falls  into  place  for  a  winning 
investment?  Knowing  which  pieces  to  choose  is  the 
first  step  in  putting  together  a  winning  portfolio.  It's 
just  one  of  the  unique  but  proven  lessons  found  in 
William  J.  0'Neil's  latest  book,  24  Essential  Lessons 
for  Investment  Success. 

In  this  one  accessible  guide,  the  founder  of 
Investor's  Business  Daily  puts  his  popular  and 
easy-to-follow  techniques  for  building  a  profitable 
portfolio  firmly  in  your  hands-and  the  goal  of 
long-term  financial  security  easily  within  your  reach. 


IB 


From  the  founder  of 

Investor's  Business  Daily 


24 

Essential 
Lessons  for 
Investment 
Success 


Leam  the  most  Important  investment  techniques 
from  the  founder  of  Investor's  Business  Daily 


William  J.  O'Neil 

Author  of  the  million-copy  bost-«elt»r  How  to  Make  Money  In  Stocks 


Available  Everywhere  Books  Are  Sold 
Visit  us  at  wwwbooks.rncgraw-hill.corn 


/ 

¥ 


A  Division  of The McGraw-Hill (.ompania, 


The  Corporatio 


we're  going  to  grow  it  profita 
Not  everyone  is  convinced.  Thon: 
Huber,  manager  of  the  Dividend  Gr 
Fund  at  T.  Rowe  Price,  sold  his 
Carnival  holdings  earlier  this  yeai 
cause  of  worries  over  the  capacity  i 
"The  concern  is  on  the  return  on  in 
ment  coming  down,"  says  Huber. 
the  returns  there?" 
SHORTER  AND  CHEAPER.  In  the  s 
term,  Carnival  is  filling  its  berth: 
slashing  prices.  After  years  of  ri 
prices  in  the  industry,  this  year 
cheapest  fare  for  a  seven-day  Caribl 
cruise  on  Carnival  Cruise  Lines  is(  \ 
down  from  $599.  Discounted  tickets 
the  same  cruise  have  gone  for  as  lo' 
$389.  Even  if  Carnival  fills  its  ships 
increased  capacity  seems  sure  to  c 
down  its  net  yields,  or  revenue  per 


Will  lower  prices,  mo 
ports,  and  flashy  ne) 
ships  lure  customers 


senger.  After  rising  for  several  ye 
operating  margins  fell  slightly,  to 
under  27%  last  year. 

Carnival  is  unleashing  a  host  of 
tics  to  lure  new  customers^  Its  flag 
Carnival  Cruise  Lines,  the  bigges 
its  cruise  operators,  is  adding  a  var 
of  shorter  and  cheaper  voyages 
way  to  expand  the  market.  To  d 
from  a  bigger  geographic  area, 
company  is  adding  new  ports,  incluc 
Galveston,  Tex.,  Newport  News, 
and  even  New  York  City,  in  addition 
its  traditional  ports  in  Miami,  San  Ji 
and  Los  Angeles. 

While  shorter  cruises  and  lower  pr 
might  attract  first-time  cruise  vacation 
Carnival  is  working  to  guarantee  rep 
customers  on  its  six  cruise  operator 
which  range  from  the  mass-market  C 
nival  Cruise  Lines  to  the  premium  I 
land  America  and  luxury  Cunard  L 
To  keep  customers  coming  back  to 
Carnival  family,  the  company  recer 
introduced  discounts  from  20%  to 
for  past  customers  to  travel  on  its  ot 
cruise  lines. 

Carnival  is  gambling  that  its  fla 
new  ships  with  their  luxurious  ameni 
and  balconied,  ocean-view  cabins  will 
tice  new  customers  to  try  out  a  era 
Still,  the  trick  for  Carnival  seems  to 
coming  up  with  a  winning  marketij 
strategy  that  will  persuade  the  Clara 
to  come  aboard  again  for  their  next  w~ 
ding  anniversary. 

By  Aixa  M.  Pascual  in  M\ 
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You  are  if  you're  not  taking  advantage  of  Business  Week  Online  s  extensive  global  coverage 
of  business  news,  technology,  finance  and  more. 

As  an  online  subscriber,  you  get  early  access  to  Business  Week  content  before  it  hits  your 
mailbox,  along  with  the  most  recent  five  years  of  searchable  archives. 

Business  Week's  exclusive  online  coverage  and  services  provide  news  updates,  tech  insights, 
small  business  tools,  career  tips  and  thousands  of  job  listings.  Plus  the  best  personal  finance 
advice  and  the  latest  market  data  from  one  of  the  most  trusted  names  on  Wall  Street. 


www.businessweek.com 


:iisiiK\ssV\eek0MM/£ 


\  Division  ol  HwMciiniw-lltlh  ompania 


l? 


FREE  to  subscribers. 

Take  advantage  of  all  the  daily  updates. 


Internet  Keyword:  "BusinessWeek" 


AOL  Keyword:  BW 
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FAST  COULD  YO 


AN  E  COMMERCE 


[RATIONS  FOR  YOU 


IW  RAPIDLY  COULD  YOU  GROW  IF  INTEGRATION  DIDN'T  DRAG  YOU  DOWN? 
OW  QUICKLY  COULD  YOU  GET  TO  MARKET  IF  IMPLEMENTATION  DIDN'T  HOLD  YOU  BACK; 
HOW  SWIFTLY  COULD  YOU  PROSPER  IF  LOGISTICS  DIDN'T  STEAL  ALL  YOUR  TIMEP 


HOW  FAST  COULD  YOU  LEAVE 


H 


ELSE 
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Copyright  ©2000  Electron  Economy,  Inc.  All  Rights  Reset 


What  if  you  could  fast-forward  your  e-commerce  initiative?  Electron  Economy,'"  with  complete  consulting,  technology1 
and  management  services,  speeds  the  planning  and  building  of  back-end  operations.  And  once  up,  the  Internet  TONE"' 
our  Internet  Transaction  Operations  Network,  makes  it  fly.  Open  and  extensible,  it  enables  you  to  integrate  on  impulse, 
leverage  assets  at  will  and  transport  data  and  product  on  demand.  Download  the  whitepaper  at  www.electroneconomy.comj 


Saving  companies  from   the  chaos 
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THE  RESOURCE  FOR  ENTREPRENE 
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Get  your.J«et  rewards 


STftP^ 


BUSINESS 
c  A  R  D 


4000    I    asw^fi  / 


Introducing  the  Staples  Visa®  Business  Card- 
earn  free  business  rewards 
with  no  annual  fee 


If  you're  a  small  business  owner,  you  can  earn  valuable  rewards  just  by 
doing  what  you're  doing  already:  buying  office  equipment,  entertaining 
clients — whatever  your  business  needs  to  succeed.  With  the  new  Staples 
Visa  Business  Card,  every  purchase  helps  you  earn  free  Staples  products, 
free  travel,  and  more — all  for  NO  ANNUAL  FEE.  And  with  a  credit  limit  of 
up  to  $50,000,  you  can  use  the  card  for  all  the  things  your  business  needs. 
It's  so  much  more  than  you  expect  from  a  credit  card,  and  everything 
you've  come  to  expect  from  Staples. 


Staples  Visa  Business  Card 

Solutions  you  need.  Rewards  you  deserve. 


To  apply,  call  toll-free 
1-87-SmallBiz,  ext.  5001. 

(1-877-625-5249) 


STAPLES 


wNW.staples.com 
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.28  Crunch  Time 


Guiltless  Gourmet  had  the  market 
in  fat-free  chips  cornered,  till  Frito- 
Lay  came  clomping  in.  What  to  do 
when  the  giant  casts  its  shadow 

.40  Risky  Business 

Commerce  in  the  Online  Age  gives 
you  plenty  of  new  things  to  worry 
about.  Insurers  are  bringing  out  a 
bevy  of  new  products  to  cover  you 
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F.48  Foreign  Aid 


tc^,  Give  me  your  techies,  your  brains: 

There's  great  talent  abroad,  but  im- 
porting it  is  a  nightmare.   How  to 
a    hack  through  the  paperwork  jungle 

k   F.56  Work  With  Daddy? 

The  company  was  failing.  Its  owner 
was  a  crabby  cuss.  But  his  daughter 
took  it  over— and  turned  it  around.  A 
tale  of  family  ties  and  bottom  lines 


Departments 


F.4  Letters 

Readers  on  mental  ills,  "self-help 
law,"  and  the  tumbleweeds  threat 

F.6  InBox 

Low-rate  loans,  zapping  Net  ads, 
money-mad  college  kids,  a  1716 
management  primer,  and  more 

F.10  Trends 

A  little  savvy  on  exchange  rates— 
particularly  the  euro— can  save 
you  a  lot  of  bucks  abroad 

F.12  Who's  Hot 

The  colder  the  chip,  the 
hotter  the  machine:  Meet 
the  fastest  PC  alive 

F.16  What  Works 

Want    your    B2B 
site  to  succeed? 
It's    the    cus- 
tomer's needs, 
stupid 


F.20  Talking  Heads 

The  secret  to  beating  back  a  union 
threat:  Create  a  workplace  that 
short-circuits  the  big  gripes 

F.22  Global  Reach 

Why  Ian  Bremmer's  little  business 
is  where  big  businesses  go  for  ad- 
vice on  selling  to  Russia 

F.24  Digital  Manager 

Human  resources  may  always  be  a 
headache,  but  new  online  services 
can  do  the  heavy  lifting 


F.66  Under  30 

Matthew  Cutler  had  all 
the  enthusiasm  he 
needed  to  run  his  Net 
startup— but  he  didn't 
have  the  experience. 
Enter  the  mentor 

Cover  photograph: 
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I  have  seen  many 
promising  businesses, 
implode  from  the 
owners'  depression 
or  inability  to  make 
sales  calls  because  of 
anxiety  attacks 


Illness  at  the  Top 

THE  FEATURE  ON  mental  illness  ("It's 
your  problem,  too,"  Cover  Story,  Feb. 
28)  was  excellent.  Thank  you  for  dis- 
cussing this  matter  in  such  a  rational 
and  nonjudgmental  manner.  These 
problems  don't  affect  just  the  regular 
workers  in  small  business.  Entrepre- 
neurs have  these  same  kinds  of  diffi- 
culties. It  can  be  a  major  problem.  I 
have  seen  many  promising  businesses, 
whose  owners  have  good  ideas  and 
products,  implode  from  the  owners' 
depression  or  inability  to  make  sales 
calls  because  of  anxiety  attacks. 

Another  source  of  trouble  is  adult  at- 
tention deficit  disorder,  where  the  top 
person  is  full  of  creative  ideas  and  ener- 
gy but  can't  maintain  the  sustained  effort 
required  to  succeed.  The  effects  of  such 
problems  at  the  top  can  be  magnified 
many  times  over  because  of  the  indi- 
vidual's position  in  the  organization. 

ROBERT  0.  AARON 

Aaron/Smith  Associates  Inc. 

Atlanta 

Liberate  All  the  Lawyers 

YOU  DO  A  GREAT  DISSERVICE  to 
many  unsuspecting  businesspeople  by 
suggesting  or  implying  that  they  can 
practice  "self-help  law"  ("Do-it-your- 
self law,"  Cover  Story,  Jan.  31).  Your 
statement  "the  simplest  partnership 
deal  or  incorporation  is  pretty  much  a 
fill-in-the-blanks  affair"  would  be 
fraudulent  if  made  by  a  lawyer. 

The  flaw  in  your  story  is  that  no 
test  of  the  quality  of  the  legal  services 
can  be  applied  if  a  business  deal  is 
successful.  However,  in  2  5  years  of 
practicing  law,  I  have  three  times  had 
to  attempt  to  resolve  self-incorpora- 
tions by  two  50-50  partners,  with  the 
corporation  owning  investment  real 


estate  and  the  partners  bitterly  divided 
over  how  to  proceed.  The  most  re- 
cent case  is  now  in  its  seventh  year. 

Of  course,  the  public  never  hears 
about  such  events  because  such  sto- 
ries don't  sell. 

The  public  would  have  benefited 
more  if  you  had  focused  on  the  rea- 
sons why  legal  fees  may  sometimes  be 
beyond  the  reach  of  certain  businesses. 
Lawyers  can  be  very  inefficient  providers 
of  business  legal  services  because  they 
are  denied  access  to  capital  and  equity 
markets  and  are  limited  to  practicing 
locally  by  professional  rules  designed 
solely  to  protect  incumbent  firms  from 
competition.  Technology  has  complete- 
ly changed  many  other  segments  of  our 
economy.  You  should  have  inquired  in 
depth  into  the  reasons  why  technology 
is  not  changing  our  profession  to  the 
benefit  of  small  business. 

JOHN  DAVIDSON 
St.  Louis 

Downtown  Fights  Back 

I  ENJOYED  YOUR  "Trouble  in  toyland" 
story  (Life  &  Co.,  Dec.  6)  Our  quaint 
town  of  7,200  in  north  central  Illinois 
used  to  be  overrun  with  "tourists"  from 
the  major  towns  in  all  directions,  in- 
cluding Chicago.  Princeton  is  noted  for 
its  specialty  shops  (huge  replacement 
china  store,  huge  quilt  fabric  store,  the 
state's  largest  parfumerie,  to  name  a 
few),  antiquing,  historical,  etc. 

But  our  town  has  seen  a  steady  de- 
cline the  past  five  years  because  these 
tourists  are  shopping  closer  to  home. 
Especially  in  the  Chicago  area,  suburbs 
are  adopting  the  small-town  look.  The 
Internet  has  hurt  us,  too.  The  local  mer- 
chants group  paid  a  member  to  create 
our  own  i-mall  (www.princeton-il.net). 
Only  a  handful  of  local  merchants  have 


a  Web  site,  and  even  after  much  p 
ding,  other  merchants  don't  see 
need  for  one. 

Another  factor  hurting  our 
town  is  that  few  stores  are  open 
Sundays  (except  during  the  holida 
Two-career  couples  from  out  of  to' 
as  well  as  local  shoppers,  work 
week  now.  The  little  blue-haired  lac 
who  never  worked  outside  the  ho 
have  all  died.  Tourists  who  do  f 
Princeton  go  back  home  and  tell  p 
pie  not  to  come  since  there's  not  mi 
open  on  Sundays.  I'm  lucky  becausi 
these  people  like  my  products,  t 
can  order  by  mail,  by  Web,  or  by  c 
ing  my  toll-free  number — and  ne 
have  to  set  foot  in  my  store  again 

Yes,  we  have  Wal-Mart  Stores  1 
but  Wal-Mart  has  never  hurt  us.  I  r, 
Wal-Mart  two  or  three  times  a  week 
recycle  their  vendors'  boxes  for 
own  shipping.  MARY  JO  HETRI 

Good  Scents  L 
Princeton, 

You  Can't  Ship  That 

THE  STORY  ON  "Windfall  profi 
(Keeping  Score,  Jan.  31)  was  pre 
appalling.  It  extols  a  49 -year-old  Kan 
housewife  shipping  tumbleweed 
over  the  world  because  of  the  Intern 
Did  you  ever  think  of  what  an  en 
ronmental  disaster  that  is  likely  to  b 
Do  you  recognize  that  it  is  illegal 
most  cases,  to  ship  plants  and  anim 
to  other  countries  or  even  other  state 
Linda  Katz  should  be  heavily  fined  i 
shipping  tumbleweed  around 
world  and  forced  to  stop  the  practice 
hope  your  article  hasn't  encourag 
more  "Web  entrepreneurs"  to  try  s: 
ilarly  dangerous  things. 

BOB  PERDRI 
Los  Altos,  Ca 
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frontier  welcomes  your  letters.  Plea: 
include  a  street  address  with  daytirr 
and  evening  phone  numbers.  Lettei 
may  be  edited  for  length,  clarity,  ar 
content,  and  may  appear  in  electron 
and  print  editions.  E-mail  your  letters  l 
frontier@businessweek.com,  or  senj 
them  to  Business  Week  frontier,  122 
Ave.  of  the  Americas,  46th  Fl.,  New  Yor 
NY  10020. 
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WE  HOST  WEB  SITES 

FOR  HUNDREDS  OF  THOUSANDS 

OF  CUSTOMERS. 

PICKY,  IMPATIE 

FRUGAL  CUSTOMERS. 


'II  cut  to  the  chase  and  tell  you  that  for  about  $25  a  month,  you'll  get  everything  you  need  to 
oing  business  on  the  Internet.  Domain  name  registration  (www.yourwebsiteaddress.com),  e-mail 
tses  for  your  employees  (you@yourwebsiteaddress.com)  and  a  company  Web  site.  We'll  even 
register  your  site  with  popular  search  engines.  And  every  step  of  the  way,  you'll  get  smart, 

supportive  people  ready  to  help  you  toll-free,  24  hours  a  day.  Visit  our  Web  site 

or  call  1.800.211.4425.  And,  try  to  relax  a  little. 
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Your  Internet  Service  Partner 


000  Concentric  Network  Corporation.  All  rights  reserved.  Concentric  Network  Corporation   logo  and  taglme  are  t-  idem  <  ^stereo 
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For  Cheaper  Loans, 
Think  Plastic 

ENTREPRENEURS  ARE  ACCUSTOMED  to  thinking  of  credit 
cards  as  financing  of  last  resort.  But  with  Fed  Chairman  Alan 
Greenspan  pumping  up  rates  on  conventional  loans,  plastic  is 
looking  downright  cheap — especially  now  that  banks  are  in 
fierce  competition  to  lure  small-biz  customers. 

Rates  on  small-business  loans  rose  to  an  average  9.7%  by  the 
middle  of  die  first  quarter,  up  from  8.9%  last  April,  according  to 


Low-Rate  Credit  Cards 

A  sampling  of  small-business  credit  cards  offering  discount 
interest  rates.  None  has  an  annual  fee. 


ISSUER/CARD 

RATE/TERMS* 

CONTACT 

AMERICAN  EXPRESS 
PLATINUM 

Introductory  rate  of  2.9%  for 
six  months;  then  11.99%  fixed 

800  782-2377 

ADVANTA  MASTERCARD 
EXECUTIVE  BUSINESS 

As  low  as  6.13%  variable 

800  780-3945 

FIRST  USA 
PLATINUM  VISA 

Introductory  rate  of  2.9%  for  five 
months;  then  prime  plus  6.9% 

800  346-5538 

DATA:  BW  FRONTIER 


'  As  of  4/6/00 


the  National  Federation  of  Independent  Business,  and 
borrowers  pay  double-digit  rates.  By  comparison,  sm 
ness  credit-card  debt  can  be  had  for  9.9%,  and  some 
fer  introductory  teasers  as  low  as  2.9%.  Businesses 
choose  from  nearly  100  cards  with  credit  lines  running 
as  $100,000,  according  to  research  firm  CardWeb. 

Can  these  cards  really  replace  a  bank  loan?  Possibly, 
as  you're  methodical  about  "rate-surfing."  The  trick  is  t< 
switching  between  low-rate  offers  just  before  each 
ductory  offer  expires.  The  big  caveat:  Surfing  can  hur 
credit  score  if  you  ever  do  seek  a  conventional  loan 


Banning  Banners 

IF  SPEED  is  the  defining  force  of  the 
new  millennium,  why  do  Web  pages 
download  at  the  pace  of  a  horse  and 
dray?  Much  of  the  blame  goes  to  on- 
line advertisements,  which  hog  band- 
width with  cutesy  animations  and  lots 
of  behind-the-scenes  data  collection. 

Luckily,  there  is  new  software  that 
scraps  the  annoying  ads  and  keeps  the 
good  stuff.  For  $29, 
WebWasher    blocks 
I  SUBTRACT!^  banner       advertise- 

ments and  superflu- 
ous Web  objects,  such  as  animations. 
The  company  claims  that  WebWasher 
cuts  download  times  by  as  much  as 
45%   (www.webwash- 
er.com).  AdSubtract  SE 
blocks  online  ads  and 
also  helps  you  manage 
cookies — little  bits  of  programming 
that  advertisers  use  to  track  your  Web 
habits.  AdSubtract  se  is  available  free 
at  its  Web  site  (www.adsubtract.com), 
and  a  more  powerful  Pro  version,  avail- 
able for  $29.95,  offers  advanced  fea- 
tures to  improve  download  times. 


"To  praise  a  King  for  those 

things  which  are  inherent  in  his 

position,  such  as  riches,  spacious 

mansions,  and  fine  clothes,  is 
mere  stupidity." 


webwasher 


"The  great 
secret  of  negotia- 
tion is  to  bring 
out  prominently  the 
common  advantages  to 
both  parties  of  any  proposal,  and 
so  to  link  these  advantages 
that  they  may  appear  equally 
balanced  to  both  parties." 


Vintage  Wisdom 

SUN  TZU  HAD  his  Art  of  War.  D. 
Carnegie  his  Institute.  And  Fren 
diplomat  Francois  de  Callieres  his 
the  Manner  of  Negotiating  with  Princes 
1716  how-to  book  on  the  timek 


"[A]  lie  always  leaves  a 
drop  of  poison  behind,  and 
even  the  most  dazzling 
diplomatic  success  gained 
by  dishonesty  stands  on  an 
insecure  foundation..." 


craft  of  persuasion  and  co 
promise.   Republished  for 
first  time  since  1917  (Hough 
Mifflin,  $16),  de  Callieres'  110-pa 
volume  is  slowed  down  somew! 
by    18th   century   name-droppin 
However,  de  Callieres,  a  diplom 
under  Louis  XIV,  shows  a  Vetera 
negotiator's  expertise  and  a  spright 
wit  still  useful  for  modern  would-1 
Bourbons. 


BUSINESS  WEEK  FRONTIER 


APRIL  24,  20C 


OUR  BUSINESS  ONLINE 


OD     Bribe  a  net-savvy  friend  to  make  you  a  home  page. 
TTER  Hire  a  consultant  to  build  your  website. 


IZED    Find  &  register  a  domain  name,  create  a  winning  website,  make 
it  credit-card  friendly  and  attach  it  to  international  search  engines. 
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Powerful  resources  for  your  small  business 

Bfzzed.com  resources  include  the  U.S.  Postal  Service,  ADP,  Beyond.com,  Bizfinity,  Biztravel.com,  Boise. 

Citibank,  DigitalWork,  Diners  Club,  iSyndicate,  Netopia,  Network  Solutions.  Pandesic,  PrimeStreet, 

Salomon  Smith  Barney,  U.S.  Small  Business  Administration,  Travelers  Insurance  and  World's  Easiest  Printing  Center. 

Brought  to  you  by  Citibank,  a  member  of  Cfjgroup,  Inc.    ©2000  Citicorp.    All  rights  reserved. 


Paperwork 
Reduction...  Not 


GRAB  A  SHOVEL.  Despite  a 
congressional  mandate  to  reduce 
the  Environmental  Protection 
Agency's  paperwork  require- 
ments 25%  between  1995  and 
1998,  the  agency's  overall  bur- 
den on  businesses  actually  in- 
creased 9%,  according  to  a  new 
report  from  Congress'  General 
Accounting  Office.  What's  more, 
that  came  after  the  EPA  claimed  it  had  actually  reduced  its  paperwork  requirements.  The 
EPA  has  given  small  businesses  "a  fast  shuffle,"  chides  Senator  Christopher  "Kit" 
Bond  (R-Mo.),  chairman  of  the  Senate  Small  Business  Committee.  EPA  spokesman  Steve 
Snider  says  that  the  report  is  flawed  and  that  the  agency  is  charged  by  Congress  with 
pursuing  two  competing  missions:  "responding  to  the  public's  right  to  know  and  also 
streamlining  programs."  May  the  best  goal  win. 


Will  Work  lor  Millions 

WE  SUSPECTED  IT  for  some  time,  but  now  we  have 
proof:  Today's  college  students  are  spoiled,  and  proud 
of  it.  Just  view  the  latest  informal  Web  poll  of  2,000 
undergraduates  at  recruitment  site  jobtrak.com:  25%  of 
the  respondents  said  they  expected  to  be  millionaires  by 
30.  An  additional  27%  said  their  millions  will  come  by 
the  wrinkly  age  of  40.  Perhaps  it's  youthful  daydreaming, 
but  the  numbers  are  also  indicative  of  the  outsize — and 
downright  bratty — career  demands  of  America's  newest 
capitalist  class.  "The  current  culture  is  sending  out 
signals  that  wealth  is  attained  quickly  without  paying 
your  dues,"  says  Northeastern  University  business  his- 
torian Ballard  C.  Campbell,  59,  and  at  press  time  not  a 
millionaire.  "It's  a  strike-it-rich  mentality." 


Profit-Minded 
Professors 

YOUR  LOCAL  PROFESSORS  of  busi- 
ness and  entrepreneurship  can  be 
an  invaluable — and  often  very 
cheap — source  of  expert  business 
advice  and  area  contacts.  How  do 
you  find  out  who  in  the  ivory 
tower  can  help  you  best?  Down- 
load Jerome  A.  Katz's  newly  updat- 
ed list  of  entrepreneurship  profs — a 
comprehensive  accounting  of  such 
wonks  from  around  the  country.  In 
just  five  years,  their  ranks  have 
swelled  from  123  to  271.  You  can 
find  the  experts  nearest  you  at 
www.slu.edu/eweb/chair.htm. 


SO  THEY  SAY 


"We 're...  learning 

the  primal  lesson 

that  enthusiasm  is 


Fail  to  the  Chief? 


70% 

Percentage  of 
entrepreneurs  who 
say  Presidential 
-matt  cutlsr,  27,  explain-  candidates  ignore 

issues  important 
to  them. 


k1M>V1llllli. 


experience. 


ING  HIS  RELIEF  WHEN  AN  OLD- 
ER CEO  WAS  BROUGHT  IN  TO 
RUN  HIS  COMPANY  (page  F.66). 
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News  and  advice  from  ol 
small-business  Web  sit| 

An  Olympic  Funding  Po 

Once  an  obscure  niche  of  U 
nance,  venture  capital  now  pi 
front-and-center  role  in  the 
Economy.  The  tally  for  1999  i 
and  it  turns  out  U.S.  venture 
talists    invested    more    in   y 
companies  in  the  last  quart 
1999  than  they  invested  in  a 
1998— $15  billion,  vs.  $U  bil| 
The  $35.6  billion  full-year  total 
Vh  times  the  1998  amount, 
cording  to  the  Pricewaterho 
Coopers  Moneytree  Survey, 
tracks  cash  for  equity  investm 
in  young  companies. 

It's  all  great  news  for  entre 
neurs.  Some  4,006  companies, 
more  than  the  previous  y 
tapped  this  pool.  And  the  deals 
getting  bigger.  The  size  of  the 
erage  investment  grew  to  $8.9 
lion,  up  from  $5.2  million  in  1' 

What  Price  Homework? 

With  cell  phones  and  pagers 
coming  ubiquitous,  employers 
ten  expect  to  reach  employee 
all  hours  of  the  day.  How  do 

compensate  those  bleary-e 
souls  who  regularly  field  your  ft 
tic  calls  for  help? 

As  a  matter  of  conscience, 
ought  to  consider  overtime, 
generally,  managers  and  suf  I 
visors  are  "exempt  employe*  « 
meaning  you're  not  legally  requ 
to  pay  extra  for  the  extra  work.  " 
less  you  have  some  contractual 
ligation... you  only  need  to  pay  tf 
what  you've  committed  to  pay  th 
for  doing  their  job,"  says  Mae 
Ding,  president  of  Personnel 
terns  Associates,  an  Anaheim  h 
(Calif.)  compensation  consultant 

Things  get  murkier  for  ho 
employees.  As  a  general  rule, 
law  requires  you  to  compens 
nonexempt  employees— such 
hotel  managers— who  must  s 
on  the  job  site.  Even  if  they  sh 
off-site,  you  may  have  to  pay  th 
while  they're  on  call,  too. 
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For  the  full  versions  of  th€ 
stories,  click  Online  Extras' 
frontier.businessweek.cor 
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Only  ZLand.com  gives  you  your  own  John  Boulter.  (Yes.  rhaf s  really  him.)  Hes  p 
jr  worldwide  network  of  local  e-business  experts  who  are  committed  to  helping  sma'!  to 
l-slzed  companies,  like  yours,  develop  Internet  business  solutions.  If  you  want  to  pi 
icts  on  the  web,  sell  your  products  on-line,  or  automate  you.  b. 
»lk  to  ZLand.com  -  we've  got  the  affordable  software  and  c 
s  an  e-business.  For  a  free  consultation,  call  1-888  ,  u,  at  w, 


1AND.COM 

e-business  for  everyonar 
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Riding  the  Greenback 


CURRENTS 


You  can  play  the  strong  dollar  to  a  stronger  bottom  line 


IF  YOU  THINK  international  finance  isn't 
a  small-business  concern,  think  again. 
Small  companies  now  comprise  an  aston- 
ishing 97%  of  those  selling  overseas,  ac- 
cording to  the  Small  Business  Adminis- 
tration. Yet  many  entrepreneurs  who  have 
rushed  bravely  into  foreign  markets  seem 
downright  timid  when  it  comes  to  us- 
ing currencies  other  than  the  green- 
back.   Some    80%    of 
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small  compa- 
nies trade  exclusively  in  dol- 
lars, compared  with  about  half  of  large 
businesses,  says  Keith  Cheveralls,  general 
manager  of  global  foreign  exchange  serv- 
ices for  FleetBoston  Financial  Corp.  This  is 
no  academic  concern.  Such  reluctance 
could  have  a  big  impact  on  the  bottom 
line — especially  now,  with  the  U.  S.  dollar 
gaining  in  strength  against  many  of  the 
world's  major  currencies. 

Take  the  euro.  When  the  currency 
launched  in  1999,  one  euro  was  worth 
$1.17.  Today,  it's  96f — a  decline  of  about 
18%  (chart).  As  a  result,  if  you're  selling 


a  product  to  a  European  customer  priced 
in  dollars,  your  customers  are  facing  a  de 
facto  price  hike.  That  puts  U.  S.  traders  in  a 
bind:  Should  you  lower  prices  and  sacri- 
fice profits  or  hold  steady  and  risk  alien- 
ating clients  and  losing  market  share? 
Sure,  you  don't  want  to  give  away  the 
windfall  that  trading  in  dollars  would 
bring.  But  many  suppliers  add  charges 
to  cover  the  hassle  of  converting 
them  into  local  currency. 

Any  bank  can  do  a  basic  electronic 
funds  transfer,  although  community 
banks  may  lack  die  experience  of  large 
institutions.  Whatever  the  size  of  your 
bank,  expect  to  pay  from  $7  to  $15 
for  a  basic  electronic  funds  transfer. 
It's  worth  it.  Consider  eTranslate,  a 
San  Francisco-based  Web  translation 
service  that  works  with  16,000  lin- 
guists worldwide.  The  company  was 
paying  in  dollars,  but  found  that  it 
was  shelling  out  a  premium  for  mak- 
ing suppliers  do  the  conversion. 
eTranslate  now  pays  in  local  currency 
and  has  seen  savings  of  as  much  as 
40%  in  some  markets.  Says  eTranslate  ceo 
Charles  Baxter:  "It  has  become  a  compet- 
itive advantage  to  be  able  to  pay  locally." 
In  an  uncertain  world,  at  least  one  thing 
is  certain:  "Exchange  rates  will  continue  to 
be  volatile,"  says  U.  C.  Berkeley  finance 
professor  Richard  K.  Lyons.  "The  point  is 
to  shrink  the  effects  of  that  volatility." 
There's  only  one  way  to  do  that:  Pay  as 
much  attention  to  the  dollar  as  you  do  to 
your  own  dollars. 

-ALISON  STEIN  WELLNER 

CI  For  more  on  dealing  with  currency 
fluctuations,  click  Online  Extras  at 
frontier.businessweek.com 


Money  Costs  More  Money 

If  the  Fed's  goal  is  to  slow  the  economy  by  making  it 
harder  to  get  loans,  it  seems  to  be  succeeding— as  far 
as  entrepreneurs  are  concerned.  Interest  rates  for 
commercial  loans  of  less  than  $100,000  reached  a  two- 
year  high  of  9.65%  in  the  central  bank's  first-quarter 
survey.  The  Fed  also  found  in  a  separate  report  that 
9.4%  of  domestic  banks  tightened  terms  on  loans  to 
small  firms,  vs.  just  5.7%  three  months  earlier.  Why? 
Here's  a  clue:  Half  the  lenders  said  delinquency  rates 
have  been  on  the  rise  since  early  1998. 


10.0 
9.5 
9.0 
8.5 

oW— ^r 

&    DATA.  FEDERAL  RESERVE 


Checking  with  Interest 

Congress  is  beginning  to  mo 
on  legislation  that  would  gi 
more  small  companies  a  banl 
ing  perk  long  enjoyed  by  mo 
big  ones:  interest  on  commerci 
checking  accounts. 

The  House  Banking  Commitk 
recently  voted  to  lift  a  banc 
such  payments,  enacted  in  1 9G 
to  discourage  reckless  interes 
rate  competition  among  bank 
Large  banks  have  long  found  wa) 
around  the  rules  by  offerin 
"sweeps"  — regular  transfers 
funds  from  checking  accounts  ini 
other,  interest-bearing  account 
such  as  money  market  fund; 
Smaller  community  banks— whic 
serve  the  smallest  companies- 
often  lack  resources  for  sue 
services. 

"Small  banks  are  hamstrung 
says  George  Gardes,  director  c 
small  business  banking  at  Ne\ 
York's  Atlantic  Bank.  "This  give 
flexibility  to  design  new,  products 
The  question  is  when.  A  simila 
measure  was  approved  by  a  Sen 
ate  committee  a  year  age 
prospects  for  full  passage  aren 
clear. 

Main  Street  Moves  Online 

Conventional  wisdom  once  hel 
that  Main  Street  merchants,  un 
able  to  compete  with  low-cost 
tax-free  Web  retailers,  wouli 
crumble  beneath  the  Internet  on 
slaught.  But  rather  than  rollini 
over,  Main  Street  is  jumping  or 
board.  In  a  recent  survey  by  th< 
National  Trust  for  Historic  Preser 
vation,  84%  of  small  businesses 
located  in  historic  downtowr 
shopping  districts  said  they  hac 
increased  their  Internet  usage  ir 
1999.  According  to  the  survey 
these  same  retailers— 65%  o 
whom  reported  increases  in  sale: 
last  year— are  profiting  not  jusl 
from  their  own  e-commerce  ef 
forts,  but  also  by  using  the  Web 
as  a  marketing  tool.  It  still  may 
be  quaint,  but  Main  Street  is  just 
another  stop  on  the  Information 
Superhighway.  (For  more  on  this 
topic,  see  Letters,  page  F4.) 
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The  best  part  of  owning  a  small  business? 

Those  long  hours  I  spend  dealing 
with  all  the  complicated  financial  stuff." 


^T3& 


Robert  Tedone, 

Owner, 

Liquid  Colors  Inc., 

Atlanta 
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Have  you  considered  our 
Visa8  Business  cards? 

Our  check  and  credit 
cards  help  you  manage  your 
business's  money  more  easily 
and  efficiently.  So  you  can 
devote  most  of  your  time 
to  running  your  business. 
The  credit  card  allows  you 
the  flexibility  to  finance 
your  purchases  and  better 
manage  your  cash  flow. 
The  check  card  gives  you 
greater  acceptance  and  more 
convenience  than  a  check. 

They're  accepted  in 
millions  more  places  than 
American  Express.  And  they 
even  provide  a  concise  report 
of  all  your  business  expenses. 

In  --hort,  a  Visa  Business 
card  can  really  help  handle 
your  financial  hassles.  And 
you  can  quote  us  on  that. 

To  see  what  the  Visa 
Busin  >s  Card  c  an  do  tor 
youi  busini       visit  our 

II  business  site  at 
ww.visa.com/smallbiz 


Wsa  Business 

CHECK  r*£? 


It's  everywhere  you  want  to  be. 


VisaUSA  Inc 


w 


BUSINESSWEEK  WHO'S    HOT 


FRONT 


The  Big  Chiller 
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Al  Quick's  deep-freeze  chips  run  PCs  nearly 
as  fast  as  a  supercomputer's — and  far  cheaper 


try  analyst  Tom  Pabst,  publish- 
er of  Tom's  Hardware  Guide,  hails 
it  as  "the  first  consumer  PC  to 
hit  the  streets  at  the  magical  1 
GHz  (gigahertz)" — a  break- 
through billion  cycles  of  elec- 
tricity per  second.  (Industry 
leader  Intel  Corp.  doesn't  ex- 
pect to  have  its  version  out  un- 
til later  this  year.)  That  was 
good  enough  to  win  KryoTech 
a  place  in  the  permanent  re- 
search collection  of  the  Smith- 
sonian's National  Museum  of 
American  History. 

Customers  favor  the  70- 
pound  SuperG  for  applications 
such  as  satellite  mapping  and 
imagery,  special  digital  effects 
for  movies,  and  sound  produc- 
tion at  recording  studios.  Brian 
Tankersley,  for  example,  a 
recording  engineer  and  remix  - 
er  for  singer  Shania  Twain,  says 
the  SuperG  gives  him  "more 
power  and  sound-shaping  abil- 
ity." Business  customers  include 
SYS  Technologies  and  IBM, 
which  uses  KryoTech's  tech- 
nology to  refrigerate  the  huge 
mainframes  used  in  9 1 1  emer- 
gency relay  stations. 

Revenues   (no  profits,   yet) 
jumped  from  $1.8  million 
in  1998  to  more  than  $3 
million  last  year,  despite 
the  accidental  death  last 
April  of  partner  Robert 
M.      DiGiacomo,      3  3. 
Quick,    58,   says   there 
was  a  lot  of  sorrow  but 
"no  panic.  We  were  too  ^ 
far  along  in  the  business 
for  that."  What  does  Quick 
do  for  an  encore?  By  2001 
he  says,  KryoTech  hopes  to  re- 
lease a  pc  with  an  even  chillier 
chip — cooled  to  -120C.  Sounds  like  a 
hot  prospect. 

-W.  THOMAS  SMITH  JR. 
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YOU  MIGHT  SAY  ceo  Al  Quick  un- 
derstands the  importance  of  keeping 
cool.  In  1996,  the  early  retiree  from 
NCR  was  chilling  out  on  his  yacht 
when  five  former  colleagues  lured  him 
into  a  project  to  develop  the  "world's 
fastest"  personal  computer.  The  plan:  a 
patented  refrigeration  process  that 
keeps  a  microprocessing  chip  cooled  to 
subzero  temperatures  (-40C).  That 
makes  it  run  35%-to-40%  faster  than 
chips  in  a  conventional  air-cooled  PC. 
It  took  only  a  year  for  KryoTech 
Inc.,  the  first  startup  to  be  incubated  at 
the  University  of  South  Carolina,  to 
move  off  campus.  And  by  last  No- 
vember they  were  ready:  70  employ- 
ees at  the  West  Columbia  (S.  C.)  com- 
pany began  cranking  out  20  SuperGs  a 
week — essentially  a  pc  tower  mounted 
on  an  air-conditioning  subsystem. 
Nearly  as  fast  as  a  supercomputer,  the 
SuperG  retails  at  about  $2,450.  Indus- 
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For  more  entrepreneur  profiles, 
click  Online  Extras  at 
frontier.businessweek.com 


Fending  off  Hackers 

When  it  comes  to  computer  hack 
small  companies  are  just  as  vulner 
as  big  ones.  And  it's  getting  worse: 
fbi  says  the  number  of  pending  cy 
crime  cases  has  risen  115%  in  the 
three  years— and  those  are  only  the 
cidents  that  have  been  reported. 

CASE  IN  POINT:  For  Blaine  Hadl 
president  of  Zebra  Online  Marke 
Services,  a  Federal  Way  (Wash, 
keting  and  Web-hosting  outfit,  it  w. 
nightmare  come  to  life.  A  hacker  so 
how  got  access  to  Zebra's  password 
and  "literally  stopped  the  compu 
from  working,"  Hadlock  says.  When 
system  crashed,  so  did  all  of  Zeb 
clients'  sites.  It  cost  some  $30,000 
to  bring  the  system  on-line  again- 
counting  the  freebies  he  offered  die 
to  keep  them  on  board.  The  Bost 
based  hacker  was  caught  and  he's 
gotiating  punishment  with  authorit 
Hadlock  still  has  no  idea>why  he  \ 
targeted. 


RESOURCES 

Need  something  to  worry  about?  Ch 
out  the  World  Wide  Web  Consortiui 
security  site  at  www.w3.org/security/t 
You'll  find  a  comprehensive  list  of  thii 
to  fear  as  well  as  some  defenses 
easy-to-understand  explanations  of 
ternet  security  terminology 
www.securityportal.com,  } 
can  get  daily  news  upda 
on    the    battle    agai 
hackers.  You  can  a 
)rder  a  free  wee 
e-newsletter. 
Fighting  Comp 
er  Crime,   by  Do 
Parker  (1998,  Wil 
$34.99),  takes  you 
side  the  hacker's  m 
and  tells  you  what  to 
about  cyberassaults.  For 
faster  read,  try  Small  Bu 
ness  Internet  for  Dummies,  by  Gr 
Holden  (1998,  IDG,  $24.99).  Chapte 
10  and  11   are  especially  useful,  w 
tips  on  how  to  pick  a  good  passwol 
(use  at  least  six  characters),  and  how 
manage  e-commerce. 

-ALISON  STEIN  WELLNi 
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Quickly.  Easily.  Often. 


Microsoft® 

Sf  bCentral 

Drive  your  business  forward 


To  get  your  business  noticed  on  the  Internet,  you  need  to  be  sure 
that  your  name  comes  up  where  and  when  people  are  looking. 
Microsoft®  bCentraHmakes  this  an  easy  one-step  process.  After 
entering  your  business  information  just  once,  you  can  submit  it 
to  hundreds  of  leading  search  engines  and  directories.  bCentral 
even  tracks  your  site's  ranking  on  the  top  search  engines  for  you. 
That's  just  one  of  the  ways  bCentral  can  help  you  reach  customers 
online.  Packages  from  $19.99. 

Visit  www.bCentral.com  to  learn  more. 
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Know  Thy  Customer 


Many  B2B  sites  fail  because  their  developers  don't 
understand  the  businesses  they  hope  to  serve 


IF  YOU'RE  AMONG  the  thousands  of 
entrepreneurs  launching  a  Web  site 
this  year,  you've  probably  considered  a 
headache-inducing  array  of  details. 
Here's  something  you  may  have  for- 
gotten: finding  out  what  your  cus- 
tomers want  to  do  online. 

"Very  few  companies  have  a  deep 
understanding  of  how  their  customers 
do  their  jobs  or  use  their  products," 
says  Paul  Sonderregger,  an  analyst  with 
Forrester  Research  Inc.  in  Cambridge, 
Mass. ,  and  author  of  a  recent  survey  ti- 
tled Why  Most  B-To-B  Sites  Fail.  Each  of 
the  Web  sites  encountered  by  Sonder- 
regger shared  a  single  flaw: 


mpr^. 


"Not  one  based  its  content  on  rich 
knowledge  about  its  users."  Some 
common  mishaps:  too  little  detail  on 
pricing  or  failing  to  include  a  product's 
weight,  so  shipping 
charges  can't  be 
calculated. 

Such  problems 
could  have  been 
avoided  had  the 
companies  sat 

down  with  clients 
while  developing 
their  sites.  The  trick  is  to  approach 
your  business  from  the  customer's  van- 
tage point.  What  are  they  doing  on 
the  Web?  What  do  they  want  to  do? 
Are  they  interested  in  purchas- 
ing your  product  or  service  on- 
line? Do  they  want  to  use  the 
Internet  for  additional  support 
services?  You  might  be  surprised 
at  what  you  learn.  "We  all  get 
caught  up  in  what  we  think  is  a 
great  idea  without  find- 
ing out  if  anyone  is 
even  interested,"  says 
Holhs  Thomases,  president 
of  the  Bel  Air  (Md.)  consult- 
ing firm  Web  Ad.vantage  Inc. 

It  certainly  worked  for  Affili- 
ated Distributors,  a  King  of  Prus- 
(Pa.)  outfit  that  helps  dis- 
tributors order  industrial  supplies 
and  deliver  them  to  manufac- 
turers and  contractors.  Before 
launching  its  online  initiative, 
Supplyforce.com,  Affiliated  sur- 
veyed more  than  a  dozen  of  its 


The  trick  is  to 
approach  your  site 
from  the  clients 
point  of  view 


they've  s 


Smart  Answers 

Q:  I'm  about  to  raise  money  for  a 

small  amusement  park.  How  soon 

before  I  need  to  repay  my  investors? 

— K.G.,  Houston 

A:  It  depends  how  the  investment  is 
structured.  Typically,  venture  investors  in 
an  unproven  company  want  as  much  as 
60%  equity  in  your  company  and  expect 
returns  of  three  to  five  times  their  mon- 
ey over  three  to  five  years. 

If  you  don't  want  to  give  up  so  much 


equity,  you  can  structure  the  investment 
in  the  form  of  mezzanine  financing, 
where  you  guarantee  investors  interest 
payments  generated  by  cash  flow. 

The  advantage?  In  general,  mezza- 
nine investors  want  far  less  equity,  usu- 
ally about  25%.  The  risk  is  that  if  sales 
don't  take  off  as  planned  and  you  fall 
behind  on  payments,  investors  can  de- 
mand monetary  and  equity  penalties 
that  could  strain  your  company  and  re- 
duce your  ownership  stake.  "It's  better 
to  give  away  more  equity  up  front  and 


customers.  Here's  what  it  learned:  ( 
tomers  needed  access  to  a  nationa 
well  as  a  local,  network  of  supph 
They  also  were  ready  to  move  on 
immediately.  As  a  result,  Affiliated  I 
broadened  and  accelerated  its  effc 
The  site  launched  in  November 
now  coordinates  the  efforts  of 
distributors. 

If  you've  got 
cash,  it  might  1 
to  get  the  objec 
ity  of  a  consult, 
It  isn't  cheap) — ] 
ing  a  market- 
search  firm 
cost  from  less  tl 
$10,000  for  basic  interviews  to  tens  tml'W( 
thousands  of  dollars  for  sophistica  llforexpi 
statistical  data.  If  outsourcing  is 
pricey  for  you,  Sonderregger  suggt 
asking  a  few  knowledgeable  custon 
to  navigate  your  site.  "You  can  ff 
errors  with  minimal  expenditures,"! 
says. 

However  you  do  it,  the  goal  is  tol 
miliarize  yourself  with  yovfr  customd 
priorities  and  learn  what  they  thj 
you  do  well  and  your  competitors  I 
poorly.  Such  data  are  more  import! 
than  ever.  By  the  end  of  this  year, 
cording  to  Kelsey  Group,  40%  of ' 
small  businesses  will  be  online,  sera 
bling  for  a  piece  of  a  B2B  e-commel 
pie  that  is  expected  to  swell  to  %  1 
lion  by  2003.  The  biggest  slices  will 
not  to  the  hungriest,  but  to  those  w 
best  understand  their  customers. 

-EILEEN  GUI 

C~\  For  more  help  on  building  a 
Web  site,  click  Online  Extras  at 
-I — J  frontier.businessweek.com 


give  yourself  a  buffer  when  it  comes 
payback,"  says  Peter  Cowen,  an  inve 
ment  banker  based  in  Westwood,  Cal 
During  the  first  year  or  more  of 
startup,  Cowen  notes,  most  business 
don't  enjoy  positive  cash  flow.  So 
cautious  before  you  put  your  amus 
ment  park  on  the  investme 
rollercoaster.  -KAREN  E.  KLE 

Have  a  question  about  running 
your  company?  E-mail  us  at 
frontier@businessweek.com 
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ioo's  Fish  Taco 

B:  1  restaurant 
o:  13  restaurants 


;o  lee 

■r/restaurateur/merrill  lynch  client 

;o:  We  wanted  to  expand  in  ninety-four, 
vere  young,  with  only  four  restaurants.  A  lot 
eople  didn't  believe  in  our  concept.  At  the 
s  we  ran  into  people  who  couldn't  see  past  the 
ts  and  t-shirts.  Then  Merrill  Lynch  stepped  up 
e  plate.  Pom  introduced  us  to  the  right  people 
Brrill  Lynch  to  get  things  going... 


alvarez 

ill  lynch  financial  consultant 

believe  in  these  guys  —  I've  been  a  Wahoo 

)mer  for  a  long  time.  I  knew  we  could  help  them 

Jtional.  We  provided  solid  investment  advice  and 

,.  al  for  expansion.  Now,  I'm  helping  them  protect 


they've  spent  so  much  time  building. 


(thought  Merrill  Lynch  only  went  for  the  big  fish.  Boy,  was  I  wrong. 


esscenter. 

n  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorpora 
ion  Corporation  (SIPQ.  WCMA  is  a  registered  service  mark  of  Merrill  Lynch  &  Co.. 
ig  Capital  Management  is  a  service  mark  of  Merrill  Lynch  &  Co.,  Inc.  The  Lee  1 .1 
1 .  of  Wahoo's  Fish  Taco.  are  customers  of  Merrill  Lynch  and  were  compensated 
'.  a  registered  trademark  of  Visa  Intprnatinnai 
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Merrill  Lynch  Business  Financial  Services 

We  think  every  business  has  the  potential  to  be  as 
successful  as  Wahoo's  Fish  Taco.  That's  why  we  offer 
expert  services  to  help  you  manage  your  cash  flow 
with  our  Working  Capital  ManagementSM  Account 
(WCMA1  account),  obtain  financing,  even  control 
purchasing  and  expenses  while  earning  rewards 
with  the  WCMA  Visa'  Business  Signature  card. 

Every  step  of  the  way,  we'll  help  you  manage 
your  finances  so  you  can  focus  on  running  your 
business.  And  to  keep  things  easy,  you  can  conduct 
business  online.  After  all,  success  isn't  about  being 
a  "big  fish,"  it's  about  having  big  ideas. 


be  bullish 


Merrill  Lynch 


Call  for  our  free  Business  Financial  Kit 
with  CD-ROM  or  to  make  an  appointment 
with  a  Merrill  Lynch  Financial  Consultant. 

1-800-Merrill  ext  4707 
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The  Anti-Organizer 


Dallas  lawyer  Jim  Karger  says  small  companies 
can  avoid  unions  by  taking  their  issues  to  heart 


BIG  LABOR  is  an  issue 
just  for  big  business, 
right?  Wrong.  The  over- 
whelming majority  of 
union  organizing  occurs 
at  companies  with  fewer 
than  WO  employees, 
says  the  National  Labor 
Relations  Board. 

Just  ask  Jim  Karger. 
The  Dallas  lawyer,  who 
specializes  in  fending  off 
organizing  drives,  says 
small  companies  bring 
trouble  on  themselves 
through  their  own  bad 
management  of  people. 
His  advice:  Make  em- 
ployees so  content  they 
won't  want  to  organize. 
Karger  has  been  involved 
in  more  than  80  organiz- 
ing battles  in  25  years, 
mostly  at  small  compa- 
nies—and he  hasn't  lost 
one  yet.  Karger  spoke 
recently  with  reporter 
Bob  Deitz.  Some  edited  excerpts: 

Q:  Why  are  small  businesses  so  vul- 
nerable to  union  organizers? 

A:  Eighty  percent  of  all  organizing  oc- 
curs in  businesses  with  fewer  than  100 
employees.  That  speaks  for  itself.  Plus, 
small  businesses  usually  don't  have 
the  resources  or  experience  that 
larger  businesses  have  in  dealing  with 


Eighty  percent  of  all 
organizing  occurs  in 
businesses  with  fewer 
than  100  employees 

Q:  What  should  entrepreneurs  do  to 
avoid  a  union  drive? 

A:  Managers  must  become  mother,  fa- 
ther, brother,  sister,  pastor,  and  psychi- 
atrist for  those  who  look  to  them  to 
make  their  work  meaningful.  This  re- 
quires a  commitment  by  the  company 


Q:  Organizing  drives  often  detej 
rate  into  all-out  warfare.  Does 
have  more  of  an  impact  on  sr 
companies  than  big  ones? 

A:  Most  certainly.  The 
of  resisting  an  organizl 
drive  is  similar,  regardM 
of  the  number  of  empU 
ees,    thereby    makirig 
more   costly   for   smal 
employers.  This  is 
makes  it   important  tl 
owners  and  managersi 
small   businesses  do 
right  thing  by  their 
ploy  ees,  and  be  more  si 
sitive  to  their  vulnerabiT 


to  develop  a  degree  of  sensitivity  among 
managers  that  usually  isn't  present.  How 
many  managers  know  the  names  of 
their  employees'  spouses  and  children? 
Their  interests?  Their  accomplish- 
ments? Without  this,  the  company 
rests  its  entire  future  on  the  competi- 
tiveness of  its  wages  and  traditional 
benefits.  But  there  will  always  be  oth- 
er companies  that  provide  new,  dif- 
ferent, or  better  economic  packages. 
The  real  question  then  becomes, 
"Who  out  diere  really  cares  about  me?" 

Q:  What  about  issues  like  sexism, 
racism,  ageism? 

A:  The  absence  of  diversity  opens 
many  small  high-tech  operations  to 
criticism.  Unions  have  learned  that  die 
bread-and-butter  issues,  such  as  wages 
and  benefits,  are  not  winners.  So  they 
now  focus  on  fairness,  justice,  equali- 
ty, and  other  intangible  concepts  that 
have  emotional  appeal  to  those  people 
who  believe  they  have  little  control 
over  their  professional  lives — which 
is  to  say,  most  workers. 


to      union-organizati 
movements. 

Q:  Is  it  possible  for  m 
agement  to  win  the  ce 
fication  battle  but  I 
the  war— by  poison 
the  workplace? 
A:  If  a  campaign  is 
heavy-handecj,  the  e 
ployer  can  be  viewed 
mean-spirited  by 
workforce.  If  fear  of 
employer  is  the  basis 
employees  to  reject  the  union,  lo 
term  damage  can  be  inflicted  upon 
employer-employee  relationship. 

Q:  Do  you  have  an  ideological  pro 
lem  with  unions?  Or  do  you  just  li 
a  good  fight? 

A:  I  have  no  ideological  problei 
with  unions.  Unions  are  busines: 
that  sell  representation  to  those  w! 
need  it.  My  job  is  to  remove  the  nel 
by  teaching  employers  to  fulfill  tb 
obligations  to  their  employees.  As 
just  wanting  a  good  fight,  only  si 
people  like  to  fight.  I  prefer  to  he 
employers  solve  their  problems  so  d 
fighting  is  unnecessary.  But  if  there 
a  fight,  I  make  sure  the  employe 
win.  Besides,  even  the  unions  kno 
there's  nothing  personal  about  t. 
fight.  It's  all  business — the  busine 
of  winning  the  heads  and  the  heai 
of  the  employees. 


r. 


For    more    on    keeping    worke 
happy,  click  on  Online  Extras 
frontier.businessweek.com 
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Land  of  Opportunity: 


Capitalizing  on  chaos,  Ian  Bremmer  opens 
doors  for  foreign  business  in  Russia. 


IN  AUGUST,  1998,  soon  after  launch- 
ing a  consulting  firm  aimed  at  helping 
U.  S.  companies  do  business  in  die  for- 
mer Soviet  Union,  Ian  Bremmer  got 
a  surprise:  the  near-collapse  of  the 
Russian  economy.  He  couldn't  have 
been  happier.  "It's  precisely  because 
of  the  chaos  that  we  are  a  successful 
business,"  says  Bremmer,  president  of 
New  York-based  Eurasia  Group. 

Bremmer  has  built  a  thriving  com- 
pany by  helping  clients  negotiate  the 
confusing  byways  of  post-Soviet  com- 
merce. Revenues  for  Eurasia  Group 
reached  $1.5  million  in  1999,  Brem- 
mer says,  and  he  expects  them  to  soar 
as  high  as  $5  million  this  year,  thanks 
in  part  to  widespread  uncertainty  about 
Russia's  newly  elected  President 
Vladimir  V.  Putin.  "Putin  remains  a 
huge  question  mark,"  he  says. 

Bremmer  has  thrived  without  a 
minute  of  business  education  or  even 
much  of  an  intention  to  become  an 
entrepreneur.  The  30 -year-old  expert 
in  Russian  and  Central  Asian  politics — 
a  Stanford  University  PhD — was  on 
the  fast  track  to  the  Ivory  Tower.  Then 


to  do 


history  intervened.  After  the  Soviet 
Union  disintegrated  in  1991,  U.S. 
companies  eager  to  do  business  in  the 
region  were  scrambling  for  informa- 
tion. Bremmer  realized 
that  his  network  of 
sources  could  be  the  ba- 
sis for  a  profitable  busi- 
ness. With  the  former 
Soviet  Union  changing 
so  rapidly,  Bremmer  de- 
cided it  would  be  interesting 
more  than  just  teach  about  it. 

In  January,  1998,  with  just  $25,000 
in  savings,  he  took  the  plunge.  "For 
the  first  six  months,  it  was  trial  by 
fire,"  he  recalls,  as  he  scrambled  to 
learn  such  mundane  tasks  as  processing 
a  payroll,  calculating  taxes,  and  writing 
contracts.  But  he  now  has  15  people 
working  for  him  in  New  York, 
Moscow,  Istanbul,  and  Houston. 

The  company's  25  clients  include 
Goldman  Sachs.  News  Corp.,  and  the 
giant  Turkish  conglomerate  Koc  Hold- 
ing, each  of  which  pay  $25,000  an- 
nually for  the  group's  basic  services. 
That  includes  regular  political  reports, 


packed  with  insider  information 
well  as  frequent  meetings  for  con 
nies  with  government  officials 
business  leaders  in  the  region. 

Eurasia  Group  provides  exten: 
problem-solving  and  dealmaking  ah 
tance,  too.  The  company  is  introdu 
Metromedia  International  Telecomi 
nications — a  New  York-based  corrip 
that  runs  Russia's  largest  digital  sate 
and  fiber-opuc  networks — to  local  p 
ners  for  cable-TV  and  wireless  ph 
businesses  in  Central  Asia.  If  dealmak 
picks  up,  Bremmer  thinks  annual  i 
enues  could  soar  as  high  as  $40  mil 
over  the  next  several  years. 

How  does  a  little  guy  comp 
against  global  powerhouses  like  Pr 
waterhouseCoopers  and  Ernst 
Young?  Bremmer  sticks  to  his  g 
graphical  niche  and  tries  to  offer  m 
in-depth,  inside  political  informati 
capitalizing  on  his  network  of  350 
gal,  business,  government,  and  a 
demic  contacts  in  Russia  and  Cen 
Asia.  So  far,  he  has  attracted  some 
fans.  Eurasia  Group  "is  one  of  the 
that  helps  us  make  rational  decisions 
a  marketplace  that  often  behaves  ir 
tionally,"  says  James  Hatt,  ceo 
Metromedia,  which  is  expanding 
tv  and  phone  businesses  through 
the  former  Soviet  Union. 

What's  next  for  the  former  acade 


Bremmer  was  Ivory  Tower 
bound,  until  the  Soviets'  fa 
made  things  interesting 


ic?  Eurasia  Group's  growth  ultimat' 
depends  on  the  economic  and  inve 
ment  climate  in  the  former  Sov 
Union.  Bremmer  is  guardedly  op 
mistic.  A  new  generation  of  busine 
friendly  political  leaders  is  emergi 
in  provincial  capitals  around  the 
gion.  But  much  depends  on  wl 
Putin  actually  does  as  Preside 
"Things  can  get  worse  before  they  \ 
better,"  Bremmer  says.  If  that  happej 
his  Eurasia  Group  will  keep  trying 
cash  in  on  chaos.  —ROSE  BRA 
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Read  more  about  entrepreneur 
abroad.  Click  Online  Extras  at 
frontier.businessweek.com. 
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COPY/PRINT 

Instantly  cancel  any 
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Scan  and  e-mail  a  photo  in  less  than  30 
seconds  with  Visioneer's  JET  compression! 

Prior  to  Visioneer's  OneTouch  scanner,  everyone  told  us  scanners  were 
difficult  to  use.  With  14  cryptic  steps  to  scan  and  e-mail  a  photograph,  who 
could  blame  them?  The  OneTouch  changed  all  that,  making  everyday 
tasks  such  as  e-mailing  a  photo  as  simple  as  touching  a  button. 

Seven  convenient  buttons  allow  you  to  scan,  copy,  fax,  OCR,  e-mail  and  cancel 
with  a  single  touch,  automating  your  tasks  from  start  to  finish.  A  custom  button 
will  send  your  scanned  pages  to  any  other  application  or  device  of  your  choice. 

Vvisioneer 


600  x  1 200  dpi  •  36-bit  color 

USB  or  Parallel  Port  •  Win  95/98/NT  4.0 


Up  to  2  times  faster  than  SCSI-based  scanners! 


www.visioneer.com 
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Click  Here  for  HR 


RANDOM 


New  application  service  providers  are  helping 
businesses  manage  human  resources  online 


Dll 

SO 


CARDSTORE.COM  INC.,  an  Emeryville 
(Calif.)  online  retailer  with  about  3  5 
employees,  is  in  a  hiring  frenzy.  So 
you  might  expect  to  find  the  compa- 
ny's human  resources  manager,  Rhon- 
da Mae  Botello,  buried  in  forms  for 
payroll,  health  coverage,  taxes,  and 
the  like.  She's  busy  all  right,  but  not 
with  paperwork.  When  a  new  worker 
comes  on  board,  Botello  simply  logs 
on  to  the  Web,  surfs  over  to  eBene- 
fits.com,  and  enters  the  new  name 
and  start  date.  The  system  spits  out 
an  I.D.  code  and  pass- 
word. Then  the 
new  hire  logs 


cations  over  the  Web  to  companies 
that  lack  the  time,  money,  or  inclina- 
tion to  do  it  themselves.  Analysts  pre- 
dict that  entrepreneurs  will  soon  use 
asps  to  run  nearly  every  aspect  of  their 
companies,  asp  sales  reached  nearly 
$400  million  in  1998  and  are  expect- 
ed to  hit  $10  billion  by  2003,  says 
Rebecca  Scholl,  an  analyst  at  Dataquest 
in  Mountain  View,  Calif. 

At  present,  an  ASP  with  a  solid  track 


What's  Done  Is  Dun 

If  tracking  and  billing  time  drives 
crazy,  Elite.com's  Timesolv  might  oi 
some  sanity.  Designed  for  consulta 
lawyers,  and  others  who  bill  for  tii 
the  Web-based  service  helps  you  k 
tabs  on  how  long  you've  spent  work 
for  clients.  Sure,  plenty  of  software  d 
the  same  thing,  but  Timesolv  will  aq 
ally  do  the  billing  for  you.  After  install 
Timesolv  software  on  a  PC,  Palm 
handheld  PC,  users  simply  enter  th 
time  and  expenses  in  a  daily  log, 
then  upload  the  data  to  a  secure  V 
site.  When  it's  time  to  bill,  Tin 
solv  creates  and  sends  the 
voice.  Prices  range  from  ab 
a  buck  an  invoice  to  a  flat  fee 
i .  $9.95  per  user  per  month,  v\ 
additional  charges  for  exti 
like  reports,  graphs,  and  otl 
project-management  tools, 
something  to  consider  when  yc 
time  is  money  (www.elite.com). 


on  to  the  site,  fills  out 
forms  online,  and  selects 
benefits  by  completing  a  se- 
ries of  dialog  boxes.  Botello  approves 
the  choices  and  ships  the  package  to 
the  insurance  company  and  other 
providers.  "This  frees  hr  up  to  focus 
on  the  things  that  matter,"  she  says. 
"Like  more  hiring." 

EBenefits  is  one  of  a  handful  of  new 
application  service  providers  (asps)  de- 
signed to  manage  human  resources. 
You've  probably  been  hearing  a  lot 
about  how  asps  deliver  software  appli- 


record  is  the 
one  that  promis- 
es to  manage  one  of  any  company's 
most  onerous  and  paper-clogged 
chores,  human  resources,  offering  so- 
phisticated hr  software  systems  for  a 
relative  pittance  in  monthly  charges. 

What's  die  catch?  For  one  tiling,  new 
technology  is  never  foolproof,  and  few 
asps  have  the  track  record  of  uaditional 
HR  systems.  Meanwhile,  the  products 
primarily  handle  paperwork,  and  do 
not  address  the  "human"  aspect  of  hu- 
man resources.  "This  is  not  a  magic 
formula,"  says  John  Donovan,  a  man- 


Truck  54  Where  Are  You? 

Ever  wonder  where  your  compan 
vehicles  really  are?  With  @Roa 
*^   FleetASAP,  your  cars  and  true 
*   are  outfitted  with  a  global  po 
tioning  system  (gps)  receiv 
which  sends  data  on  each  ve 
cle's  location,  speed,  and  directi 
of  travel  to  ©Road's  data  centers 
wireless  networks.  Then,  you  moni 
the  fleet  by  logging  on  to  ©Road's 
site  [www.atroad.com),  which  is  cont 
ually  updated  to  show  the  vehicle's  p 
on  a  detailed,  on-screen  street  ma 
You  can  see  who,  say,   is  closest 
where  you  need  a  pickup  made  and  w 
is  parked  for  no  apparent  reason, 
stallation  costs  around  $375  per  vehic 
with  subscription  rates  starting  at  $ 
per  vehicle. 

-WAYNE  KAWAMO 
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aging  partner  at  Deloitte  Consulting 
Minneapolis,  asps  also  lack  flexibili 
Botello  wishes  she  could  create  custo 
blanks  in  the  electronic  forms  to  reco 
employees'  favorite  foods  and  bevc 
ages.  (Both  are  free  at  Cardstore.coi 
A  bigger  problem:  eBenefits  still 
quires  paper  because  it  isn't  linked 
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DIRECT 
,  FROM  IBM 


i 


THE  TOOLS  YOU  NEED  when  you're  a  business  on  the  go.  Thin, 
i  and  powerful.  IBM  ThinkPad'  600  notebooks  make  the  perfect  travel 
anions  They'll  go  with  you  anywhere  and  make  it  easy  for  you  to  stay 
1  loop. 


»  MAKE  EVERYONE  IN  THE  OFFICE  MORE  PRODUCTIVE. 

3C  300"GL,  Small  Business  Series  desktops  come  preloaded  with 
ig  business  productivity  tools,  including  Artisoft"  i. Share.  This  convenient 
are  allows  up  to  ten  users  to  share  a  single  Internet  connection.' 

» THE  PERFECT  MACHINE  FOR  YOU.  IBM  offers  plenty  of  con- 
tions  to  choose  from,  so  you're  certain  to  find  the  ideal  systems  for 
nd  your  staff.  You  can  customize  your  technology  with  IBM  accessories 
ipgrades.  Whether  you  buy  direct  from  IBM  or  through  an  IBM 
ess  Partner,  you'll  find  the  tools  you  need  to  run  your  business  better. 

FREE  ADVICE  AND  INFORMATION.  Talk  to  a  small  business  advi- 
ml  go  to  the  IBM  Small  Business  Center  Web  site  to  learn  more  about  the 
■I  small  business  program  -  tools,  e-business  solutions,  world-class 

e  and  support  priced  right  for  every  small  business. 

10: ; 
,  J>  YOUR  OWN  WEB  SITE  WITH  AN  ALL-IN-ONE  SOLUTION. 

,jj  lomePage  Creator™  is  the  pomt-and-click  online  Web  site  creation  tool 
x  uts  your  home  page  on  the  Web  in  hours,  with  IBM  Web  site  hosting. 
3  a  catalog  of  products,  process  credit  card  transactions,  set  up  your  own 
in  name  -  everything  you  reed  to  conduct  e-commerce. 


10! 


time  setup  fee  waived,  up  to  $150  value. 


RTING  AT:      24.95  MONTH2 
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Notebooks 

Desktops 

IBM  ThinkPad  600 

Ideal  balance  of  performance  and  portability 

Mobile  Pentium*  III  processor  500MHz3 

64MB  RAM 

12GB4  HDD 

13.3"  active  matrix  display 

24X-10X5  CD-ROM 

56K'  V90  modem 

Microsoft*  Windows*  98  Second  Edition 

4.9  lbs.,  slim  14"  profile7 

IBM  PC  300GL, 

Small  Business  Series 

Leading  business  productivity  tools  and 

outstanding  value 

Pentium  III  processor  667MHz/133MHz 

front  side  bus 

128MB  133MHz  SDRAM 

20.4GB  HDD 

32MB  4X-AGP  Graphics 

17"  monitor  (159'  viewable) 

48X  CD-ROM 

56K  V.90  modem 

Microtower 

Microsoft  Windows  98 

$1  OQQ8 

W  J  W  9  9    (reflects  $200  discount)- 

SuccessLease™      sj/irt 

for  Small  Business     1U9/MONTH" 

$1,746e 

SuccessLease         So 

for  Small  Business     OO'MONTH 

CUSTOMIZE  YOURS: 

CUSTOMIZE  YOURS: 

64MB  100MHz  NP  Memory  Upgrade 
$95*  or  $3/month'° 

Iomega  Zip  250MB  Internal  IDE  Drive 
$179'  or  $6/month'° 

SelectaBase  600 
$179"  or  $6/month'° 

Iomega  Zip  250MB  4-pk.  Media 
$69.99"  or  S3/month'° 

Li-Ion  Spare  Battery 
S209*  or  $8/month'° 

Umax  Astra  4000U  Legal  Flatbed  Scanner 
S349"  or  $13/montiV0 

Refer  to  advantage  code  7254  to  confirm  our  latest  pricing. 

START  HERE. 

Buy  direct,  contact  an  IBM  Business 
Partner  or  get  answers  to  your  questions. 

1-888-ShoplBM,  advantage  code  72S4 

ibm.com/smallbusiness  7254 


is  charges  may  apply  'Price  shown  is  for  the  HomePage  Creator  Basic  Plan  Other  plans  and  prices  may  vary  Offer  expires  6/30/00  'MHz  denotes  microprocessor  internal  clock  speed;  other  factors  may 
pplii  ation  performance  'GB  means  one  billion  bytes  when  relerring  to  hard  drive  capacity  Accessible  capacity  may  vary  'Variable  read  rate  Actual  playback  speed  will  vary  and  is  often  less  than  the  maximum 

■  le  modems  are  designed  to  be  capable  ot  receiving  data  up  to  "56Kbps  from  a  compatible  service  provider,  and  transmitting  data  at  up  to  31  2Kbps.  Public  networks  currently  limit  maximum  download 
'    to  about  53Kbps  Actual  speeds  depend  on  many  factors  and  are  often  less  than  the  maximum  possible  Weight  and  thickness  may  vary  due  to  vendor  components,  manufacturing  process  and  options  'Prices 

ii  as  available  from  IBM  directly,  reseller  prices  may  vary  lor  ThinkPad  Model  #2645-4EU,  Memory  Upgrade  Part  #20L0254.  SelectaBase  Part  #12J2467  Li-Ion  Battery  Part  #12J2464.  PC  300  Model 
R3U.  Monitor  Model  #65470AN,  IDE  Drive  Part  #00N8078. 4-pk  Media  Part  #00N9967,  Scanner  Part  #10K3596  IBM  price  does  not  include  tax  or  shipping  and  is  subiect  to  change  without  notice  Available  on 
I  ThinkPad  600  models  only,  purchase  must  be  made  directly  from  IBM  via  phone  number  May  not  be  combined  with  any  other  rebate.  IBM  reserves  the  right  to  withdraw  or  modify  this  offer  without  prior  notice 

May  31. 2000  '"SuccessLease  is  ollered  and  administered  in  the  US  and  Canada  by  third-party  providers  ol  business  financing  who  are  approved  by  IBM  Global  Financing  All  SuccessLease  terms  and 
ins  are  provided  by  the  third  party  Amount  ot  monthly  payments  based  on  36-month  term,  lull  payout  lease  to  qualified  business  customers  installing  in  the  US  A  documentalion  tee  and  first  month's  paymenl 
ease  signing  All  taxes  are  additional  Other  terms  and  financing  structures  are  available  Offer  may  be  withdrawn  or  changed  without  notice  Options  must  be  leased  with  system  unit.  All  products  ship  with  an 
ig  system  IBM  reserves  the  right  to  alter  product  offerings  and  specifications  at  any  lime,  withoul  notice  SuccessLease  and  all  product  names  are  registered  trademarks  or  trademarks  ol  International  Business 
as  Corporation  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  ol  Intel  Corporation  Microsoft  and  Windows  are  registered  trademarks  ot  Microsoft  Corporation  Other  company,  product  and 
names  may  be  trademarks  or  service  marks  of  others  tf">2000  IBM  Corp  All  rights  reserved 
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electronically  to  all  of  its  providers. 
Still,  for  $30  a  month  flat,  Botello's 
not  complaining. 

If  you  want  a  more  integrated — and 
expensive — system,  check  out  Em- 
ployease  Inc.,  a  four-year-old  Atlanta 
asp  with  about  800  customers.  Em- 
ployease  doesn't  just  provide  soft- 
ware; it  links  up  small  companies 
with  their  various  providers. 
Currently,  to  terminate  an  em- 
ployee, an  employer  needs  to 
notify  the  payroll  service,  in- 
surance company,  and  40 1  (k) 
administrator — providing  the 

'High-touch7  aspects 
of  HR,  such  as 
dispute  mediation,  are 
unsuited  to  the  Web 

same  information  over  and  over.  With 
Employease,  you  simply  click  "termi- 
nate" and  the  message  goes  out  to  all 
of  them.  Employease  requires  a  one- 
time $2,500  fee  for  implementation, 
and  a  monthly  fee,  ranging  from  $2  to 
$6  per  employee,  depending  on 
whether  employees  have  access  to  the 
system. 

For  many  companies,  it's  worth  the 
cost.  Insight  Management,  an  Atlanta 
info-tech  incubation  company,  has  30 
employees,  75%  of  whom  work  in  re- 
mote locations.  "Wherever  they  are, 
they  can  go  online  and  see  what  kind  of 
insurance  they  are  enrolled  in  or  change 
their  401(k)  contribution,"  says  Colleen 
Verner,  the  company's  hr  coordinator. 


What  about  security?  How  safe  are 
your  data?  Employease  uses  a  system 
similar  to  e*trade  Group  Inc.  or  Yahoo! 
Inc. — with  password  protection,  fire- 
walls, secure  socket-layer  encryption, 
even  armed  guards.  A  similar  system 
exists  at  eBenefits.  But  with  all  the 
high-tech  safeguards,  com- 
mon sense  says  that  noth- 
ing is  ever  completely  se- 
cure. "You  just  have  to 
•  take  a  leap  of  faith,"  ad- 
1   mits  Botello. 

It  takes  another  leap 
to  settle  on  a  provider. 
asps  are  new,  and  there 
will  probably  be  shakeouts 
over  the  next  few  years,  says 
Donovan.  "You  can't  expect  that  those 
who  currently  make  their  living  in 
payroll  and  benefits  outsourcing  are 
going  to  just  stand  by  and  let  upstarts 
replace  them,"  he  says,  referring  to 
outfits  like  adp  and  Paychex  Inc.  (adp 
and  eBenefits  recently  announced  a 
deal  under  which  adp's  payroll  servic- 
es will  be  available  to  eBenefits  cus- 
tomers for  an  extra  fee  and  adp  will  of- 
fer eBenefits'  HR  software  package.) 

Some  entrepreneurs  have  another 
reservation.  There  are  numerous  "high- 
touch"  aspects  of  hr — mediating  dis- 
putes, providing  career-path  strategy — 
that  are  unsuited  to  the  Web,  says  Gus 
Stieber,  director  of  business  develop- 
ment at  vmc  Behavioral  Health  Care 
Services,  an  employee  assistance  pro- 
gram in  Gurnee,  111.  "There's  still  no 
substitute  for  face-to-face,"  Stieber  says. 
asp  boosters  would  argue  that  Stieber 
has  it  backwards,  that  using  the  Web 
reduces  administrative  chores,  freeing 


up  time  to  focus  on  workers'  ne 
But  if  you  want  an  asp  with  a  hur 
touch,  look  at  San  Francisco's  Emp 
eeService.com.  It  provides  the  s; 
sendees  as  Employease — and  also  se 
people  out  to  assist  with  HR  probl 
which  can  include  everything  fr 
setting  up  the  human  resources 
tem  to  answering  employee  questk 
The  handholding  drives  up  the  cos 
$80-to-$130  per  employee  per  moi 

Even  pricier  are  traditional  hr  ap 
cations,  which  have  only  begun 
move  online  and  offer  limitless 
tomization.  Interpath  Communicati 
Inc.  provides  Web  hosting  for 
popular  HR  application.  The  pricet 
As  much  as  $1,800  per  employee 
month  with  no  implementation 
Interpath  execs  claim  the  service 
proving  popular  with  Internet  st 
ups.  Corio  Inc.,  PeopleSoft  Inc.'s 
offering  for  small  and  midsize  bt 
nesses,  is  even  more  expensive,  cost 
as  much  as  $100,000  to  implemen 

The  main  reason  to  consider  pay 
the  premium:  integration  with  ot 
asps,  including  customer  service,  sa 
and  e-commerce  software — wh 
eventually  paves  the  way  for  busine 
es  to  move  more  of  their  operations 
the  Web  without  having  to  go  throi 
multiple  asps.  Integrated  systems 
probably  the  wave  of  the  future, 
Scholl  at  Dataquest.  But  for  now,  m 
users  would  settle  for  anything 
helps  take  the  "paper"  out  of  pap 
work.         -ALISON  STEIN  WELLN 


For  more  on  ASPs  and  human 
resources,  Click  Online  Extras 
frontier.businessweek.com 
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Yours  for  the  ASPing 

A  sampling  of  major  online  human  resources  service  providers. 

COMPANY                                                  WHAT  THEY  OFFER 

COST 

EBENEFITS.COM 

Benefits  management;  employee  record-keeping; 
time-off  tracking;  legal  compliance. 

No  implementation  fee;  monthly  charge 
from  free  to  $30. 

ADP 

(www.adp.com) 

Maintains  employee  records;  tracks  attendance; 
monitors  compliance  with  federal  regulations. 

No  implementation  fee; 
$30  per  employee/month. 

EMPL0YEASE.COM 

Maintains  payroll  and  benefit  data;  self-service  access  for 
employees;  employee  performance  tracking. 

Implementation  fee  of  about  $2,500; 
ongoing  charge  of  $5-$6/employee/mor 

INTERPATH  COMMUNICATIONS 

[www.interpath.com) 

Offers  Internet  hosting  for  SAP's  HR  applications. 
Also  offers  e-commerce  ASPs  for  no  additional  cost. 

No  implementation  fee; 
$50-$1,800/worker/month. 

EMPL0YEESERVICE.COM 

Benefits  management;  payroll;  employee  self-service;  report 
generation;  new-hire  automation;  in-person  HR  consulting. 

Implementation  fee  of  $3,000-$1 5,000; 
$80-$130/employee/month. 

CORIO 

(www.corio.com) 

Hosts  PeopleSoft  HR  software.  One  of  the  most 
comprehensive  and  customizable  HR  systems. 

Implementation  fee  of  $80,000-$100,00C 
$595-$895/user/month. 

DATA:  BW  FRONTIER 
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Crunch 
Time^ 


If  you  Ye  not  worried  about  a  big 
rival  eating  your  lunch,  look  what 
happened  to  Guiltless  Gourmet 
after  Frito-Lay  entered  its  market 

by  Dennis  K.  Berman  IT  SEEMED  LIKE  a 
sure  thing.  So  sure  that  in  1994  Michael 
P.  Schall  dragged  his  wife  and  two  young 
daughters  1,400  miles  east,  giving  up 
balmy  Los  Angeles  for  the  dusty  vistas  of 
Austin,  Tex.  Schall  even  bought  a  pair 
of  brown  leather-and-ostrich-skin  cow- 
boy boots.  ♦  A  former  food-company 
executive  and  food  broker,  Schall,  then 
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41,  was  ready  for  a  new  challenge  as  the 
gun-slinging  CEO  of  Guiltless  Gourmet, 
one  of  the  hottest  small  companies  in 
Texas.  Fueled  by  America's  fat  phobia, 
this  scrappy  maker  of  baked,  low-fat 
tortilla  chips  had  grown  in  just  five 
years  from  the  founder's  kitchen  into 
a  $23  million  enterprise  with  an 
18,000-square-foot  plant.  The  local 
business  press  raved  about  the  com- 
pany "crunching  its  local,  national,  and 
international  competition."  Even  that  cranky  Wash- 
ington critic  of  high-fat  foods — the  Center  for  Sci- 
ence in  the  Public  Interest — recommended  Guiltless 
Gourmet  as  an  alternative  to  artery-clogging 
munchies. 

Who      could      have 
guessed      high      noon 
would     arrive     just     a 
month  after  Schall  be- 
came CEO?  One  August 
morning    in    Portland, 
Ore.,  as  he  walked  into 
an  Albertson's  supermar- 
ket on  a  sales  call,   he 
saw  die  enemy's  shadow:  a  display  stretched  across 
the  store  lobby  stuffed  with  bright  green  bags  of 
Frito-Lay  Co.'s  new  low-fat  Baked  Tostitos.  Frito,  the 


High  noon  arrived 
Rival  Frito-Lay 
started  pushing 
low-fat  chips,  too 


$11  billion  snack-food  behemotf 
and  the  leader  in  fatty,  fried  chips 
meant  business.  "I  thought:  'Wow 
they  really  did  this.  They're  reall) 
coming  after  us,'  "  recalls  Schall 
sitting  in  Guildess  Gourmet's  drea 
ry  offices  amid  a  wheezy  old  copiei 
and  makeshift  cubicles. 
Schall  knew  the  competition  all  too  well.  A 
year  earlier  he  had  worked  as  a  consultant  for  Frito- 
Lay,  and  prepared  a  report  recommending  acquisi 
tion  of  Guiltless.  The  snack-food  giant  instead  hac 
opted  to  extend  its  venerable  Tostitos  brand 
Overnight,  Frito-Lay's  new  product  seemed  to  be 
everywhere,  chomping  a  big  hole  in  Guiltles: 
Gourmet's  once  commanding  market  share.  Today 
Baked  Tostitos  accounts  for  1  out  of  every  10  bags 
of  tortilla  chips  sold  in  the  U.  S. 

And  Guiltless  Gourmet?  It's  fighting  for  crumbs 
now  holding  0.5%  of  the  total  tortilla  market 
(While  it  also  sells  a  line  of  dips  and  salsa,  they 
bring  in  only  10%  of  revenues).  Next  month,  the 
once-proud  company,  with  its  revenues  reduced 
to  $9  million,  will  shutter  its  plant  and  start  out- 
sourcing production.  Its  workforce,  once  125- 
strong,  will  shrink  to  fewer  than  10. 

Schall  now  hopes  that  reinventing  Guiltless  as  a 
bare-bones  marketing  outfit  will  be  its  redemp 


Getting  Back  in  the  Game 


The  chips  may  be  down  for  Guiltless  Gourmet,  so  how  does  it  play  its  remaining  cards?  That  depends  on  whom  you  ask 
frontier  presented  Guiltless'  dilemma  to  a  roundtable  of  experts:  a  marketing  maven,  a  business  consultant,  a  small-business 
turnaround  pro,  and  the  CEO  of  another  small  snack  food  company.  Here  are  some  excerpts  of  what  our  experts  had  to  say 
about  Guiltless  Gourmet's  mistakes  and  its  future. 


JACK  TROUT,  author  of  Differentiate  or  Die:  Survival  in  Our 
Killer  Global  Economy  {John  Wiley  &  Sons,  $24.95),  and 
founder  of  Trout  &  Partners  Ltd.,  a  marketing  strategy  firm 
in  Greenwich,  Conn. 

"The  only  way  for  a  small  guy  to  survive  is  to  find  a  niche 
that  is  defensible.  The  trouble  with  baked  chips  is  that  it's  not 

a  small  idea.  It's  a  sizable 
market.  When  a  small  op- 
eration finds  a  product  like 
that,  all  they  end  up  doing 
is  running  a  test  market  for 
their  bigger  competitors.  If 
you  do  land  on  a  good  cate- 
gory, you're  better  off  sell- 
ing to  a  larger  player,  ei- 
ther the  market  leader  or 
the  No.  2  player  who  is 
looking  for  leverage. 

"Guiltless  could  go  up- 
market, build  a  cachet,  try 
and  become  a  fancy  chip. 
But  it's  not  easy.  Generally 
speaking,  there  are  no  sec- 
ond acts  for  small  compa- 
nies. Big  operations  get  a  second  chance.  The  smaller  busi- 
nesses, unless  they  can  find  that  defensible  niche,  they  are 


not  going  to  last.  That's  where  Guiltless  Gourmet  made  the 
wrong  call.  They  didn't  evaluate  what  their  big  competitors 
would  do." 

DEBRA  KOONTZ  TRAVERSO,  a  Frederick  |Md.)  business  con 
sultant,  adjunct  faculty  member  at  Harvard  University,  and 
author  of  Outsmarting  Goliath  (Bloomberg  Press,  $19.95). 

"Anytime  a  small  company  is  approached  by  a  larger  com 
pany,  they  should  know  that  the  large  one  already  has  their 
product  on  the  agenda.  It  should  be  a  heads-up  that  serious 
competition  is  on  the 
way.  But  small  compa- 
nies also  need  to  re- 
alize  that   competing 
doesn't       necessarily 
mean  slaying  the  gi- 
ants     or      outpacing 
them.    It    can    mean 
surviving  and   quietly 
thriving.    A    company 
does  not  need  to  be 
No.1  to  be  a  success. 

"Guiltless  needs  to 
determine  what  makes 
them  different.  What  is 
their    unique    selling 


iu't 


aiaiior. 


3wih  bii 


mm, 


makes  ; 
-in  tins 

El 

Hear-oli 
Klurerw 
'Giles 
kbjr, 
tused  or 


il   BUSINESS  WEEK  FRONTIER 


This  is  not  a  failure,"  Schall  says  emphatica] 
[y.  "Today,  our  brand  is  in  one-third  of  supermar 
sets,  and  is  one  of  the  best  known  of  its  category." 
Still,  Guiltless  Gourmet  clearly  has  been  living 
lirough  every  small  company's  nightmare:  An  in- 
novative one-product  wonder  thinks  it  can  succeed 
forever — until  a  big  guy  with  wider  distribution 
uid  far  deeper  pockets  takes  aim  at  its  market. 

It's  a  tale  in  which  Guiltless  isn't  entirely  blame- 
less. The  company  was  caught  off  guard  by  the 
;ntry  of  Frito-Lay  and  the  waning  of  the  fat-free 
fad.  Some  of  its  troubles  might  have  been  averted  if 
guiltless  had  broadened  its  product  line  or  out- 
sourced production.  Indeed,  the  mere  fact  that  a 
najor  player  moves  into  your  market  isn't  a  death 
>entence.  Experts  who  have  seen  this  kind  of  con- 
frontation before  say  there  are  strategies  that  can 
aelp  Guiltless  Gourmet  (story  below).  But  unlike 
CEO  Schall,  they're  not  all  convinced  that  Guiltless 
:an  regain  its  glory  by  reducing  overhead.  To  get 
growth  back  on  track,  they  suggest,  Guiltless  will 
aeed  not  only  a  careful  plan,  but  some  Texas-size 
uck. 

NEXT  BIG  THING 

This  saga  begins  in  1989.  Then- 3  2 -year-old  Doug 
Foreman,  a  chronically  chubby  entrepreneur  who 
lad  previously  survived  brushes  with  death  as  a 


Ik  licopter  pilot  and  started  a  successful  Austin  burg- 
er joint,  began  talking  up  the  Next  Big  Thing — a 
homely  tortilla  chip  that  was  baked,  not  fried.  Its 
crunch  was  wimpy,  and  it  tasted  like  cardboard,  but 
hey,  who  cared?  Consumers,  Foreman  figured,  were 
going  gaga  over  anything  labeled  fat-free. 

Investing  just  $200,  he  persuaded  his  local 
Whole  Foods  Market  to  stock  his  creation,  which 
he  cooked  in  his  kitchen,  bagged  by  hand,  and 
dubbed  "Guiltless  Gourmet."  To  promote  them, 


What  Went  Wrong 

Battling  Frito-Lay  would  have  been  tough  no  matter  what.  But 

Guiltless  Gourmet  had  some  key  weaknesses. 

CONTROLS:  For  years  the  company  didn't  have  an  adequate 
budget,  sophisticated  production  design,  or  strategic  plan. 

♦  DIVERSIFICATION:  Although  its  original  baked  chips  were  a 
huge  hit,  Guiltless  didn't  launch  other  products  under 
its  brand  name. 

»  UNDERCAPITALIZATION:  Strained  by  limited  resources, 
Guiltless  couldn't  step-up  marketing  or  get  exposure  with  ad- 
vertising. 

•*  EXPENSES:  As  demand  fell,  Guiltless  kept  its  plant  running  and 
absorbed  high  fixed  production  costs. 


aroposition?  They  definitely  have  an  opportunity  to  go  the 
lealth-food  route,  to  position  themselves  as  the  king  of 
lealthy  chips.  But  there  is  a  danger  in  relying  on  one  product. 
t  makes  a  company  too  vulnerable  to  market  fluctuation 
Dr — in  this  case— competition." 

ROBERT  EHRLICH,  founder  of  Robert's  American  Gourmet,  a 
15-year-old  Roslyn  Heights  (N.Y.)  natural  snack-food  manu- 
facturer with  1999  sales  of  $17  million. 

"Guiltless  seems  to  have  been  looking  at  competing  with 
rnto-Lay  rather  than  connecting  with  their  customers.  They're 
:ocused  on  the  wrong  thing.  We  don't  look  at  anyone  but 
our  customers.  What  is  going  to  make  them  happy?  If  you  can 

do  that,  it  doesn't  matter 
who  else  is  out  there. 

"Guiltless  Gourmet  is 
still  a  valuable  brand 
name.  But  they  need  to 
relaunch  with  new  prod- 
ucts. New  products  are 
the  lifeblood  of  any  com- 
pany. The  baked  thing 
was  a  good  lead-in.  It 
established  the  brand, 
and  once  a  brand  is  set 
up  yoLj  can  do  anything. 
But  fat-free  is  out. 
These  days,  people  are 
eating  olive-oil  chips; 
they  don't  care  about 
fat-free  anymore.  This 


business  is  about  wowing  the  customer  with  new.  Everybody 
wants  new." 

RENEE  FELLMAN,  president  of  Interim  Management  Co.,  a 

Portland  (Ore.)  consulting 

firm   that   specializes   in 

turning  around  financially 

and  operationally  troubled 

small  companies. 

"The  time  to  anticipate 
problems  like  this  is  before 
the  company  is  launched. 
Guiltless  Gourmet  had  to 
know  that  at  some  point 
Frito-Lay  or  another  large 
player  would  get  into  the 
market.  They  should  have 
brought  in  a  board  of  direc- 
tors, comprised  of  people 
with  experience  in  the 
snack-food  business,  so 
they  would  not  have  had  to  learn  things  from  scratch.  There 
is  no  substitute  for  smart,  well-connected  management  and 
advisers. 

"Once  Frito-Lay  entered  the  market,  I  would  have  engaged 
a  consultant  or  new  management  immediately.  It's  very  hard 
to  be  objective  about  your  own  business  and  do  the  right 
thing.  Dramatic  change  requires  dramatic  action.  If  I  was  in 
their  shoes.  I  would  try  to  identify  entities  looking  for  roll-up 
candidates.  It  will  be  very  difficult  for  Guiltless  Gourmet  to 
make  it  on  their  own." 
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Guiltless  Gourmet's 
Crumbling  Revenues 


£  MILLIONS  OF  DOLLARS 

DATA  COMPANY  REPORTS 


he  swapped  helicopter  traffic  reports  for 
ad  slots  with  local  radio  stations.  Soon, 
Austinites  clamored  for  the  chips.  Fore- 
man and  a  couple  of  friends  began  us- 
ing a  former  Mexican  restaurant  at 
night,  shoving  tiny  tortillas  into 
scorching  pizza  ovens.  "We  used 
to  do  a  rain  dance  when  cash  was 
really  tight,"  laughs  longtime  Chief 
Financial  Officer  Bart  Glaser. 

The  heavens  answered.  In  just 
three  years,  sales  roared  from 
$35,000  to  $9.3  million.  It  didn't 
seem  to  matter  that  Foreman  was 
inexperienced  at  food  manufactur- 
ing and  retailing.  Since  nobody  else 
made  baked,  fat-free  chips,  Guiltless 
Gourmet  had  easy  entree  to  health- 
food  stores  and  supermarkets.  "They 
were  just  a  couple  of  guys  with  a 
good  idea,"  recalls  Whole  Foods 
Market  Inc.  founder  John  P.  Mackey. 
"I  admired  what  they  did."  In  fact, 
the  product  was  considered  so  novel  that  Guiltless 
Gourmet  managed  to  avoid  paying  supermarkets' 
"slotting  fees,"  which  give  stores  incentive  to  stock 
and  promote  untested  items. 

Like  many  other  small  and  visionary  innova- 
tors, however,  Guiltless  Gourmet  had  an  Achilles' 
heel:  It  lacked  day-to-day  management  experience, 
says  Tracy  Carlson,  an  analyst  at  food  consultant 
Promar  International  in  Alexandria,  Va.  In  fact,  the 
company's  rising  sales — to  $19  million  by  1993 
and  $23  million  by  1994 — obscured  some  struc- 
tural weaknesses. 

The  plant  was  built  willy-nilly,  without  hiring 


consultants  experienced  in  food  p 
duction.  Take,  for  instance,  the  pro 
for  boiling  com:  Workers  widi  wo 
en  paddles  would  stand  over  op< 
flame  cauldrons,  singeing  hair 
their  arms  as  they  stirred  the  li 
nels.   Plus,  new  ovens  baked 
chips  unevenly.  Guiltless  had  a 
used  cellophane  bags  that  let  in  too  mi 
oxygen,  causing  the  chips  to  go  stale. 

Tilings  were  just  as  haphazard  in  the  back  offi 
"Every  day,  we  had  a  pile  of  orders,  and  we  did 
have  enough  bodies  to  process  then 
recalls  CFO  Glaser.  And  Guiltless  had  overlook 
basics.  Not  once,  for  instance,  did  it  conduct  m 
ket  research  or  taste  tests.  "We  were  naive,"  Fo 
man  concedes.  "We  didn't  know  what  we  w< 
doing." 

'ANALYSIS  PARALYSIS' 

Meanwhile,   Foreman   was   getting   antsy,   oft 
spending  time  dreaming  up  new  business  ide 
"Doug's  favorite  phrase  was  'paralysis  throu 
analysis,'"  Glaser  recalls.   "We  didn't  have 
mal  budget  until  1993." 

Foreman's  style  didn't  sit  well  with  the  compan 
two  main  backers,  John  Oudt  and  John  Koern 
the  braintrust  that  had  rebuilt  the  Barq's  Root  B< 
brand.  After  becoming  seed  investors  in  1989,  t 
two  gained  a  controlling  interest  in  Guiltless 
1993.  "Doug  was  very  entrepreneurial  and  char 
matic,  but  he  was  not  a  good  manager, at  all,"  s; 
Koerner.  Foreman,  who  has  since  founded  ne 
companies  including  a  video  production  outfit  anc 
gourmet  restaurant,  counters  that  the  problems  c 
not  occur  on  his  watch.  "If  I  was  a  bad  manag 
what  happened  to  the  compa 
after  I  left?" 

Well,  for  one,  Frito-Lay  i 
rived.  The  snack  food  king  fi 
checked  out  the  baked  ch 
market  in  1993,  when  it  hir< 
Michael  Schall  to  look  ov] 
Guildess  Gourmet.  A  confide 
tiality  pact  was  written  up,  ai 
Schall  says  he  even  help 
arrange  a  meeting  betwee 
Foreman  and  Roger  A.  Enric 
the  head  of  Frito-Lay's  parer 
PepsiCo  Inc.  Enrico  eventual 
decided  he  wasn't  intereste 
leaving  Guiltless  scorned  ar 
ready  to  sue.  But  it  never  di 
As  Schall  tells  it,  after  the  tal 
broke  down,  he  felt  a  respo 
sibility  to  Guiltless  Gourm 
He  offered  to  help  run  it  f( 
free  on  a  six-month  trial  ba: 
and  to  stay  if  they  were  happ 
In  1994,  the  partners  boug 
Foreman's  remaining  shares  f( 
a  reported  $  1 5  million  and  pi 
Schall  in  charge.  "I  felt  like 
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\  ealing  with  the  details  of  running  a 
W  business  can  get  pretty  hairy.  Just 
>k  the  guys  at  Little  Mammoth  Media!8 
hey  make  kids'  videos  -  and  they  love 
)  get  wrapped  up  in  their  work.  But 
lutine  tasks  like  making  bank  deposits 
rid  ordering  supplies  can  take  a  big  bite 
ut  of  their  day. 


BrightLane.com 


Do  What  You  Do  Best; 

That's  why  they  use  Brightkane.com. 
It's  the  online  business  center  that  gives 
growing  companies  one  convenient  place 
to  go  for  everything  from  banking  to 
benefits,  office  supplies  and  more. 

Brightkane.com  gives  businesses  like 
kittle  Mammoth  more  buying  clout.  It 
brings  together  quality  business  support 


services  and  products.  All  available  24/7. 
And  supported  by  people  who  understand 
what  it  takes  to  grow  a  company. 

ket's  face  it.  Being  in  business  can  be 
a  bear.  But,  in  the  middle  of  it  all  is  still 
what  you  love  to  do.  Get  back  to  the 
passion.  And  get  the  rest  of  it  done  at 
one  place:  Brightkane.com. 


"NOW  WE  DON!  HAVE  TO  CLAW  OUR  WAY 
fHROUGH  EVERYTHING  FROM  PAYROLL  TO  PAPER  CLIPS 

TO  GET  TO  THE  FUN  STUFF:' 


BANK    I    BENEFITS     1    BRIGHT  IDEAS  ]    FINANCIAL  SERVICES    1   PAYROLL   I    PRODUCTS    1    RECRUITING   1   WEB  SERVICES 


Bill  VanDerKloot 

and  the  team  at 

Little  Mammoth  Media 


©2000  BrightUoC.com,  bll   All  rights  reserved  Link  Mammoth  Media*  is  a  registered  trademark  ut  VanPerKUmt  him  Si  icleMsion.  Inc 
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th  Gateway's  Online  Training  Subscription,  your  employees  can  learn  about  software  right  at 
air  computer.  They  can  control  the  pace  of  the  courses  to  match  their  schedule  and  even  take 
many  classes  as  they  like  in  areas  including: 

•  Office  Suite 

•  Internet/Networking 

•  Managing  Your  Business 

•  Desktop  Publishing 

I  you  have  to  pay  is  one  low  annual  subscription  price.  To  learn  more  about  Gateway's  Online 
aining  Subscription  for  your  business,  contact  us  today. 


Gateway@Work 


call  1-888-888-0479  or  click  www.gatewayatwork.com 

or  visit  a  Gateway  Business  SolutionSM  center 

at  your  local  Gateway  Country    store 

It  access  lo  use  this  service,  and  <  ies.  Gateway  does  not  purport  to  otter  software  training  courses  that  develop  specific  knowledge  or  vocational  skMs  lor  me  purpose  of  training, 

tng  or  upgrading  individuals  tor  gainful  employment 
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had  uncovered  a  real  jewel,"  he 
says. 

Fnto-Lay   wouldn't   discuss 
the  aborted  buyout  nor  the  sug- 
gestion that  it  may  just  have  been 
trolling  for  competitive  intelligence. 
But  spokeswoman  Lynn  Markley  did  say 
that  "Guiltless  Gourmet  provided  us  with 
a  great  benchmark  to  get  our  product  better-tast- 
ing." In  fact,  in  a  little  over  a  year  after  spurning 
Guiltless,  Frito's  Baked  Tostitos  rolled  out  in  a 
roar  of  publicity. 

Almost  immediately,  Guildess  felt 
the  pressure.  Resource-rich  Frito- 
Lay  could  hand  the  supermarkets 
huge  promotional  budgets.  About  a 
fourth  of  retailers  began  rejecting 
Guiltless'  chips  because  they  now 
carried  Baked  Tostitos.  Others  de- 
manded slotting  fees  it  couldn't  af- 
ford. Guiltless  still  relied  on  a  rag- 
tag network  of  specialty-food 
distributors  (which  handle  as  many 
as  15,000  separate  items),  whereas 
Frito-Lay  deployed  an  army  of 
13,000  dedicated  salespeople.  Many  of  them  were 
in  stores  every  day,  fluffing  Frito-Lay  bags  and 
pumping  up  in-store  promotions.  Guiltless'  or- 
ders plummeted  25%  within  six  months. 

By  1995,  Guiltless'  products,  once  hard  to  keep 
on  the  shelves,  were  now  languishing  for  as  long 
as  120  days — and  the  poorly-bagged  chips  were 
spoiling.  Worse  yet,  Frito's  baked  Tostitos  tasted 
better,  thanks  to  a  smidgen  of  fat.  CFO  Glaser 
concedes  that  Guiltless  didn't  understand  its 
product  or  its  customer.  "Frito-Lay  had  a  better 
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product,  and  they  delivered  it  rigi 

GIVING  UP  THE  GHOST 

The  challenge  was  now  to  turn  s< 
criticism  into  self-improveme 
Small  businesses  are  traditionally 
garded  as  nimble  outfits,  easily  sh 
ing  strategy  to  meet  changed  conditions, 
reality,  it's  not  that  simple.  For  Guiltless,  the  si 
meant  compromising  its  long-standing  comn 
ment  to  a  fat-free  product.  To  improve  the  ta 
and  better  compete  against  Tostitos,  it  decided 
add  a  spray  of  canola  oil.  "We  were  giving  up 
ghost,"  concedes  Schall.  "But  we  had  to  respond 
the  consumer." 

Unfortunately,  Americans'  tastes  were  still  mc    I 
ing  faster  than  Guildess.  The  whole  baked-tortil 
chip  market  has  lost  much  of  its  crackle,  do 
nearly  50%  since  its  height  in  1996,  according 
Information  Resources  Inc.,  a  food-research  coi 
pany.  In  fact,  from  1998  to  1999,  even  Frito 
saw  its  grocery-store  sales  of  Baked  Tostitos 
32%,  to  $70  million. 

Why?  Consumers  plain  got  tired  of  dietir 
Nowadays,  just  49%  of  them  report  they  are  v« 
concerned  about  fat,  down  from  a  high  of  62% 
1994,  according  to  the  Food  Marketing  Institu 
While  this  shift  isn't  a  crisis  for  big,  diversifi 
Frito-Lay,  it's  a  major  blow  for  a  small,  focused  o' 
fit  like  Guildess. 

To  appease  those  fickle  consumers — now  mc 
worried  about  pesticides  and  genetically  modifi 
crops — the  company  downplays  low-fat  and  : 
stead  emphasizes  its  use  of  all-organic  corn.  Al: 
Schall  moved  his  chips  out  of  health-food  sectic 
and  into  snack  food  aisles,  figuring  that  that's  wh 


Fighting  Back 


Small  companies  usually  suffer  when  larger  rivals  try  to 
take  their  customers.  But  there  are  strategies  that  can 
help  you  survive— or  even  thrive. 

PLAY  WAR  GAMES:  Even  if  sales  have  soared,  you  need  to 
think  ahead.  "You  see  it  a  lot,"  says  G.  Dale  Meyer,  Universi- 
ty of  Colorado-Boulder  entrepreneurship  professor. 
"The  companies  are  running  so  hot,  there's  no 
time  to  step  back  and  think  about  long-term 
strategy."  At  the  very  least,  play  a  game  of 
worst-case  scenario.  What  happens  if  a  giant 
competitor  moves  in?  Or  when  a  key  alliance 
crumbles?  Meyer  recommends  small  compa- 
r  ies  hold  regular  strategy  sessions,  preferably 
dui  ing  the  weekend  and  away  from  the  office. 

DO  AN  END  RUN:  Faced  with  a  big  competitor, 
many  small  companies  focus  on  "finding  a 
niche."  But  that  doesn't  mean  they  have  to 
revamp  everything  about  a  product  or  service. 
John  Ward,  clinical  professor  of  family  enterprise  at  North- 
western's  Kellogg  Graduate  School  of  Management,  recom- 
mends thinking  first  about  how  to  do  things  differently.  Instead 


of  taking  on  a  major  competitor  in  the  supermarket  aisles, 
instance,  a  food  company  might  try  to  sell  to  institutions  or 
private-label  sales  to  restaurants. 

KEEP  THE  FOCUS:  Many  small  companies  get  overly  attach 
to  parts  of  the  business  they  can't  adequately  manage  for  re 
sons  that  range  from  inertia  to  emotional  attachment  to  tr 
dition.  "It's  hard  to  be  both  a  good  manufacturer  and  a  go 
marketer,  especially  when  you're  a  small  company,"  sa 
John  Mackey,  the  founder  of  $1  billion  Whole  Foods  Mark 

PROTECT  WHAT'S  YOURS:  Is  some  large  com- 
pany "exploring"  an  acquisition  of  your  small 
operation?  Such  deals  often  fall  apart,  leaving 
the  small  company's  trade  secrets  available  to 
the  larger. competitor.  One  way  to  ward  off 
potentially  unscrupulous  suitors  is  to  de- 
mand a  costly  "breakup  fee"— say,  $1  mil- 
lion—if the  prospective  buyout  never  ma- 
terializes. "It's  a  litmus  test  of  intentions, 
says  Dumas  M.  Simeus,  longtime  food-in- 
dustry veteran  and  CEO  of  Simeus  Foods 
International  Inc. 
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Fly  Like  an  Eagle1. 
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Since  Herb  used 
Priority  Mail®  with 
Delivery  Confirmation 

he  was  able  to  check  over 
the  Internet  and  tell  an 
overanxious  co-worker 
exactly  when  that  very 
important  package  arrived. 
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What  really  crippled 
Guiltless:  American 
consumers  fust  got 
tired  of  dieting 


Frito-Lay  was  stopping  shoppers  in 

their  tracks.  Says  Schall:  "We've  got        ,  _ 

to  get  hands  on  our  bags."  > 

In  yet  another  attempt  to  boost 
sales,  Guiltless  adopted  vivid  new        ^L^ 
green  packaging  and  added  new 
flavors  such  as  "Chile  and  Lime" 
and  "Spicy  Black  Bean."  Schall 
also  dropped  some  of  his  old 
distributors  and  started  a  new  plan — piggybacking 
Guiltless  Gourmet  on  delivery  runs  for  other 
snack-food  companies,  such  as  pretzel-maker  Sny- 
der's of  Hanover.  Today,  some  two-thirds  of  Guilt- 
less products  are  handled 
by    other    distributors, 
who  monitor  the  shelves 
and    actively   push    the 
product. 

Even  as  Guiltless  was 
fighting  to  get  onto  store 
shelves,  it  was  blindsided 
by  another  bane  of  small 
companies:  a  merger 
wave  among  big  customers.  This  one  swept  tlirough 
the  food  industry,  reducing  both  die  number  of  dis- 
tributors and  supermarket  chains.  On  the  East  Coast, 
for  instance,  Guildess  might  have  courted  any  of  six 
distributors.  By  the  decade's  end,  only  two 
remained. 


HUNKERING  DOWN 

As  Frito-Lay's  competition  strained 
Guiltless'  resources,  the  owners 
hunkered  down.  Like  other  en- 
trepreneurs, they  had  already  in- 
vested plenty  of  their  own  funds. 
At  one  point  early  in  the  compa- 
ny's history,  Foreman  wanted  to 
take  the  company  public  but  the 
other  owners  didn't.  Instead,  they 
slashed  the  budgets  for  market- 
ing and  product  development.  In 
hindsight,  that  may  have  hurt. 
There's  no  guarantee  that  a  line 
of,  say,  Guildess  potato  chips  or 
energy  bars  would  have  caught 
on,  but  the  company  never  tried 
to  find  out.  "Instead  of  focusing 
on  their  core  strengths — creating 
new  ideas — they  got  into  the 
business  of  following  things,"  says 
food  analyst  Carlson.  Glaser  puts  it 
another  way:  "It  has  been  four 
years  of  hell." 

Arguably,  no  one  has  felt  that 
more  than  Schall,  who  still  sprints 
to  6  a.m.  airplane  flights  to  get  an 
early  start  to  sales  trips.  Unlike 
Frito-Lay,  which  can  drum  up  de- 
mand through  blanket  advertis- 
ing, Schall  must  sell  store-by- 
store.  The  hustle  never  stops. 
Which  raises  a  logical  question: 


is 

Why  has  he  stuck  with  it?  "I'm  a  s 
vivor.  I  can't  think  of  any  clever  w 
«     to  say  it,"  he  says. 

Perhaps   the   biggest  change 
come  this  month,  when  Schall  shut! 
his  manufacturing  plant,  which  had  b< 
running  at  just  50%  capacity.  Schall  anc 
handful  of  staff  will  relocate  and  essentially 
come  a  full-time  marketing  operation. 

"Maybe  we  hung  on  to  our  production  line 
long,"  Oudt  wonders.  "Maybe  we  should  have  got 
out  of  it  five  years  ago."  The  plant  closing  shoi 
trim  costs  by  $500,000  a  year,  he  predicts,  restori 
"reasonable  profitability."  Schall  concedes  that  beiii 
one-product  wonder  hurt  the  company:  "It  lin 
your  success  to  focus  on  one  tiling.  But  we  all  agr« 
on  that  at  the  time." 

Now,  "the  future  is  very  much  in  doubt," 
Oudt.  The  best  hope  is  that  a  large  food  company  \ 
buy  Guiltless,  perhaps  extending  its  catchy  bra 
name  to  other  health-food  products.  "Our  brand 
great  value,"  says  Schall.  "It  would  be  good  to  beco; 
part  of  an  organization  where  that  brand  can  be  lev 
aged."  One  can  only  marvel  at  Schall's  continued  c 
timism  It  may  be  the  best  weapon  he's  got. 

OTo  learn  more  about  how  small  companies 
can  compete  against  behemoths,  click  Onlin 
Extras  at  frontier.businessweek.com 
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Break  a  legacy. 


npaq  introduces  iPAQ:  The  first  Internet  device  for  business.  From  s499. 

bother  with  technology  you  may  never  use  again?  This  is  a  simple-to-set-up,  simple-to- 

Jtain,  legacy-free  device  with  no  extra  ports,  no  extra  cards.  It's  designed  to  tap  into 

er  of  the  Internet,  and  meet  everybody's  business  computing  needs.  From  the  Web, 

-mail,  to  basic  productivity  applications.  Introduce  your  company  to  simple  Internet 
puting  -  for  just  s499  -  and  the  only  legacy  to  speak  of  will  be  yours. 


with  the  show.  Order  today. 

w.compaq.com/iPAQ  or  1.888.550.7559 
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T"»7*J  iPAQ  Legacy-Free 
'16.61  monthly  lease 
Intel    Celeron'"  processor  500MHz 
4.3GB  Hard  Drive' 
64MB  RAM 

Easy  Access  USB  Keyboard 
USB  only 
Microsoft'  Windows'  2000 

iJ  l»7  iPAQ  (with  legacy  ports) 
'30.58  monthly  lease 
Intel  Pentium'  III  processor  500MHz 
8.4GB  Hard  1." 
128MB  RAM 

Easy  Access  PS/2  Keyboard 
Microsoft  Windows  2000 

Choose  a  monitor 

15-  TFT5000  (15.r  VIA)  Flat  Panel:  Add  '1169 

17"  V75  (16- VIA):  Add '299 
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»*  C°mPa«  l0"  II  d  'PAQ  is  a  trademark,  of  Compaq  Compute   tope a 

..l-mark.  of  Intel  Corpo-at.on  Mtcrosoft  and  W.ndows  are  rcq.ste-ed  trademarks  of  M.crotoft  C 
TCn"0nfd  **  '  '^  ' «■*  •"  •*  '«P«"ve  company  Compaq  ,s  no.  liable  for  editor*  &&  o,  ryp^raph^l  er  o  - 
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And  you  thought 
insurance  was 
dull?  The  New 
Economy  has 
bred  new  threats! 
and  thus  new 
forms  of 
coverage.  Do  you 
need  any  of  it? 


By  Alison  Stein  Wellner  FLOOD,  FIRE,  DEATH,  even  clerical  errors.  Until 
now,  Stefan  E.  Szyszko,  president  of  United  Planet  in  Novi,  Mich.,  has  hac 
the  right  insurance  to  cover  just  about  any  disaster  that  could  befall  his 
nine-person  direct-marketing  firm.  He's  not  an  insurance  junkie.  Mostly 
Szyszko  was  motivated  by  the  experience  of  a  friend  whose  business 
burned  to  the  ground,  but  got  back  up  and  running  again  in  just  three 


weeks'  time  using  proceeds  from  his  coverage. 

But  now,  as  United  Planet  moves  into  doing  di- 
rect mailings  for  its  clients  by  e-mail,  Szyszko  is 
plagued  by  a  new  set  of  what-ifs.  "If  we're  subject 
to  online  vandalism  and  don't  get  our  clients'  mail- 
ings processed  in  the  Christmas  rush,  they  may 
want  to  come  to  us  for  restitution,"  frets  Szyszko. 
"Our  failure  to  get  their  marketing  campaign  out  on 
time  may  cause  our  clients  to  lose  revenue."  Un- 
willing to  take  any  chances,  Szyszko  is  shopping 
around  for  newly  available  e-commerce  insurance — 
despite  a  hefty  premium  of  $10,000  or  more.  That 


would  boost  the  $  1  million  company's  annual  busi 
ness  insurance  bill  to  over  $20,000. 

Doing  business  has  always  been  risky,  but  as 
more  small-business  owners  are  finding,  basic  in 
surance  may  not  do  the  trick  in  the  global  New 
Economy.  Hackers  mess  with  your  Web  site;  some- 
one steals  your  intellectual  property;  your  interna- 
tional customer  doesn't  pay  up;  your  worker  gets 
injured  abroad.  While  employee  lawsuits  aren't  ex- 
actly new,  they're  on  the  rise,  and  you're  more 
likely  than  ever  to  get  hit  with  a  big  one. 

If  you  aren't  worried  about  these  risks  yet,  just 
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If  you  send  products 
or  workers  overseas 
a  U.S.  policy  won't 
cover  you  there 


wait:  The  insurance  industry  is  gearing  up  to  ensure 
that  you  soon  will  be.  Dubbing  these  lurking  dan- 
gers "millennial  risks,"  the  insurers  are  rolling  out 
new  products,  such  as  policies  that  cover  e-com- 
merce  and  other  Internet-related  risks  and  protect 
your  intellectual  property.  They're  also  coming  out 
with  more  affordable  versions  of  existing  prod- 
ucts, such  as  liability  insurance  to  protect  against 
employee  lawsuits  and  policies  that  cover  various 
global  risks. 

The  timing  is  no  accident.  Insurers  face  their  own 
new  risks  under  deregulation,  and  competition  prom- 
ises to  get  brutal.  This  spring,  the  Financial  Services 
Modernization  Act  takes 
effect,  letting  banks  and 
brokerages  compete  with 
traditional  insurers.  State 
restrictions  are  easing, 
too.  Meanwhile,  small 
business  is  looked  on  as  a 
ripe  market. 
Do  you 
need  all  this 
new  stuff?  Perhaps.  But  before  you  in- 
vest in  any  of  it,  make  sure  you're  cov- 
ering the  basics  (table,  page  R44). 
"Small  companies  have  massive  amounts 
of  neglected  risk,"  says  Anita  Setnor 
Byer,  a  principal  in  Setnor  Byer  Bog- 
danoff  Insurance,  which  caters  to  small 
businesses  in  Fort  Lauderdale. 

That  said,  new  competition  should 
bring  lower  prices  and  stepped-up  serv- 
ice. Some  of  the  new  products  clearly 
have  value,  depending  on  your  industry 
and  your  state's  regulations.  Since  there 
will  be  fewer  of  the  latter,  you  will 
need  to  keep  a  sharp  eye  out  for  un- 
scrupulous operators.  Hack  your  way 
through  the  hype,  and  here's  what 
you're  likely  to  find: 

Internet  Risks:  "When  you  venture  into 
cyberspace,  you  are  fundamentally 
changing  the  nature  of  your  business 
risk,"  says  R.  Scott  Wolff,  vice-presi- 
dent of  InsureCast,  a  New  York  insur- 
ance brokerage.  In  a  recent  survey  of 
521  large  and  small  companies  by  the 
Computer  Security  Institute  in  San  Fran- 
cisco and  the  San  Francisco  FBI  com- 
puter-intrusion squad,  62%  of  respon- 
dents reported  unauthorized  use  of  their  computers, 
and  26%  reported  theft  of  proprietary  information. 
Viruses  affected  90%  of  the  companies.  Standard 
business-interruption  insurance  might  not  protect 
you  from  any  of  this.  Only  a  handful  of  insurers, 
including  American  International  Group  Inc.  and 
Chubb  Corp.,  are  writing  policies  to  cover  these  cy- 
ber risks. 

Depending  on  the  coverage,  a  policy  to  protect 
your  business  online  may  cost  anywhere  from 
$10,000  to  $150,000  a  year. 


Intellectual  Property:  If  you're  working  in  sol 
ware  development,  advertising  or  Internet  col 
tent — or  hold  important  patents  and  trademarks! 
your  most  important  asset  is  likely  to  be  intellectif 
property.  Intellectual-property  insurance  might  pij 
tect  you  from  lawsuits  and  cover  legal  costs  if  y{ 
need  to  sue  someone  else.  Such  policies  will  run  I 
least  $5,000  to  $7,500  per  trademark,  patent, 
copyright. 

Think  you  can't  get  sued?  Make  Us  An  Of 
Inc.,  a   10-person  Net  auction  and  e-commer 
company  in  Lawrenceville,  N.J.,  is  now  in  a  patd 
battle  with  a  larger  rival  over  its  Internet  auctiJ 
software.  "What  this  is  going  to  cost  us  is  ridic 
lous — $1  million  in  lawyers'  fees  easily,"  says 
Robert  Israel.  "Intellectual-property  insurance  wot; 
have  been  really  nice.  In  this  world  right  now, 
really  need  it."  Problem  is,  before  this  happened, 
didn't  know  there  was  any  such  thing. 

From  1995  to  1999,  intellectual- property  lawsi 


SETNOR  BYER:  Make  sure  you  have  the  basics  covered  first. "Sr 
companies  have  massive  amounts  of  neglected  risk" 


filed  in  U.S.  district  courts  rose  40%,  according | 
a  report  in  Marsh  Inc.'s  2000  Insurance  Market  Revie 
Forecast.  The  insurance  report  predicts  that  lawst*'1 
over  patents,  as  well  as  copyrights,  trademarks, 
trade  secrets,  should  continue  their  double-di|illl| 
growth  and — you  guessed  it — lead  to  more  insJ 
ance  products. 

Global  Risks:  You  may  be  selling  products  or  se 
ices  overseas  or  sending  employees  abroad  on  bi 
ness.  But  a  standard  policy  won't  protect  youl 
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ew  people  would  hove  the  guts  to  walk  away  from  a  successful  career  as  an  Executive  Chef, 
Itart  their  own  business  selling  recipes  over  the  Internet  But  then  again,  few  people  can  make  a 
|»apple  Upside  Down  Cake  this  good. 

nartAge.comsm  is  the  place  for  small  business  eCommerce  on  the  Web,  so  you'll  be  attracting  new 
jomers  in  no  time.  We've  already  helped  over  a  million  small  businesses  make  money  on  the  Web. 
tan  help  yours,  too.  No  matter  what  kind  of  small  business  you've  cooked  up.  SmartAge.com. 
Ft  commerce  for  small  business. 


you're  sued  in  another 
country.  Ask  your  broker 
to  find  a  policy  that  will, 
whether  it's  issued  by  a 
U.  S.  or  foreign  insurer. 
Insurers  are  now  writing 
insurance  for  lower 
amounts  of  coverage  and 
prices  that  don't  break  a 
smaller  company's  bud- 
get, says  E.  Martin  Dug- 
gan,  president  of  the 
Small  Business  Exporters 
Assn.  in  McLean,  Va. 
Look  at  Transcon  Trading 
Co.  in  Irmo,  S.  C,  a  10- 
person  exporter  of  ani- 
mal health  products  such 
as  nutritional  supple- 
ments and  grooming 
goods.  The  company  has 
purchased  export-credit 
insurance  from  the  Fed- 
eral Export  Import  Bank 
that  covers  losses  in  the 
event  an  overseas  customer  fails  to  pay  on  time. 
"We  had  a  customer  in  England  who  went  bank- 
rupt owing  us  about  $30,000,"  says  President  Jer- 
ry W.  Smith,  who  paid  a  premium  equaling  about 
750  for  each  $100  of  insurance.  The  insurer  paid 
90%  of  Transcon's  loss.  Over  the  past  several  years, 
Smith  estimates  this  insurance  has  saved  $100,000 
in  uncollectible  accounts. 

Employee  Suits:  No  matter  how  lovable  a  boss  you 
think  you  are,  you  might  want  to  consider  Employ- 
ment Practices  Liability  Insurance,  which  has  dropped 
80%  in  cost  over  the  past  five  years.  Court  rulings  in 
recent  years  have  expanded  the  liability  of  the  em- 
ployer into  new  realms.  Discrimination  lawsuits,  for 
example,  have  nearly  tripled  during  the  past  10 
years,  with  employment-related  cases  accounting  for 
most  of  the  growth,  according  to  a  recent  report  by 
the  Justice  Dept.  These  liability  policies  can  run 


$5,000  a  year  and 
and  they'll  generally  cd 
er   legal   costs   and 
judgment  if  you  get  si 
for  wrongful  terminatic] 
sexual  harassment,  or 
discrimination. 

How    do   you   know 
you  need  these?  A  go 
rule  of  thumb  when  c 
sidering  newer  insur, 
products     is     to     th.il 
about  what  your  busirii 
depends  on — your  co: 
puters,  for  example, 
your  intellectual  prop> 
ty — and  how  you  wo 
recover  if  you  lost  s 
an  asset.  Ultimately, 
decision  comes  down 
what  risks  you  can  in 
afford   to   run.   A   go 
broker  or  agent  will  dc 
risk  assessment  of  yo 
business — one  that  will  consider  such  factors 
the  size  of  your  workforce,  your  cash  flow  a 
your  facility.  Kevin  Yeanoplos,  president  of  Beac 
Valuation   Group   Inc.,   a   business   appraiser 
Tucson,  has  never  seen  a  small  company  he  thou£ 
was  overinsured.  Still,  he  says,  not  even  the  b 
coverage  is  foolproof:  "For  a  small  business,  inst 
ance  is  an  attempt  at  looking  into  a  crystal  ball.  I 
you  cannot  predict  the  future." 

No,  but  you  can  reduce  your  exposure  to  liat 
ity  with  the  proverbial  ounce  of  prevention.  Tl 
means  safeguarding  the  security  of  your  Web  si 
for  instance,  and  establishing  strong  employing 
policies  against  discrimination.  Sometimes  avoidi 
risk  is  its  own  reward. 


r 


To  learn  more  about  insurance  policies 
available  to  your  company,  click  Online 
Extras  at  frontier.businessweek.com 


Back  to  Basics 


Just  because  insurers  are  rolling  out  new  products  for  21st 
century  risks,  don't  forget  the  basics.  What  you  need  depends 
on  your  state,  location,  and  industry. 

BASIC  PROPERTY  protects  against  losses  from  theft,  fire, 

lightning,  windstorm,  civil  commotion,  vandalism,  and  acci- 
dents. Additional  fees  will  cover  earthquakes  and  floods,  and 
protect  computers,  phone  systems,  and  other  equipment. 

WORKERS'  COMPENSATION  covers  employees  for  work-relat- 
ed injuries  and  illness.  The  law  requires  it. 

GENERAL  LIABILITY  pays  out  when  your  product  or  facility 
causes  bodily  injury  or  property  damage.  Covers  cost  of  dam- 
ages and  legal  fees. 


PROFESSIONAL  LIABILITY,  also  called  errors  and  omissio 
insurance,  covers  suits  for  negligence  or  bad  advice.  If  y 
provide  professional  services  to  large  clients,  you  may 
contractually  obligated  to  carry  this  insurance. 

DIRECTORS'  AND  OFFICERS'  LIABILITY  provides  specific  cc 
erage  in  the  event  your  board  or  your  officers  are  sued 

BUSINESS  INTERRUPTION  replaces  your  income  while  yo 
business  can't  operate,  typically  due  to  a  natural  disast 
power  outage,  or  other  factors  beyond  your  control. 

KEY  MAN  INSURANCE  is  a  life  insurance  policy  on  a  key  im 
vidual  whose  death  would  harm  the  business.  Depending  on 
size  of  your  company,  a  traditional  life  policy  may  suffice. 
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Even  though  your  company  may  have 
a  way  to  go  before  it  ranks  among  the 
Fortune  500  \  it  doesn't  mean  you«can't 
be  doing  business  on  a  global  scale  today. 

Now,  thanks  to  the  all-inclusive 
services  of  CommerceKeyxom",  you  can. 

CommerceKey.com  is  the  end-to-end 
e-partner  that  offers  literally  everything 
you  will  ever  need  to  do  business 
successfully  on-line.  Through  our  fully 
integrated  e-commerce  platform,  you'll 
be  fully  operational  in  a  matter  of  days 
instead  of  months. 

We  can  help  you  build  and  host 
your  site,  offer  you  customized  on-line 
order  processing  and  electronic  payment 
services,  warehousing,  shipping,  and 
even  provide  advertising. 


We  also  realize  that  even  the  smallest 
business  has  big  aspirations,  just  not  a 
big  budget.  Which  is  one  reason  why 
our  pricing  structure  and  fees  are  so 
competitive,  you'll  be  hard  pressed  to 
find  anyone  who  can  come  close. 

As  a  company  motivated  by  setting 
trends  rather  than  following  them,  we 
realize  that  we  can't  be  truly  successful 
unless  you  are. 

If  the  thought  of  doing  business  on 
the  Worldwide  Web  appeals  to  you, 
invest  a  few  minutes  and  log  on  to 
http://www.CommerceKey.com. 

Or  call  1-800-493-6535.  Even  if  you 
never  reach  the  ranks  of  the  Fortune  500, 
there's  a  good  chance  we  can  help  you 
move  up  a  few  100,000. 


O 

CommerceKey.com 


Net  more  from  the  net. 
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Website  Construction    •    Hosting    •    Credit  Card  Payment  Processing    •   Warehousing    •    Shipping    •    Advertising 
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/ellow  pages.  That's  so  90s.  Especial  ly  when  you  have  the  quick-and-easy  Request  For  Quote  service  from  Onvia.com. 
i  a  PR  agency?  Health  insurance?  A  tax  accountant?  Fill  out  your  request  with  us  and  you'll  get  customized 
:es  from  national  and  local  companies  in  hours,  not  days.  It's  quick.  It's  simple.  And  it  may  just  save  your  sanity. 
;  Here  To  Get  |  Small  Business  News  &  Advice  |  Business  Products  |  Business  Services  |  Request  For  Quote 
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Hiring  abroad  can  ease 
your  labor  woes — if  you 
can  handle  a  bewildering 
bureaucracy.  Here's  how 


Aid 


By  Karen  Cheney  MICHAEL  WORRY  WOULD  HIRE  a  qualified  Americ 
in  a  heartbeat.  But  in  Silicon  Valley,  that's  easier  said  than  done.  "WeS 
had  positions  go  unfilled  for  months  at  a  time,"  says  the  ceo  of  Nuvatic 
Labs  Corp.,  a  30 -employee  software  engineering  firm  in  San  Jose,  Cali 
"In  the  valley,  unemployment  is  a  fraction  of  a  percent — and  that's  ju 
people  in  between  jobs."  The  solution:  hiring  abroad.  Today,  rough 


a  third  of  Worry's  staff  is  on  some  type  of  tempo- 
rary, non-immigration  work  visa.  Worry  himself 
is  a  Canadian  expat,  and  he  frequently  trolls  on- 
campuses  north  of  the  border.  But  it's  not  as  if 
foreigners  are  that  hard  to  find.  Worry,  25,  says 
that  whenever  he  recruits  through  newspapers, 
Web  sites,  or  career  fairs,  he's  overwhelmed  with 
responses  from  such  countries  as  India  and  China. 
The  problem  is  getting  foreign  hires  in  the  door. 
That's  because  a  complex  web  of  U.S.  laws  dis- 


courages all  but  the  most  determined  manage 
from  recruiting  foreigners.  "It  takes  a  lot  of  effc 
and  time,"  says  Worry,  "almost  as  much  as  recru 
ing  in  the  first  place." 

Despite  the  labor  crunch,  American  immigrate 
policy  still  has  a  pull-up-the-drawbridge  mentali 
Getting  a  work  visa  for  your  new  hire  can  take  i 
to  three  months  (table,  page  F.53),  and  small  cor 
panies  have  a  harder  time  of  it  than  big  employe) 
What's  more,  only   115,000  visas  for  long-ter 
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stays  are  authorized  for  each  year — and  the  number 
is  scheduled  to  be  cut  in  half  within  two  years. 

The  visa  shortage  has  created  a  mad  scramble 
by  employers  for  the  ones  that  remain — in  fact, 
this  year's  quota  of  long-term,  H-1B  visas  is  al- 
ready gone.  (More  than  gone.  Symptomatic  of  ins 
bureaucracy,  a  kpmg  audit  released  on  Apr.  6  found 


Nurture  and  Nature  at  iBelong.com 

A  miniature-golf  course  weaves 
through  the  Waltham  (Mass.)  of- 
fices of  iBelong.com,  a  65-em- 
ployee  designer  of  custom  Web 
portals.  Employees  can  play  pool, 
join  a  chess  game,  or  work  out 
with  colleagues  at  a  nearby  health 
club.  They  even  take  occasional 
ski  trips  together. 

Just  fun  and  games?  Hardly. 
These  are  some  of  the  ways  CEO 
Shikhar  Ghosh  encourages  his 
programmers  and  Web  producers 
from  India  to  interact  with  their 
young  American  colleagues— and 
make  them  feel  that  they  belong, 
too.  "You're  so  nervous  about 
whether  people  will  like  you," 
says  Ketav  Kadam,  32,  a  produc- 
er who  relocated  to  Boston  from 
India  last  December.  "Playing 
games  with  everyone  helps  a  lot." 

Hiring  from  the  global  labor 
pool  may  be  the  best  solution  to 
your  hiring  woes,  but  it's  also  a 
management  challenge  to  help 
your  foreign  hires  adjust  to  a  new 
culture  and  work  environment.  "For  foreign  workers,  their  entire 
world  has  changed,"  explains  Ghosh,  42,  who  emigrated  to  the  U.S. 
23  years  ago. "They  need  a  greater  level  of  support  and  friendship." 

To  help  new  employees  learn  the  ropes,  Ghosh  has  appointed  a 
mentor,  "House  Mom"  Kathy  Mathews,  who  instructs  them  in  office 
protocol  but  also  helps  them  with  all-important  logistical  issues, 
such  as  how  to  function  before  they've  gotten  their  Social  Security 
numbers.  "I  tried  to  get  a  cell  phone,  but  I  couldn't  activate  it  with- 
out a  Social  Security  number,"  says  Kadam,  who  is  on  a  short-term 
business  traveler's  visa  until  he  can  get  an  H-1B  visa,  which  lets 
foreign  professionals  work  in  the  U.S.  for  six  years. 

While  it  might  be  nice  to  look  like  the  United  Nations,  iBelong  is 
recruiting  exclusively  from  India,  a  strategy  that  has  simplifed  the 
assimilation  process  somewhat.  "When  they  come  here,  they  need 
their  own  community  and  can  support  each  other,"  says  Ghosh,  who 
has  hired  his  seven  foreign  programmers  and  producers  through  a 
Korean  global-staffing  firm.  "We  complicate  it  enough  just  by  hiring 
people  from  different  parts  of  India  who  have  different  accents." 
Since  the  Americans  sometimes  have  trouble  understanding  them, 
Ghosh  groups  the  Indians  together  on  projects. 

Vipan  Kumar,  a  27-year-old  programmer,  says  he's  been  touched 
by  the  "little  things"  the  company  has  done  to  help  newcomers  fit  in. 
Last  fall,  for  instance,  House  Mom  Mathews  trooped  them  over  to 
Eastern  Mountain  Sports  to  buy  winter  jackets.  In  this  labor  market, 
a  little  warmth  goes  a  long  way. 


the  agency  had  mistakenly  issued  23,000  m 
visas  than  it  should  have.)  In  response,  employ 
who  are  shut  out  have  adopted  patchwork  strate 
to  get  imported  labor.  Worry,  for  instance,  i  it 
an  18-month  visa  for  trainees  and  a  special  one-) 
pass  reserved  for  Mexicans  and  Canadians  un 
the  North  American  Free  Trade  Agreement.  Then  iiinj 
waits  and  hopes  for  a  long-term  visa  so  he  w<  mi.  a> 
have  to  send  his  new  employees  back  home. 

This  kind  of  gamesmanship  isn't  for  everyc 
But  if  you  need  high-end  talent,  you  may  be  for 
to  learn  to  play.  A  m;  p 
study  of  small  busir 
trends,      unveiled 
month  by  a  team  fr  al 
Vanderbilt      Univers 
found   40%   of  prof 
sionals  with  doctorjprfe. 
are  foreign  born,  as 
25%  of  those  with  n  [try 
ter's  degrees. 

The    hassle    coulc 


countries 
scareen 


come  at  a  worse  time 


small  employers.  The 
tionwide  jobless  rate 
hovering    near    histc 
lows,   leaving   a   rec<  u 
33%  of  small  compai  iraersid; 
with     hard-to-fill 
openings,  says  the 
tional  Federation  of  In 
pendent     Business, 
many,  the  labor  criujp. 
is  holding  back  grow 
In  Freehold,  N.J.,  for 
stance,  Raymond  Are  s,  the  H- 
ceo  of  Best@rT,  a  techr  e  j 
ogy  staffing  firm,  has  1  it  for  eith 


fe 


pe:  a 


on  salary, 


I  lit  the! 


Here's 


Uii 


wlo! 


to  turn  down  client  requests  for  contract  employe  to  sj 

The  result:  More  small  employers  are  look 
outside  the  U.  S.  Arello  now  draws  about  20% 
his  100  employees  from  foreign  countries,  and  t 
has  changed  the  way  he  does  business.  Becai 
visas  aren't  issued  for  undefined  projects,  he's  fo 
ing  longer-term  relationships  with  clients 
could  hire  100  foreign  workers  tomorrow,  I  coi  | 
put  them  all  to  work,"  he  says. 

So,  how  do  you  find  them?  In  some  cases,  the 
come  to  you.  "Every  month,  our  Web  site  draws|», 
a  good  20  to  30  application  from  all  over 
world,  and  they  are  high-quality  people,"  says  I » 
Hoffman,  president  of  a  high-tech  public-relatic » 
agency  in  San  Jose,  Calif,  with  80  employees.  L  »i 
year,  the  firm  received  an  application  frorc 
Malaysian  woman  who  worked  at  Intel  Corp.'s  P 
office  there.  "We  brought  her  out  for  an  int 
view  and  ended  up  hiring  her,  and  she's  doi 
wonderfully,"  says  Hoffman. 

You   can  also  use   commercial  sites,   such 
$2,900-a-year  JobBankusA.com,  which  gets  2]  id 
of  its  traffic  from  foreign  nationals,  or  send  j 
announcements  to  colleges  that  specialize  in  tjij 
job  categories  you're  hiring  for.  Check  with 


to 


1 


Or 

eks 


11   BUSINESS  WEFK  FRONTIER 


APRIL  24,  2C 


BUSINESSWEEK 


try  associations,  too.  For  instance, 

1,300-member  Northern  Virginia 

inology  Council  has  turned  into  a 

>net    for    foreign    job    seekers, 

ise  resumes  are  sent  to  members 

vw.nvtc.org). 

ailing  that,  you'll  need  to  recruit 

terson,  as  Worry  does  in  Canada, 

>et  expert  help.  The  most  expen- 
option  is  an  international  re- 

.tment     firm,     which     typically 

•ges  20%  of  the  first  year's  salary. 

International  in  Bellevue,  Wash., 

example,  specializes  in  high  tech 

>ally  and  says  it  has  brought  in  people  from 

countries.  Or,  for  $7,500  annually,  you  can  tap 

lpuscareercenter.com's  database,  collected  from 

vorldwide  recruitment  efforts. 

hen  comes  the  hard  part:  getting  them  into  the 

fntry  and  keeping  them  legally.  It  won't  be 

ip.  Skilled  immigration  lawyers  charge  about 

1)00  per  employee  for  legal  fees  and  visa  pro- 

ing.  On  top  of  that,  plan  on  paying  relocation 

i.  And  don't  expect  to  make  up  for  it  by  skimp- 
on  salary,  either:  The  law  requires  you  to  pay 

:  prevailing  wage  for  the  job  in  question.  Also, 

'11  need  to  invest  some  time  in  helping  these 

igners  adapt  to  a  new  culture  and  workplace 

>e  F.50). 

ut  the  key  to  the  process  is  getting  a  valid  work 
from  the  Immigration  and  Naturalization  Ser- 
.  Here's  a  shopping  list  and  some  strategies  on 

r  to  make  it  work: 

Skilled  Professionals  The  brass  ring  of  work 

the  H- 1 B  is  available  for  professionals  who 

a  bachelor's  degree.  That's  the  only  require- 

fit  for  either  employer  or  employee.  It's  good  for 

\o  six  years,  plus  it's  the  only  visa  an  employee 

hold  while  applying  for  permanent  residency. 


The  Rising  Tide 
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That's  if  you  can  get  one,  which 
you  can't  right  now.  The  INS  cut  off 
applications  for  this  fiscal  year  last 
month.  Apply  now  for  the  year  that 
begins  on  Oct.  1,  because  the  INS 
typically  holds  over  applications. 
Even  then,  the  number  of  visas  is 
scheduled  to  shrink — from  115,000 
this  year  to  107,500  next  fiscal  year, 
then  down  to  65,000.  (Pressure  is 
mounting  on  both  political  parties  to 
ease  restrictions  on  foreign  work- 
ers, says  Daniel  Griswold,  associate 
director  for  the  Center  for  Trade  Pol- 
icy Studies  at  the  pro-immigration  Cato  Institute. 
"Chances  are  very  good  that  Congress  will  raise 
the  cap  in  the  next  couple  of  months,"  he  says.) 

Under  the  best  of  circumstances,  the  H-1B  can 
take  up  to  60  days  to  obtain,  and  even  longer  for 
small  companies,  because  the  INS  tends  to  investigate 
whether  entrepreneurs  can  pay  what  they  have 
promised.  "Multinationals  are  given  more  defer- 
ence by  the  ENS,"  says  Paul  L.  Zuikie,  an  immigra- 
tion attorney  with  Goldberg,  Zuikie  &  Frankenstein 
in  Chicago. 

F-l:  Student  Travelers  This  can  be  used  as  a  stop-gap 
for  talented  foreign  students  in  U.  S.  schools  for  up  to 
one  year  after  graduation.  Peter  Friedman,  president  of 
Silkroad  i,  a  30-employee  Internet  development  com- 
pany in  New  York,  says  his  company  tries  to  hire  for- 
eign students  as  soon  as  they  graduate.  Then  he  ap- 
plies for  the  H-1B.  Currently,  Silkroad  has-  three 
part-time  foreign  students,  two  from  India  and  one 
from  Morocco,  working  as  programmers  and  coders. 

J-l:  Foreign  Trainees  This  lets  you  employ  foreign 
workers  for  up  to  18  months  if  you  provide  on-the- 
job  training — and  there's  no  limit  on  the  number  of 
visas.  In  dieory,  under  agreements  between  the  State 


to  Snag  an  H-1B  Visa 


number  of  temporary  work  permits  issued  to  foreign  professionals,  already  in  short  supply,  are  sched- 
to  drop  sharply  over  the  next  few  years.  If  you  want  one,  experts  say,  you'd  better  start  applying  for  it  now. 
I  b's  how  to  get  the  process  going: 


t 


1.  Find  out  the  prevailing  wage  for  the  posi- 
tion you're  filling.  Check  with  your  state's  la- 
bor department  or  its  employment  security 
agency.  Or  use  a  national  compensation  sur- 
vey, published  by  organizations  such  as 
Watson  Wyatt.  r 

_i 

2.  Get  a  Labor  Condition  Application 
ILCA)  from  the  U.S.  Department  of 
i  jr.  You  must  promise,  among  other 
*  gs,  to  pay  the  prevailing  wage,  to 
ide  the  same  conditions  offered 
•  U.S.  counterparts,  and  not  to  use 
d  gn  nationals  to  break  a  strike.  [Al- 
3"  1-3  weeks  for  approval.) 


1 


4, 


24,  2000 


3.  Get  an  H-1B  petition  and  file  it  with 
one  of  the  four  INS  service  centers.  Pay  a 
$110  filing  fee  and  $500  fee  that  goes  to 
an  education  fund  for  training  U.S.  stu- 
dents in  high  technology.  (Allow  30-60 
days  for  approval,  sometimes  longer  for 
small  businesses.) 


4.  Receive  your 
approval  notice 
from  the  immi- 
gration service  by 
mail  and  put  your 
foreign  employee 
to  work. 


aLe 


ED\][AT„ 


BUSINESSWEEK 


FRONTIER 


Dept.  and  other  countries,  these  professionals  must 
take  their  skills  back  home  for  at  least  two  years  to 
fill  vital  positions.  In  reality,  some  countries  don't  re- 
quire it.  Notably,  Canada  puts  no  restrictions  on  its 
J-l  holders.  You  can  get  this  visa,  available  to  stu- 
dents or  professionals,  by  going  through  a  spon- 
soring organization,  such  as  the  Association  for  In- 
ternational Practical 
Training  (www.aipt.org) . 
The  AIPT  charges  a 
$1,000  fee  to  help  iden- 
tify workers  or  to 
process  the  petition  for 
a  worker  you  have  al- 
ready contacted  and  set 
up  in  a  training  pro- 
gram. For  information 
on  the  approximately  120  organizations  designated 
to  sponsor  training,  contact  the  State  Dept.  at  202 
401-9810. 

L-l:  Visiting  Managers  An  American  company 
with  a  foreign  branch  can  transfer  management-lev- 
el workers  to  the  U.  S.  on  this  visa  for  up  to  seven 
years.  First,  you  have  to  employ  your  manager  in 


Don't  even  think 
about  under-the-table 
arrangements.  The 
penalties  are  severe 


an  overseas  office  for  at  least  a  year.  In  some  cases, 
companies  are  taking  workers  who  had  the  J- 1 
training  visas  and  letting  them  open  foreign  branch 
offices,  and  later  bringing  them  back. 

0-1:  Unique  Skills  Do  you  need  someone  whose 
skills  are  unique,  or  nearly  so?  The  O-l  visa,  for 
workers  with  "extraordinary  ability,"  may  be  the 
ticket.  Problem  is,  the  INS  looks  mainly  at  degrees 


and  formal  credentials,  such  as  published  rese; 
papers.  You  can  get  around  it,  though.  Met 
Inc.,  a  31 -employee  brand-strategy  and  grapb 
design  firm  in  San  Francisco,  brought  in  two 
signers,  from  Germany  and  Brazil,  on  the 
visa.  While  both  lacked  formal  degrees,  Mel 
proved  their  prominence  by  detailing  awards 
exhibitions  abroad.  Each  O- 1  visa  cost  the  con 
ny  some  $6,000  in  attorney's  fees,  says  Chief  < 
erating  Officer  David  Lipkin. 

TN  Visa:  Neighboring  nations  Thanks  to  na 
Canadians  and  Mexicans  can  work  for  a  yeai 
the  U.  S.  Canadians  simply  get  a  visa  at  the  boi 
for  $50.  Mexicans  have  to  file  a  petition  with 
INS,  which  can  delay  approval  for  weeks. 

It's  not  hard  to  see  the  pattern:  Crafty  employ 
bring  people  in  with  short-term  visas  to  fill  la 
shortages.  When  visas  expire,  they  may  be  ten 
ed  to  look  the  other  way  and  pay  off  the  books 
use  visas  for  ineligible  workers.  The  best  advic 
simple:  Don't  do  it.  Penalties  for  such  infracti 
are  stiff,  notes  Daryl  R.  Buffenstein,  general  co 
sel  for  the  American  Immigration  Lawyers  Assn 
caught,  a  company  could  f 
hundreds  of  thousands  of  dol. 
in  penalties.  "The  INS  would  tl 
be  crawling  all  over  the  com 
ny,"  says  Buffenstein.  It  may 
barred  from  ever  using  a  fore 
worker  again.  Or  ,  prosecu 
criminally.  Deep  Sai  Consult: 
in  Atlanta,  now  defunct,  pleac 
guilty  last  November  to  al: 
smuggling  for  calling  data-en 
clerks  "programmers"  on  their 
IB  petitions. 

A  better  solution  would  be 
send  the  worker  home 
arrange  for  him  to  telecommv 
or  even  arrange  it  that  way  fr< 
the  outset.  Jaffe  Associates  LLC 
2  3 -employee  business  develc 
ment  firm  in  Washington 
ploys  eight  consultants  who  ] 
on  from  Britain  and  two  frc 
Canada.  You  could  also  set  uj 
foreign  branch  office  and 
leave  the  workers  in  place,  as  < 
Oneworld  Software  Solutions 
Cambridge,  Mass.  President  En 
Rimawi  employs  35  people  in 
U. S,  63  in  Amman,  Jordan, 
two  in  Beijing,  and  he  plans  to  open  an  office 
Brazil.  "It's  more  cost-effective  to  open  offi< 
abroad,"  says  Rimawi.  For  managers  such  as  1 
mawi,  it's  no  idle  boast  when  they  swear  the) 
go  to  the  ends  of  the  earth  for  good  talent. 


For  a  full  rundown  of  pending  legislation  or 
immigration,  click  Online  Extras  at 
frontier.businessweek.com 
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How  to  make  a 
mailing  simple 


Simply  go  here. 

l/l/e  know  you're  busy,  so  we'll  make 
this  fast.  Sending  out  a  mailing  to  your 
customers  often  takes  too  long  and  costs 
too  much.  That's  why  there's  ELetter, 
a  printing  and  mailing  service  for  your 
customer  communication. 


* 


Even  the  introductory  offer 
is  simple  to  understand. 

With  ELetter,  you  can  launch  a  mailing  in  just  15 
minutes.  And  to  help  you  get  started,  we're  offering 
$25  off  your  first  mailing  of  $100  or  more.  Use 
this  offer  code  when  placing  your  order  —  877F0E. 
To  learn  more  about  ELetter  and  take  advantage 
of  this  offer,  visit  www.eletter.com. 


And  your  mailing 
simply  goes  out. 

ELetter  relieves  you  of  the  time- 
consuming  tasks  of  printing  and 
mailing  your  letters,  flyers, 
brochures,  postcards,  and  more. 
And  the  best  part  is  that  our 
service  is  online,  so  it's  convenient 
and  easy  to  use. 


$250ff 
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E  letter 
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The  last  thing 
I  wanted  was 
to  take  over  my 
dying  father's 
company.  Now 
it's  my  life 

by  Lisa  Bergson 


IN  1983,  LISA  BERGSON,  a  former  business  week  editor,  took  the  helm  of  1 
dying  father's  old-line  manufacturing  company  in  Warrington,  Pa.,  outsi 
Philadelphia.  For  years,  she  had  wanted  nothing  to  do  with  the  business.  S 
knew  little  about  his  industry  and  cared  less,  and  her  secretive  father  had  k 
the  company's  operations  a  mystery  anyway.  Yet  when  duty  called,  Bergso 
like  many  a  business  owner's  family  member,  plunged  in — and  stayed.  Hen 
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We  have  a  plan  that 


CAN   HELP  CLEAR 


THE 


ADMINISTRATIVE   BURDEN 


OF  YOUR  COMPANY'S  401  (k) 


RIGHT  OFF  YOUR   DESK. 


IT'S  CALLED  THE  401(h)  Century  Plan' 


One  of  the  main  objectives  of  every  com- 
pany wishing  to  establish  a  401  (k)  plan,  or 
improve  upon  its  existing  one,  is  to  add  to 
the  employ- 
ees' benefits 
without        ' 
adding  to 

the  administrative  workload.  The  T.  Rowe 
Price  401  (k)  Century  Plan  was  designed  to 
do  just  that — cost-effectively. 

This  comprehensive  plan  not  only  provides 
access  to  one  ol  the  nations  most  respected 
families  ol  100%  no-load  mutual  funds,  it 
also  relieves  you  ol  most  ol  the  administra- 
tive and  recordkeeping  tasks  other  plan 
providers  may  expect  you  to  perform. 

To  begin  with,  the  401  (k)  Century  Plan  is 
easy  to  set  up.    And  because  we  provide  one 
dedicated  plan  manager  to  service  your 
company's  administrative  needs,  you'll 
always  know  whom  to  call  lor  quick  and 
accurate  answers. 


We  also  provide  your  employees  with  ellec- 
tive  communications  materials  and  toll-free 
access  to  plan  specialists,  so'the  time  you 

spend  hav- 
ing to  deal 
with  the 
plan  is 

reduced  even  more  —  which  leaves  you  more 
time  to  run  your  business. 

To  learn  more  about  the  T.  Rowe  Price 
401  (k)  Century  Plan  and  how  it  can 
benefit  your  company 
and  your  employees,  call 
today  to  request  your 
Iree  inlormation  kit. 

1-800-831-1447 


Invest  With  Confidence 

T.RoweFHce 


Foi  more  information,  including  fees  and  expenses,  request  .i  prospe<  m- 
lm  .  Distributor 


Read  it  carefuih  before  investing.  1   Rowe 


Investmi      x 


I  was  merely 
plant-sitting.  He 
would  kill  me  if  I 
touched  anything. 


the  story  of  how  one  neophyte  took  over  a 
company — and  what  happens  when  the  own- 
er makes  no  plans  for  how  it  would  survive 
after  he  was  uone. 

COMING  HOME 

"Don't  you  want  to  work  with  Dad- 
dy?" my  7  3 -year-old  father  would 
plead  from  time  to  time.  Right.  Work 
at  his  teetering  old  company  with  its 
'50s-style  name:  Manufacturers  En- 
gineering &  Equipment  Co.  At  33,  I 
had  a  hard-won  career  as  a  business 
journalist  in  New  York  City.  I  loved 
my  city  life.  Phis,  my  father  was 
crazy — a  brilliant  inventor,  but  clini- 
cally paranoid.  He  drove  away  every 
manager  he  ever  had  and  refused  to 
take  calls  even  from  customers.  He 
consistently  diwarted  what  could  have 
been  a  vibrant  business.  I  wouldn't 
have  lasted  a  day. 

Then  one  day  in  the  fall  of  1983  I 
got  a  call  from  a  stranger.  It  turned 
out  to  be  my  father's  latest  secretary, 
Connie.  (It  seemed  he  went  through 
as  many  as  100  secretaries  a  year.) 
"It's  bad.  You've  got  to  get  down 
here,"  said  Connie. 

I  knew  about  the  cancer.  He  was 
stubborn  and  self-destructive  about 
that,  too.  With  no  idea  of  what  lay 
ahead,  I  caught  the  next  train  to 
Philadelphia's  30th  Street  Station  and  took  a  taxi  to 
the  hospital  emergency  ward. 

Before  we'd  stopped  speaking  several  months  ear- 
lier, my  father  used  to  meet  me  at  the  dilapidated  old 
North  Philadelphia  Station,  when,  after  my  mother's 
death,  I  began  making  monthly  pilgrimages  home. 
"Hello,  baby  doll,"  he'd  say,  waving  regally  as  I  ap- 
proached the  dusty,  maroon  Chrysler.  Even  on  week- 
ends, my  father  always  donned  one  of  his  very  worn 
Hickey-Freeman  suits,  with  a  white  shirt,  stained 
Countess  Mara  tie,  and  a  bat- 
tered gray  Stetson  hat.  Thick 
glasses  made  his  wide  brown 
eyes  bulge.  A  big  Cuban  cigar 
jutted  from  his  mouth  like  a 
pacifier. 

His  refusal  for  more  than  a 
year  to  get  the  surgery  he 
needed — despite  tearful  pleas 
and  multiple  doctor  visits — 
led  to  our  rift.  Now  they  did  what  they  could  at 
the  hospital,  but  it  was  too  late.  The  cancer  had 
metastasized.  The  doctor  said  he  was  "punched 
out." 

I  knew  better.  I  was  sure  that  my  father  would 
soon  be  back  at  his  cluttered  desk  with  the  plaque 
proclaiming  the  disarray  a  "sign  of  genius."  It  was 
just  a  matter  of  keeping  it  going  until  he  got  well. 
So,  while  my  father  rested  at  home  with  a  nurse,  I 
"managed"  the  plant. 


That's  "managed"  in  quotation  marks  because 
truth,  I  was  merely  plant-sitting.  I'd  drive  his 
old  Chrysler  down  the  New  Jersey  Turnpike  e1 
few  days.  I  had  long  since  learned  not  to  meddl 
my  father's  business.  He  would  kill  me  if  I  touc 
anything.  Although  he  was  barely  lucid,  my  fa 
still  insisted  that  Fred,  the  shipper,  deliver 
MEECO's  mail  to  his  apartment  in  Cheltenham  e^ 
day,  a  one-hour  round-trip.  Bills,  checks,  ord 
correspondence,  and  catalogs  cascaded  in  a  grow 
mound  atop  his  bed.  My  father — a  heavily  n 
icated  invalid — was  determined  to  stay  in  cont 

Anyway,  I  had  story  deadlines  and  a  bush 
class  to  teach.  My  plan  was  simply  to  main 
my  professional  regimen  until  my  father  could 
sume  his.  I  camped  out  in  a  corner  of  the  off 
far  removed  from  the  employees.  I  ignored 
beer  cans,   the  cigarette  butts,   and  the  yoi 
workers  napping  on  mattresses  under  their  wc 
benches.  Once  in  a  while,  I  would  stare  at 
dingy,  cigar-stained  walls  and  wonder  how  t 
would  look  with  fresh  paint. 
.  A  few  days  later,  after  I  returned  to  New  Yor 
called  just  to  check  in.  Connie's  voice  was  vac 
"We're  not  to  talk  to  you."  Although  I  hated  to 
set  my  fadier,  I  had  to  call.  "Your  father  asks  you 
to  bodier  him,"  said  his  nurse.  In  desperation,  I  < 
a  lengthy  telegram.  Nodiing.  The  cruel  and  un 
pected  reversal  was  classic  Dr.  Gustav  Bergson. 

I  didn't  know  that  my  father  was  ready  to  h<  f 
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Ever  hear  of  notebook  PCs? 
Carbon-fiber  bicycle  frames? 
Or  touch-screen  monitors? 


They  all  have  one  thing  in  common: 
Before  Taiwan,  they  were  just 
someone's  rough  idea. 


ade  Center 

we  can  help  turn  coffee  shop  inspirations 
into  affordable,  profitable  realities. 


So  don't  sneeze  away  your  inspirations. 
You'd  be  amazed  just  how  far  a  napkin  can  go. 
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I  assumed  he  was  a 
millionaire.  In  fact, 
he  was  broke,  and 
the  plant  was  failing 


the  business  over  to  a  relative.  In  fact,  I've  since 
learned  that  it's  still  common  for  women  to  relin- 
quish their  rights  to  the  family  business  to  uncles, 
male  cousins — any  male  relative,  for  that  matter. 
Why  take  on  relatives  in  a  nasty  battle?  Why  disrupt 
your  life?  Why  get  involved  with  a  company  you 
know  nothing  about? 

It  turned  out  I  had  no  choice.  I  had  always  as- 
sumed my  father  was  rich,  a  millionaire.  (Antici- 
pating a  sizable  inheri- 
tance, I  joined  North 
Star  Network,  a  group 
of  philanthropic  heirs 
and  heirs-to-be  dedicated 
to  socially  responsible 
investing.)  I  attributed 
all  evidence  to  the  con- 
trary as  mere  ec- 
centricity— his  shabby 
appearance  a  testament  to  his  reluctance  to  shop  or 
do  anything  other  than  work.  I  mean,  just  getting 
him  to  eat  was  a  problem.  "I'll  eat  on  the  week- 
ends," he'd  retort  when  I'd  fretted  about  his  steady 
diet  of  danish,  coffee,  and  Coke. 

That  my  father  was  actually  broke  was  among  the 
interesting  discoveries  of  this  time.  With  no  insur- 
ance and  no  savings,  he  was  entirely  dependent 
on  the  business  to  pay  for  his  medical  and  home 
health  care.  My  journalist's  salary  wasn't  going  to 
cut  it.  Reluctantly,  I  contacted  my  father's  lawyer, 
Irv,  and  my  best  friend's  father,  Richard  Loeb,  a 
businessman  I  trusted.  We  devised  a  hasty  plan. 

After  the  nurse's  hours,  I  drove  to  my  father's 
suburban  high-rise  and  slipped  into  his  room.  He 
slept  face  up  with  the  light  on.  I  couldn't  stop  to 
look.  I  went  to  the  closet  and  pulled  the  key  ring 
from  a  pocket  of  the  frayed  gray  suit  he  would 
never  wear  again. 

Next  stop:  the  plant,  where  I  unlocked  a  file  cab- 


Relative  Values 


inet,  removed  the  big  leather  binder,  and  toe 
blank  check.  After  a  sleepless  night  at  the  Lo 
house,  I  walked  to  my  father's  bank.  It  was 
trouble  to  persuade  his  representative,  who 
tried  for  years  to  get  him  to  use  a  money-market 
.  count  rather  than  simple  checking,  to  transfer 
company's  funds  into  a  new  account  I  controls 

A  day  later,  I  sat  at  my  father's  desk  for  the 
time.  I  sat  and  waited.  The  call  came.  "It's  your 
ther,"  Connie  said,  looking  even  more  ashen  t 
usual. 

"Daddy..." 

"Get  out!"  he  barked.  "Get  the  hell  out!" 

The  drive  to  Manhattan  took  forever.  My  fath 
rage  overwhelmed  me.  I  was  in  tears.  It  wa 
wordi  it  to  fight.  The  only  tiling  that  really  matte 
was  regaining  his  love.  Not  the  business.  Togetl 
we  would  come  up  with  something.  I  pulled  int 
rest  area  on  the  New  Jersey  Turnpike  and  foun 
pay  phone. 

A  different  voice  answered. 

"Daddy..." 

"Honey,  you  fought  for  it.  It's  yours." 

I  never  asked  what  changed  his  mind.  A  i 
days  later,  I  pulled  into  the  familiar  gravel  park 
lot,  sat  there,  and  quaked.  I  walked  into  the  p] 
and  gently  shook  the  shoulder  of  a  startled  yoi 
man  dozing  on  a  mattress  near  the  door.  "W 
up,"  I  said.  "It's  time  to  work." 

LESSONS  LEARNED 

It's  been  over  17  years  since  I  became  an  accidei 
factory  owner.  (My  father  died  in  198S.)  To 
I've  never  had  a  day's  regret  would  be  a  lie, 
I've  been  endlessly  fascinated  by  the  challenge 
have  loved  the  opportunity  to  make  something  t 
gible  and  have  tried  hard  to  build  value  for  my: 
and  my  employees. 

I've  taken  the  company  from  a  maker  of  ana 


Succession  at  any  company  is  hard  enough,  but  it's  even 
tougher  at  family  businesses,  where  such  problems  as  sibling 
rivalry  and  dysfunctional  relatives  can  be  involved.  Here  are 
some  guidelines  based  on  the  book  Keep  the  Family  Baggage 
Out  of  the  Family  Business  by  Quentin  Fleming,  a  manage- 
ment consultant  in  Los  Angeles. 

EVOLUTIONARY  SUCCESSION  WORKS  BEST.  Families  that  work 
hard  at  preparing  for  succession  before  there's  a  pressing  need  will 
prosper.  That  means  careful  planning,  briefing,  and  transferring  of 
power  to  anointed  successors  long  in  advance  of  illness  or  retire- 
ment. The  alternative  is  an  abrupt  change— in  other  words,  chaos— 
that  will  probably  leave  the  business  permanently  damaged. 

PUT  THE  COMPANY'S  BEST  INTERESTS  FIRST.  If  a  decision 
comes  down  to  pleasing  a  family  member  or  improving  the 
business,  choose  the  latter.  Any  time  you  choose  family  first, 
you  weaken  the  business.  Do  that  often  enough,  and  the 
business  will  founder— and  that  will  lead  to  even  worse 
disharmony  than  what  you  were  trying  to  avoid. 


GIVE  FAMILY  MEMBERS  JOBS  BASED  ON  MERIT.   Emp 

them  only  if  the  job  is  necessary  and  if  they  have  the  skills 
do  it.  Don't  use  the  company  as  a  tool  for  family  togetherne 
you'll  wind  up  with  the  opposite.  Better  to  hire  a  compet 
outsider  and  spend  the  additional  profits  on  other  forms 
family  bonding. 

SELL  OUT  RATHER  THAN  LET  INCOMPETENT  SUCCESSO 

RUN  IT.  The  best  time  to  sell  is  when  a  company  is  healt 
It  can  only  get  weaker  if  the  wrong  person  is  running 
That's  unfair  to  other  family  members  and  employees, 
stead,  sell  now,  split  the  proceeds,  and  let  the  relatives 
their  own  way.  "If  they're  truly  inept,"  writes  Fleming,  "the 
surely  find  a  way  to  blow  this  money  as  well,  but  at  lei 
they've  been  given  the  possibility  of  getting  some  val 
from  the  business." 


I 


r 


Read  excerpts  from  Quentin  Fleming's  book  on 
keeping  the  family  business  healthy.  Click  Online 
Extras  at  frontier.businessweek.com 
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YEAH,  LIKE  YOU'VE  GOT  TIME  TO  DRIVE  TO  OUR  STORE. 
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FREE  PICKUP  AND  DELIVERY  SERVICE 

Now  you  can  qet  a  little  more  sleep.  Perhaps  a  solid  four  hours.  To  have  a  Kinko's  representative 

pick  up  your  hard  copies  or  digital  files  and  deliver  the  finished  documents  right 

to  your  doorstep,  just  give  us  a  call  at  1-800-2-KINKOS  for  the  location  nearest  you. 


kinko's 

Express  Yourself. 

Open  24  hours  •  www.kinkos.com 


See  store  for  details.  Some  restrictions  may  apply.  ©2000  Kinko's.  Inc.  All  marks  appearing  are  the  proprietary  marks  of  Kinko's  Ventures.  Inc  and  are  used  by  permission. 
All  rights  reserved.  Kinko's  requires  written  permission  from  the  copyright  holder  to  reproduce  any  copyrighted  work 
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equipment  primarily  for  the  natural-gas  industry  to 
a  manufacturer  of  high-technology  equipment  sold 
worldwide.  Revenues  have  gone  from  $800,000  to 
$5  million.  Still,  I  can't  say  that  I've  been 
successful,  particularly  in  an  era  of  fast-paced 
e-businesses  and  service  companies.  Like  those 
who  carry  on  the  family  farm,  though,  1  do  think 
there  is  something 
meaningful  in  produc- 
ing things.  I  loved  our 
plant  the  most  in  the 
days  when  we  did  our 
own  machining  and  the 
air  was  thick  with  the 
acrid  smell  of  grease. 
But  we  have  had  to 
adapt  to  survive,  and 
therefore  to  out-source  where  it  makes  sense. 
Sixty-year-old  machines  can't  compete  with  the 
yields  generated  by  CAD-CAM.  So,  too,  we  had  to 
quickly  transform  our  hospital-green  analog 
equipment  first  into  digital  and  now  into 
micro-processor-driven,  slick,  brushed  stainless 
steel. 

Dealing  with  technology  has  been  my  biggest 
hurdle,  and  I  often  long  for  a  partner  with  my  fa- 
ther's scientific  gifts.  But  I  have  also  come  to  see 
that  there  are  technically  capable  people  around 
who  enjoy  the  chance  to  work  with  a  caring  and 


My  father's  rage  over- 
whelmed me.  I  was 
in  tears.  It  wasn't 
worth  it  to  fight 


enthusiastic  entrepreneur.  I  can  help  them  rea 
their  ideas  in  a  way  my  father,  with  his  need 
total  control,  would  never  have  allowed. 

I  think  the  biggest  lesson  of  all,  however, 
been  about  the  importance  of  personal  relati 
-ships  in  business.  I  used  to  think  that  if  we  offe 
the  best  value,  we  would  be  successful.  One 
my  scientists  used  to  say  it  took  the  best  techno] 
gy.  You  could  toss  in  quality,  delivery,  and  quid 
few  other  fine  objectives.  But  the  real  key, 
come  to  realize,  even  in  selling  something  as  arc 
as  analytical  equipment,  is  how  you  get  along 
your  customers. 

Equally  vital  is  your  relationship  to  your  e 
ployees,  and  your  ability  to  lead  and  manage  i 
calm,  mature,  and  purposeful  way.  I've  been  wo: 
ing  on  developing  these  attributes  for  close  to 
years  now.  I'll  admit  that  when  I  started  at  MEB 
I  was  a  spoiled,  temperamental,  and,  at  tim 
quite  angry  woman.  But  I'm  proud  to  say  t 
I've  changed.  MEECO  has  been  the  same  mirror 
me  that  I  imagine  other  people  find  in  th 
children. 

I  don't  have  any  kids  of  my  own,  but  be  assure 
I've  made  plans  for  meeco's  future. 


Bergson's  saga  will  continue  twice  a  month 
on  frontier's  Web  site.  To  find  it,  click  Online 
Extras  at  frontier.businessweek.com 
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n't  it  time  your  business  got  miles 
for  business  travel? 


Join  Lufthansa's  Corporate  Mileage  Plan  and  your 
company  earns  mileage  when  your  employees 
fly  with  us.  Mileage  that  can  be  used  toward  free 
trips  or  upgrades.  Our  extensive  worldwide  network 
lets  you  fly  with  us  virtually  anywhere,  allowing 
you  to  accrue  miles  quickly.  Now,  in  addition  to 
choosing  Lufthansa  for  quality  and  reliability, 
choose  us  for  savings.  For  more  information, 
call  Lufthansa  at  800  340-4411  or  visit  us  at 
www.lufthansa-usa.com. 

Employees  continue  to  earn  personal  frequent  flyer  miles  in  Lufthansa  Miles  &  More*  or 
United  Mileage  Plus,"  in  accordance  with  the  terms  and  conditions  of  the  programs. 
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The  global  airline  from  Germany 
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Flashcom  =  Internet  Access 
\     Up  To  100  Times  Faster! 

Experience  the  fastest  Internet  yet.  With  DSL  from  Flashcom,  once 
you're  setup  you're  always  on,  so  there's  no  wait  to  connect,  no  busy 
signals,  and  no  dropped  calls. 

LARGEST  NATIONAL  COVERAGE  AVAILABLE. 
CHECK  WWW.FLASHC0M.COM 
FOR  AVAILABILITY  IN  YOUR  AREA. 


CALL  (MOW  1.877.740.1200 


*On  selected  plan*  Connection  speeds  depend  upon  regional  nattt  n  .'.tiled  in  your  area  Subscribers  must  sign  im 

cnargot  may  also  apply  tor  customer!  who  requite  non  standard  n  [  ig,  but  not  limited  to,  non-standard  inside  wiring  All  orders  . 

www  flashcom  com  Terms  and  Conditions  <ite  subject  to  chwiQf 


Flashcom" 

THE        DSL        SPECIALISTS 


nt  not  including  sales  tax  Early  termination  charges  apply  Additional 
n's  standard  Terms  and  Conditions,  when  may  be  tound  at 
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Complete  information  online 
at  www.moneyhunt.com 

The  NewMedia  VCC 
Austin,  TX 

Investment  CC  2000 
Los  Angeles,  CA 

Golden  State  VCC 
Sacramento,  CA 

Texas  VCC 
Austin,  TX 

NBIA  Conference 
Cleveland,  OH 

Invest  Midwest 
St.  Louis,  MO 

Crossroads  East 
Stamford,  CT 

YEO  University 
New  York.  NY 

Early  Stage  East 
Wilmington,  DE 

Mava  Capital  Connection 
Washington  DC 

South  West  VCC 
Dallas,  TX 
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Palm  Pilots'.  Online  auctions.  Decaf  cofj 
MP3%'s.  Post-It  Notes'.  Tupperware*. 


They  re  the  kind  of  great  ideas  that 

make  you  smack  your  head  and  say, 
"DAMN,  wish  Id  thought  of  that!"  Maybe 

even  "Geeze,  my  idea  s  better  than  THa 

Time  to  put  your  cards  on  the  table,  'cause  MoneyHunt's  looking  fc 
entrepreneur  with  the  best  new  idea  in  America.  And  we  're  gonna  r 
you.  Handsomely.  On  the  spot.  With  a  </>  L  U  U \  U  U  U  cash  invest 
plus  a  boatload  of  prizes  and  products  to  jump-start  your  company 


Just  four  steps  stand  between  you  and  greatness: 


4)  Comply  with  all  the 
important  legal  stuff.* 

If  your  answer  is  "Ah,  HELL, 
I  can  do  all  THAT!"  go  strai 
to  MoneyHunt.com  right  no 
It's  your  chance  to  prove  tha 
next  great  idea  IS  YOURS! 
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1 )  Submit  your  business  pic 
us  at  www.moneyhunt.com,  or 
audition  at  a  MoneyHunt  live  event. 

2)  Make  it  through  our 
selection  process. 

3)  Sweat  through  eight  minutes 
of  tough  questions  from  our 
panel  of  experts. 


All  contest  entrants  submitting  an  on-line  application  must  pay  a  processing  fee  to  be  considered  for  an  ar 
ance  on  MoneyHunt.  Only  one  entrant  will  be  chosen  to  receive  the  5100,000  investment  in  his  or  her  bu> 
plan.  Entries  must  be  received  by  June  5,  2000.  This  contest  is  restricted  to  United  States  residents,  age  l^j 
older.  Void  in  Maryland  and  Vermont.  For  a  complete  list  of  contest  rules,  log  on  to  www.moneyhunt.com, 
send  a  self  addressed,  stamped  envelope  to:  MoneyHunt  Properties.  Inc..  P.O.  Box  784  SoNo.  CT.  06856 
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Matt  Cutler  started  net. Genesis,  but 
he  needed  Larry  Bohn  to  help  run  it 

AT  THE  AGE  OF  25,  Matthew  Cutler  was  living  the  start- 
up dream:  an  Internet  business  with  $1  million  in  sales, 
venture-capital  backing,  and  an  ipo  on  the  horizon.  So 
how  did  he  feel  when  a  stranger  was  brought  in  to  run  the 
show?  "It  was  a  relief,"  says  the  ponytailed  entrepreneur. 

Cutler  had  learned  that  it's  a  lot  easier  to  start  a  com- 
pany than  run  one.  His  company,  net. Genesis  Corp.,  was 
born  in  a  Massachusetts  Institute  of  Technology  dorm  in 
1994,  when  Cutler  and  his  classmate  Eric  Richard  began 
offering  technical  help  to  Web  ventures,  eventually  devis- 
ing software  that  tracks  the  behavior  of  Web-site  visi- 
tors. Business  took  off,  but  by  1997,  Cutler  was  in  trouble. 
"We  weren't  growing,"  he  says.  Enter  Larry  Bohn.  The 
43-year-old  executive  had  just  managed  the  ipo  of  PC  Docs 
Inc.  when  he  was  approached  by  net. Genesis'  board.  Bohn 
liked  what  he  saw,  and  with  the  blessing  of  Cutler  and 
Richard,  became  the  new  ceo.  The  first  thing  he  did  was 
convert  net.Genesis  from  a  software  company  to  a  service 
provider.  "I  like  to  think  I've  taught  him  a  lot  about  strat- 
egy and  how  to  mobilize  a  company,"  Bohn  says. 

A  student  of  martial  arts  and  Zen,  Cutler,  now  27,  sees 
himself  as  something  of  a  "karate  kid"  with  Bohn  as  his 
mentor,  while  Richard,  26,  handles  technical  matters  as 
the  firm's  cto.  "We're  techno-artistes  learning  the  primal 
lesson  that  enthusiasm  is  not  a  substitute  for  experi- 
ence," Cutler  says.  In  February,  net.Genesis  went  public, 
raising  $76.5  million,  and  giving  Cutler  a  net  worth  of 
some  $4.7  million.  Like  most  Internet  companies,  net.Gen- 
esis is  bleeding  cash.  But  Cutler,  whose  title  now  is  Chief 
E-Business  Intelligence  Officer,  remains  confident.  "I'm 
learning  a  ton— the  kind  of  skills  you're  not  going  to  get  in 
any  business  school,"  he  says.  Besides,  where  else  could 
you  get  a  $4.7  million  rebate  on  tuition?— NEIL  SHISTER 
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ipaq  Business 


mpaq.  Windows  2000  Professional, 
ee  e-services.  Cash  back. 


FREE*  access  to  Compaq.NET  ' 
for  Business,  FREE'  Windows 
2000  training,  and  FREE' 
business  website  through 
www.MyWorKspace.compaq.com' 


siness  just  got  easier  to  master. 

iaq  worked  with  Microsoft  for  years  to  help  develop  the  best  business  operating  system  for  you: 
isofi    Windows    2000  Professional.  And  you  can  get  it  pre-installed  on  our  Compaq  Prosignia 
Op  340. 

r  lease  the  Prosignia  Desktop  340  now  and  you'll  get  freei'  one-touch  Internet  access  with  multiple 
accounts,  tree   Windows  2000  online  training,  and  a  free"  business  website  —  all  accessible 
Ui  www.MyWorkspace.compaq.com:  And  all  for  as  little  as  $1119!  Plus,  if  you  lease  your  new 
oti  tan  choose  between  a  three-month  lease  payment  holiday  each  year  or  a  2%  rebate  on  the 
g  price.  Either  way,  it's  an  exceptional  business  solution  that's  ready  to  run,  right  out  of  the  box. 

Koft  Windows  2000  Professional  is  the  most  reliable  Windows  OS  ever.  The  familiar  Windows 
Ice  is  easy  to  use  and  maintain.  And  enhanced  Internet  connectivity  makes  it  the  ideal  platform 
ay's  business  computing  —  especially  when  paired  with  the  Prosignia  Desktop  340. 


PROSIGNIA  DESKTOP  340 


1119 


jZ  Monthly  lease 
« QuickFind  Code:  59X414-1 731 7 

•  Intel*  Celeron™  processor.  466MHz 

•  Microsoft8  Windows8  2000  Professional 

•  Microsoft  Office  2000  Small  Business* 

•  64MB  100MH2  S0RAM 

•  4.3GB  hard  drive 

•  Prosignia  Internet  Keyboard 

•  Compaq  56K  V.90  data/fax  modem' 

•  Compaq  15"  monitor  (13.8"  viewable) 
•40X  Max  CO-ROM  drive5 

•  Free  Windows  2000  online  training 

•  Free'  three  months  of 
Compaq.NET"'  for  Business 

•  Access  to  wwwMyWorkspace.cornpaqcom7 

•  Free-  business  website  through 
www.MyWorkspace.compaq.com7 

•  Three-year  limited  warranty: 


rrosignia  Desktop  340  is  designed  and  priced  specifically  for  growing  businesses  like  yours.  It's 
■ed  by  an  Intel    Celeron     processor,  and  pre-loaded  with  the  most  popular  business  software, 
it's  backed  by  thousands  of  Compaq  Authorized  Resellers,  ready  to  help  you  put  it  all  together. 
itest  technology,  the  latest  software,  free  Internet  access,  and  expert  advice.  Talk  about  an 
0-end  business  computing  solution. 


ows  2000,  the  Compaq  Prosignia  Desktop  340, 
internet  services,  and  cash  back.  Call  Compaq  to 
■vantage  ol  these  offers  today. 


MICROSOFT  WINDOWS  2000 
PROFESSIONAL 

■  Reliable 

■  Easy  to  use  and  maintain 

•  Features  for  mobile  users 

■  Internet  ready 


I 


To  buy  now,  or  for  your  nearest  reseller, 
call  1-888-634-8859 

Or  go  to  www.directplus.compaq.com 
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1  c  or  shipping  to  recipients 

ompaq  Financial  Services:  1 

roval  and  execution  of  standard  CFSC  documentation.  Monthly  lea 

onu  rs  who  lease  Compaq  pro  ,,  K-  followed  b 
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AN  ALTERNATE  WAY  TO  COMMUNICATE 
WHEN  YOUR  INTERNET  SERVICE  WON'T. 
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If  you  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk 

with  UUNET®  an  MCI  WorldCom"1"  Company.  From  high-speed  access  to 

Web  hosting  to  remote  access,  we  offer  a  full  range  of  Internet  services  that  can  .      i 

help  your  business  do  more.  And  as  the  world's  premier  IP  network,  we're  a  laitkMk. 

making  VPNs  and  Internet-based  faxing  not  just  a  promise,  but  a  reality.  Couple  UUKwL 

that  with  network  performance  that  sets  industry  standards  year  after  year  and 

you've  got  a  provider  that  won't  leave  you  stranded.*  So  if  your  business  could 

use  a  partner  like  us,  call  1  800  465  1794  or  visit  us  at  www.info.uu.net. 


THE       WORLD'S       INTERNET      COMMUNICATIONS       C  O  M  P  A  N\ 


U.S.:  +703  206  5600  Canada:  1  888  242  0653  ©  1999  UUNET  Technologies,  Inc..  a  subsidiary  of  MCI  WorldCom,  Inc.  All  rights  reserved.  The  UUNET  logo  is  a  trademark. 
'For  more  information:  www.uu.net/sla. 


liVorking  Life 


iREERS 


J  wwvu 


i 


IVE  ME  THAT 
ILD-TIME  ECONOMY 

)omerang:  Disenchanted  dot-com  workers  return  to  Corporate  America 


t  seems  as  if  everyone  has  one  of 
those  unbearably  seductive  job  of- 
fers— the  one  that  they  think  maybe, 
just  maybe,  might  be  their  lucky 
i  in  the  Internet  gold  rush.  For  one 
year-old  accountant,  the  opportunity 
ie  two  years  ago  on  a  dreary  day 
Seattle.  Until  then,  the  father  of 
ee  was  living  his  very  Old  Economy 
__L  tooling  around  in  a  Ford  Contour 

111  working  at  a  paper  company  while 
New  Economy's  overnight  millions 

sparkling  sports 
s  passed  him  by. 
So  when  he  got  a 
nee  to  get  stock  op- 
is  and  a  12%  pay 
i  as  the  controller  at 
e-tailer  when  the 
rket  was  still  in  dot- 
imerce  ecstasy,  he 
iped.  He  fantasized 
ut  paying  off  his 
^tgage  debt,  buying 
MW,  and  building  a 
iSe  on  easy  street. 
»Iot  so  easy.  An  old- 
ool,  sign-on-the-dot- 
-line  type,  the  fi- 
icv  man  was 
aediately  uncomfort- 

with  the  way  the 
cutives  of  the  con- 
aer-electronics  com- 
>y  doctored  financial 
cements  for  the 
|k,  fabricated  reasons 

late  payments  to 
mors,  and  short- 
Inged  advertisers. 
Indard  operating  pro- 
fcre  was  to  charge 
[pie's  credit  cards  be- 

!;  the  goods  were 
n  in  stock — instead 
tvhen  they  shipped. 


Not  to  mention  the  way  the  company 
spent  $3  in  marketing  and  administrative 
costs  for  every  $1  in  sales.  "They  were 
doing  virtual  business  with  virtual  mon- 
ey," he  says.  Eighteen  months  later  he 
decided  to  take  a  $7,000  pay  cut,  from 
$65,000,  so  he  could  "go  back  to  where  a 
man's  word  was  his  bond" — that  is,  a 
traditional  accountant  job  at  an  old-line 
insurance  outfit. 

Surprisingly,  this  guy  has  got  a  lot  of 
company.  Although  the  reasons  for  dot- 


com defections  vary  widely,  headhunters, 
management  consultants,  and  corporate 
recruiters  say  they  are  starting  to  see 
the  first  tiny  bubbles  of  an  Internet  back- 
lash: people  who  have  shucked  tradition- 
al positions  in  search  of  those  fabled  cy- 
ber-riches  only  to  be  disappointed  and 
boomerang  back  to  the  old  world. 
BROWN  GRASS.  Thanks  to  the  worst  la- 
bor shortage  in  recent  history,  bosses 
are  welcoming  back  these  onetime  de- 
fectors as  "alumni."  And  those  who 
stayed  with  the  Old 
Economy  warhorses — 
the  very  people  who 
seemed  hopelessly  out 
of  it  just  a  few  months 
ago — are  beginning  to 
feel  like  they  were  the 
ones  who  made  the 
right  non-move  after  all. 
To  be  sure,  the  num- 
ber of  defectors  is  still 
small.  And  the  larger 
story  continues  to  be 
the  exodus  to  the  In- 
ternet. But  this  first 
wave  of  boomeranging 
introduces  another  lay- 
er to  the  New  Econo- 
my story  and  could  sig- 
nal what's  to  come, 
recruiters  say.  "A 
tremendous  number  of 
people  thought  the 
grass  was  greener,  and 
it  wasn't,"  says  Jeff 
Kaye,  president  of  ex- 
ecutive search  firm 
Kaye  Bassman  Inter- 
national Corp.  in  Dal- 
las. In  fact,  in  many 
cases  it  turned  out  to 
be  brown  and  balding. 
Indeed,  as  the  recent 
rout    on    the    Nasdaq 
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When  one  lawyer  jumped  ship  for  a  dot-com,  he  misse< 
his  assistants,  his  paralegals-and  his  free  vacations 


shows,  the  cyber  fairy  tale  of  boundless 
potential  is  morphing  into  a  nightmare 
for  many  Internet  companies.  Of  the  80 
Net  companies  that  have  gone  public  so 
far  this  year,  almost  half  are  trading  be- 
low their  initial  public  offering  price,  and 
90%  are  trading  below  their  Day  One 
close,  according  to  senior  analyst 
Kristofer  Williams  at  investment  banking 
research  outfit  Commscan  LLC.  This  is 
giving  rise  to  a  new  Silicon  Valley  syn- 
drome psychologists  call  "the  ipo  blues," 
the  entrepreneurial  equivalent  of  ^^™ 
post-wedding-day  letdown.  Many 
are  reconsidering  risks  that  only 
months  ago  seemed  like  can't-af- 
ford-not-to  moves. 


Last  year,  at  Silicon  Valley  law  firm  Coo- 
ley  Godward  llp's  office  in  Menlo  Park, 
Calif.,  four  young  associates  fell  under 
the  Internet's  spell  and  departed  for 
high-tech-related  ventures.  Three  of 
them — Vincent  Pangrazdo,  Craig  Venable, 
and  John  Geschke — have  all  since  re- 
turned to  Cooley.  Geschke,  30,  came  back 
last  year  after  a  one-year  stint  at  on- 
line investment  bank  wr  Hambrecht  & 
Co.,  where  he  owned  1%  of  the  company. 
"There  are  a  lot  of  painful  aspects  that 


FROM  CLICKS  TO  BRICKS 

Young  execs  are  starting  to  bolt  from  dot-coms. 


who  didn't  like  the  size  of  their  cubi 
"I  really  like  working  for  people 
are  the  best  at  what  they  do,  and  wl 
Hambrecht  might  be  there  somecB 
they  weren't  when  I  left,"  Geschke  >m 

Besides,  it's  not  as  if  Geschke  ha 
guarantee  of  cashing  in  at  WR  H 
brecht.  The  company  is  still  strugg 
to  be  a  market  leader.  Cooley  alread 
one.  Soon,  Geschke  will  be  able  to  in\ 
his  own  money  in  the  Cooley  partn 
venture-capital-style  investment  ft 
■^^  which  owns  stakes  of  startups 
firm  advises.  "People  will  end 
doing  a  lot  better  with  this  t 
in  the  dot-coms,"  Geschke  p 
diets.  "This  way,  you  get  to 


Heres  wfiv 
And  while  all  those  Internet  .........  vest  in  a  range  of  great  com 


firms  were  siphoning  off  Old 
Economy  workers,  something  mo- 
mentous was  happening  in  Cor- 
porate America.  Traditional  com- 
panies— Big  Five  accounting 
firms,  Rust  Belt  stalwarts,  in- 
vestments banks,  law  firms — were 
forced  to  find  ways  to  remake 
themselves  in  the  image  of  their 
worker-snatching  rivals.  They 
moved  to  merit-based  pay,  doled 
out  signing  bonuses,  offered  stock 
options  to  secretaries,  flattened 
organizational  structures — even 
developed  ad  campaigns  that 
mimicked  their  Internet  peers' 
wry  irreverence.  Just  this  year, 
top-tier  law  firms  chucked  the 
starched  shirts  and  instituted 
everyday  casual  dress.  They  also 
boosted  associates'  pay  by  an  astro- 
nomical 50%  and  let  them  participate 
in  the  partners'  bulging  venture-capi- 
tal-style investment  funds. 
NASDAQ  NERVES.  The  result  is  that  Cor- 
porate America's  previously  scoffed-at 
security,  stability,  and  seasoned  man- 
agement is  beginning  to  look  a  lot  more 
attractive  now  that  some  of  high  tech's 
perks  are  within  reach — and  come  with- 
out the  risks  associated  with  the  Nas- 
daq's wildly  unpredictable  swings. 

The  attitude  is  even  starting  to  infect 
Silicon  Valley,  where  companies  like  Gap, 
Safeway,  Circuit  City,  and  Wells  Fargo 
are  beginning  to  be  back  in  career  vogue. 


CORPORATE  AMERICA  WISES  UP  To  compete 
in  the  tight  labor  market,  many  Old  Economy 
companies  have  made  themselves  over  in  the  im- 
age of  their  high-tech  competitors,  giving  out 
stock  options  and  signing  bonuses 

THE  IPO  BLUES  After  the  first  frenzy  at  many 
newly  public  companies,  fights  ensue,  work  be- 
comes a  bore,  and  the  CEO  listens  more  to  in- 
vestors than  to  employees 

NASDAQ  NERVOUSNESS  The  rule  that  only  1 
out  of  every  10  businesses  succeeds  doesn't  get 
erased  because  you  stick  dot-com  on  the  end  of 
your  name 

ASK  AND  YE  SHALL  RECEIVE  Employees  at 
old-line  companies  are  asking  for  the  moon — and 
often  getting  it 


don't  get  appreciated  by  everyone  who 
jumps  ship,"  says  Geschke. 

First,  there  was  all  the  cushy  stuff  he 
had  to  give  up — the  assistants,  the  para- 
legals, and  the  free  vacations  with  his 
wife.  His  roomy  office  was  hard  to  let 
go  of,  too,  especially  since  he  shared 
his  new  one  with  15  other  people.  He 
even  missed  the  photocopying  and  fax- 
ing staff:  "You  can't  imagine  how  time- 
consuming  that  is!"  But  more  than  that, 
the  nature  of  Geschke's  work  changed 
dramatically.  He  went  from  being  in- 
volved every  day  with  the  top  execu- 
tives of  the  most  powerful  New  Econo- 
my companies  to  dealing  with  people 


nies  as  opposed  to  investing 
just  one." 

Law  firms  aren't  the  only  o| 
benefiting  from  the  boomer; 
syndrome.  So  many  employ 
have  returned  to  Freddie 
the  Washington  mortgage 
vestor,  that  the  company  has 
en  to  telling  its  headhuntersj 
punch  in  the  company's  n 
when  searching  resumes  on 
boards  like  Monster.com  so  1 
can  scout  out  and  court  alu: 
This  year  alone,  14  people  h 
returned  to  the  company,  m; 
of  them  from  high-techs.  One] 
them  is  Web  site  developer  L; 
Clink.  As  one  of  the  most  sou 
after  employees  in  one  of 
country's  hottest  high-tech  hub: 
Tysons  Corner,  Va.  (home  to  Ame: 
Online  Inc.) — Clink  felt  he  had  no  ch 
but  to  "see  what  was  out  there." 

So  he  joined  National  Electro: 
Warranty,  where  he  said  he  was  s 
great  stories  about  the  company  go 
public  and  the  potential  windfall 
could  reap.  "They  told  me  I  would 
the  lead  Web  developer,"  Clink  saj 
"It  turned  out  I  was  the  only  Web 
veloper."  He  was  also  frustrated  by 
endless  budgetary  restrictions,  wl 
he  said  hampered  him  from  being 
to  spend  the  money  he  needed  to 
his  job.  He  also  missed  the  fami 
friendly  Freddie  Mac  culture  with 
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can  always  tell  when  people  see  things  from  your  point  of  view.  At  Wausau,  we  go  out  of  our  way  to  learn  the 
nd  outs  of  your  business.  It  enhances  service  and  strengthens  relationships.  Wausau  understands.  And  it  shows, 
sau  Insurance  Companies  •  2000  Westwood  Drive,  Wausau,  Wl  54401  •  www.wausau.com  •  A+ A.M.  Best  Rating 

What  can  we  do  to  help  you? 


Eric  Sydnor.  CEO,  World  Environmental,  Inc. 


"When  we're  faced  with  managing  millions  of  pounds  of 

hazardous  waste,  I  don't  want  to  have  to  worry 
about  keeping  our  PCs  up  and  running." 


To  see  how  Eric  is  using  Windows®  2000  Professional 
to  help  his  small  business  take  on  big  jobs,  go  to: 

www.SeeMyStory.com/Eric 


Microsoft.  Windows,  tho  Windows  log 


Microsoft 


Where  do  you  v\  day? 


r  Windows  2000 

Professional 

HI  The  Business  Internet)  -ijrt*  hen 


Stuttering 
Didn't  Silence 
His  Story* 


20/20's  John  Stossel  knows  news.  He  also 

knows  what  it's  like  to  deal  with  a  stuttering 

problem.  John  still  struggles  with  stuttering  yet 

has  become  one  of  the  most  successful  reporters 

in  broadcast  journalism  today. 


For  more  information  on  what  you  can  do  about  stuttering, 
write  or  call  toll-free: 


Visit  us  at 
www.stutterSFA.org 


Stuttering 

foundation 

of  America 


A  Nonfrrofit  Organization 

Since  1947 — Helping  Those  Who  Stutter 


1-800-992-9392 


3100  Walnut  Grove  Road,  Suite  603   •   P.O.  Box  11749   •'  Memphis,  TNM81 11-0749 


Working  Life 


off-site  day  care,  concierges,  subsidl 
cafeteria  with  dessert  bar  and  sJ 
free  gym  (with  personal  trainers,  sal 
and  Jacuzzi),  and  guarantee  of  getl 
10%  of  his  annual  salary  as  a  bonus! 
Last  year,  he  returned  to  FrecJ 
with  a  promotion  and  a  salary  tha 
20%  higher  than  when  he  left, 
demonstrates  that  often  boomerang 
do  better  than  those  who  stay  behinc] 
also  creates  a  loyalist-vs. -defector 
sion — another  worry  for  old-line  c|i 
panies  as  they  struggle  to  comj: 
against  what  seem  like  almost  abs 
compensation  packages.  Paul  Stefune 
headhunter  at  StratfordGroup  in  Cl^ 
land,  says  he  has  seen  some  newly 
ed  Internet  executives  get  guaranll 
on  the  value  of  their  stock  optiona 
well  as  the  ability  to  vest  25%  of  tl 
options  the  day  they  start  their  jj 
Some  Internet  companies  are  also  grj 
recruits  half  their  salaries  as  loans! 
the  employees  can  avoid  paying  inc(| 
taxes  and  the  companies  can  minin 


Boomerangers  oftei 
make  out  better  tha} 
those  who  never  lefl 


payroll  costs.  And  they  only  hav 
repay  those  low-interest  loans  if 
stock  jumps  by  a  certain  percent, 
scary,"  Stefunek  says.  "They  havel 
keep  stealing  from  Peter  to  pay  Pa 
BREACH  OF  CONTRACT.  When  the  e 
omy  is  strong,  fired  executives  or  w 
ers  whose  options  have  gone  under 
ter  can  seek  another  opportunity, 
with  the  Nasdaq's  recent  downturn, 
next  sure  bet  is  getting  harder  to  fi 
That's  why  more  and  more  execute 
are  pursuing  remedies  in  court,  fil 
fraudulent-inducement  and  breach 
contract  suits  against  their  former 
ployers.    Silicon    Valley    employm< 
lawyer    Garry    Mathiason    of   Litt 
Mendelson  says  his  firm,  which  advi 
about  150  Internet  companies,  had 
such  suits  two  years  ago.  Today  it  1 
about  50.  Mathiason  thinks  that  ti: 
for  these  companies  to  make  money 
running  out.  "It's  like  watching  t 
floodwater  behind  a  large  dam,"  he  sa 
"And  it's  going  to  explode." 

If  and  when  that  happens, 
boomerang  minority  may  end  up  loo' 
like  a  majority.  Wouldn't  it  be  ironii 
the  New  Economy  wound  up  makini 
star  of  the  old? 

By  Michelle  Conlin  in  New  Yc 
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y's  businesspeople  are  always  thinking.  Always  looking  for  better  answers  and  solutions, 
they  can  find  them  at  Office.com— the  top-rated  online  business  center  with  expert, 
;pth  information  on  nearly  150  industries  and  professions,  unparalleled  tools  and  access 
le  people  and  services  businesspeople  need  the  most.  The  new  way  to  work. 

iunl  (hocula  ait  itqntettd  tiadtmaila  of  Otnr 

(  Soled  H  online  bunneu  ctntti  overall  and  on  vo/ue  to  end  uitn  by  (ahntn  InStat  Croup,  December  1W9. 


Go  back  to  supermarket  for  Cocoa-Puffs 


office  com 

a  service  from   winstar 


bring  something  different 
to  the  table. 


Different  ideas,  perspectives,  experiences. 
These  are  so  vital  to  the  success  of  any 
company  and  family.  Which  is  why  we've 
developed  our  life  balance,  professional 
women's  networks  and  women's  mentoring 
initiatives.  All  to  nurture  your  career  and 
foster  a  balanced  lifestyle.  Sit  with  us. 
www.ey.com 


=U  Ernst  &Young 


From  thought  to  finish 


©2000  Ernst  &  Young  llp 


ocial  Issues 


By  Dean  Foust 


t's  a  drizzly  morning  on  Bankhead  Highway, 
a  hard  scrabble  stretch  of  Atlanta  pocked  by 
industrial  parks  and  housing  projects,  but 
the  miserable  weather  isn't  enough  to  slow 
ini'ss  at  Title  Brokers.  For  Title  Brokers,  a 
ill  pawnshop  that  lends  money  to  borrow- 
willing  to  hock  the  title  to  their  car  for  a 
hundred  bucks — and  up  to  25%  a  month  in 
Test — Mondays  and  Fridays  are  without  tail 


the  busiest  days.  "Monday's  for  folks  broke  from 
the  weekend,  and  Friday's  when  they  get  paid 
and  stop  by  to  make  a  payment,"  says  the  shop's 
tough-as-nails  manager,  Betty  Autry. 

At  Title  Brokers,  loan  reviews  take  10  min- 
utes. Autry  gives  the  car  a  quick  lookover  and 
makes  two  calls  to  verify  employment  and  ad- 
dress. She  then  cuts  a  check  that  she  hands 
over  in  return  for  the  car  title  and  a  second 
set  of  keys — just  in  case  she  has  to  send  out  a 
repo  man.  Shortly  before  noon,  a  young  black 
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male  in  his  late  20s  drives  up  in  a  rust- 
ing minivan  in  dire  need  of  a  new  muf- 
fler. A  repeat  customer,  Isaac  quickly 
gets  a  check  for  $600 — plus  a  reminder 
from  Autry  that  he'll  owe  $750  in  a 
month  and  $1,172  if  the  loan  goes  to  90 
days.  Even  though  he  got  his  loan,  he 
feels  little  relief.  "If  I  wasn't  in  such  a 
desperate  situation,  I  wouldn't  have 
come  back,"  fumes  Isaac,  who  asked 
that  his  last  name  be  withheld.  "I'm 
embarrassed  to  be  here  because  these 
guys  rip  people  off.  This  is  $150  I  should 
be  investing  for  my  children." 
LOAN  EXPLOSION.  High-interest  loans  to 
the  poor  and  hard  pressed  are  hardly 
novel.  But  what  is  new  is  the  invasion 
of  mainstream  financiers  into  what  was 
once  the  sole  province  of  check  cash- 
ers,  pawnshops,  and  the  like.  Wall 
Street  and  banks  are  financing  a  grow- 
ing number  of  paycheck  and  car-title 
lenders  like  Title  Brokers  that  help 
many  Americans  to  survive  from  week 
to  week.  Over  the  past  decade,  the 
number  of  such  subprime  lenders — a 
catch-all  term  for  lenders  who  cater  to 
customers  with  poor  credit — has  ex- 
ploded (table).  The  growth  is  echoed  in 
the  well-established  second-mortgage 
and  car-loan  businesses  that  cater  to  in- 
dividuals who  can't  get  bank  loans. 

The  boom  in  easy  money  has  un- 
leashed a  storm  of  criticism  by  activists. 
"We've  created  a  financial  apartheid 
within  society,"  says  William  Brennan, 


an  attorney  with  Atlanta  Legal  Aid. 
"Lenders  claim  the  reason  that  the  cost 
of  these  financial  services  is  so  high  is 
because  the  risks  are  so  tremendous. 
This  whole  shadow  banking  industry  is 
riddled  with  abuses  that  have  nothing  to 
do  with  credit  risks." 

Since  the  easy-money  lenders  are 
loosely  regulated,  they  charge  interest 
rates  running  anywhere  between  300% 
and  2,000%  on  an 
annualized   basis. 
Jerry  L.  Robinson, 
an  Atlanta-based  in- 
vestment banker  at 
brokerage  Stephens 
Inc.,  calculates  that 
payday  lenders  earn 
an  annual  23.8%  re- 
turn on 


WALL  STREET  BACKS 
SUBPRIME  LENDING 

Leading  s^prime  mortgage  security 
rwriters  in  1999 

BILLIONS 

IERS  lillJL 


swop 
indet 

r|rc 


to  three  of  the  largest  check  cash 
Ace  Cash  Express,  EZCorp,  and  C  n 
America.   What's  more,  leading  \ 
Street  firms  packaged  and  resold  tc  raphie 
vestors  nearly  $60  billion  of  subpr  let  will  ;< 
mortgage  loans  alone  last  year,  vs. 
than  $3  billion  in  1995.  The  list  of 
top  underwriters  of  such  debt  reads 
a  directory  of  the  Street's  white-sl»|,| 
names,  from  Lehman  Bros,  to  IV 
rill  Lynch  and 
lomon   Smith  . 
ney  (table). 

Major    bar 
have  been  qui  i  in 
active  in  traditi<  )[, 
subprime     lenc 


for  years,  too.  .  iy, ,; 


business  is  boom  jy 


investment,      2.  MERRILL  LVHCH 6,9  „      Citigroup's  Cit  sj^ 


vs.  13%  to  18%  for 
traditional  consumer 
lenders. 

More   and    more 
big-name  banks  and 


nancial,  for  exarr 
recorded  a  77% 
crease    in    net 
come,  to  $390 
lion,  in   1999.  I 


3- BANK  OF  AMERICA (y 
4.  GREENWICH CAPITAL W«^S  6 ,2 

5  PRUDM,AA  SIC^R,T,ES        6,0 

Wall    Street   firms     *•  SWLMWN  SMITH  BARNEY 5,7...     unit,  formerly 

are     moving     into  data  inside  mbs  &  abs  Commercial  Cr« 

subprime  lending  at  the  quick-cash  end.  makes  home-equity,  personal,  and  < 
Wells  Fargo  &  Co.,  for  example,  started 
a  joint  venture  with  Cash  America  In- 
ternational Inc.  last  year  that  will  allow 
Cash  America's  customers  to  cash  their 
paychecks  at  special  ATMs  for  a  fee  equal 
to  2%  to  5%  of  the  checks,  with  a  $2 
minimum.  Since  1998,  the  bank  has  also 
arranged  more  than  $700  million  in  loans 


bin 

Nr%U 


sumer-goods  loans  through  1,170  1 1 
cial  branches  to  customers  who  d 
qualify  for  traditional  bank  loans. 

Banking  the  unbanked  is  indeed 
business — and  growing  fast.  If  t 
were  a  single  financial  institution, 
subprime  lenders  would  be  one  of 
nation's  largest  banks,  with  more  t 
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llion  in  assets,  vs.  $183.2  billion  in 
|  umer  loans  for  the  largest  retail 
.,  Bank  of  America  Corp.  Given  de- 
raphic  trends,  experts  believe  the 
Set  will  top  $1  trillion  within  a 
de.  As  mainstream  banks  have 
d  the  cost  of  checking,  many  low-in- 
>  individuals  have  been  left  out  in 
■old.  About  10%  of  households  don't 
a  checking  account,  and  40%  lack  a 
t  card.  Another  15%  of  Americans 
no  savings  and  live  from  paycheck 
.ycheck. 

iw  lenders  are  only  too  willing  to 
in  and  serve  this  lucrative  mar- 
ore  than  9,000  payday  lenders, 
typically  provide  two-week  loans 
15%  fee,  have  sprung  up  in  the 
five  years.  A  few,  such  as  Ace  Cash 
Jess  Inc.,  trade  as  public  companies. 
4win  cities  such  as  Atlanta,  some  car- 
IB  enders  such  as  Cash  4  Titles  have 
•ol,'  moved  into  branch  locations  cast 
iffj '  regular  banks  following  mergers. 
I  trepreneurs  moving  into  the  in- 
D|y  think  that  sprucing  up  the  sub- 
•  business'  image  and  practices  is 
;i\    to  go.  George  Johnson  Jr.,  a 
ar  president  of  Blockbuster  Inc.'s 
Boer-products  group,  is  now  apply- 
ie  same  formula  that  Blockbuster 
*i;ht  to  the  video-rental  business, 
Wv  considered   to  be  seedy  at  the 
ini  to  build  a  private  venture  of  his 
v|  Advance  America,  a  nationwide 
I  of  1,300  payday  advance  offices. 


Johnson's  partner,  Billy  Webster,  a  for- 
mer head  of  scheduling  and  advance  in 
the  Clinton  White  House,  says:  "We're 
trying  to  professionalize  this  business, 
clean  it  up,  change  the  way  it  works." 
Unlike  payday  lenders  that  let  borrow- 
ers renew  loans  for  a  year  or  more  and 
amass  interest  rates  in  the  triple  or 
quadruple  digits,  Advance  America  caps 
loan  rollovers  at  three  months.  Then  it 
tries  to  work  out  repayment  schedules. 
Another  firm,  Checks  into  Cash,  has 
spiffy  designer  furniture  in  its  clean, 
well-lit  offices  and  a  dress  code  requir- 
ing office  managers  to  wear  dress  8111118 
and  ties. 

POOR  PREY.  Even  so,  unscrupulous  prac- 
tices are  still  extensive.  Among  the 
worst  offenders:  Mortgage  lenders  who 
goad  low-income  homeowners  into  refi- 
nancing their  existing  mortgages  with 

THE  NUMBER  OF  PREDATORY 
LENDERS  HAS  GROWN... 


new  loans  that  carry  such  high  rates, 
high  fees,  and  hidden  balloon  payments 
that  they  virtually  guarantee  default — 
and  foreclosure.  North  Carolina  com- 
munity activists  say  they  have  found 
lenders  who»  refinance  the  poor  out  of 
zero-interest  loans  on  homes  built  by 
the  nonprofit  Habitat  for  Humanity  and 
into  new  double-digit  loans  that  they 
often  can't  repay.  "There  is  a  racial  ele- 
ment to  subprime  lenders  and  whom 
they  target,"  contends  Russell  C. 
Wirbicki,  executive  director  of  Chica- 
go's Horizon  Legal  Center,  a  nonprofit 
group  that  helps  homeowners  avoid 
foreclosure.  "I  see  the  poorest  of  the 
poor  being  preyed  upon.  It's  the  oppo- 
site of  redlining." 

Consider  the  plight  of  Rodney  Fos- 
ter, a  51-year-old  truck  driver  who  lives 
in  a  small  row  house  in  North  Philadel- 

...AND  LENDING  HAS  BOOMED, 
THANKS  TO  WALL  STREET 


10 


CHECK  CASHING  SERVICES 
RENT-TO-OWN  STORES 
PAWNBROKERS 


40 


SECURITIZATION  OF  SUBPRIME  tOANS 

■  MORTGAGES     ■  AUTO  tOANS 
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▲  BILLIONS  OF  DOLLARS      DATA  INFOi  5*  :NSI0E  MORTGAGE  FINANCE 
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Lenders  say  the 
fees  they  charge 
are  high 
because  their 
customers 
represent  high 
credit  risks 


MONSIGNOR  EGAN  TRIED  TO         * 
GET  HIS  FLOCK  OUT  OF  DEBT      '. 


phia.  After  an  injury  left  him  unable  to 
work,  Foster  slipped  behind  on  his 
$30,000  Veterans  Administration  mort- 
gage and  other  bills.  Foster  answered 
an  ad  offering  "loan  consolidations"  and 
discovered — to  his  surprise — that  a  loan 
broker  who  was  peddling  his  application 
to  Equicredit,  now  a  division  of  Bank  of 
America  Corp.,  had  paid  off  his  va  loan 
without  his  approval.  Then  the  broker 
showed  up  at  his  door  with  loan  docu- 
ments for  him  to  sign,  Foster  says. 
"They  were  in  a  big  hurry  because  they 
had  to  get  to  another  borrower's  house," 
he  recalls.  "They  said  we  could  go  ahead 
and  sign  the  papers  and  read  them  later 
because  [by  law]  we  had  three  days  to 
cancel  the  loan." 

"BE  A  MAN."  But  when  Foster  studied 
the  fine  print,  he  realized  he  had  ex- 
changed his  9.5%  VA  note  for  a  $43,200 
loan  at  12.05% — and  roughly  13  points  in 
fees  rolled  into  the  loans.  When  he 
called  the  next  day  to  cancel  the  loan, 
"the  man  I  talked  to  told  me  I  couldn't, 
because  I'd  already  signed,"  Foster  says. 
"He  told  me  to  be  a  man  and 
pay  what  I  owed."  Within 
months,  Foster  wis  behind  on 
his  payments  once  again.  And 
when  Equicredit  moved  to  fore- 
close, Foster  retained  a  Com- 
munity Legal  Services  lawyer 
to  fight  the  move.  "Lord  knows 
if  I'd  known  all  the  things  they 
were  doing,  I'd  have  never  left 


the  VA,"  he  sighs.  "The  VA  tries  to  help 
you  keep  your  house.  Equicredit's  goal 
is  to  get  you  out."  Foster's  lawyer  says 
that  the  lender  recently  offered  to  set- 
tle. An  attorney  for  Equicredit  declined 
to  comment  on  the  suit.  A  Bank  of 
America  spokeswoman  says  the  loan 
was  purchased  from  an  independent 
mortgage  broker.  "All  of  our  loans  are 
brought  to  us  through  loan  brokers,  who 
are  supposed  to  be  acting  in  the  interest 
of  the  borrower,"  adds  the 
spokeswoman,  Jerri  Franz. 
"We  believe  ourselves  to  be 
a  responsible  lender.  We 
don't  condone  unfair  and 
fraudulent  practices." 

Subprime  lenders  argue 
that  they  are  filling 
the  credit  needs  of 
their  customers  by 
providing  emer- 
gency loans  that 
often  were  not 
available  at  any 
price  before.  And 


CUTEC0ME-0NS 

Consumers  faced  with 
a  mountain  of  debt 
often  answer  ads 
offering  quick  cash — 
in  exchange  for  a 
hefty  markup 


up  to  $200 
an  Unexpected  Ex 


Check  into  Cash... 

America's.  #  I  Source  for  PaydM  Ath  jtia' 


they  dismiss  any  perception  that  t 
exploit  the  poor  and  vulnerable, 
average  consumer  is  a  female  sch 
teacher  with  a  car  repair,"  says 
Jones,  founder  of  Cleveland  (' 
Check  into  Cash  Inc.,  one  of  the 
neers  of  payday  lending,  which  o; 
ates  more  than  470  stores  in  15  stal 
What's  more,  Jones  argues  that 
15%  charge  on  two- week  payday  lo 
isn't  interest  but  a  service  fee — an 
■■■■HHBHn  cheaper  altemal 
to  the  bounc 
check  charj 
banks  impo 
which  he  says 
approach  $60 
each  check.  "It's 
much  a  serv 
as  a  loan,"  s 
Jones.  "It's  qu 
easy,  and  confic 
tial.  You  can  gc 
Wal-Mart  Sto 
Inc.  and  oversp 
and  then  go  to 
of  our  stores 
you're  out  in 
minutes." 
Even  if  th 
fees  seem  high,  some  lenders  say  cr< 
risks  justify  the  rates  they  levy.  "I  d< 
need  to  defend  what  we  charge,"  s: 
Todd  Meislahn,  founder  of  Oregon's  1 
conex  Inc.,  which  markets  $49-a-mo: 
prepaid   local  phone  service  throu 
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ANNOUNCING   THE    NEXT   BIG    STEP   IN    B2B 


^ventro 


Chemdex  introduces  Ventro  Corporation,  the  B2B  industry's  leading 
builder  and  operator  of  vertical  marketplace  companies.  Ventro's  mission  is  to 
leverage  our  technology  and  operational  expertise  to  build  the  blue  chip  B2B 
companies  of  the  21st  century. 

Chemdex,  where  we  launched  our  complete  e-commerce  solutions,  is  now  a 
Ventro  life  sciences  company.  Along  with  Promedix,  a  Ventro  specialty  medical 
company;  Industria  Solutions,  a  Ventro  fluid  processing  company;  and 
Broadlane,  a  Ventro  heajthcare  supply  company.  With  more  to  come. 

By  putting  the  Ventro  name  on  our  corporate  face,  we  are  taking  the  next  big 
step  in  transforming  the  B2B  economy. 

www.ventro.com 
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50,000  locations  to  consumers  who  had 
their  phones  cut  off.  "[Reconex  is]  serv- 
ing the  undisciplined  credit-challenged  in 
a  way  that  suits  their  behavioral  pat- 
terns," says  Meislahn,  who  at  age  12 
was  helping  repossess  cars  and  furni- 
ture for  his  father's  rent-to-own  busi- 
ness. "As  a  ratepayer,  I  don't  want  to 
be  subsidizing  people 
who  don't  want  to  pay 
their  bill." 

Activists  counter  that 
there   isn't   always   as 
much  risk  as  the  lend- 
ers suggest — particular- 
ly on  mortgages  and  for 
car-title  lending.  Typi- 
cally creditors  advance 
up   to   a   quarter   of  a 
car's  value.  "Where's  the 
risk  if  you're  holding 
the  title  to  a  car?"  asks 
Melissa  Burkholder,  ex- 
ecutive director  of  the 
Consumer  Law  Center 
of  the  South.  "Even  if 
the  car  is  a  real  junker, 
it's  worth  more  than  the 
loan."  While  banks  that  re- 
possess and  then  sell  a  car 
are  required  by  law  to  re- 
turn any  proceeds  above  the 
outstanding   loan   balance, 
car-title  lenders  are  under 
no  such  obligation.  Michael 
Darby,  a  computer-systems 
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PAST  DUT  AMOUNT  S  •**■«» 


ROUGH  REPO 

A  notice  from  a 
New  Mexico  lender 
featured  a  pair  of 
loan-enforcing 
goons 


installer  from  Powder  Spring,  Ga.,  dis- 
covered that  the  hard  way  when  he  was 
a  day  late  on  a  $700  title  loan  he'd  guar- 
anteed with  his  1994  Nissan  truck. 
When  Darby  balked,  the  lender  offered 
to  sell  it  back  to  him— for  $4,000.  The 
lender,  Chaim  Oami,  disputes  Darby's 
account  and  says:  "He  was  more  than  30 
days  late." 

Most  critics  of  sub- 
prime    lenders    don't 
view  the  borrowers  as 
deadbeats  who  don't 
want    to    pay    their 
bills — just     working- 
class  people  who  can't 
make  ends  meet.  Mon- 
signor  John  Egan,  a 
Catholic     priest     at 
Chicago's  Holy  Name 
Cathedral,     grew 
alarmed  after  hearing 
confessions      from 
parishioners  who  bor- 
rowed    from     fringe 
lenders     and     found 
themselves  drowning 
in  the  debt.  After  talking 
with  one  of  them,  P.  J.  (who 
asked  that  her  real  name  be 
withheld),     Father     Egan 
scraped  together  $720  and 
took  the  47-year-old  single 
mother  of  two  to  pay  off  the 
loan.   "Here  was  a  family 
with  no  money  for  food,  no 


OOU£0T10N  WPARTUWT 


money  to  recreate,  no  money  for  ins 
ance,  and  she's  paying  $80  every  pay 
on  a  $400  loan  and  $40  on  a  $200  lo; 
says  Egan.  But  even  after  promis  ^Q 
Father  Egan  she  wouldn't  visit  the  r 
day  lenders  again,  P.J.  admits  she 
turned  just  a  month  later  to  pay  Sei 
her  daughters'  school  uniforms.  "Fat  J 
Egan  came  to  my  rescue,  and  I  wa  * 
supposed  to  take  out  another  [loa  i* 
admits  P.  J.  "But  it's  hard  to  say  'no  ta 
[the  children]  when  what  they're  ask  JJ*" 
for  are  things  they  need — new  co  * 
new  shoes,  new  clothes." 
HEAVY  HINT.  When  borrowers  fall   Jj^ 
hind  in  their  repayments,  the  more  f 
gressive  lenders  don't  hesitate  to 
sort  to  hardball  tactics.  After  Nor 
and  Bernita  Lee,  a  young  Navajo  com 
in  Littlewater,  N.  M.,  fell  behind 
on  a  24%-per-year  car  loan,  they 
ceived  a  notice  from  the  lender 
grabbed  their  attention:  a  drawing 
two  burly  repo  men,  one  holding 
sledgehammer  and  the  other  a 
standing  over  a  borrower  lying 
garbage    can.    When    two    repo 
showed  up  weeks  later,  the  Lees  dic| 
hesitate  to  hand  over  their  keys.  La 
the   Lees  won  a  $500,000  judgrn^ 
against  Gallup  Auto  Sales.  Owner  Je 
Egeland  insists  that  the  letter  was  si 
out  unbeknownst  to  him  by  a  19-ye 
old  former  employee.  "She  thought 
was  cute,  it  was  a  joke."  And  he 
the  Lees'  truck  was  left  abandoned 
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Happy  Holidays! 


Y2K  Bouquet 

Ring  in  the  new  year 
millennium  with  our 
commemorative  Y2K 
bouquet!  $49  99- 
$69  99 


Let's  Get  Started! 


1 -800-FLOWERS.COM  is  one  of  the  world's  lead- 
ing and  fastest  growing  online  retailers.  With  a 
complex  network  of  thousands  of  florists  world- 
wide offering  over  7,500  products  —  reliability, 
speed,  and  efficiency  are  crucial. 

Unicenter  TNG "  monitors  and  manages 
1-800-FL0WERS.C0M's  worldwide  infrastructure 
and  support  systems,  enabling  them  to  fulfill 
online  orders      i 
with  subsecond 
response  times 
to  over  eight 

million  customers.  To  help  ensure  the  reliability  of 
1 -800-FLOWERS.COM,  Unicenter  TNG  proactively 
detects  and  corrects  problems  before  they  impact 

prmance.  From  the  front-end  website  to  the  underlying  network  infrastructure,  Unicenter  TNG 

[ides  the  most  complete,  end-to-end  eBusiness  management  solution  available. 
Join  1  -800-FL0WERS.COM,  and  wake  up  and  smell  the  roses.  It's  time  to  reap  the 

vards  of  eBusiness  with  Unicenter  TNG.  For  more  information,  visit  us  at 

1rnetsolutions.cai.com. 
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Social  Issues 


GREEN  MACHINE 

A  recent  variant  of 
the  easy-money 
lender  writes  loans 
against  the  titles  to 
clients'  cars 


miles  from  their  home.  "It  was  com- 
pletely stripped  out.  There  was  noth- 
ing left  to  the  truck." 

In  some  states,  police  officers  unwit- 
tingly find  themselves  running  debtors' 
prisons  for  payday  lenders  who  file 
felony  bad-check  charges  against  delin- 
quent borrowers.  While  most  police  de- 
partments now  refuse  to  pursue  such 
charges — viewing  them  as  civil  dis- 
putes— that  didn't  help  Jamie  Knight, 


a  19-year-old  mother  from  Hanceville, 
Ala.,  who  was  thrown  in  jail  after  miss- 
ing a  payment  on  a  payday  loan.  After 
taking  out  a  $200  two-week  loan  from  a 
local  pawnbroker,  which  she  backed  with 
a  $240  postdated  check,  Knight  later 
asked  the  broker  to  give  her  a  few  days 
more  to  repay.  "He  agreed,"  she  says, 
"but  then  deposited  the  check  any- 
way"— and  when  it  bounced,  sent  the 
local  sheriff  for  her.  "I  never  thought 


something 
this  would 
pen."  An  a| 
ney  for  the 
er  did  not  r< 
calls. 

Federal 
lators  ackr 
edge  that  t 
are  rampant  abuses  in  fringe  len 
"Predatory  lending  is  a  high  enf 
ment  priority,"  says  Robert  Pito 
Chairman  of  the  Federal  Trade  ( 
mission,  which  has  brought  eight  n 
cases  against  home-equity  lenders 
last  July  for  deceptive  advertising 
unfair  credit  terms  "These  case 
volve  some  of  the  worst  frauds 
ever  seen  in  the  consumer  market, 
have  very  vulnerable  populal 
preyed  upon  by  lenders  whose  gc 
to  foreclose." 
NEW  RULES.  But  short  of  legal  a 
against  the  most  egregious  abu 
regulators  and  state  officials  con 
there  is  little  they  can  do  to  re 
predatory  lending.  "The  federal 
system  is  very  disclosure-oriente 
you  disclose,  you  can  do  almost 
thing,"  sighs  Ellen  Seidman,  direct 
the  Office  of  Thrift  Supervision,  a 
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The  freedom  to  work  from  home  used  to  come  with  a  hefty  phone  bill.  But  now,  whether  your  company's 
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i  elemen- 
tary school  student.  Or  anyone  in 
between.  Chances  are  you  rely  on 
The  McGraw-Hill  Companies  for 
information  to  help  you  moke  the 
most  out  of  your  life. 

www.mcgraw-hill.com 


Social  Issues 


LOCAL  LOOPHOLE 

Check  cashers  have 
paired  up  with  out- 
of-state  banks  to 
evade  local  ceilings 
on  interest  rates 


eral  agency.  Seidman  believes  regula- 
tors' best  weapon  is  to  use  their  man- 
date to  ensure  the  "safety  and  sound- 
ness" of  banks  to  limit  their  ability  to 
fund  subprime  activities.  Indeed,  the 
Federal  Deposit  Insurance  Corp.  re- 
cently circulated  a  proposal  that  would 
impose  capital  requirements  that  are 
several  times  the  current  8%  for  sub- 
prime  loans. 

Some  19  states  have  usury  laws  to 


discourage  abuses.  But  some  banks  get 
around  them  by  using  a  1996  U.S. 
Supreme  Court  ruling  that  prevents 
states  from  applying  their  rate  ceilings 
on  credit  cards  to  out-of-state  banks.  A 
handful  of  banks,  including  Utah's  Web 
Bank  and  Eagle  National  Bank  of  Penn- 
sylvania, have  exploited  the  loophole  to 
partner  with  check  cashers  in  other 
states.  In  Texas,  for  instance,  Chicago- 
based  Banco  Popular  has  joined  with 


two  local  cl 
cashers,  enalj 
them  to  ski 
48%  state  caM 
payday  loans  I 
charge  annua  | 
rates    of    4.' 
The  bank  p 
to    exit    pajn 
lending  in  late  April  because  of  negi- 
publicity.  "We  value  our  reputation 
much  to  be  caught  in  the  middle 
misinformed  debate,"  says  North  Ai 
ican  Chief  Operating  Officer  Rob 
Herencia. 

With  so  few  restraints,  some  leh 
are  intent  on  moving  into  even 
controversial  areas.  Reconex's  Meisl 
for  instance,  envisions  offering  pre 
electricity  and  natural  gas  to  cons 
who  have  had  those  services  dis 
nected.  "To  keep  their  rates  low,  ut; 
will  want  to  disenfranchise  custo 
who  don't  want  to  pay,"  he  predict; 
he's  right,  that  means  that  the 
times  for  subprime  lenders  are  li 
to  keep  rolling  for  some  time  to  co: 
With  David  Lindorff  in  Philadelj^ 
Arthur  Menke  in  Chicago,  Mike 
Namee  in  Washington,  Heather 
mons  in  New  York,  and  bureau  rep 
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that's  what  NeuVis  is  all  about.  The  NeuVis  e-business  development  platform  can  be  deployed  up  to  80%  faster  than 
other  systems.  It  offers  you  unrivaled  flexibility.  And  as  your  battle  plans  change,  it  can  be  upgraded  quickly  and  easily. 
So  no  matter  what  comes  over  the  horizon,  you're  always  armed  ond  ready.  Call  1-877-NeuVis-l  or  visit  www.neuvis.com 


/N/EUWS 

Unlevcl  the  playing  field. 


Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoln 


Puzzle  #27 


■ 

' 

2 

' 

4 

5 

6 

7 

1 

10 

11 

12 

13 

■ 

16 

l 

18 

19 

20 

■ 

■ 

23 

■  24 

25 

■  26 

27 

28 

H  ' 

30 

31 

32 

33 

34 

35 

■  36 

■ 

38 

I 

40 

1 

42 

43 

■ 

■ 

46 

■ 

48 

■49 

50 

■  51 

52 

53 

54 

55 

56 

57         ■ 

■ 

60 

61 

62 

63 

■ 

65 

■ 

■ 

68 

■ 

69 

70 

■ 

ACROSS 

1.  Airport  code  for  China's 
largest  city 

4.  Molecule  components 

9.  Cut  short 

13.  Male  deer 

14.  Nixon's  '72  election 
committee 

15.  Like  some  collectibles 

16.  "The  Wizard  of  Oz"  actor 

17.  Temporary  downward 
market  trend 

19.  One  way  to  vote 

21  Toothpaste  type 

22.  doner's  concern 

23.  Fugitive  financier  arrested  in  '95 


24.  French  wine 

26.  Delta  competitor 

29.  Thick  carpets 

33.  Part  of  ILGWU:  Abbr. 

36.  Remote 

37.  Sri  Lanka  exports 

38.  Hold,  as  a  conference  room 

39.  Manhattan  Project 
physicist 

4L  Type  of  mutual  fund:  Abbr. 

42.  "American "  (see  page 

at  right) 

44.  Paperback  publisher 
Ballantine 

45.  Experimentation  stations 

46.  Blazing 


47.  Clinton's  surname  at  birth 

49.  Lotus  Notes  feature 

5  L  Designer  de  la  Renta 

55.  Cable-TV  partner  of 
Microsoft 

58.  Bed-and-brcakfast 

59.  Lifestyle  guru 

61.  So  far,  to  4  Down 

64.  Pot  starter 

65. Lee  (Playtex  owner) 

66.  Product  introduction 

67.  Entre (confidentially) 

68.  Prefix  for  while 

69.  Wear  down 

70.  Bertelsmann's 
headquarters:  Abbr. 


DOWN 

L  Put  on,  as  a  play 

2.  Laughter 

3.  Cabinet  department 

4.  Books  experts:  Abbr. 

5.  Horse's  gait 

6.  Poetic  preposition 

7.  Emulated  Exxon  and  Mobil 

S.  Clock (microprocessor  s| 

9.  Computer  screen:  Abbr. 
10. away  (held,  as  merchand| 

1 1.  Mesabi  resource 

12.  Former  Transportation  Secrej 

13.  Eastern  European 
18.  End  the  trading  day 
20.  Smoking  alternative 

24.  The  Thundering  Herd,  famili] 

25.  Computer  Associates  CE( 

27.  Problematical 

28.  Menlo  Park  monogram 
30.  Field  of  expertise 
3  L  Talkative 
32.  Sleek  jets:  Abbr. 
33._dc  Pascua  (Easter  Island)| 

34.  Pont (Paris  landmark) 

35.  Prepare  for  takeoff 

37.  16  fluid  ounces 

40.  Federated  Department 
Stores  rival 

43.  Send  payment 

47.  Temporary  insurance  coven 

48.  Garden  tool 
50.  Battery  terminal 

52.  Lake  boat 

53.  Pianist  Rubinstein 

54.  Interstatcs,  for  example: 

55.  Trinity  Church  neighbor: 

56.  Endure 

57.  Elevator  compartments 

59.  Wall-frame  part 

60.  Head,  to  Henri 

62.  Animal  found  in  45  Across 

63.  Blood-type  grouping 


For  answers  to  this  puzzle: 

Turn  to  page  126  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 
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Information  Technology 


SOFTWARE 


IF  AT  FIRST  YOU 
DON'T  SUCCEED . . . 

Can  Microsoft  gain  ground  on  Palm  with  Pocket  PC? 


In  last  November's  James  Bond 
movie,  The  World  Is  Not  Enough, 
the  beautiful  nuclear  physicist 
Christmas  Jones  races  against  time 
to  defuse  a  warhead  as  it  whistles 
through  an  oil  pipeline  at  70  miles  per 
hour.  Jones  whips  out  a  Hewlett- 
Packard  Co.  palm-sized  computer,  run- 
ning on  Microsoft  Corp.'s  Windows  CE 
operating  system,  to  determine  if  the 
bomb  is  nuclear  before  it  detonates. 
After  deciding  it  isn't,  Christmas  and 
007  get  out  of  the  way  and  let  the 
bomb  explode. 

That's  some  computer.  Unfortunately, 
the  $4  million  product  placement  un- 
derscores the  fundamental  flaw  that  has 
plagued  Windows  CE  since  the  software 
giant  first  launched  its  pint-size  operat- 
ing system  in  1996:  Windows  ce  tries  to 
do  too  much — and  winds  up  accomplish- 
I  ing  too  little.  Although  the  operating 
system  can't  actually  detect  nuclear 
bombs,  Microsoft  built  it  to  power 
everything  from  pocket  computers  and 
television  set-top  boxes  to  digital  gas 
pumps.  But  that  everything-to-every- 
body  approach  made  Windows  CE  bulky, 
inefficient,  and  unpopular.  The  operating 
system  "was  not  successful.  It  was  not 
well-received.  It  was  not  well-liked," 
says  analyst  Jill  House  of  market  re- 
searcher International  Data  Corp.  In- 
stead, Palm  Inc.  has  dominated  the 
handheld  computer  market  with  a  79% 
share,  and  other  companies  have  beaten 
out.  Microsoft  in  other  key  markets. 
POWERHOUSE  ALLIES.  Now  Microsoft  is 
trying  again.  On  Apr.  19,  it  will  launch 
Pocket  PC,  the  new  name  for  its  Win- 
dows CE  software  designed  strictly  for 
small  devices.  On  the  same  day,  power- 
houses such  as  Hewlett-Packard,  Casio 
Computer,  and  Compaq  Computer  will 
roll  out  new  palm-size  models  running 
Pocket  PC — all  with  one  goal  in  mind:  to 
snatch  share  from  Palm.  Chairman 
William  H.  Gates  III  doesn't  think  it's 


though,  there  seems  little  doubt 
Windows  CE  will  be  able  to  take  a  I 
ger  piece  of  the  growing 
market.  "It's  a  lot  more 
friendly    to    use    than 
ever  before,"  says  IDC's 
House.  "People  will  say 
this  has  more  features, 
more  functionality,  and  I 
can  grow  with  it." 

The  diminu-      

tive    soft- 
ware 


too  late  for  Microsoft  to  grab  a  big 
chunk  of  the  market.  These  are  still 
emerging  markets,  he  argues,  and  Mi- 
crosoft has  made  a  mint  by  swooping 
into  businesses  that  others  have  pio- 
neered. "Were  we  the  first  mover  in  PC 
word  processing?  No.  Were  we  the  first 
mover  in  PC  spreadsheet?  No.  Were  we 
the  first  mover  in  PC  networking?  No," 
says  Gates.  "As  long  as  there  is  still 
room  for  fundamental  innovation,  then 
there  is  still  an  opportunity." 

He  has  reason  to  be  optimistic.  The 
new  Pocket  PC  devices  have  a  host  of 
features  that  should  help  Microsoft  gain 
ground  on  Palm  over  the  next  few 
years.  For  starters,  the  handheld 
computers  are  finally  as  small  as  a 


Microsoft  faltered  in  the  handheld 
market  as  it  tried  to  be  everything  to 
everybody.  Now  Gates  says  this 
approach  is  what  Net  devices  need 


Palm.  Microsoft  also  bundles  in  Pocket 
Word  and  Pocket  Excel,  so  users  can 
work  on  word-processing  and  spread- 
sheet files  while  they  are  away  from 
their  pes.  What's  more,  a  pocket  version 
of  e-mail  program  Outlook  can  connect 
wirelessly  to  corporate  e-mail  accounts. 
That  should  help  Microsoft  boost  its 
share  of  the  handheld  market  from  15% 
this  year  to  40%  in  2003,  according  to 
IDC.  And  Palm?  IDC  predicts  its  share 
will  slide  from  79%  to  58%. 

IDC's  Microsoft  market-share  projec- 
tions have  been  overly  optimistic  be- 
fore. The  research  firm  rejiggered  esti- 
mates from  two  years  ago  suggesting 
that  Windows  CE  would  run  62%  of 
handheld  computers  by  2002,  compared 
with    Palm's   29%    share.    This   time, 


couldn't  loom  larger  in 
Microsoft's  future.  That's 
because  the  number  of  Inter- 
net devices  such  as  pocket  comput 
set-top  boxes,  and  gaming  console 
expected  to  boom  over  the  next- 
years.  IDC  expects  the  device  mai 
to  soar  from  11  million  in  1999  tc 
million  in  2004,  surpassing  ^the  num 
of  Pes  sold  that  year  by  a  w*i$  mar 
Today,  Windows  CE  barely  registers 
Microsoft's  top  line.  But  the  comp 
wants  to  be  ready  when  the  mar 
takes  off.  "Nobody  has  made  more  t 
a  rounding  error  of  money  in  this  c 
gory,"  Gates  says.  "We  believe  the 
egory  will  explode,  and  we're  tak 
this  long-term  bet." 

Short  term,  however,  Windows 
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ii;i    been  a  disappointment.  Consider 
set-top  boxes.  Liberate  Technology 
company  -pun  oul  of  Microsoft  archrival 
Oracle  Corp.,  is  one  of  the  leading  play 

ers  in  the  market,  [t'a  selling  its  oper 
ating  Bystem  to  cable  operators  such  as 
Comcasl  Corp.  in  the  U.S.  and  Tele 
Communications  PLC  abroad  (page  124). 
And  that's  after  Microsoft  agreed  to  in- 
vest more  than  $'•>>  billion  in  those  two 
companies.  Where  are  the  Windows  CE 
set-top  boxes?  They  haven't  found  their 
way  out  of  the  development  labs. 
GRAND  DESIGNS.  Microsoft  hasn't  fared 
much  better  in  smart  phones,  which 
can  receive  e-mail  and  browse  the 
Web.  Microsoft  has  grand  designs  for 
that  business  as  well.  But  it  is  Sym- 
bian  Ltd.,  a  consortium  of  mobile- 
phone  makers  and  British  handheld 
computer  maker  Psion  PLC,  that  has 
lined   up  the  key  contracts  in  this 
emerging  market.  The  best  Microsoft 
has  done  so  far:  a  deal  last  December 
with  Ericsson,  a  Symbian  partner,  to 
build  phones  with  Microsoft's  Mobile 
Explorer  Web  browser  inside. 

Gates  thinks  his  chance  will  come  as 
each  of  the  devices'  tasks  become  more 
complex.  Portable  organizers,  for  exam- 
ple, could  we\\  evolve  into  gizmos  that 
handle  phone  calls  and  play  music.  Al- 
ready, consumers  carry  pocket  comput- 
ers, cell  phones,  and  MP3  music  play- 
ers. Gates  sees  a  future  where  all  those 
devices  become  one.  Set-top  boxes  could 
soon    become    digital    gateways    into 
homes,  ushering  in  Internet  access  while 
connecting  computers  to  printers.  If  that 
happens,  Windows  ce's  ability  to  handle 
disparate  tasks  would  make  it  the  op- 
erating system  of  choice.  "Eventually, 
these  other  guys  will  have  to  rev  up 
their  platforms  to  take  advantage 
of  what's  possible  there,"  Gates 
says. 
It's  an  argument  Microsoft  has 
been  making  for  years — and  it  has  yet 
to  pan  out.  Even  Microsoft's  own  re- 
search suggests  that  the  market  for  a 
personal  information  manager  that  can 
also  play  music  or  run  games  is  limited. 
Last     summer,     Microsoft     hired     a 
Philadelphia  market-research  firm  to 
see  if  there  was  demand  for  multipur- 
pose devices.  The  company  asked  near- 
ly 500  people  who  either  used  palm- 
size  computers  or  intended  to  buy  one 
if  they  wanted  a  device  that  could  han- 
dle multiple  tasks.  While  72£  did,  the 
tasks   that    were  most   important  to 
them — such  as  reading  e-mail  or  jot- 
ting down  notes — are  also  in  the  Palm. 
What's  more,  the  features  that  distin- 
guish the  Pocket  PC  barely  rated.  Only 
\  \' <  said  it  was  important  that  the  de- 
vice "plays  Mi'1,  or  other  music  down- 
il   from   the    Internet."  And  just 
11     said  it  was  important  thai  the  de- 
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vice  "allows  you  to  play  games  like 
Trivial  Pursuit  and  Solitaire." 

That's  been  the  Windows  CB  buga- 
boo for  years.  "They  took  the  PC 
metaphor  and  tried  to  extend  it  to  a 
handheld  device.  It  didn't  work,"  says 
Merrill  Lynch  &  Co.  analyst  William 
Crawford.  Windows  ce  offered  more 
than  consumers  wanted  but  asked  them 
to  pay  for  it  anyway.  Windows  ce  de- 
vices typically  run  from  about  $350  to 
$600,  while  Palms  range  from  $250  to 
$500.  Add  the  fact  that  the  clunky  Win- 
dows CE  needs  a  larger  microprocessor 
and  a  bigger  battery  than  the  Palm, 
and  it's  easy  to  see  why  consumers 
aren't  buying. 

FOCUS  ON  SIMPLICITY.  That's  where 
Palm  has  made  hay.  The  Santa  Clara 
(Calif.  )-based  company  rec- 
ognized that  consumers 
aren't  interested  in  a  de- 
vice that  weighs  more  than 
seven  ounces,  no  matter 
what  its  functions.  Instead 
of  adding  music  or  games, 
Palm  has  focused  on  size 
and  simplicity.  "That  does- 
n't mean  we  don't  add  new 
features.  But  we  don't  put 
those  things  in  until  we 
make  them  simple  and 
wearable,"  says  Michael 
Mace,  Palm's  chief  compet- 
itive officer.  Palm's  first  de- 
vice with  a  color  screen 
didn't  make  its  debut  until 
February,  even  though  col- 
or has  been  a  staple  fea- 
ture of  Windows  ce  de- 
vices. While  color  improved 
the  readability  of  the  small 
screens,  it  also  taxed  the  microproces- 
sors and  drained  the  batteries.  Palm 
only  added  color  after  chip  speeds  and 
battery  power  improved.  "We  under- 
stood our  customers  better  than  the 
competition  did,"  Mace  says. 

And  Palm  continues  to  up  the  ante. 
Last  fall  it  licensed  its  operating  system 
to  Handspring  Inc.,  a  startup  founded 
by  three  former  Palm  executives.  The 
idea:  to  build  an  industry  around  the 
Palm  operating  system  the  same  way 
Microsoft  has  built  an  industry  around 
full-blown  Windows.  "Clearly,  you  don't 
want  to  compete  with  Microsoft  as  an 
island,"  Mace  says.  Handspring  creat- 
ed the  Visor,  a  palm-size  device  that 
lets  users  plug  in  modules,  allowing  it  to 
double  as  an  MP3  player  or  a  cell  phone. 
It's  a  broadside  at  Windows  ce's  bid  to 
be  the  only  device  that  can  handle  mul- 
tiple tasks. 

Such  complexity  continues  to  be  the 
undoing  of  Windows  ce  in  other  mar- 


REMEMBER  INTERACTIVE  TV? 
ITS  ACTIVE  AGAIN 


Liberate  Technologies'  Mar.  21 
briefing  with  Wall  Street  ana- 
lysts was  a  romp  for  Chief  Exec- 
utive Mitchell  E.  Kertzman.  The  in- 
teractive-television software  maker 
reported  such  strong  financial  results 
that  its  stock  surged  15%  the  next 
day,  to  80&  During  the  conference 
call,  Kertzman  zoomed  through  the 
highlights  with  narry  a  hitch,  finish- 
ing in  15  minutes  flat.  Afterwards, 
Liberate  execs  were  so  pumped  that 


they  snickered  at  analysts'  questions 
behind  their  backs.  "One  down,  an 
infinity  to  go,"  joked  Kertzman  as  he 
wrapped  up  the  call. 

Cocky?  Sure,  but  Kertzman  has  his 
reasons.  Thanks  to  a  string  of  part- 
nerships with  cable  operators  and 
other  companies,  the  four-year-old 
Liberate  has  a  chance  to  become  the 
leading  player  in  interactive-TV  soft- 
ware. After  failing  dismally  in  the 
1990s,  the  interactive-TV  market  final- 
ly seems  set  to  take  off,  thanks  to 
improvements  in  the  technology  and 
the  advent  of  the  Net.  With  the  new 
software,  set-top  boxes  let  you  get 
replays  or  different  camera  angles  on 
your  TV  during  basketball  games,  and 
they  let  you  click  to  related  Web 
sites.  While  only  400,000  U.  S.  house- 
holds will  use  interactive  TV  by  the 
end  of  this  year,  that's  expected  to 
soar  to  29.4  million  by  2004,  accord- 


ing to  Forrester  Research  Inc. 

The  potential  has  enthralled  Wa 
Street.  Even  after  Liberated  stock 
price,  like  that  of  most  technology 
companies,  dropped  in  recent 
months,  it  still  had  a  market  cap  o 
$3.6  billion — this  for  a  company  th; 
is  expected  to  lose  $54.6  million  on 
revenues  of  just  $26.1  million  in  th 
fiscal  year  ending  in  May,  accordinj 
to  Chase  h&q  estimates.  Kertzman 
thinks  that  the  backing  of  Oracle 
Corp.  and  partnerships  with  cable 
players  such  as  Comcast  should  gi\ 
him  the  dominant  share  of  the  Nor 
American  market.  "My  goal  is  100f, 
market  share,"  he  says.  "Otherwise 
why  get  up  in  the  morning?" 
"STRONG  JUMP."  Kertzman  may  be 
getting  ahead  of  himself.  While  Lib< 
ate  is  well-positioned  in  the  U.  S.  an 
Canada,  it's  far  behind  in  overseas 
markets.  Silicon  Valley  rival  Open' 
Corp.  has  deployed  6  million  set-topj 
boxes  in  Europe,  while  Liberate  on 
has  120,000  customers  in  a  trial  wit' 
Britain's  Cable  &  Wireless, Comm 
cations.  An  even  bigger  challenge 
be  winning  over  fickle  consumers.  S 
CONFIDENCE:  Jr,  there's  scant  e' 
KERTZMAN'S  dence  that  couch 
LIBERATE  IS  potatoes  will  pony 
LEAVING  another  $15  a  mon 

in  theSdust       for  interactive  TV. 
"We  need  to  see  L 
erate  deployed  in  people's  actual 
households,"  says  analyst  Kevin 
Hause  of  International  Data  Corp. 

Still,  Kertzman  has  strong  suppo: 
Cable  &  Wireless  signed  up  with 
even  though  Microsoft  Corp.,  which] 
makes  rival  software,  invested  mil- 
lions in  the  cable  company's  parent. 
Telewest  Communications,  another 
cable  player  in  which  Microsoft  ma 
a  big  investment,  also  snubbed  the 
software  giant  to  go  with  Kertzman 
And  America  Online  Inc.  plans  to  n 
out  interactive-TV  service  using  Lib 
erate  software  this  summer.  "Liber- 
ate has  a  real  strong  jump  on  the 
market,"  says  Barry  M.  Schuler,  pre 
ident  of  aol's  interactive-services 
group  and  a  Liberate  board  membe 
So  forgive  Kertzman  if  the  praise 
goes  to  his  head. 

By  Spencer  E.  At 
in  San  Carlos,  Cal 
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E-BIZ  HAS  A 

NEW  A-TEAM. 

INTRODUCING  THE  ASPECT/SIEBEL  ALLIANCE. 

Siebel  Systems,  the  world's  leading  supplier  of  eBusiness  applications,  and  Aspect  Communications,  the  leading 
provider  of  customer  relationship  portals  and  workforce  management  software,  have  joined  forces.  So  now, 
companies  worldwide  can  quickly  deploy  an  eBusiness  strategy  that  maximizes  every  customer  contact — by 
easily  blending  Web,  e-mail,  phone,  and  fax  interactions  with  their  own  contact  center  and  eService  applications. 

This  out-of-the-box  integration  lets  customers  go  straight  to  just  the  right  resource.  No  matter  how  or  when 
they  contact  the  company.  The  Aspect"  Customer  Relationship  Portal  software  platform  and  Siebel  Call  Center 
and  Siebel  eService  allow  companies  to  deliver  even  higher  levels  of  responsiveness,  while  lowering  the  cost  of 
realizing  their  eBusiness  initiatives. 

For  more  information  on  the  Aspect  Customer  Relationship  Portal  and  eWorkforce  Management  software, 
visit  www.aspectcom/go/bws,  or  call  1-888-412-7728. 


Aspect  and  the  Aspect  logo  are  trademarks  and/or  service  marks  of  Aspect  Communications  Corporation  in  the  United  States  and/or  other 
countries.  All  other  product  or  service  names  mentioned  in  this  document  may  be  trad* 
SIEBEL  and  the  SIEBEL  Partner  logos  arc  trademarks  of  Siebel  Systems.  Inc. 
€>  2000  Aspect  Communications  Corporation. 
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kets  such  as  set-top  boxes.  Three  years 
after  buying  interactive  TV  pioneer 
WebTV  Networks  Inc.,  which  figured 
out  a  way  to  let  consumers  surf  the 
Web  from  their  couches,  Microsoft  has 
yet  to  fit  Windows  CE  into  set-top  box- 
es. WebTV  devices  still  run  on  the  home- 
grown operating  system  its  founders 
created.  And  Microsoft  still  hasn't  com- 
pleted building  the  set-top  box  software 
for  such  partners  as  AT&T.  As  part  of 
the  AT&T  deal,  which  calls  for  Microsoft 
to  develop  interactive-TV  software 
for  as  many  as  10  million  set 
top  boxes,  the  software 
giant  invested  $5  billion 
last  year  in  AT&T.  "There's 
a  lot  of  work  to  get  the 
software  on  the  box  work- 
ing," says  Microsoft  Vice-Pres- 
ident Jon  S.  DeVaan.  "We're  in 
the  year  of  making  it  real."  Mi- 
crosoft expects  to  roll  out  its  box 


es  this  summer.  Again,  the  prob 
stems  from  the  fact  that  the  opera 
system  wasn't  built  specifically  for 
top  boxes  so  it's  not  ideal  to  run  tl 
"There  is  nothing  about  Windows 
makes  it  well-suited  to  these  devk 
says  Forrester  Research  Inc.  ana 
Josh  Bernoff. 

Perhaps  ce's  best  showing  so  far 
markets  where  companies  have  his' 
cally  built  their  own  operating  systi 
Increasingly,  everything  from  indus 
machinery  to  n 
ical  equipment  n( 
computer  pov 
And  software  de  I 
opers  have  fo 
that  using  familiar  Wind 

technology  to  manage 
k     plex  tasks  has  its  adA 
'  A      tages.   Windows   CE 
found    a   niche   runr 
^such     equipment     as 


CASIO'S  NEW 
PALM-SIZE 
LINE  USES 
POCKET  PC 


Microsoft's  Repeated  Reboots 


Is  the  sixth  time  the  charm?  For  a  decade.  Microsoft  has  tried 

and  failed  to  expand  into  handheld  devices.  Experts  say  the  newest 

version  of  its  Windows  CE  software,  Pocket  PC,  could  finally  do 

the  trick.  Here's  a  look  at  the  company's  attempts  in  this  market: 


i 


PEN  FOR  WINDOWS 


LAUNCH:  1990  This  was  Microsoft's 
attempt  to  compete  with  Silicon  Val- 
ley upstart  GO  Corp.  and  was  target- 
ed at  handheld  computers  that  could 
read  handwriting.  The  market  never 
took  off,  largely  because  handwriting 
software  was  so  lousy. 

LAUNCH:  1991  Designed  to  run 
home-entertainment  systems,  Mod- 
ular Windows  was  Microsoft's  first 
stab  at  TV  software  and  a  precursor 
to  today's  DVD  players.  The  only 
Modular  Windows  product  that  sur- 
faced was  the  $699  Tandy  Video 
Information  System,  a  multimedia 
CD  player  that  failed  because  it  was 
expensive  and  slow. 

MJCROSOFT AT  WM« 

LAUNCH:  1993  At  Work  was  sup- 
posed to  make  copiers,  faxes,  and 
phones  communicate  with  a  network 
of  PCs  so  that  several  employees 
could  share  the  devices.  But  the 
products  that  used  At  Work,  such  as 
Ricoh  Co.'s  IFS66  printer,  fax,  and 
scanner,  were  too  expensive. 


WINPAD 


LAUNCH:  1994  It  was  designed  to 
run  handheld  devices  that  Motorola 
Toshiba,  and  others  were  developin 
But  WinPad  never  made  it  out  of  d< 
velopment.  The  software  required  s 
much  battery  and  processing  power 
that  the  devices  were  too  costly. 


WINDOWS  CE 


LAUNCH:  1996  The  first  pint-size 
Windows  to  gain  a  foothold,  Window 
CE  powers  everything  from  pocket 
computers  to  gas  pumps.  But  that 
flexibility  is  proving  to  be  a  handicap 
It's  not  specialized  enough  to  meet 
the  computing  needs  of  key  markets 
That's  why  it  trails  Palm  in  the  per 
sonal  digital  assistant  market  and 
Liberate  in  the  set-top  box  market. 

POCKET  PC 


LAUNCH:  2000  Pocket  PC  is  Mi- 
crosoft's most  recent  attempt  to 
challenge  Palm  in  the  handheld 
computer  market.  Analysts  say  the 
software  may  be  compact  and  sim- 
ple enough  to  finally  help  the  com- 
pany pick  up  substantial  market 
share. 
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PNC  PNC 

Real  Estate         Secured 
Finance  Finance 


As  one  of  the  largest  financial  service  companies  in  the  country,  The  PNC  Financial  Services  Group  makes  money 
work  for  you  by  creating  opportunity  through  the  breadth  of  our  services  and  the  diverse  financial  talents  of  our 
people.  We  combine  what  we  know  about  money  with  what  we  learn  about  you.  This  leads  to  keener  insights  and 
more  thoughtful  advice,  which  helps  you  make  well-informed  decisions  about  everything  that  touches  your 
financial  life.  For  details,  call  1-888-PNC-7030  or  visit  www.pnc.com.    fl\  ~P1\|  C* 


The  Thinking  Behind  The  Money 


'Fortune,  April  1999   (O2000  The  PNC  Financial  Services  Group,  Inc. 
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goes  online,  your  margins  go   up 
Sometimes  as  high  as  80  percent. 


Now  isn't  that  something 


to  shoot  for? 


Go  for  it.  The  Internet  is  changing  the  world.  Turn  the  change  to  your  advantage. 
Your  company  could  be  faster,  more  agile.  Mori-  responsive  than  ever.  We  can  help.  We're 
(.  isco  Systems.  Virtuall)  .ill  mtonn.it  ion  on  the  Internet  travels  across  the  systems  of  our  company. 
Test  your  company's  readiness.  Take  our  Internet  Quotient  Assessment  at  www.cisco.com/go/icjtest. 
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Switching  Jobs  Can  Have  An 
Unfortunate  Effect  On  Your  Retirement  Savings. 


TA? 


Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


T  Rowe  Price  can  help.  Call 
for  our  free  kit  on  managing  the 
payout  from  your  former  employer's 
retirement  plan.  The  kit  clearly 
explains  the  pros  and  cons  of  all 
the  distribution  options,  so  you 


can  decide  what's  best  for 
you.  Because  we'd  hate  to 
see  your  retirement  plan  go 
all  to  pieces. 

1-800-541-7883 


Invest  With  Qmfidena 

T.RoweRlce 


For  more  information,  including  fees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  iraro53587 


pumps  and  electronic  kiosks.  The  | 
ware  has  even  found  its  way  in; 
feeding  machines  for  dairy,  pig, 
sheep  farming  made  by  Forster-r 
nik  of  Germany. 

Don't  smirk,  it's  a  huge  opportu 
Although  hardly  as  sexy  as  pocket 
puters  or  interactive  TV,  industrial 
tomation  software  is  a  market  that 
top  $1  billion  by  2002,  according  to 
ket  researcher  Dataquest  Inc.  And 
corporations  that  also  use  other 
crosoft  products,  such  as  its  indust 
strength  Windows  NT  operating  sj 
for  big  computing  tasks,  embedded 
dows  ce  has  a  lure.  The  two  opera 
systems  share  software  hooks  that 
velopers  use  to  make  the  progr 
work  with  one  another.  That  way, 
velopers  need  only  write  one  proi 
for  a  range  of  industrial  application: 

Gates  is  determined  to  make  prog 
in  other  device  markets  too.  He  4CMJCI 

WRIT 

Br  U 

tech  stuff  n 

Solution: 
a  spin-- 

liy  i  i 

The  wal| 

ier-ranfo 
mates  the  company  has  spent    not  q  sl     , 

a  billion,  but  many,  many  hundreds  ^ 

millions  of  dollars"  on  Windows  ce   ^  J°  "l 

software  for  such  devices  as  set-top  \  ^ , 

es,  pocket  computers,  and  tablet  1 1 

And  he  won't  stop  spending  anyti  s 

soon.  The  company  is  investing  milli  ]t » ,  , a 

on  voice-recognition  software,  so    ^ 

day  executives  will  be  able  to  diet  .A"1' 

notes  into  their  pocket  computers.    .  ,,  r^: 

crosoft  has  created  ClearType,  a  brc  ^    ' 

through  technology  that  smoothes       __ 

jagged  edges  of  electronic  type,  m  n  ' 

ing  pocket  computers  easier  to  read.  m 

far,  ClearType  only  can  be  found  ^  ,uc 

Windows  devices.  And  Microsoft  i   • , C( 

continue  to  tap  its  $18  billion  cash  ho  ^ ,  „ ' !  ■ 

to  invest  in  companies  that  agree, ^  *' 

use  Windows  CE.  Jj 

More  than  anything,  though,  t^1 

cash  has  bought  Microsoft  time.  1  ^  .  u 

company  has  worked  at  slimmed-do  ^ 

operating  systems  for  a  decade  andL  ' 

nally  seems  to  be  turning  the  cornen 


Windows  CE  runs  ga 

pumps,  electronic 

kiosks,  even  sheep 

feeding  machines 


,F- 


the  pocket-computer  business.  But  thL 
only  one  market.  Time  may  be  runn^ 
out  in  other  markets  such  as  the  set- 
box   business.    That   may   be   a  n^ 
against  time  that  even  Christmas  Ji 
and  007  can't  win. 

By  Jay  Greene  in  SeM 
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evelopments  to  Watch 


)TIS  PORT 


IE  SAN  FRANCISCO 
llPER  IT 

ECTING    BUILDINGS   AND 

es  against  earthquakes 
be  as  simple  as  slapping 
me  wallpaper — if  it's  the 
;ech  stuff  made  by  Corn- 
Solutions  Inc.  in  San 
a  spin-off  from  the 
ersity  of  California-San 
.  The  wallpaper  actually 
iber-reinforced  polymer 
sheet  about  as  thick  as 
acking  on  memo  pads. 
;'s  strong  enough  to  help 
structures  together  dur- 
quake — as  has  been 
trated  at  UCSD,  where 
it  "shake  table"  can  put 
d-long  bridges  and  five- 
buildings  through  a 
make. 

I)ving  that  frp  skins 
'i  on  real  bridges  and 
Wngs,  not  just  with  com- 
I  models,  was  vital  to 
n  ig  the  confidence  of  cau- 
)l  civil  engineers,  says 
It  A.  Hegemier,  chairman 
t  startup  and  a  structur- 
Igineer  at  UCSD.  Fifty 
lies  have  already  been 
3d  with  the  wallpaper.  By 
Of  California  hospitals  must 
I  i  tougher  code  on  quake 
si  mce.  "That'll  be  difficult 
feasting  technology/'  says 
•i  trier  Wrapping  half-inch- 
I  Bteel  jackets  around 
I  ural  supports  is  a  time- 
I  ming  job,  he  explains. 
v'i  prp,  we  can  do  build- 
:?  vernight." 


THE  BUZZ 

ON  A  DISPOSABLE 

HEARING  AID 

ROCK  AND  RAP  ARE  TAKING 
their  toll.  Audiologists  figure 
some  30  million  Americans 
suffer  some  hearing  loss. 
Most  are  in  their  40s  and 
50s — some  even  younger. 
While  these  baby  boomers 
know  they  can't  hear  as  well 
as  before,  "they'll  tell  you  it's 
just  not  bad  enough  to  bother 
with  a  hearing  aid,"  says 
Frederick  J.  Fritz, 
president  of  Song- 
bird Medical  Inc. 
in  Cranbury,  N.J., 
a  spin-off  from 
Sarnoff  Corp.,  the 
Princeton  birth- 
place of  color  TV. 
No  more  than  6 
million  Americans 
use  a  hearing  aid. 
In  May,  Song- 
bird will  launch  a  new  hear- 
ing aid  aimed  squarely  at 
baby  boomers.  It's  dispos- 
able— and  costs  only  $39— -yet 
delivers  better  sound  than 
permanent  hearing  aids  cost- 
ing many  times  as  much, 
Fritz  claims.  "Disposability 
allows  us  to  use  design  fea- 
tures   and    materials    that 


wouldn't  work  in  a  long-life 
product,"  he  explains. 

For  example,  the  micro- 
phone is  much  larger  than 
those  in  conventional  hearing 
aids.  That's  because  the  de- 
vice doesn't  need  an  opening 
to  replace  the  battery.  In- 
stead, after  40  days,  users  re- 
place the  entire  unit.  "Also, 
we  can  use  a  very  soft  and 
comfortable  material  that 
wouldn't  do  in  a  product  de- 
signed to  last  for  years,"  he 
adds.  So  it  can  penetrate 
deeper   and    deliver    sound 


closer  to  the  eardrum.  "Fi- 
nally, disposability  generates 
very  high  volumes,  which 
generates  low  cost — and  may 
persuade  a  lot  more  people 
to  try  a  hearing  aid."  And 
beyond  Songbird's  initial  U.S. 
market,  there  are  300  million 
people  worldwide  who  have 
trouble  hearing  birds  sing. 


TRACKING  CONSUMERS  BY  SATELLITE 

GET  READY  FOR,  UMM,  WIRELESS  WINDOW  SHOPPING. 

GeePS.com  Inc.  is  testing  technology  that  will  create 
personal  marketing  zones  around  individuals  strolling 
city  streets  or  driving  through  the  suburbs.  Punch  some 
keys  on  a  handheld  computer  or  a  new-age  cell  phone, 
and  you'll  get  information  on  nearby  shops  and  restau- 
rants. And  merchants  can  try  to  turn  passersby  into 
customers  by  announcing  special  deals  good  for,  say,  the 
next  hour.  "This  is  how  we're  going  to  rescue  the 
bricks-and-mortar  stores,"  says  Arshad  Masood,  presi- 
dent of  the  Cranbury  (N.  J.)  startup. 

If  you've  noticed  how  GeePS  sounds  just  like  GPS 
(short  for  the  global  positioning  satellite  system),  that's 
no  accident.  The  concept  will  exploit  gps  signals  to  pin- 
point the  location  of  tomorrow's  gee-whiz  wireless  giz- 
mos to  within  50  feet.  Today,  mobile  computers  and 
phones  don't  have  GPS  circuits,  typically — but  that's  ex 
pcited  to  change  next  year.  GeePS  isn't  waiting.  It  has 
already  launched  tests  in  San  Francisco  and  New  York, 
temporarily  locating  people  by  ZIP  code. 


■  Bugs  that  have  developed 
resistance  to  today's  antibi- 
otics may  soon  get  clobbered 
with  a  new  class  of  drugs 
— compounds  for  which  bac- 
teria may  not  be  able  to 
develop  immunity.  That  re- 
markable possibility  is  re- 
ported in  the  Apr.  6  issue  of 
Nature  by  researchers  at  the 
University  of  Wisconsin-Madi- 
son. The  team  has  designed 
special  molecules  that  mimic 
the  function  of  certain  pep- 
tides, or  protein  fragments — 
natural  enemies  of  microbes 
— but  have  a  fundamentally 
different  structure.  Because 
the  new  molecules  are  unlike 
anything  that  bacteria  have 
ever  seen  in  nature,  the  re- 
searchers hope  that  bugs 
won't  be  able  to  adapt  and 
evolve  resistant  offspring. 

■  IBM  has  done  it  again.  In 
late  1997,  Big  Blue  launched 
production  of  computer  chips 
with  copper  "wires" — boost- 
ing speed  by  as  much  as  30% 
over  chips  with  traditional  alu- 
minum circuits.  That  speed 
boost  was  thanks  to  copper's 
superior  conductivity.  Now, 
IBM  has  found  a  way  to  use 
special  insulation  from  Dow 
Chemical  Co.  to  sheathe  those 
teensy  copper  wires.  As  a  re- 
sult, circuit  lines  can  be 
crammed  closer  together.  That 
reduces  the  size  of  chips  and 
thus  the  distance  that  signals 
must  travel.  Chalk  up  another 
speed  gain  of  up  to  30%. 
Even  better,  smaller  chips  are 
cheaper  to  make,  so  the  faster 
chips  could  save  money,  too. 

■  April  is  national  poetry 
month,  but  even  the  Bard 
himself  could  never  have 
imagined  the  high-tech  dit- 
ties spinning  out  from  the 
Electronic  Poetry  Center 
(EPC)  at  the  University  at 
Buffalo.  To  launch  a  new  mil- 
lennium of  poetry,  EPC's  Web 
site  (http://epc.buffalo.edu/)  is 
featuring  digital  poetry — 
words  that  interact  with 
readers  and  software  pro- 
grams to  create  dynamic 
multimedia  performant 
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The  Internet 


MARKETING 
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YOU  MAY  ALREADY 
BE  A  WINNER.COM! 

E-lotteries  are  springing  up  all  over.  Will  any  survive? 


Here's  David  Achenbach,  a  24-year- 
old  from  Bangor,  Pa.,  describing  the 
moment  he  heard  he  was  one  of 
four  finalists  who  could  win  $10  million 
through  an  online  sweepstakes:  "I  just 
blacked  out.  I  lost  feeling  in  my  legs  and 
then  fell  to  the  ground.  My  eyes  were 
open,  I  just  couldn't  see  a  thing." 

Achenbach  will  find  out  if  his  name 
was  the  lucky  won  chosen  on  Apr.  15. 
That's  when  CBS  Corp.  and  its  majority- 
owned  Web  site,  iwon.com  Inc.,  will 
award  one  of  four  visitors  to  the  site 
the  boatload  of  cash.  The  three  run- 
ners-up  will  get  $1  million,  a  trip  to 
Hawaii,  or  a  new  convertible  Mercedes- 
Benz.  "There  will  be  drama,"  promises 
William  Daugherty,  a  co-founder  of 
iwon.com.  "This  will  be  a  life-changing 
event  for  some  person." 
VIRTUAL  SLOTS.  It  certainly  has  been 
a  life-changing  event  for  Daugherty's 
company.  Iwon.com  is  a  Web  portal,  like 
Yahoo!  or  Excite.  The  difference  is  that 
iwon.com  lures  visitors  with  cash  prizes. 
Visitors  who  use  the  site  to  get  sports 
scores,  weather,  and  the  like  rack  up 
points  that  qualify  them  for  entry  into 
the   giveaways.   In  just   six   months, 


iwon.com  has  gone  from  zero  to  more 
than  11  million  visitors  a  month,  making 
it  the  25th  most-visited  Web  site  in  the 
nation  for  March,  according  to  site 
tracker  PC  Data  Online. 

In  fact,  lottery-related  sites  are  now 
the  fastest-growing  category  in  the  dot- 
com universe.  The  50  sweepstakes  sites 
identified  by  PC  Data  reeled  in  some  24 
million  visitors  in  March,  7  million  more 
than  just  five  months  earlier. 

There's  nothing  subtle  about  their 
strategy.  The  idea  is  to  give  away  just 
enough  money  or  prizes  to  attract  a  lot 
of  customers,  whom  the  sites  then  pitch 
products  to  or  charge  advertisers  to 
reach.  The  names  of  the  sites  say  it  all: 


Money  For  Nothing 


Biggest  Web  sites  giving  away  money 

USERS  IN 

MARCH  (MIL.)  BIG  PRIZE 


FREELOnO.COM        12.9 

$1,000,000 

WEBSTAKES.COM         7.5 

$100,000 

EXTREMEL0n0.COM    3.9 

$1,000,000 

WEBMILLI0N.COM       3.9         $3  Million 

DATA:  PC  DATA  ONLINE,  COMPANY  REPORTS 


winfreestuff.com,  winami 
dollars.com,  and  extren 
to.com.  Publishers  Clesl 
House  is  in  on  the  act.  Its  I 
site,  pch.com,  offered  $21 1 
lion  during  January's  Si 
Bowl.  So  is  Monty  Hall,  I 
mer  host  of  Let's  Make  a  <| 
who  is  a  spokesman  for 
BidWin.com. 

In  early  April,  Web  pi 
Bill  Gross,  whose  Pasa 
(Calif.)-based  idealab!  fou 
eToys.com  and  CarsDirj 
com,  launched  Jackpot 
Inc.  It  promises  to  awar< 
million  in  increments  as 
as  $2  million  over  the 
year  to  visitors  who  do 
a  little  slot  machine  that 
the  names  of  the  site's  ai 
tisers.  Line  up  the  same 
three  times  in  a  row  and 
win  $1  million.  "Can  you 
ine  the  brand-building  value  of  I 
gushes  Jackpot.com  Chief  Exec 
Gregg  Rotenberg. 

The  $64,000  question:  Can  you 
money  by  giving  away  money?  I 
bly.  Iwin.com  has  handed  out  $2 
in  four  months  of  existence,  but 
Krueger,  ceo  of  the  site,  says  hi: 
quisition  costs  for  registered  users 
only  $2  per  name.  That,  says  Kruegi 
a  fraction  of  what  the  typical  Web 
spends  and  well  below  the  $25  per 
that  some  sites  reportedly  spent  oi 
per  Bowl  ads. 

SITE-HOPPING.  Still,  the  rapid  gro 
the  category  has  the  makings  of  a 
The  enthusiasm  could  quickly  fade, 
en  that  a  winner  is  not  guaranteec 
every  contest.  Imustlotto.com,  for 
ample,  advertises  that  it  will  give  a 
$50,000  an  hour.  But  contestants  r 
check  in  every  hour  to  see  if  t 
number  has  come  in.  In  the 
months  since  its  Feb.  10  launch, 
site  has  yet  to  give  anyone  a  $5(| 
prize. 

The  sites  must  also  prove  that 
can  deliver  customers  to  advertis 
Scott  Sanborn,  a  vice-president  at 
dia-buying  firm  itraffic.com,  warns  th 
click  on  a  lottery  site  ad  is  not  equ 
lent  to  one  at  another  site:  Visitor's  1 
to  click  on  many  ads  just  for  a  chanc 
winning  the  money. 

Right  now,  many  ad  banners  at 
sites  seem  to  be  those  of  other  on 
lotteries,  suggesting  the  venture  caf 
the  companies  have  raised  may  be  slj 
ing  between  them.  In  the  end,  the  (I 
winner  may  be  the  last  one  left  solv 

By    Christopher    Palmeri    in 
Angeles 
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HNT  COMMUNICATIONS,  INC 


McCormac  Commercial  Realty 

■■■■'  .'f  awummfmmmBmmmmmmmmmi ■""■'■ 


With  one  reliable,  high-speed  DSL  Internet  connection  from  NorthPoint: 

Shares  portfolio  database  with  European  headquarters  while  sending  off  company  newsletter 

Streamlines  negotiations  by  e-mailing  and  reviewing  100-page  lease  comments  on  a  moment's  notice 
Instantly  uploads  360°  virtual  tours  of  new  office  park  during  trip  to  the  water  cooler 
Receives  huge  files  with  architectural  drawings  for  new  beachfront  properties 
Books  flights,  buys  flip-flops  and  opens  branch  office  in  Maui 


Delivering  broadband  to  homes  and  businesses  nationwide 

—  ■■*--■  ■■'      ■  !»■■■■         II  "  —  '    W    ■'    ■'   I'" ■        I        '  M         ■    ' ' ■ 

(  perience  the  Internet  like  never  before.  Go  to  www.northpoint.net 

Or  call  1.877.836.7375 


NorthPoint' 

COMMUNICA        ONS 
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All  you  want  is  a  simple  solution  that  works. 
At  Ricoh,  we  look  at  your  needs 
and  come  up  with  a  networked  printing  soluti 
that  puts  you  at  the  top  of  your  game. 


■  Jte 


Gail  Ricoh  at  1-80U  <i3  RJCOH 

or  visit  us  at  www.;  :  oh-usa.com 


We're  in  your  corner. 
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International 


The  union  of  Frere, 
Bertelsmann,  and 
Pearson  creates 
Europe's  top  player 

What  do  you  do  with  a  modest  tele- 
vision business  in  an  era  when 
size  matters  most?  For  Marjorie 
Scardino,  the  choice  was  stark:  Sell  the 
TV  division  of  British  media  giant  Pear- 
son PLC  or  merge  it  with  a  larger  group. 
So  on  Apr.  7,  Pearson's  energetic  ceo 
made  her  move.  By  joining  Pearson  TV 
with  the  broadcast  interests  of  Ger- 
many's Bertelsmann  and  Belgian  tycoon 
Albert  Frere,  Scardino  has  helped  cre- 
ate Europe's  No.l  broadcaster  in  terms 
of  revenues  and  spread.  The  new  com- 
pany, Scardino  boasted,  "is  going  to  be  a 
real  powerhouse." 

Could  be.  The  still-to-be-named  ven- 
ture is  the  most  ambitious  attempt  yet 
to  create  a  truly  European  media  plat- 
form that  can  stand  up  to  the  U.  S.  gi- 
ants. Now,  Europe  has  a  big  media 
group — combined  revenues  will  be  $3.6 
billion— that  can  sell  itself  to  the  likes  of 
Hollywood  and  the  European  soccer  hi- 
erarchy as  the  platform  of  choice  to 
reach  the  whole  Continent.  There's  a 
New  Economy  twist,  too:  The  group 
can  provide  content  for  hungry  Internet 
companies.  This  is  a  venture  whose  heft 
and  promise  will  force  rivals  to  react. 

The  idea  is  to  combine  Pearson's 
proven  talent  for  lowbrow  production — 
game  shows,  soaps,  and  sitdrams  such 
as  Bay  watch — with  a  vast  distribution 
network.  Luxembourg-based  CLT-UFA, 
which  is  jointly  owned  by  Bertelsmann 
and  Frere,  controls  22  television  and  18 
radio  stations,  including  Germany's  top- 
rated  rtl.  With  Pearson  TV  on  board, 
the  new  company  also  gains  control  of 
Britain's  Channel  5. 

LOW  RISK.  Getting  this  multicultural  in- 
stitution to  run  smoothly  won't  be  easy. 
Some  analysts  would  like  to  see  a 
tougher  manager  than  Didier  Bellens, 
a  Frere  associate  who  is  ceo  at  clt-ufa 
and  designated  CEO  at  the  new  company. 
Margins  at  CLT-UFA,  where  the  Frere 
and  Bertelsmann  teams  have  until  re- 
cently preserved  separate  fiefdoms,  run 
about  11%,  compared  with  almost  21% 
at  Pearson  TV  under  the  demanding 
Scardino.  But  a  source  close  to  the  deal 
says  Bellens  has  the  needed  consensus- 
building  skills — and  that  he  can  be 
dumped  if  he  doesn't  deliver. 

Nobody's  complaining  about  profit 


BROADCASTING 


A  MEDIA 
STAR  IS  BOR 


problems,  in  any  case.  Scardino,  Frere, 
and  Bertelsmann  ceo  Thomas  Middel- 
hoff  have  certainly  found  a  way  of  stay- 
ing in  the  costly  broadcasting  game 
without  taking  on  too  much  financial 
risk,  and  that  is  storyline  enough  for 
the  markets.  Shares  of  Frere's  Brus- 
sels-listed Audiofina,  the  holding  com- 
pany for  the  merged  interests,  are  up 
27%  since  the  deal  was  disclosed,  to 
about  $150  on  Apr.  11.  That  values  the 
company  at  roughly  $25  billion. 

If  the  market's  blessing  lasts,  the  new 
company  and  its  parents  will  have  con- 


siderable firepower  to  invest  in 
gramming  and  acquisitions.  The  as 
nomical  stock  prices  of  telecom  and 
companies  have  let  them  use  sharei 
currency  in  buying  new  properties 
early  April,  for  instance,  Spain's  T 
fonica  shelled  out  $5.4  billion  in  stock 
Endemol,  a  hot  Dutch  TV  programn  ai 
The  new  Pearson-Bertelsmann  gr  u 
plans  a  London  listing.  Having  a  veh 
that  can  use  shares  to  make  acqr 
tions  is  particularly  important  for  ]i 
vately  held  Bertelsmann,  which  will 
37%  of  the  stock  in  the  new  com 


Mi 
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Shows  like  Pearson's  The 
end  up  as  interactive  content 


slhoff  says  that  the  partners — 
:•  will  hold  30%  of  the  company, 
on  22%,  and  the  public  Ll% — have 
eye  on  U.S.  programmers  and  will 
o  Canal  Plus  about  sports-rights 


inwhile,  the  value  of  the  venture's 
■mining  assets  is  growing.  As  the 
bo]  deal  underscores,  media  rum 
;  have  one  advantage  that's  hard 
Kpensive — to  beat:  They  have  con 
not   just   the   networks  to  put    it 
gh.    That's    why    the    market    is 

ig  Pearson's  :!'J' .   of  the  venture 


EUROPE'S  BROADCASTING  POWERHOUSES 

1999  REVENUE 
COMPANY                  (BILLIONS) 

CLT-UFA/ 
PEARSON  TV 

$3.6 

Merged  companies  would  have  widest  geographical  spread  and 
most  programming.  Public  listing  may  spur  CLT-UFA  management. 

CANAL 
PLUS 

3.2 

Dominant  pay-TV  player  in  France,  but  in  the  red  because  ot 
costly  ventures  outside  of  France. 

KIRCH- 
GRUPPE 

3.0 

Largely  German-bound.  Murdoch  recently  bought  a  stake  in  the 
pay-TV  unit,  but  whole  company  may  eventually  be  sold. 

BSKYB 

2.4 

Murdoch's  satellite  broadcaster  dominates  British  pay-TV.  Faces 
rising  sports-rights  costs.  Murdoch  is  trying  to  build  a  global  platform. 

MEDIASET 

1.9 

Berlusconi's  company  may  be  looking  for  a  deal,  perhaps 
with  Murdoch  or  Telecom  Italia. 

DATA:  CU-UFA/PEARSON,  BUSINESS  WEEK 

at  more  than  $5  billion.  That  doubles 
estimates  of  Pearson  TV's  worth  before 
the  deal,  according  to  analyst  Steve 
Winram  at  Morgan  Stanley  Dean  Witter 
in  London.  "In  the  long  term,  content 
will  be  decisive,"  says  Wolfgang  Bock,  a 
partner  at  Mercer  Management  Con- 
sulting in  Munich.  "The  company  that 
can  entertain  customers  will  win." 

That  means  entertaining  customers 
on  the  Net  as  well.  Europe's  boom  in 
so-called  broadband  is  creating  a  huge 
demand  for  programming.  Cable  com- 
panies, the  telecoms,  and  broadcasters 
such  as  Rupert  Murdoch's  British  Sky 
Broadcasting  Group  PLC  and  Granada 
Group  PLC  are  spending  heavily  to  ex- 
pand transmission  capacity.  As  digital 
technology  spreads,  many  new  channels 
and  programs  will  be  interactive,  en- 
abling viewers  to  order  goods  or  ser- 
vices on  TV  or  on  mobile-phone  displays. 

Old  media  companies  are  also  adapt- 
ing program  libraries  to  the  new  media. 
Vivendi,  which  owns  49%  of  Canal  Plus, 
is  working  with  Vodafone  AirTouch  PLC 
to  develop  mobile  Internet  offerings  that 
are  likely  to  draw  upon  Canal  Plus  pro- 
gramming. And  Pearson  TV's  CEO, 
Richard  Eyre,  who  will  head  up  pro- 
gramming at  the  new  company,  talks  of 
adapting  The  Price  is  Right  to  an  In- 
ternet home-shopping  format.  Pearson  is 
adept  at  altering  such  products  for  new- 
formats  and  cultures:  Its  existing  joint 
venture  with  CLT-UFA  is  already  Ger- 
many's top  soap-opera  producer. 

Rival  European  media  executives 
aren't  exactly  sitting  back  to  enjoy  the 
show.  "This  creates  a  lot  of  anxiety 
among  the  media  players,"  says  Riccar- 
do  Pavoncelli,  head  of  European  media 
;ii  Morgan  Stanley  in  London.  "Inaction 
is  heavily  penalized  in  the  markets." 

Indeed.  Pearson's  deal  puts  pressure 
on  British  regulators  to  approve  the 


proposed  $14  billion  merger  of  broad- 
casters Carlton  Communications  PLC 
and  United  New^s  &  Media  PLC.  Grana- 
da has  asked  the  authorities  if  it  can 
bid  for  one  of  the  others.  Elsewhere, 
Rupert  Murdoch,  who  has  watched  dot- 
com shares  shoot  by  his  News  Corp. 
stock,  is  trying  to  assemble  a  global 
satellite  platform  that  he  would  take 
public.  Vivendi  is  in  talks  to  trade  its 
24.5%  piece  of  BSkyB  for  a  stake  in 
this  venture. 

EGO  HURDLE.  The  Pearson/Bertelsmann 
move  may  also  jar  Germany's  top  pay-TV 
operator,  KirchGruppe,  and  Silvio  Berlus- 
coni's Mediaset  in  Italy,  into  action.  A 
matching  deal  involving  Murdoch  inter- 
ests, Kirch,  and  Mediaset  is  conceivable. 
But  it  will  be  tricky  to  find  a  formula 
that  wTould  satisfy  egos,  bridge  cultural 
differences,  and  pass  regulatory  scrutiny. 
Meamvhile,  the  telecoms  or  the  Internet 
sector  could  beat  the  old  media  compa- 
nies to  the  industry's  next  big  deal. 
Deutsche  Telekom,  says  Bock,  may  well 
be  shopping  for  content  for  its  Internet 
service  provider  T-Online.  Telefonica  is 
still  on  the  prowl. 

Scardino  and  her  allies  are  unfazed. 
At  her  Apr.  7  press  conference,  she 
joked  that  the  new  venture  itself  might 
bitl  for  a  telecom  company.  Given  the 
monster  market  caps  of  a  British 
Telecommunications  PLC  or  a  Telefoni- 
ca, that's  unlikely.  But  whoever  does  the 
acquiring,  Europe's  new  media  age  looks 
to  be  a  nifty  prospect  for  shareholder:-. 

By  Stanley  Reed  in  London,  with  Car- 
ol   Matlock    m    Paris,    Katharine    .  \. 
Schmidt  in  Stuttgart,  and  Rati    I 
in  Rome 


wim 


For  more  international  news,  see  Global  Busi- 
ness at  www.businessweek.com/globalbiz/ 
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THE  RAIDERS  ARE  COMING! 
THE  RAIDERS  ARE  COMING! 

U.S.  veterans  of  takeover  wars  see  rich  targets  in  Europe 


Strolling  clown  the  Champs-Elysees 
one  day  early  last  year,  Guy  Wyser- 
Pratte  noticed  a  shoe  store  owned 
by  French  retailer  Groupe  Andre.  Near- 
by shops  were  thronged  with  customers, 
but  there  wasn't  a  single  shopper  in  the 
Andre  store,  which  sits  on  some  of 
Paris'  priciest  real  estate.  "I  said  to  my- 
self: 'This  place  needs  a  new  approach,'" 
the  New  York-based  arbitrageur  recalls. 
And  so,  Wyser-Pratte  bought  a  9% 
stake  in  Groupe  Andre,  then  orches- 
trated a  shareholder  rebellion  that  led 
on  Apr.  5  to  the  ouster  of  the  company's 
top  management  and  board  of  directors. 

Look  out,  Corporate  Europe.  Raiders 
such  as  Wyser-Pratte,  a  veteran  of  U.  S. 
takeover  wars,  are  now  knocking  on 
the  doors  of  European  boardrooms. 
Taking  stakes  in  poorly  performing 
companies,  they  are  challenging  a  cul- 
ture that  often  puts  friendship  and  fam- 
ily ties  ahead  of  shareholder  value. 
Their  blunt  message:  Shape  up,  or  we'll 
ship  you  out.  "Unfortunately,  it's  still 
endemic  to  European  culture  that  peo- 
ple are  afraid  to  stand  up  to  the  Es- 
tablishment," Wyser-Pratte  says.  "But 
people  like  me  aren't." 
CASH  HOARD.  Indeed  not.  The  French- 
born  Wyser-Pratte,  53,  is  setting  up  an 
investment  fund,  Global  Governance 
Partners,  targeting  European  companies 
that  he  sees  as  undervalued.  He  hopes  to 
raise  $200  million.  Besides  Groupe  Andre, 
he  has  tangled  with  several  other  com- 
panies, including  French  toolmaker  Fa- 
eom,  which  he  pres- 
sured to  sell  some 
assets  and  cut  debt  af- 
ter he  took  a  7%  stake 
three  years  ago. 

Now,  he  and  Asher 
B.  Edelman,  another 
veteran  U.  S.  arbi- 
trageur, are  attacking 
France's  venerable  So- 
ciete du  Louvre,  which 
is  run  by  the  Tait- 
tinger  family  of  cham- 
pagne fame  and  in- 
cludes holdings  such 
as  Baccarat  crystal 
and  Paris'  luxurious 
Hotel  Crillon.  The 
two,  who  say  they  and 


their  allies  control  35%  of  Societe  du 
Louvre,  will  argue  on  May  2  in  a  Paris 
court  that  a  network  of  cross-share- 
holdings by  the  Taittinger  family  ille- 
gally undercuts  minority  shareholders' 
rights.  "This  company  is  run  as  a  family 
fiefdom,"  says  Edelman. 

The  Taittingers  deny  it.  "Our  com- 
pany and  our  family  are  serene,"  says 
Anne-Claire  Taittinger,  chief  executive 
of  Societe  du  Louvre.  She  accuses  Edel- 
man of  using  "disinformation"  in  an  un- 


WYSER-PRATTE 

Challenging 
the  European 
Establishment 


WHO'S  PROWLING  EOROPE 


RAIDERS 


GUY  WYSER-PRATTE,  53, 

heads  New  York  investment  firm 
Wyser-Pratte  &  Co. 


ASHER  EDELMAN,  60, 

a  U.S.  arbitrageur  now 
in  Switzerland 


iving 


TIMOTHY  BARAKETT,  35,  and 
NATHANIEL  ROTHSCHILD,  28, 

run  NR  Atticus  investment  fund 
in  New  York  and  London 


TARGETS 

France's  Groupe  Andre, 
Societe  du  Louvre,  Facom; 
Britain's  Northern  Electric 

France's  Societe  du  Louvre; 
Switzerland's  Baumgartner 
Papiers 

France's  Groupe  Andre.  Atticus 
has  raised  $1  billion  to  go  after 
other  undervalued  European 
companies 


successful  campaign  to  pit  family  i 
bers  against  each  other.  Edelman  \ 
to  split  Societe  du  Louvre  into 
companies,  which  he  says  would 
than  double  its  $682  million  markei 
Edelman  and  Wyser-Pratte  see 
rich  targets  among  the  many  p 
managed  smaller  companies  in  Eu 
Groupe  Andre  is  a  classic  exampl 
ousted  chairman,  Jean-Louis  Desc 
is  83  and  had  run  the  company  f 
years.  Groupe  Andre  had  $1.6  b 
in  sales  last  year,  but  profits  were 
$44  million.  In  recent  months  its 
price  has  badly  lagged  behind  Fra 
cac  40  stock  index.  "In  every  towi 
village  in  France,  they  have  the  be 
cation,"  Wyser-Pratte  says.  "Yo 
bet   the    Gap   and    Banana    Rep 
would  know  how  to  make  mon< 
those  stores." 

Other  investors  agreed.  Althoui 
says  they  were  no 
mally  working  tog 
Wyser-Pratte  wai 
ed  in  the  assault  b| 
Atticus,     a     Lo 
based  investment 
It's  run  by  Nathaniel  Rothschild, 
year-old  scion  of  the  Rothschild  bai 
family,  and  Timothy  Barakett,  35,  a 
York  investor.  Barakett  has  pushe 
restructuring  at  U.  S.  companies 
as  Unique  Casual   Restaurants 
owner  of  Fuddruckers  Inc. 

The  raiders'  aggressive  style  h 
tied  decorous  Europeans.  Edelma: 
notorious  takeover  artist  who  st; 
such  prey  as  Fruehauf  Corp.  and  L| 
Stores  Inc.  in  the  1980s.  Wyser-P 
an     ex-Marine     who     used     to 
Prudential  Bache  Securities'  arbi 
department,  says  he  has  earned  reti 
averaging  120%  a  year  by  launchinj 
fensives  against  33  companies  since 

The  onslaught  is  sure  to  conti 
Edelman  is  organizing  a  shareholj 
rebellion    at    Bs 
gartner     Papiera| 
Swiss  paper  comp 
where  he  has  tak| 
30%     stake     anc 
pressing  for  new 
agement.  And  Wjl 
Pratte  says  he  hi 
long  list  of  compa 
he'd  like  to  go 
"There  are  so 
that    need     a    g| 
clean  sweep,"  he 
Sounds  like  warfa 
the  boardrooms  oft 
rope  is  only  get 
started. 

By  Carol  Mat 
in 
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tdership  doesn't  happen  by  chance. 


Nor  does  profit. 


k  to  become  a  global 
.cial-service  leader  it 


I    lart  business  model. 

the  right  people  to  make 

ork. 

e  doing  a  few  basic  things. 

driving  our  companies 

reater  heights. 
'    vesting  profits  in  our 

nesses.  Rewarding  our 

Jle  and  shareholders. 

o  keep  growth  on  the 
|    track. 
I  h  1994  to  1999,  AXA's 

t  has  jumped  from  $  411 
n  to  $  1,984  million, 

fully  diluted  EPS  from 
to  5.30  and  our  ROE 
7%  to  13.4%. 
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COMMENTARY 


By  Jane  Holligan 


PERU:  FUJIMORI'S  PLOY  MAY  BLOW  UP  IN  HIS  FACE 


The  verdict  on  Peru's  general  elec- 
tions last  Sunday  was  in  well  be- 
fore the  final  vote  tally  was  an- 
nounced: The  process  flunked 
international  standards  of  fairness  on 
almost  every  count.  Little  effort  went 
into  hiding  the  poll's  glaring  defects, 
from  doctored  ballots  to  the  main- 
stream media  blackout  of  the  elec- 
tion-night protests  led  by  President 
Alberto  Fujimori's  main 
challenger,  Alejandro 
Toledo.  Then  again,  since 
he  was  first  elected  in 
1990,  Fujimori  has  never 
allowed  any  laws,  not 
even  his  own,  to  stand  in 
his  way.  His  third — and 
arguably  unconstitution- 
al— presidential  bid  is  a 
case  in  point. 

As  the  vote  counting 
continues,  Fujimori  is 
within  a  whisker  of  a 
first-round  victory 
against  his  surprisingly 
strong  rival,  Toledo.  Yet 
Peruvians  and  the  rest 
of  the  world  may  never 
know  whether  the  re- 
sult of  the  2000  election 
was  adulterated  or  not. 
According  to  interna- 
tional and  local  ob- 
servers, what  ensued  af- 
ter polling  stations 
closed  was,  if  not  fraud, 
a  managerial  mess. 
Dozens  of  ballot  boxes 
lay  uncollected  for 
hours  because  of  trans- 
port hitches,  while  ob- 
servers were  unable  to 
verify  the  computer 
count  of  the  vote  the  next  morning 
because  most  computing  centers 
were  closed.  So  when  the  news  came 
out  that  Fujimori  was  close  to  the 
50%  plus  one  vote  needed  for  a  first- 
round  victory,  Eduardo  Stein,  chief 
of  the  monitoring  mission  dispatched 
to  Peru  by  the  Organization  of 
American  States,  was  amazed. 
"These  results  came  out  of  nowhere,' 
he  said.  "It  just  doesn't  add  up." 

In  engineering  an  outright  win  for 
himself,  Fujimori  may  be  gambling 
that  international  disapproval  will 


not  have  long-lasting  effects^  and  that 
unrest  at  home  will  soon  subside.  He 
is  probably  wrong  on  both  counts. 
This  is  the  first  time  in  his  decade  in 
power  that  the  Peruvian  President 
has  faced  such  strong  opposition  both 
from  within  and  without  the  country. 
"Ordinary  people  are  saying, 
'Enough  is  enough,' "  says  John 
Youle,  president  of  the  American 


His  electoral 
scam  could  set 
off  forces  even 
an  autocrat 
can't  control 


CELEBRATING:  FUJIMORI 
BACKERS  IN  LIMA 


Chamber  of  Com- 
merce in  Lima. 

Peruvians  tolerated 
Fujimori's  autocracy 
as  long  as  he  deliv- 
ered security  and 
growth.  But  the 
threat  posed  by  the 
Shining  Path  guerril- 
las is  now  in  the  past. 
And  increasingly,  Fu- 
jimori seems  unable  to 
produce  the  sustained 
economic  expansion 
needed  to  create  a  better  life  for  the 
49%  of  the  population  that  is  poor. 
Meanwhile,  international  discon- 
tent at  the  conduct  of  the  election 
may  translate  into  a  diplomatic  cold 
shoulder  for  Fujimori.  At  the  ex- 
treme, this  could  lead  to  a  cut-off  in 
foreign  aid  to  Peru.  That  might 
serve  to  put  Fujimori,  as  well  as  oth- 
er would-be  despots  in  the  region,  on 
notice  that  dictatorship  by  the  ballot 
box  is  no  longer  an  option. 

Foreign  investors  could  also  under- 
mine the  regime  just  by  acting  in 


their  own  interests.  Merrill  Lynch  i 
Co.  senior  country  analyst  Miguel 
Palomino  says  that  if  political  and 
economic  conditions  in  Peru  do  not 
improve,  foreign  direct  investment 
will  eventually  be  affected.  Compan 
that  have  plowed  millions  into  minir 
and  oil  projects  cannot  easily  fold 
their  tents  and  head  home.  But  thos 
considering  fresh  outlays  may  want 
rethink  their  plans.  "T 
problem  is  not  so  muc' 
what  investors  think  o| 
Peru's  current  difficul 
ties,"  says  Palomino. 

f"The  bad  news  is  that 
A  they  might  just  not 

y*  think  of  Peru  at  all." 

UNREST?  Peru  may 
w  Uj     ««■    eventually  slip  off  in- 
'    vestors'  radar  screens, 
but  Washington  must 
still  figure  out  how  to 
deal  with  Lima.  The 
U.  S.  once  looked  kind! 
on  Fujimori  because  o: 
his  successes  in  slayinj 
hyperinflation  and 
crushing  terrorism.  Bu1 
for  the  Clinton  Admi 
tration,  Fujimori  is  now  a  potential 
ability.  The  Andes  are  looking  dan- 
gerously unstable  these  days:  a 
military-backed  coup  in  Ecuador,  a 
president  with  a  messianic  complex 
Venezuela,  and  a  civil  war  raging  in 
Colombia.  Add  regional  recession  ai 
soaring  unemployment  to  the  mix, 
and  you've  got  the  equivalent  of  a 
Molotov  cocktail. 

Thus,  the  last  thing  Washington 
needs  is  for  an  intransigent  Fujimori 
regime  to  inspire  unrest.  Street  pro- 
tests are  already  taking  place.  Real 
schisms  within  the  armed  forces  and 
Fujimori's  entourage  could  leave  the 
President  without  his  bedrock  of  sui 
port.  And  Toledo,  a  shoe-shine  boy 
turned  economist,  has  become  the 
standard-bearer  the  opposition  has 
long  lacked.  By  his  flagrant  disregar 
for  election  rules,  Fujimori  may 
achieve  what  many  believed  impossi 
ble:  convincing  Peruvians  that  demo< 
racy  is  not  just  a  luxury  of  the  rich. 

Holligan  covers  Peruvian  politics  I 
and  economics. 
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JAPAN 


NOSEDIVE  FOR 
A  NET  HIGHFLIER 

Hikari's  credibility  crisis  has  investors  and  partners  running 


Japanese  entrepreneur  Yasumitsu 
Shigeta  was  soaring.  In  February 
the  market  capitalization  of  his 
Hikari  Tsushin  Inc.,  a  blazing-hot  mo- 
bile-phone retailer  and  Internet  invest- 
ment firm,  hit  $72  billion,  up  nearly  five- 
fold in  six  months.  The  upstart  had 
become  Japan's  eighth-most- valuable  com- 
pany, right  up  there  with  Toyota  Motor 
Corp.  and  Sony  Corp.  Shigeta,  35,  was 
lauded  as  the  kind  of  business  leader 
Japan  needs  to  build  its  new  economy. 

Today,  Shigeta  is  under  attack  from 
all  sides  for  poor  management,  and 
Hikari  is  being  held  up  as  an  example  of 
what  can  go  wrong  when  a  com- 
pany fails  to  meet  its  earnings 
targets  in  volatile  times.  Shigeta 
is  by  no  means  finished.  After  all, 
his  mobile-phone  marketing  divi- 
sion, which  controls  the  1,445- 
store  Hit  Shop  chain,  remains  a 
leader  in  one  of  the  world's  rich- 
est markets.  But  the  Hikari  pres- 
ident and  CEO  is  facing  his  tough- 
est test  since  founding  the 
company  12  years  ago.  He  is 
scrambling  to  restructure  and  re- 
cover investors'  support. 

Shigeta  triggered  the  crisis.  In 


mid-March,  when  local  media  began  crit- 
icizing Hikari's  hard-sell  tactics  in  the 
mobile-phone  business,  Shigeta  assured 
analysts  and  investors  that  the  company's 
fundamentals  were  solid.  Then,  two 
weeks  later,  Shigeta  dropped  a  bomb- 
shell. Instead  of  making  $57  million  in 
operating  profits  for  the  six  months  end- 
ed Feb.  29,  Hikari  said  it  expected  a 
$124  million  operating  loss — its  first  red 
blotch  since  going  public  in  1996.  "We 
felt  betrayed,"  recalls  Luigi  Limentani,  a 
Nikko  Salomon  Smith  Barney  analyst, 
who,  like  many  others,  downgraded  the 
company.  Hikari  went  into  a  screaming 
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nosedive.  As  of  mid-April,  its  share 
had  fallen  to  $380,  down  from  an 
high  of  $2,190  on  Feb.  14. 

Some  business  associates  are 
vowing  to  distance  themselves 
Hikari.  "Either  they  change  their 
or  we'll  have  to  reconsider  our  relat 
says  Hajime  Unoki,  president  of  SI 
fecTV,  a  satellite  television  broad 
that  has  a  sales  tie-up  with  Hikari, 
taka    Kitao,    cfo   of  Softbank 
Japan's    largest    Internet    invest 
group,  is  lobbying  to  have  Shiget] 
moved  as  a  nonexecutive  member 
Softbank  board.  He  joined  last  J 
the    invitation    of    Softbank    fa 
Masayoshi  Son,  at  a  time  when  th 
were  launching  joint  ventures.  Ki 
cozy  ties  with  Hikari  risk  Softbank's 
utation.  "Mr.  Shigeta  is  a  problem, 
want  him  off  our  board,"  he  says. 
Negative  reports  about  the  fast 
ing  company  coincided  with  stock 
jitters.  In  March,  the  monthly  Bv\ 
Shunju  journal  ran  an  unfiatterin 
port — without     identifying    its 
sources — depicting  Shigeta  as  a  co] 
dividual  who  kept  a  3-meter  snake 
teenager  and  now  raises  tropical  ti 
in  his  office.  It  portrayed  Hit  Shop 
as  overworked  vendors  out  to  de 
their  competitors  and  also  alleged 
sales  staff  had  padded  their  sales  r< 
Shigeta  later  admitted  that  some] 
Shop  franchises  had  indeed  recorder 
gus  handset  sales  to  get  commis; 
from  wireless  operators. 

Hikari's  losses  stem  largely  fro 
failure  to  meet  its  sales  target.  The 
pany  paid  its  agents'  commission 
months  in  advance  for  the  numb' 
handsets  it  expected  to  sell.  Hikari 
discovered  that  it  had  paid  far  mo: 
its  agents  than  it  would  get  back 
wireless  operators. 

Over  the  past  year,  Shigeta  als 
gan  to  bet  heavily  on  the  Web,  tai 
stakes  in  such  promising  U.  S.  venti 
as  Phone.com  and  Tumbleweed 
munications,  as  well  as  U.  S.  tr 
plants  such  as  Liquid  Audio  Japan, 
together,  Hikari  has  spent 
$570  million.  Will  the  bets 
off?  Not  as  long  as  inves 
shun  Net  stocks.  One  Hi 
startup,  Crayfish,  which 
vides    information-techno 
services  for  corporations, 
languished  since  its  initial  p 
offering  last  month.  Livin 
the  Edge,  a  Web-site  desi; 
has  also  tumbled  in  value 
its  debut  in  early  April. 

To  halt  the  slide  in  his 
tunes,  Shigeta  has  annou 
plans  to  reduce  the  commis: 
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Hikari  pays  shops  to  one  or  two  months 
in  advance  and  to  draw  up  more  realis- 
tic sales  targets.  Since  February,  Shige- 
ta  has  closed  165  Hit  Shops  and  ex- 
pects to  shed  245  more  by  August, 
bringing  the  total  to  a  more  manageable 
1,200.  By  the  end  of  this  month,  he 
plans  to  unveil  a  plan  to  overhaul  the 
entire  company. 

If  successful,  these  moves  could  help 


get- investors  refocused  on  Hikari's  core 
business.  The  company  still  operates 
the  biggest  network  of  mobile-phone 
retail  outlets  in  a  nation  with  55  million 
wireless  subscribers.  Hikari,  which  rep- 
resents all  operators  with  the  exception 
of  NTT  DoCoMo,  controls  about  35%  of 
the  market.  "This  is  a  reaL  business, 
with  real  revenues  and  profits,"  notes 
Ian  Macdonald,  fund  manager  for  Rowe 


Price-Fleming   International   Ii 
Tokyo.  "I  think  it  has  a  lot  of  vj 
Trouble  is,  Shigeta  is  relying 
Net  to  help   maintain  that  g] 
Some  analysts  still  rate  Hikari  a 
the  long  term,  but  with  the  tech 
losing  air — and  Shigeta's  reputl 
with  investors  in  shambles — he'll  [ 
prove  himself  all  over  again. 

By  Irene  M.  Kunii  in 


COMMENTARY 


By  Brian  Bremner 


IS  SOFTBANK  SINKING?  DON'T  BET  ON  IT 


The  global  rout  in 
dot-com  stocks 
has  been  brutal 
for  Softbank  Corp. 
Between  mid-Febru- 
ary and  mid-April,  its 
shares  fell  60%,  va- 
porizing $130  billion 
of  value.  The  Tokyo 
software  and  holding 
company,  now  trying 
to  leverage  its  equity 
stakes  in  about  300 
companies  into  myri- 
ad global  Internet 
tieups,  has  also  dis- 
closed a  currency- 
generated  $528  mil- 
lion pretax  loss  for 
the  fiscal  year  ended 
in  March. 

So  has  Softbank 
turned  out  to  be  the  ultimate  sucker's 
play — all  sizzle  and  no  substance? 
Hardly.  The  topsy-turvy  markets  are 
obscuring  everyone's  vision  when  it 
comes  to  evaluating  companies.  But 
consider  these  numbers:  In  the  past 
13  months,  Softbank's  shares  have 
soared  from  $100  to  $1,900  and  back 
down  to  $680.  Do  the  math  and  it's 
clear  that  the  runup  is  more  impres- 
sive than  the  recent  drop,  dizzying  as 
it  was.  Softbank  shares  are  up  almost 
seven-fold  since  March,  1999. 

Despite  the  sell-off,  Softbank  is  still 
sitting  on  unrealized  gains  of  roughly 
$70  billion  on  its  investments.  The 
slump  says  more  about  Japan's  fledg- 
ling Net  market  than  about  Softbank. 
Softbank  is  the  bellwether  Internet 
play  in  Japan — a  market  with  maybe 
a  dozen  truly  liquid  players,  compared 
with  some  200  in  the  U.  S.  So  a  lot  of 
global  cash  looking  for  Japan's  New 
Economy  is  squeezed  into  a  few  stocks. 
When  the  hordes  stampede  in  or  out 


of  these  equities,  huge  swings  occur. 

Skeptics  have  deeper  concerns,  of 
course.  The  suspicion  is  that  Softbank 
founder  Masayoshi  Son,  who  has 
spent  $3.8  billion  since  1995  on  his 
high-tech  plays,  is  reshuffling  assets 
to  mask  poor  profitability  in  his  core 
software  distribution  and  publishing 
business. 

NO  SCAM.  But  these  suspicions  don't 
stand  up  to  scrutiny.  True,  Son  has 
sold  assets:  the  Ziff-Davis  magazine 
division;  memory  device  maker 
Kingston  Technology  in  Fountain  Val- 
ley, Calif.;  and  Softbank's  5%  stake  in 
antivirus  software  specialist  Trend  Mi- 
cro. But  scam  theorists  ignore  that 
Son  made  no  secret  of  his  strategy  to 
focus  on  e-commerce  and  online  fi- 
nance and  leave  traditional  businesses 
such  as  magazines.  Also,  Softbank 
generates  enough  cash  in  its  core 
businesses  to  service  its  $2  billion  in 
debt — and  has  $1.3  billion  in  the  till. 

Another  issue  for  the  critics  is 


whether  Son  is  di 

«P""^^B  ing  strategic  Net 
^^B^HK  holdings.  Exhibit  . 
his  decision  last  yea 
to  sell  2%  of  Soft- 
bank's 25%  stake  inl 
Yahoo!  Inc.  Some  of] 
that  money  went 
to  invest  in  startups! 
and  offset  some 
write-offs  in  the  Z 
business. 

But  selling  a  sma 
stake  in  Yahoo  mea 
little.  If  anything, 
Softbank  has  deep- 
ened its  ties  to  Yahc! 
by  setting  up  joint 
ventures  in  Asia  anc 
Europe.  They  are 
making  real  profits. 
So  are  Morningstar 
Japan  and  E*Trade  Japan — where 
Softbank  also  has  stakes. 

Finally,  Softbank  critics  insist  that 
Son's  Internet  portfolio  isn't  all  it's 
cracked  up  to  be.  True,  it  is  tricky  to 
value  Son's  unlisted  holdings.  But 
take  a  careful  look  at  how  well  his 
bets  have  performed.  Unless  you 
think  the  Internet  is  a  dead-end 
nology  like  defunct  Betamax,  Softba 
is  one  of  the  most  important  tech 
players  anywhere. 

The  punch  line:  Softbank's  trading 
range  of  $700  a  share  and  market 
of  $70  billion  are  what  the  most  bea 
ish  analysts  said  the  company  was 
ally  worth  back  in  frothy  February. 
Softbank  remains  one  of  Japan's  five 
most  valuable  companies.   Son,  of 
course,  has  to  deliver  steady  earning 
growth.  But  to  suggest  Softbank  is 
melting  down  is  about  as  wild  as  the  | 
gyrations  of  its  shares. 

Bremner  is  Tokyo  Bureau  Chief. 
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TAIWAN 


ANOTHER  ABOUT-FACE 
FOR  ACER 

Problems  in  China  may  undercut  its  new  game  plan 


For  Acer  Inc.,  this  was  supposed 
to  be  the  year  for  a  breakthrough 
in  China.  The  Taiwanese  computer 
giant  last  fall  opened  a  $50  mil- 
lion factory  in  Guangdong  province  that 
churns  out  200,000  desktop  PCs  a  month. 
Acer  plans  to  build  two  more  factories 
by  midyear.  And  with  six  more  in  the 
planning  stages,  says  CEO  Simon  Lin, 
Acer  soon  will  be  ready  for  battle  in 
China's  vast  market.  "The  war  hasn't 
even  started  yet,"  says  Lin. 


TAIWAN  TECH 

Acer  hopes  its 
new  dot-coms 
will  boost 
hardware  sales 


Unfortunately  for 
Acer,  the  war  of  words 
between  the  govern- 
ments of  China  and 
Taiwan  is  again  in  full 
force.  And  Taiwanese 
investors  are  in  danger 
of  getting  caught  in  the 
crossfire.  Furious  over 
the  March  election  victory  of  Chen  Shui- 
bian,  leader  of  the  pro-independence 
Democratic  Progressive  Party,  Beijing 
leaders  for  the  first  time  are  publicly 
lashing  out  at  private  industrialists  who 
actively  support  Taiwan's  next  Presi- 
dent and  suggesting  they  may  not  be 


able  to  do  business  on  the  mainland. 
Acer  Chairman  Stan  Shih,  an  adviser 
to  Chen,  could  be  high  on  the  list. 

Shih  swiftly  issued  a  statement  that 
he  isn't  involved  in  partisan  politics  and 
that  his  role  on  Chen's  advisory  board 
was  "on  behalf  of  the  country."  He  still 
plans  to  visit  Beijing  in  late  April  to 
speak  at  a  government-organized  con- 
ference. But  to  tea-leaves  readers  of 
Beijing  politics,  Acer  may  face  trouble. 

It's  the  kind  of  headache  Acer  really 


STAN 
SHIH  S 
BUSY 
TO-DO 
LIST 

•  Expand  aggressively  in 
China  by  opening  factories 

•  Retreat  from  the  U.S. 
consumer-PC  market,  focus 
on  small-business  clients 

•  Raise  cash  by  selling 
stakes  in  component 
subsidiaries 

•  Diversify  into  Internet  por- 
tals, software,  e-commerce, 
and  entertainment 

•  Make  another  push  in  im- 
proved Internet  Appliances 

DATA:  BUSINESS  WEEK 


can't  afford  right  now.  After  more 
than  a  decade  of  effort,  it  is  ready 
to  call  it  quits  in  the  fiercely  com- 
petitive U.S.  consumer-PC  mar- 
ket. While  sales  are  improving  in 
Southeast  Asia,  an  Acer  strong- 
hold, such  rivals  as  Dell  Comput- 
er, Samsung,  and  Beijing's  Leg- 
end are  showing  stronger  regional 
growth.  Meanwhile,  Acer  is  still  strug- 
gling for  a  foothold  in  China,  which  ac- 
counted for  just  $100  million  of  the 
group's  $8.5  billion  in  sales  last  year. 

If  anyone  in  Taiwan  knows  the  time 
has  come  for  a  major  reversal  in  strat- 
egy, it  is  Stan  Shih.  Time  and  again 


since  starting  Acer  in  1976,  Sh 
has  responded  to  setbacks  in  the 
shifting  computer  industry  by  rec 
ing  the  company.  Now  the  plan 
reposition  Acer  as  a  diversified  h 
company.  Besides  pushing  hard  o 
products,  such  as  cheap  devices 
cessing  the  Internet,  Shih  is  diver 
into  telecom,  e-commerce,  and 
tainment.  On  Apr.  12,  Acer  said 
buy  a  stake  in  Hong  Kong  movi 
tributor  Golden  Harvest  Entertair 
STOCK  SLIDE.  Shih  also  is  feeling 
from  stockholders.  So  far  this 
shares  in  Acer  Inc.,  the  flagship  c 
ny,  have  slid  16% — compared  to 
performance  by  major  computer 
panies  in  the  U.  S.  and  Asia.  Acer 
193%  jump  in  profits  for  the  fise 
ended  Mar.  31,  to  $243  million 
overshadowed  by  a  24%  drop  in  s; 
1999,  caused  largely  by  IBM's  de! 
to  stop  U.  S.  sales  of  Aptiva  pes 
Acer  makes  on  contract.  And  m< 
the  profit  gains  came  from  asset  : 

For  Shih,  one  of  the  biggest 
sions  was  abandoning  the  U.  S 
sumer  sector.  In  the  mid-199( 
seemed  Acer  had  finally  broken  thi 
with  its  sleek,  hugely  popular  A 
home  PC.  But  success  proved  fle< 
After  losing  $45  million  in  the  U. 
year,  says  Shih,  "we  faced  the  f; 
Now  Acer  aims  to  focus  mainly  on 
U.  S.  businesses,  although  that  s 
also  is  becoming  intensely  competi 
Acer  plans  to  remain  a  big  play 
consumer  pes  in  Asia,  where  it  still 
mands  a  solid  share  in  markets  like 
wan  and  Malaysia. 

Acer  also  hopes  to  expand  its 
through  the  Web.  In  Taiwan,  it 
one  of  the  most  popular  Net-sei 
providers  and  hot  sites  that  let  i 
send  greeting  cards,  order  tickets, 
play  games.  Acer  plans  to  pump  i 
$200  million  into  new  Net  business 

While  it  will  still  take  years  b 
the  dot-coms  contribute  to  the  bo 
line,  Shih  hopes  they  will  at  least 
Acer  sell  hardware — such  as  futuri 
ternet  Appliances  (ias)  that  access 
Net  but  lack  all  the  features  of  pes 
though  Acer's  first  Internet  term 
flopped  in  1996,  executives  still  1 
high  hopes  for  the  machines.  "In 
years,  China  will  be  the  second-lai 
market  in  the  world  for  PCs,"  exp 
Lin.  "And  for  lAs,  maybe  even  N< 
Now  No.  9  in  market  share  in  CI 
Acer  aims  to  be  among  the  top  fi' 
both  pes  and  ias  by  2002.  To  reach 
goal,  Shih  has  a  lot  of  diplomacy  t 

By  Bruce  Einhorn,  with  St 
Young  in  Taipei  and  David  Rock, 
New  York 
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;  Plurahs.  Impervious  to  massive  hits  and  mighty  hacks,  an  experienced  road  warrio 


introducing  Plural,  a  s 
consulting  and  development  firm. 


eractive 


STRENGTH.  MULTIPLIED. 


Today,  more  than  ever,  business  is  battle.  And  if  your 
company  is  going  to  own  serious  eBusmess  turf,  you 
need  an  ally  who  can  fortify  your  existing  strengths  and 
compound  your  inherent  capabilities,  fn  short,  you  need 
Plural.  Using  our  superior  strategic,  creative  and  techno- 
logical expertise,  we'll  collaborate  with  you  every  step  of 
the  way  to  develop  an  Internet  presence  that  brings 
satisfaction  to  your  customers,  smiles  to  your  investors 
and  shivers  to  your  competition.  So  let's  suit  up.  Because 
we  just  love  the  smell  of  web  hits  in  the  morning 


877.7PLURAL 


www.plural.com 
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Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities/ 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly/  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs/  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
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Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 

Chase  Manhattan  Bank,  Walter  V.  Shipley 

CNA,  Bernard  L.  Hengesbaugh 

Countee,  Countee  &  Associates,  Thomas  H.  Countee,  Jr. 

Oorsar  Investment  Company,  Stephen  L.  Feinberg 

Dow,  Lohnes  &  Albertson,  PLLC,  Leonard  J.  Baxt 

Epstein,  Becker  &  Green,  PC,  George  P.  Sape 

Glaxo-Wellcome,  Robert  A.  Ingram 

GTE  Corporation,  Charles  R.  Lee 

Hartford  Life,  Inc.,  Lowndes  A.  Smith 

Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 

Kellogg  Company,  Arnold  G.  Langbo 

Kemper  Insurance  Companies,  David  B.  Mathis 

Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 

Mattel,  Inc. 

New  York  Stock  Exchange,  Richard  A.  Grasso 

Northrop  Grumman  Corporation,  Kent  Kresa 

Owl  Hollow  Enterprises,  Philip  E.  Beekman 

Pricewaterhouse  Coopers  LLP,  James  Schiro 

Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 

Steelcase  Inc.,  James  Hackett 

T.  Rowe  Price,  George  A.  Roche 

Venator  Group,  Roger  Farah 

Walmart  Stores  Inc.,  David  D.  Glass 

The  Washington  Post  Company,  Donald  E.  Graham 

Wm.  Wrigley  Jr.  Company,  William  Wrigley,  Jr. 

Wynd  Communications  Corporation,  Dan  Luis 

Xerox  Corporation,  Paul  A.  Allaire 


LEADERSHIP  CIRCLE 

Advocate  Health  Care,  Richard  R.  Risk 

Alex  Lee,  Inc.,  Boyd  L.  George 

Allegheny  Technologies,  Thomas  A.  Corcoran 

American  Airlines,  Donald  J.  Carry 

Amgen  Inc.,  Gordon  M.  Binder 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Bridgestone/Firestone,  Inc.,  Masatoshi  Ono 

Brinker  International  Inc.,  Ronald  A.  McDougall 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Chevron  Corporation,  David  J.  O'Reilly 

The  CIT  Group,  Inc.,  Albert  R.  Gamper,  Jr. 

Comcast  Corporation,  Ralph  J.  Roberts 

Computer  Associates  International  Inc.,  Charles  B.  Wang 

Crestar  Financial  Corporation,  Richard  Tilghman 

Cubic  Corporation,  Walter  J.  Zable 

Deluxe  Corporation,  John  A.  Blanchard  III 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

The  Dun  &  Bradstreet  Corporation,  Clifford  L.  Alexander,  Jr. 

Deloitte  &  Touche  LLP,  J.  Michael  Cook 

Ernst  &  Young,  Philip  A.  Laskawy 

Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 

Ford  Motor  Company,  Jacques  Nasser 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

The  Goodyear  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Henry  Ford  Health  System,  Gail  L.  Warden 

Hilton  Hotels  Corporation,  Stephen  R.  Bollenbach 

Howrey  &  Simon,  Robert  F.  Ruyak 

Hunton  &  Williams,  Thurston  Moore 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Farell 

Ingersoll-Rand,  James  E.  Perrella 

John  Hancock  Mutual  Life  Insurance  Company,  Stephen  L.  Brown 

J. P.  Morgan  &  Co.  Inc.,  Douglas  A.  Warner 

Keebler  Company,  Sam  K.  Reed 

KeySpan  Energy,  Robert  B.  Catell 

Kmart,  Floyd  Hall 

Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 

Michael  T.  Rose  Companies,  Michael  T.  Rose 

The  May  Department  Stores  Company,  David  C.  Farrell 

Motorola  Inc.,  Chris  Galvin 

NEC  America,  Inc.,  Karou  Yano 

Olin  Corporation,  Donald  W.  Griffin 

Panasonic/Matsushita  Electric 

Corporation  of  America,  Yoshinori  Kobe 
Pitney  Bowes,  Inc.,  Michael  J.  Critelli 
PPG  Industries,  Inc.,  Raymond  W.  LeBoeuf 
The  Procter  &  Gamble  Company,  Durk  Jager 
The  Prudential  Insurance  Co.  of  America,  Arthur  F.  Ryan 
Rockwell  International  Corporation,  Don  H.  Davis,  Jr. 
Shaklee  Corporation,  Charles  Orr 
Shell  Oil  Company,  Steven  L.  Miller 
Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
Tribune  Broadcasting  Co.,  Dennis  FitzSimons 
ULLICO,  Inc.,  Robert  A.  Georgine 
U.S.  Can  Corporation,  Paul  W.  Jones 
Warner-Lambert  Company,  Lodewijk  J.R.  de  Vink 
Wilmer,  Cutler  &  Pickering 
Worthington  Industries,  Inc.,  John  P.  McConnell 


For  more  information  on  how  you  can  join  the  CEO  Council,  contact: 

NATIONAL  ORGANIZATION  ON 

Dl    ABILITY 

www.  nod  .org 

910    Sixteenth    Street,    NW,    Washington,    D.C.    20006 
202.293.5960    TDD:    2  0  2.293.5968    e-mail:    coocounc!      nod.org 
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With  your  help,  the  right  choice  will  always  be  made.  This  is  just  one  of  over  6  million  endangered  acres  of  America's  parklands  that  can  be 
saved  when  you  participate  in  the  National  Park  Trust  Land  Donor  Program.  A  charity  that  will  sell  your  unused  land  and  invest  the  proceeds  into 
strengthening  and  protecting  our  country's  national  treasures.  Donating  your  property  to  the  National  Park  Trust  also  offers  significant  tax  advantages 
and  a  great  way  to  create  a  lasting  legacy.  Just  ask  your  financial  advisor.  To  learn  more  about  donating  your  land,  give  us  a  call  at  1-877-299-PARK. 
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ernational  Outlook 


D  BY  SHERI  PRASSO 


IRTH  KOREA:  WHY  IT'S  SUDDENLY 

;ADY  TO  GOME  IN  FROM  THE  COLD 

North  Korea's  economy  has  shrunk  by  a  third  in  the  last 
decade,  according  to  KDI.  Floods  and  famine  have  hit  hard, 
killing  hundreds  of  thousands.  The  economy  finally  stopped 
contracting  last  year.  But  in  order  to  grow  again,  North  Ko- 
rea needs  foreign  capital  and  technology.  Pyongyang  fears  a 
rapid  opening  will  bring  the  same  type  of  collapse  that 
brought  down  the  Soviet  Union,  its  former  patron. 

So  Kim's  strategy  is  to  go  slow,  picking  up  where  his  father 
left  off.  The  elder  Kim  first  scheduled  a  summit  with  the 
South  in  1994,  but  he  died  suddenly  be- 
fore it  happened.  The  young  Kim  began 
his  outreach  just  last  year,  and  the  cam- 
paign is  only  now  showing  a  payoff:  Diplo- 
matic relations  with  Italy  began  Jan.  4, 
2000;  normalization  talks  are  going  on 
with  Tokyo,  and  a  high-level  visit  is  being 
negotiated  with  Washington. 

The  U.  S.  has  been  pushing  North  Ko- 
rea to  talk  directly  with  Seoul,  and  the 
two  showed  a  rare  degree  of  coordina- 
tion when  they  simultaneously  announced 
the  summit  on  Apr.  10.  A  lot  of  credit 
goes  to  South  Korean  President  Kim  Dae 
Jung,  wiio  has  been  courting  the  North  with  his  "Sunshine 
Policy"  for  years.  The  announcement,  which  came  three  days 
before  the  South's  parliamentary  elections,  is  the  peace  divi- 
dend he  had  been  promising  voters.  South  Korean  business- 
es are  poised  to  invest  billions  north  of  the  border.  "They  are 
the  only  ones  ready  to  take  risks  in  the  North,"  says  Lee  Ki 
Won,  of  Seoul's  Institute  of  North  Korea  Studies. 

Washington  is  offering  its  own  peace  dividend,  too.  The 
Clinton  Administration  has  lifted  some  trade,  banking,  and 
other  decades-old  sanctions  against  the  North  and  is  hinting 
at  other  benefits  if  Pyongyang  publicly  renounces  terrorism. 
The  hope  is  that  Kim  is  desperate  enough — and  secure 
enough — to  move  the  country  forward. 

By  Moon  Ihlwan  in  Seoul 


"th  Korea's  enigmatic  leader,  Kim  Jong  II,  is  known 
r  brinksmanship.  For  years  he  has  been  rattling  nuclear 
ibers  to  get  money  and  other  concessions  from  the 
ind  its  allies.  But  recently,  Kim  has  been  attempting  to 
ihis  country  out  of  its  Cold  War-era  shell.  In  an  unusual 

of  diplomacy,  North  Korea  has  embarked  upon  im- 
ig  relations  with  the  world's  capitals:  first  Tokyo  and 
ngton,  and  now  Seoul.  Although  the  twro  Koreas  are 
Bally  still  at  war,  they  have  scheduled  a  summit  meet- 
:  June  12-14. 

summit — if  it  happens — could  open 

era  for  the  isolated  North,  easing 
bs  of  hostile  relations.  The  diplo- 
efforts  mark  a  sort  of  "coming  out" 
e  58-year-old  leader,  who  has  been 

consolidating  his  power  since  he 
»ver  from  his  more  charismatic  fa- 
Um  II  Sung,  who  died  in  1994.  Over 
:ars,  Kim  has  annointed  a  younger, 
flexible  generation  of  officials,  re- 
ar his  father's  old  guard, 
v,  North  Korea  watchers  say,  Kim 
aough  confidence  in  his  authority  " 
he  military  and  the  Politburo  to  move  the  country  to 
:xt  stage  of  openness  without  jeopardizing  his  hold  on 
.  "Until  recently,  Kim  Jong  II  had  to  place  emphasis  on 
al  control  and  simply  had  no  room  to  get  his  diplomat- 
together,"  says  Koh  II  Dong,  a  fellow  at  the  Korea  De- 
nent  Institute  (km),  a  government-funded  think  tank. 

PAYOFF.  It's  about  time  Kim  tried  to  resuscitate  his 
ry.  North  Korea's  war  threats  and  missile  launches 
secured  just  enough  aid  to  avoid  collapse.  So  Kim  is 
ing  that  improved  diplomatic  ties — particularly  with 
>uth — could  help  North  Korea  get  more  foreign  invest- 

loans,  and  access  to  international  commodities  mar- 
o  sell  some  of  its  products,  including  magnesium,  nick- 
i  tungsten. 


KIM:  Gaining  confidence  in  his  power 
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INCH  TIME  IN  RUSSIA 


ewly  elected  President  Vladimir  V. 
n  is  moving  closer  to  deciding  how 
ickle  Russia's  deep  routed  econom- 
■oblems.  A  team  of  10  liberal  econ- 
;ts  has  presented  him  with  two 
rent  plans  for  rolling  back  govern- 
t  interference  in  the  economy  and 
butting  barter,  which  accounts  for 
(i  ."H)',  of  all  business-to-business 
eactions  in  the  country. 

he  most  radical  approach  envisions 

ling  state  social  spending  by  5091 

in  10  years  or  less.  Thai  could  in- 


volve privatizing  everything  from  the 
pension  system  to  medical  care,  which 
is  mostly  free  in  Russia.  A  second, 
more  moderate  plan  involves  slashing 
social  spending  by  25%,  says  a  source 
close  to  the  economic  team. 

Both  plans  call  for  major  steps  to 
deregulate  the  economy:  a  proposed 
flat  income-tax  rate  of  12%,  the  reduc- 
tion and  elimination  of  numerous  cus- 
toms duties,  sweeping  bankrupt ci< 
unprofitable  enterprises,  and  a  major 
reform  of  the  bureaucracy  to  reduce 
corruption. 

Putin  is  expected  to  decide  on  his 


economic  program  by  May  15 — a  week 
after  his  inauguration.  "His  opinions 
on  the  economy  are  quite  liberal,"  says 
German  O.  Gref,  head  of  the  planning 
team.  "He  has  a  ven  good  sense  of 
what  can  be  implemented."  Leading 
husinesspeople  hope  Putin  opts  for  fasl 
and  deep  reform.  But  the  big  ques- 
tions are  whether  he  can  get  backi: 
from  the  parliament — and  whether  he 
feels  a  radical  approach  could  spark 
social  tensions.  Although  many  Rus- 
sians agree  that  the  econon         eds  to 
be  shaken  up,  they  may  w     be  ready 
to  accept  the  pain. 
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The  dot  in  .com  presents  a  one-man  performance 


There's 


(This  Guy  Knows  Everything!) 


LARRY  WOKE  UP  ONE  morning  but  was  still  tired,  tired  of  customers  WHO  COULDN'T  ACCESS  ORDER  status,  tired  of  manufacturers  who  I 

COULDN'T  SYNCH  UP  WITH  VENDORS.  TIRED  OF  MARKETING  VPs  WHO  COULDN'T  RECEIVE  OVERNIGHT  SALES  FIGURES.  SO  WHAT  DID  HE  DO?  HE  DID  WHAT  ALL  THE  FORWARD"TH  I  Njj 

,;,  PEOPLE  DO.  HFWORKED  WITH  US.  AND  DOKOMMED  HIS  DATACENTER.  HE  STARTED  WITH  SOLARIS™ —  THE  .COM  OPERATING  ENVIRONMENT  BUILT  TO  WITHSTANt I 

DEMANDS  OF  THOUSANDS  OE  USERS  24/7  HE  CHOSE  FROM  A  COMPLETE  LINE  OF  INTERNET-TESTED  ENTERPRISE  SERVERS  WITH  THE  POWER  TO  SCALE  AS  BIG  I 

'■'BUSINESS  AND  BEYOND.  THEN  HE  GOT  SUN'S  RELIABLE  STORAGE  PRODUCTS  THAT  ENSU  RE  THE  HIGHEST  LEVELS  OF  DATA  AVAILABILITY,  EVEN  AS  DEMAND  GROWS.  HE  PUT  IT  ALL  1 

TOGETHER (r-  FROM  PUNNING  TO  SUPPORT  -  WITH  EXPERTISE  FROM  SUN  SERVICES  AND,  VOILA!  ALL  THAT  IMPORTANT  INFORMATION  IS  NOW  ACCESSIBLE  TO  WHCI 

NEEDS  IT  FROM  WHEREVER  THEY  ARE.  TODAY,  THERE  REALLY  IS  SOMETHING  ABOUT  LARRY'S  BUSINESS.  IMPROVING  SALES  AND  CUSTOMER  RESPONSE  FROM  (jl 

i       END  OF  THE  COUNTRY  TO  THE  OTHER  AND  BEYOND.  AND  THE  ONLY  ONE  LOSING  ANY  SLEEP  THESE  DAYS  IS  HIS  COMPETITION. 


.»  ..COM/LARRY  ©2000  sun  microsystems,  inc.  ill  rights  reserved 

f  'SUN,  SUN  IMMSWS,  THE  SUN  LOGO,  THE  IAVA  COFFEE  CUP  LOGO,  SOWS,  THE  NETWORK  IS  THE  COMPUIER.  AND  WE'RE 

Java  tut  dot  in  .com  are  trademarks  or  registered  trademarks  oe  sun  microsystems,  inc  in  the  u.s.  and  other  countries. 
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EWARE  THE 
RESS  RELEASE 

right  spin-or  even  a  lie-can  make  stock  prices  soar 


n  Apr.  8,  the  Securities  &  Ex- 
change Commission  filed  a  suit 
against  a  Los  Angeles  tree 
trimmer,  Steph 
sting  fake  press 
on     message 
s  on  behalf  of 
lect,  a  micro- 
et  stock.  The 
alleges    that 
put  out  pho- 
uy  recommen- 
is"     under     the 
Independent   Fi- 
ll Reports  and  post- 
;m  on  Internet  mes- 
boards.  Those  press 
es  were  also  distrib- 
Dy  Business  Wire,  a 
Internet  news  ser- 
and    ended    up   on 

services     (  like 
iberg  and  investor  Web 
ike  Miu-ketvvatch.com  and 
.reet.com.  The  stock  traded 
*h  as  $22  a  share  on  Mar.  9 
s  now  trading  at  less  than  $1  a 


traditional  wire  services   mch  as  Dow 
Jones  &  Co.  or  Reuters  Group  PLC.  Bui 

often  the  "news"  is  merely  paid  pi 
release  distributed  through  Interne!  n 
services  such  as  ra  Newswire  and  Busi- 
ness Wire  That's  why  many  companies, 
especially  Net-related  and  biotech  com- 
panies that  trade  more  on  promise  than 
profits,  are  able  to  put  out  a  steady 
stream  of  releases  to  pump  up  their 
stocks.  "Investors  are  increasingly  putting 
as  much  credence  in  paid  releases  posted 
on  the  Internet  as  they  do  in  real  jour- 
nalism," says  Gerald  S.  Schwartz,  presi- 
dent and  ceo  of  G.  S.  Schwartz  &  Co.,  a 
New  York  public-relations  firm. 

Some  companies  are  considered  press- 
release "blasters" — they  put  out  a  press 
release  almost  every  day.  "Companies 
create  questionable  new 
'divisions,'  'mergers,'  and 
'products' 


e're  pleased  that  the  SBC  is 
g  us  guard  information  we're 
buting  to  consumers,"  says  a 
ess  Wire  spokesman.  An  eCon- 
ipokesman  denies  that  the  corn- 
has  any  relationship  with  Sayre. 
and  loose.  Once  a  relatively 
ane  communications  device,  a 
release  now  has  the  might  to 
itically  drive  the  price  of  a  stock. 
result,  more  companies  are  design- 

•ess  releases  with  thai  goal  in  mind. 
t's  not  just  edgy  or  pushing-the- 
headlines  from  lesser-known  com- 
thal  are  designed  to  Bpike  share 

.  Stock  analysts  say  established 
mies  are  also  playing  fast  and  loose 
press-release   language,  especially 

involving  earnings  reports.  They 
exclude  entire  unprofitable  sub- 

ies.  OT  leave  out  key  i 1 1 tori l Kit  ion 

is  certain  losses    in  order  to  appear 


"Investors  are  putting 
as  much  credence  in 
paid  releases  on  the  Net  as 
they  do  in  real  journalism" 


rosy  to  investors.  This  has  captured  the 
SBC's  attention.  "While  we  don't  regulate 
press  releases,  we  are  on  guard  for 
fraudulent  and  manipulative  statements," 
says  Chris  I'llman.  an  SEC  spokesman. 
I  tut  even  the  SEC  admits  this  is  a  gray 
area  and  difficult  to  police. 

To  be  sure,  stocks  have  always  risen 
or  fallen  on  news,  but  the  Internet  has 
fundamentally  changed  the  way  news  is 
delivered.  Average  investors  now  gel 
"news"  over  the  Internet  as  soon  as — or 
in  some  cases   befon — it    is   posted  on 


just  to  stay  on 
investors'  radar 
screens,"  says  Robert 
V.  Green,  an  analyst  at  financial  Web 
site  Briefing.com  Inc. 

In  fact,  a  pending  class  action  against 
eConnect,  filed  by  investors,  alleges  that 
one  press  release  announced  a  false 
strategic  alliance  with  a  financial  con- 
cern. Another  allegedly  announced  the 
false  acquisition  of  a  sports  company.  An 
eConnect  spokesman  explains:  "Share- 
holder suits  are  not  uncommon  when 
there  is  a  precipitous  drop  in  'he  stock 
price."  The  SEC  has  also  sued  eConnect 
and  its  president,  Thomas  S  Hughes,  on 
the  grounds  that  the  company  itself  had 

issued  numerous  "false  and  misleading" 
press  releases.  "eConnect  ami  Hughes 
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Finance 


eConnect  enters  Strategic  Alliance  With  Empire  Financial  Group  inc. 
to  Launch  ©Connect'*  Instant  Cash  Trading  Account  System. 


MON DAY FEBRUARY  28,  200  I  AM  EST 

LOS  ANGELES,  Feb  28,  2000  (BUSINESS  WIRE)  --  eConnect 


FALSE  CLAIMS?  7«t>es£< 
have  filed  a  class  actio 
against  eConnect 


neither  admit  nor  deny  guilt,"  says  the 
eConnect  spokesman. 

Some  companies  argue  that  their  re- 
leases are  misunderstood.  On  Monday, 
Mar.  6,  millions  of  investors  were  con- 
vinced that  a  small  Seattle  biotech  com- 
pany, NeoRx  Corp.,  had  found  the  cure 
for  cancer.  So  they  pounced  on  the  stock, 
driving  the  price  up  from  $21  a  share 
all  the  way  to  $70.  On  that  day,  NeoRx's 
volume  reached  17  million — up  from  an 
average  daily  volume  of  850,000. 
CANCER  CURE.  What  caused  the  frenzy 
was  a  company  press  release  headlined 
"NeoRx  Reports  Cure  of  Lung,  Breast, 
and  Colon  Cancer  in  Pre-Clinical  Animal 
Studies  Using  a  Single  Dose  of  Pre-Tar- 


often,  just  one  employee  has  signed  up 
for  a  company's  service." 

On  Mar.  28,  Zixlt  Corp.,  an  Internet 
privacy-and-security  company  partly 
owned  by  H.  Wayne  Huizenga, 
announced  in  a  press  release:  "The  Perot 
Group  Adopts  ZixMail  for  Secure 
Internet  Communications."  The  stock 
spiked  $16  a  share  on  the  news,  and 
closed  at  its  52-week  high  of  $96.50. 
As  it  turned  out,  only  one  executive  of 
the  Perot  Group  had  registered  for  the 
Zixlt  service.  What's  more,  investors  con- 
fused the  Perot  Group,  a  small  invest- 
ment concern  owned  by  Ross 
Perot,  with  Perot  Systems,  the  giant 
7,000-employee  systems-integration  com- 


Thursday  March  2, 10:27  am  Eastern  Time 
Company  Press  Release 

Staples  Retail  and  Delivery  Reports 
Double-Digit  Same-Store-Sales  for  Fourth 
Quarter 


they  were  going  to  pi 
their  own  press  release 
we  wouldn't  run  a  cla 
tion."      A      Perot 
spokesman    responds: 
don't  comment  on  our  ii 
ments."  Cook  maintains  that  the 
press  release  was  accurate. 

Years  ago,  PR  agencies  that  acce] 
client's  stock  as  payment  were  c< 
ered  little  more  than  stock  prom 
Even  the  most  legitimate  public 
tions  agencies  now  commonly 
client  equity  payments.  "You  have  a 
ed  interest  and  a  bigger  concern  fc 
client,"  explains  Schwartz.  All  of  t 
no  doubt  contributing  to  another  pro 
the  growing  trend  of  obfuscating  ear 
in  press  releases.  Notes  Charles  Hi 
rector  of  research  at  earnings-resi 
firm  First  Call  Corp.:  "Companie 
increasingly  using  press  releases  t 
you  to  view  their  numbers  more  f 
ably  than  they  really  are." 

On  Mar.  2,  Staples  Inc.  pu 
a  press  release  playing  uj 
profitability  of  its  brick-and- 
tar  division  while  ignoring 
ples.com.  Staples  Inc.  owns 
of  Staples.com,  and  it  has  ap 
for  its  own  tracking  stock 
ertheless,  on  the  same  day 
dot-com  issued  a  separate  re 


isufets 


NUMBER  GAME:  Staples 
stores  are  what  grew;  its 
dot-com  lost  millions 


Thursday  March  2, 7:14  am  Eastern  Time 
Company  Press  Release 


get  Technology."  Investors 
zeroed  in  on  two  key  words: 
"cure"  and  "cancer."  "The  re- 
lease  did  not  make  it  clear 
that  validation  from  human 
trials  could  take  years,"  says  Dayton  Mis- 
feldt,  an  analyst  at  Roth  Capital  Part- 
ners. NeoRx'  CEO,  Dr.  Paul  G.  Abrams, 
as  well  as  his  public  relations  firm,  deny 
crafting  a  press  release  that  would  move 
the  stock.  In  fact,  Abrams  went  on  CNBC 
that  day:  "I  explained  that  it  was  the 
first  step  of  a  multistep  process  that 
would  involve  testing  of  humans  over 
several  years,"  he  said. 

A  common  ploy  for  companies  is  to 
announce  that  a  larger  company  will  be 
using  its  services  or  has  been  taken  on  as 
a  client.  "You'd  think  the  two  companies 
are  getting  married,"  says  Green.  "But 


Staples.com  Revenue  Grows  More  Than  450 
Percent  for  the  Fourth  Quarter  and  Year 


pany    also    owned    by    Ross    Perot. 

The  next  day,  Zixlt  issued  a  clarifying 
press  release:  "Our  prior  press  release 
should  not  be  interpreted  to  imply  de- 
ployment or  endorsement  of  the  ZixMail 
service  by  the  Perot  Group,  Mr.  Ross 
Perot  personally,  or  Perot  Systems 
Corp."  Since  that  release,  Zixlt's  stock 
has  fallen  more  than  50%,  trading  at 
around  $43  a  share. 

Zixlt's  ceo,  David  P.  Cook,  says  the 
head  of  Perot's  investment  group  de- 
manded a  retraction  of  Zixlt's  press  re- 
lease. "It's  my  understanding  that  they 
held  a  short  position  in  Zixlt  stock,"  says 
Cook.  "It  was  either  run  a  clarification,  or 


headlined:  "Staples.com  Revenue  Gi 
More  than  450%  for  Fourth  Quarter 
Year."  Buried  in  the  press  release  w 
fourth-quarter  profit  loss  of  $9.8  mil 

Others  such  as  the  Walt  Disney 
and  Ziff-Davis  have  used  similar 
ings-release  strategies.  "Investors 
look  beyond  press  releases  and  revk 
company's  filings  with  the  sec,  w 
subscribe  to  generally  accepted  acco 
ing  principles,"  says  the  sec's  Ullma, 

But  as  press  release  language  jj 
murkier  and  murkier,  one  thing  is  crj 
clear:  Investors  who  buy  on  PR  sps 
are  likely  to  get  burned. 

By  Marcia  Vickers  in  New 
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425  Reasons  Cats  Hre  Better  Than  Men,  Diane  Stember  $14.95 
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This  year  people  will  buy  millions  of  books  from  Rmazon.com.  Rnd  BER's  e-commerce 
transaction  software  will  make  it  possible.  
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Finance 


DEALS 


SUDDENLY,  GOLDMAN 
IS  LESS  GOLDEN 

After  brokering  a  string  of  troubled  deals,  the  firm  is  facing  criticism  from  investors 


Goldman,  Sachs  &  Co. 
has  had  an  enviable 
run  of  good  fortune. 
The  Wall  Street  pow- 
erhouse brokered  a  record 
number  of  global  mergers 
during  the  past  three  months 
and  won  60  mandates  to  un- 
derwrite initial  public  offer- 
ings worth  nearly  $11  bil- 
lion— more  than  any  of  its 
rivals.  But  even  as  top  ex- 
ecs celebrated  their  success, 
some  of  the  firm's  high-profile 
deals  were  going  awry. 

Goldman  co-managed  the 
$2.9  billion  listing  of  Dutch 
Internet  company  World  On- 
line International  on  Mar.  17. 
Within  10  days,  the  stock 
price  had  plunged  by  more 
than  half.  Now,  angry  in- 
vestors are  threatening  to 
sue  the  company  and  its 
bankers  for  not  disclosing 
that  World  Online  Chair- 
woman Nina  Brink  had  sold 
much  of  her  stock  three 
months  before  the  flotation — 
and  for  well  below  the  issue 
price.  No  lawsuits  have  been 
filed  so  far,  though. 

Then  the  planned  $30  bil- 
lion merger  of  Goldman  client 
Dresdner  Bank  and  Deutsche 
Bank  collapsed  amid  mutual 
recriminations  on  Apr.  5.  And 
the  Chinese  government  oil 
company  PetroChina  Co.'s  ini- 
tial public  offering  on  Apr.  6 
gave  Goldman  two  sets  of  LONDON  HQ 
headaches.  First,  it  had  to  


The  loss  of  top  talent  may  have  played  a  role 


slash  the  size  of  the  deal  to  $2.9  billion 
from  a  projected  $5  billion  and  price  it  at 
the  lower  end  of  the  expected  range  be- 
cause of  a  poor  response  from  investors. 
Then  Goldman  exposed  itself  to  criti- 
cism, and  possibly  a  formal  reprimand 
from  the  U.  S.  Securities  &  Exchange 
Commission.  Several  weeks  before  the 
flotation,  four  Goldman  salespeople  in 
New  York  sent  e-mails  to  83  hedge 


funds  and  institutional  investors  pitching 
the  deal  and  giving  earnings  projections. 
U.  S.  law  prohibits  such  communications 
without  SEC  clearance. 

Goldman  executives  blame  many  of 
these  missteps  on  adverse  market  con- 
ditions. World  Online's  stock  price 
plunged  as  Internet  stocks  everywhere 
were  faltering,  says  a  Goldman 
spokesman,  adding:  "Market  volatility 


is  not  a  one-firm  phei 
'Wl^   non."    He    also    says 
^^  Brink's  share  sale  ws 
ported  in  the  Dutch  fir 
newspaper  Het  Fina 
Dagblad    on    Mar.    4, 
weeks    before    the    li 
When  Goldman  disco 
the  breach  of  U.  S.  sec 
law  in  the  PetroChina 
ing,  it  was  mentioned  i 
prospectus.  "You  coul 
we  turned  ourselves  in,' 
the  spokesman.  He  als< 
the     firm     can     hardl 
blamed  for  the  collap 
the  Deutsche-Dresdner 
which  was  approved  by| 
banks'  boards. 
IPO  WOES.  GoMman  ha 
some    real    successes, 
Among  them:  the  Fe 
victory  by  Royal  Ba 
Scotland  in  its  long-ru 
battle  to  take  over  Nai 
Westminster  Bank.  It 
advised  Britain's  Vod 
AirTouch  PLC,  which 
momentous   fight   for 
many's  Mannesmann  on 
3.  Meanwhile,  Goldman 
vals  have  suffered  setb 
Morgan  Stanley  Dean 
ter,    for    example,    ad 
Deutsche    in    the    bot 
merger.  And  Credit  S 
First  Boston  was  respi 
ble  for  the  Apr.  3  listi 
Trader.com  on  Paris  Nou] 
Marche  exchange,  whic 
almost  40%  of  its  valu 
its  first  day. 
All  the  same,  Goldman  has  a 
recent  record  with  IPOs.  Fully  one-1 
of  the  companies  the  bank  has  t; 
public  since  the  beginning  of  1999 
trading  below  their  initial  offering  p 
according  to  CommScan,  a  New 
firm  that  follows  new  share  issues 
MSDW,  the  proportion  is  one  in  six, 
at  csfb,  it's  one  in  five. 

Competitors  seem  to  be  taking  r 
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%  The  dynamics  of  air  and  space, 
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AND  OTHER  ADVENTURES 


SUPPLY  CHAIN  MANAGEMENT. 
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Simple  physics:  uninflated  balls  take  up 
less  space.  That's  why  we  ship  soccer  balls 
flat  to  Europe  for  a  leading  manufacturer. 
Until  they  arrive  at  a  distribution  center  near 
Amsterdam.  There,  at  a  specially-designed 
pumping  station,  we  inflate  and  package 
them  for  the  final  leg  of  the  journey. 

If  there's  a  more  efficient  way  to  move 
goods  from  manufacturing  to  market,  CNF 
will  find  it.  It's  what  we  do  every  day,  every- 
where. To  find  out  more,  visit  our  website. 


•C!l^; 


Where  supply  meets  demand. 


www.freight.com 


EMERY  WORLDWIDE 

CON-WAY   TRANSPORTATION   SERVICES 

MENLO   LOGISTICS 


Finance 


First  price:  50,20 


BRINK:  Sold  slid  res 
before  the  IPO 

cious  delight  in 
Goldman's  troubles. 
While  refusing  to 
be  quoted  by  name, 
they  charge  Gold- 
man with  faults 
ranging  from  mis 


n'f  want  to  be  named, says  that  it  was 
"Goldman's  arrogance  that  helped  get 
us  into  this  mess." 

Two  other  European  deals  have  floun- 
dered because  of  falling  stock  prices.  Ly- 
cos Europe's  shares  dropped  5.5%  on  the 
first  day  of  trading,  Mai-.  22,  and  have 
languished  ever  since.  And  Pixelpark, 
the  German  Internet  consultant  owned 
by  media  giant  Bertelsmann,  lost  out  on 
a  chance  to  acquire  Sweden's  Cell  Net- 
work and  Mandator  when  its  share  price 

GOLDMAN'S  TARNISHED  DEALS 

IXOS  SOFTWARE  Goldman  sold  shares  in  the  German  company  on 
Mar.  10,  three  weeks  before  Ixos  issued  a  profit  warning  on  Mar.  31. 
Goldman  says  it  had  no  knowledge  of  the  warning. 

WORLD  ONLINE  Investors  are  threatening  to  sue  over  the  prospectus  for  a 
$2.9  billion  IPO  that  they  claim  was  misleading.  Goldman  says  all  the 
proper  information  was  included  and  was  reported  in  the  Dutch  newspapers. 

PIXELPARK  The  German  Internet  consultant  abandoned  its  $2.3  billion 
acquisition  of  Cell  Network  and  Mandator,  arranged  by  Goldman,  after 


fectly  satisfied"  with  Goldman's 
some  critics  say  it  didn't  suffil 
warn  him  that  discussions  abol 
fate  of  his  investment  bank  could 
divisive.  "There  was  clearly 
doubt  about  the  details  of  the  dc 
should  have  been  thought  out  be 
was  made  public,"  says  John  i 
land,  a  director  of  Integrum,  a  I 
based  consultant  that  advises 
nies  on  mergers.  "Goldman  has 
some  of  the  responsibility  for  th^ 
Goldman 
that  the  d 
thoroughly  th 
out  and  welll 
tured.  That' I 
says  a  spokj 
for  the  firm, 
ner  was  able 

tricate  itsell 
the  merger  so| 
when  disagree 
with  Deutschd 
the         integi 


reading  the  market     Pixelpark  shares  fell  more  than  18%  in  early  April. process 


DATA  BUSINESS  WEEK 


to  arrogance  to 
overstretching  its 
equity  operations. 
"They  thought  they 
could  do  no  wrong," 
says  one  rival  in- 
vestment banker. 
"Now  they  are 
getting  their  come- 
uppance." 

OUT  THE  DOOR.  Goldman  could  easily 
shrug  off  the  criticisms  from  jealous  ri- 
vals. It's  different  when  clients  join  the 
chorus.  Some  worry  that  the  reassign- 
ment or  departure  of  several  of  its  senior 
bankers  in  Europe  has  hurt  Goldman's 
capacity  to  handle  big  deals.  In  February, 
Antoine  Schwartz,  the  head  of  equity 
capital  markets,  moved  to  the  private- 
equity  side  of  the  business.  Then 
Matthias  Mosler,  a  specialist  in  German 
equities,  defected  to  Merrill  Lynch  &  Co., 
where  he  joined  another  ex-Goldman 
banker,  Dante  Roscini.  "That's  30  years  of 
experience  gone  at  a  time  when  they  are 
working  flat  out  to  get  all  their  deals 
done,"  says  a  client.  Goldman  says  it  has 
hired  12  new  employees  in  its  European 
equity  operations. 

Some  institutional  investors  say  they 
are  unhappy  with  Goldman,  too.  World 
Online's  IPO,  for  example,  came  just  af- 
ter Morgan  Stanley  Dean  Witter's  less- 
than-impressive  launch  of  StepStone. 
But  World  Online's  offering  was  21 
times  oversubscribed,  and  Goldman  set 
its  share  price  near  the  top  of  the  ex- 
pected $34-to-$42  range.  Referring  to 
the  ensuing  sharp  drop  in  World  On- 
line's price,  one  fund  manager,  who  did- 


DRESDNER  BANK  Germany's  biggest  bank  merger  collapsed  when 

the  Goldman  client  pulled  out  of  an  agreed-upon  $30  billion  merger  with 

Deutsche  Bank  on  Apr.  5. 

PETROCHINA  Goldman  concedes  it  may  have  broken  U.S.  securities  laws 
by  prematurely  sending  e-mails  to  investors  ahead  of  the  April  6,  $2.9  bil- 
lion offering.  When  the  breach  was  discovered,  it  was  mentioned  in  the 
prospectus. 


couldl 
resolved.  "Al 
who  suggests 
Dresdner  Kleil 
Benson  was 
looked  doesnl 
derstan'd  whs 
details  of 


Untemehmen 


slid  more  than  18% 
in      early      April. 
Nonetheless,  an  in- 
sider at  Bertelsmann 
says:    "We're    very 
happy  with  Goldman 
Sachs's  work."   On 
Mar.    31,    Goldman 
had  another  fire  to 
put  out  when  Ger- 
many's   Ixos    Soft- 
ware issued  a  profit 
warning  just  three 
weeks   after   Gold-  ~ 
man  sold  some  of  the  shares  it  owned  in 
the  company.  Goldman  says  it  had  no 
idea  about  Ixos'  troubles  and  notes  that 
the  firm  still  holds  an  8%  stake. 

The  collapse  of  the  Dresdner- 
Deutsche  merger,  which  would  have 
created  the  world's  second-biggest 
bank,  was  perhaps  the  most  embar- 
rassing moment  for  Goldman.  Respon- 
sibility for  the  failure  ultimately  rests 
with  Rolf-E.  Breuer  and  Bemhard  Wal- 
ter, the  chief  executives  of  Deutsche 
and  Dresdner,  who  couldn't  agree  on 
what  to  do  with  Dresdner's  investment- 
banking  unit,  Dresdner  Kleinwort  Ben- 
son. Although  Walter  says  he  was  "per- 


Dresdnen 


SO  CLOSE:  Could  Goldman  have  managed  the  talks  be 


action    were,"   adds    the    spokes 
Despite  the  bluster,  Goldmar 
clearly  learned  some  hard  lessons 
past  few  weeks.  It  has  priced  DeuJ 
Telekom's  Internet  spinoff,  T-OnlineJ 
40%  discount  to  the  orginal  price 
— a  tactic  aimed  at  avoiding  a 
markdown  when  the  shares  begin 
ing  on  Apr.  17. 

Goldman  has  done  well  in  the  I 
partly  because  of  its  reputation  for| 
ting  things  right.  That's  an  imaj| 
can't  afford  to  lose  if  it  wants  to 
on  to  the  head  table  at  the  global  | 
banquet. 

By  David  Fairlamb  in  Frank 
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Weren't  you  an  executive  when 
you  walked  in  this  morning? 


guess  is  that  you'd  prefer  to  focus  on  your  core  business. To  get  you  there,  Infinium  ASP  offers  a  comprehensive  suite  of  business 

I /are  and  analytical  tools  that  are:  1 .  available  over  the  Web,  2.  customized  to  your  business  processes.  3.  securely  hosted,  and  4.  able 
upport  complex,  large-scale  businesses  as  well  as  start-ups.  Why  Infinium?  We're  the  first  single-source,  fully  accountable 
ication  Service  Provider,  with  a  proven  track  record  of  delivering  solutions  to  2,000  customers.  For  a  copy  of  our  Executive  Report 
ie  business  benefits  of  ASPs,  call  1 .877.356.0228,  or  go  to  infinium.com/asp.  *.' 
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E-BUSINESS 


AN  IPO  FOR  TOM-BUT 
MAYBE  NOT  DICK  OR  HARRY 

The  hype  is  over.  Soon,  only  the  solid  Net  offerings  will  survive 


R 


ob  LoCascio  dreamed  of  a  mon- 
'  ster  IPO  as  much  as  the  next  Web 
chief  executive — but  he  had  to 
I  take  New  York-based  LivePerson 
Inc.  public  on  Apr.  7,  in  the  midst  of  a 
Nasdaq  storm  that  roiled  the  market  for 
initial  stock  offerings.  So  instead  of  seeing 
his  offering's  price  zoom  on  the  first  day 
of  trading  from  its  initial  8,  LivePer- 
son's  shares  climbed  to  11  before  slip- 
ping to  8Ke  on  Apr.  12.  LoCascio,  whose 
company  helps  Web  stores  provide  cus- 
tomer service,  is  philosophical.  'We  raised 
$32  million,  and  we're  a  public  compa- 
ny," he  says,  "and  no  one  can  take  that 
from  us." 

Welcome  to  the  era  of  suddenly  earth- 
bound  Internet  ipos.  Don't  blame  it  all  on 
the  recent  harrowing  drops  in  the  Nas- 
daq Composite.  The  market  has  been 
getting  tougher  and  less  rewarding  since 
early  March.  At  least  26  of  the  48  IPOs 
launched  in  the  past  four  weeks  now 
trade  below  their  offering  prices. 

Still,  deals  are  getting  done.  Fifteen 
IPOs  were  floated  in  the  week  ending 


Apr.  7,  and  23  more  were  scheduled  for 
the  week  of  Apr.  14.  A  full  70  were 
scheduled  for  April,  up  from  59  in  March 
and  33  in  April,  1999.  It's  likely  that 
some  of  the  April  deals  will  be  delayed  or 
canceled  altogether. 

In  the  latest  turn  of  the  market,  IPO 
buyers  are  flocking  to  companies  that 
have  patented  technologies  and  long- 
term  customer  contracts  that  insulate 
them  from  the  need 
to  spend  heavily  on 
marketing.  Investors 
still  don't  demand  to 
see  earnings — this  re- 
mains the  Web,  after 
all — but  they  want 
companies  to  show 
clearly  how  they  will 
be  profitable  within  a 
year  or  two.  Kath- 
leen S.  Smith,  who 
co-manages  the  IPO 
Plus  Aftermarket 
Fund  for  Renaissance 
Capital   Corp.,   says 


she's  not  biting  unless  she  can  sei 
the  company  has  a  shot  at  $100  i 
in  revenue.  Two  companies  that  fi 
bill,  she  says,  are  Beckham  Tecl 
gies,  which  makes  chips  used  to  r 
facture  fiber-optic  gear,  and  Saba 
ware  Inc.,  which  makes  Web 
training  software. 

Who  loses?  Certainly  e-tailers 
spend  more  to  buy  products  than 
sell  them  for.  That's  the  story  of  Pet 
Inc.,  which  has  drooped  from  11 
IPO  earlier  this  year  to  2%  now.  C( 
nies  that  rely  heavily  on  ad  spend  i 
attract  customers  are  also  out  of 
Furniture.com  Inc.,  which  register 
go  public  in  January,  is  consid 
switching  to  a  private  offering.  T 
tailer  has  suspended  TV  and  radic 
and  has  dropped  its  free  delivery 
to  trim  its  $46  million  1999  loss 
company  hopes  its  19%  gross  ma 
will  convince  Wall  Street  that  F 
ture.com  is  different  from  other  i 
ers,  says  Don  Goncalves,  the  comp 
investor-relations  manager. 
THIRD  TIER.  IPO  investors  have 
cooled  toward  business-to-business 
panies.  Until  recently,  they  were  cc 
ered  can't-misses  because  they  affc 
customers  the  ability  to  slash  overhei 
moving  purchasing  online.  But  nov 
vestors  are  paying  more  attention  t< 
business  plans.  Morgan  Stanley  Dean 
ter  analyst  Charles  E.  Phillips  says 
companies  that  offer  only  a  place  to 
raw  materials  or  office  supplies  is 
enough.  To  succeed,  they'll  have  to 
higher-value  services  such  as  finar 
and  logistics  assistance.  Safeguard 
tifics  Inc.,  a  successful  B2B  dealmakerj 
on  Apr.  10  it  would  stop  making  ne 
vestments  in  such  companies.  Its  ne 
cus:  Web  infrastructure  such  as  tele 
equipment  and  e-commerce  software 

Infrastructure  companies  are 
bulletproof,  either.  A  company  wi 
great  technology  may  flounder  unde 
ept  managers.  Alberto  Vilar,  a  vet 
technology  investor  who  runs  Amer 
Investment  Advi 
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IPOs:  NO  SLOWDOWN  YET 
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Inc.,  notes  that 
best  companies 
usually  those  tha 
public  early  in  an 
boom.  By  this  p 
many  seeking  m 
are  third-tier  pla; 
Even  if  IPO  price 
pear  a  little  more 
sonable,  buyers  r 
to  be  choosier 
ever. 

By     Timothy 
Mullaney    in 
York 


160  BUSINESS  WEEK  /  APRIL  24.  2000 


TOGETHER  WITH  LOTUS, 

KELLOGG  SAVES 


ISN'T  ALWAYS  JUST  IN  THE  BOX. 


Kellogg*  employees  and  retirees  get  the  most  from  their  Lotus4  solution:  the  quickest, 

most  efficient  answers  to  HR  benefits  questions.  By  leveraging  a  Lotus  DominoT'-based 
solution,  Kellogg  People  Services  Center  provides  accurate  answers  on  policies  and  keeps 

data  current,  all  at  one  central  location.  And  everyone  likes  saving  $500,000  each  year. 
This  is  one  of  the  ways  superhuman. software  helps  e-business  people  work  together. 
To  learn  more,  visit  www.lotus.com/superhumansoftware 

SUPER.HUMAN.SOF 


Lotus, 


An  IBM  Company 


Finance 


COMMENTARY 


By  Peter  Coy 

MARGIN  DEBT  ISN'T  THE  PROBLEM 


A 


The  volatility  story  you  often  hear 
is  this:  Americans  are  borrowing 
like  mad  from  their  brokers  to 
buy  stocks.  Leverage  is  making  the 
stock  market  seesaw  violently.  So 
the  Federal  Reserve  should  raise 
margin  requirements  on  broker  loans 
to  calm  things  down. 

The  logic  seems  impeccable,  but 
the  facts  are  different.  The  Fed 
should  stick  to  its  current  plan: 
Crack  down  on  the  few  brokers  that 
overlend  to  unprepared  investors, 
and  leave  margin  requirements  at 
50%,  where  they  have  been  since 
1974.  For  the  most  part,  the  system 
is  working.  Brokerage  firms  are  tak- 
ing the  unpopular'  but  necessary  step 
of  raising  margin  requirements  on 
scores  of  volatile  stocks,  or  barring 
loans  on  them  entirely. 

The  first  problem  with  the  case  for 
cutting  back  on  broker  loans  is  that 
they  aren't  all  that  big  in  the  first 
place.  Even  though  margin  debt  has 
risen  recently,  it  is  still  well  below 
2%  of  total  stock-market  capitaliza- 
tion. It's  hard  to  see  how  margin 
calls  could  trigger  or  exacerbate  a 
stock  crush. 

Second,  a  slew  of  studies  over  the 
years  have  failed  to  show  that  higher 
margin  requirements  reduce  volatili- 
ty. A  1997  survey  of  the  literature 
by  Paul  H.  Kupiec,  a  former  senior 
economist  at  the  Fed,  concludes  that 


there  is  "no  undisputed  evidence . . . 
that  margin-related  leverage  is  an 
important  source  of  'excess'  volatili- 
ty." How  could  that  be?  Well,  if 
many  of  the  investors  who  buy  on 
margin  tend  to  buy  when  prices  get 
low  and  sell  when  they  get  high, 
they  could  actually  dampen  market 
swings.  If  that's  so,  restrictions  on 
broker  loans  could  actually  add  to 
volatility  in  down- 
turns by  making  it 
harder  for  cash-short 
optimists  to  borrow 
to  buy  shares  when 
they're  down. 

Volatility  isn't 
something  that  can  or 
should  be  stamped 
out.  Choppiness  natu- 
rally increases  when 
markets  are  losing  al- 
titude, as  the  Nasdaq 
has  lately.  Plus, 
volatility  tends  to  be 
high  when  price-earn- 
ings multiples  are 
high.  Why?  Investors  are  pinning 
their  hopes  on  earnings  far  in  the  fu- 
ture, so  any  tidbit  of  news  that  al- 
ters expectations  about  that  future 
will  have  an  outsize  impact. 

Long-term  investors  ride  out  dips 
and  swells  in  the  overall  market.  And 
they  protect  themselves  from  volatili- 
ty in  individual  stocks  by  diversifying. 


MARKET  VOLATILITY 
RETURNS 


'87  '00 

▲  PERCENT  YEAR-TO-DATE 

"IMPLIED  VOLATILITY  OF  S&P  100 

INDEX  BASED  ON  OPTIONS  PRICES 
DATA:  BLOOMBERG  FINANCIAL  MARKETS,  BW 


A  new  study  by  Harvard  Universi' 
economist  John  Y.  Campbell  and  ot 
ers  finds  that  while  market  volatili 
comes  and  goes,  company-level  vol; 
ity  has  seen  a  steady  upward  trenc 
since  1962.  One  reason  is  that  comj 
nies  today  are  more  focused — placii 
bigger  bets  on  narrower  markets, 
Campbell  says  it  takes  50  stocks  fr 
different  industries  to  give  you  as 
much  stability  as  you  got  from  20 
stocks  a  decade  or  so  ago.  That  ma 
come  as  a  surprise  to  people  whos 
idea  of  diversification  is  to  own  bot 
Cisco  Systems  and  Amazon.com. 
UPWARD  TREND.  It  could  be  that 
stocks  have  gotten  too  high.  But  if 
the  stock  market  is  a  bubble,  shoul 
the  Fed  really  be  trying  to  prick  it' 
While  increasing  margin  requireme] 
probably  wouldn't  dampen  volatility 
just  might  put  a  scare  into  a  marke 
that's  already  plenty  nervous.  Gold- 
man, Sachs  &  Co.  economist  Edwar 
F.  McKelvey  recalls  that  fii  March 
1980,  the  Fed  imposed  credit  contro 
at  the  direction  of  President  Carter. 
Although  the  target  was  credit-card 
borrowing,  the  move  chilled  auto  an 
home  lending  as  well — and  con- 
tributed to  the  steepest  quarterly  d 
cline  in  gdp  in  40  years.  The  lesson: 
Be  careful  about 
spooking  the  public. 
A  study  by  Bhag 
wan  Chowdhry,  a  fi- 
nance professor  at  t 
University  of  Califo] 
nia-Los  Angeles  An 
derson  School  of  Ma 
agement,  concludes 
that  the  Fed  should 
raise  margin  requir 
ments  when  stocks 
up  without  justifica- 
tion, but  leave  them 
alone  if  stocks  go  up 
for  a  good  reason, 
trouble  is  you  never 
know  which  is  the  case.  What  you 
should  never  do,  says  Chowdhry,  is 
raise  margins  when  stocks  are 
falling.  With  the  Nasdaq  gyrating 
chaotically  and  moving  lower  in  re- , 
cent  weeks,  now  is  not  the  best  timl 
for  tough  love. 


Coy  is  associate  economics  editc 


0( 


162  BUSINESS  WEEK  /  APRIL  24,  2000 


SPECIAL  ADVERTISING  SECTION 


nnovation  Driving  the  Net 


•  ROADBAND 
■UBLISHING 


PRESENTS 


Look  at  New  Initiatives  Fueling  Internet  Growth 


SPECIAL    ADVERTISING     SECTION 


Welcome  to  Innovation 
Driving  the  Net 

Networking  startups  are  hot!  That's  why  we  are  featuring 
more  than  a  dozen  new  'startup  snapshots'  in  this 
Broadband  Publishing  special  section.  Our  focus  is  the 
companies  and  the  customers  who  are  building  out  the 
basic  infrastructure  of  the  Net  with  cutting  edge 
communications  technologies  ranging  from  broadband 
access  to  optical  internetworking. 

Some  of  these  startups  are  so  new,  their  technology  so 
advanced,  that  they  have  until  recently  operated  in  'stealth 
mode.'  One  firm  in  particular,  Ocular  Networks,  is  making 
its  public  debut  in  these  pages. 

As  for  the  future  of  these  nascent  network  concerns,  we 
predict  that  within  a  year  some  will  be  acquired  by  large 
established  firms  such  as  the  world-class  telecom 
corporations  that  can  also  be  found  in  this  section.  Others 
will  go  the  IPO  route,  creating  a  new  round  of  investment 
opportunities  for  Business  Week  readers. 

To  provide  an  independent  perspective  on  the  latest  wave 
of  venture  capital-backed  innovation,  we  invited  Dr.  John 
M.  McQuillan,  a  noted  authority  on  networking  who  really 
did  help  to  invent  the  Internet,  to  explain  how  these  new 
ventures  will  drive  the  Net  to  new  heights.  As  a  technologist 
turned  venture  capitalist,  John  has  an  equipment-oriented 
investment  philosophy  we  particularly  like.  McQuillan 
Ventures  makes  early  stage  investments  in  companies  with 
'real  products.'  Definition:  if  you  were  to  drop  them  on 
your  foot,  it  would  hurt. 

Read  on,  and  find  out  more  about  the  businesses,  both 
large  and  small,  that  are  rebuilding  the  underlying 
infrastructure  of  the  new  economy. 
Best  regards, 
Karen  &  David  Hold 

PS.  To  learn  more  about  broadband  networks 
Web  site  at:  www.broadbandpub.com 
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IT  NGN  VENTURES:  The  NGN  Ventures  conference  covers  tr 
12  hottest  areas  for  venture-backed  startups.  The  program  includ 
presentations  by  CEOs  of  top  privately  held  venture-backed  start! 
balanced  by  board-level  perspectives  from  leading  VCs,  industry  I 
experts  and  corporate  executives.  Many  of  the  startup  companies] 
appearing  in  this  section  will  be  presenting  at  NGN  Ventures, 
April  25-27,  2000,  at  the  San  Francisco  Airport  Hyatt  Regency, 
Burlingame,  Calif.  For  more  information,  call  1-800-227-1234, 
visit  www.ngnventures.com 


STARTUP  SNAPSHOTS 


QUANTUM  BRIDGE 
COMMUNICATIONS 

FOUNDERS:  Anthony  Zona, 
President  and  CEO  (seated); 
Jeffrey  Masucci,  VP  Engineering  (right); 
JeffGwynne,  VP  Marketing  (left) 
FOUNDED:  October  1998 


EMPLOYEES:  110 

MARKET  NICHE:  Optical  Access 

VISION:  To  deliver  next-generation  Optical  Access  Networking 
eguipment  designed  to  eliminate  the  bandwidth  bottlenecks  that 
exist  in  the  public  network's  first  mile. 

VALUE  PROPOSITION:  Quantum  Bridge  is  pioneering  the  development  of 
Optical  Access  Networking  equipment  for  the  public  network's  first  mile 
that  will  enable  telecommunications  service  providers  to  cost-effectively 
deliver  high-bandwidth  services  to  business  customers. 
www.quantumbridge.com 
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|     PLURIS 

|     CEO:  Joseph  S.  Kennedy 
^^1^1     FOUNDED:  July  1997 
EMPLOYEES:  145 

MARKET  NICHE:  Carrier  Core  Switch 

VISION:  To  deliver  fault-tolerant  systems  with  the  hardware  and  softwar  :i 

scalability  needed  to  meet  spiraling  performance  requirements  and  reduc 

life-cycle  costs  associated  with  supporting  sophisticated  services  in  tomi 

row's  converged  (voice/video/data)  network. 

VALUE  PROPOSITION:  Pluris'  distributed,  multi-stage  routers  support 

high  port  densities  and  feature  a  fiber-optic  interconnect  and  sophisticat- " 

ed  traffic  engineering  capabilities  to  enable  carriers  to  grow  capacity  and  ;: 

deliver  services  easily  and  economically,  www.pluris.com 
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Thousand  Startups  Are  Building  the  Net 


i — i 

|H  DR.  JOHN  MCQUILLAN  is  one  of  the  world's 

^^B  foremost  authorities  on  advanced  networks.  At 

McQuillan  Ventures,  he  evaluates  new  business 
—»a       opportunities  in  broadband  networking  and 
*W  serves  as  an  independent  investor  and  advisor 

to  network  entrepreneurs.  John  is  also  a 
Venture  Partner  at  Redpoint  Ventures  and  has 
^>.  ^J      served  on  multiple  advisory  boards,  including 
those  of  MMC,  Redstone  and  Shasta.  John 
spent  the  first  decade  of  his  career  at  BBN, 
on  the  ARPANET,  which  was  the  predecessor  to  the  Internet.  He 
link  state  routing  and  developed  the  SPF  (shortest  path  first) 

f  algorithm.  His  seminal  research  forms  the  foundation  for  most 
day  algorithms  for  routers  and  ATM  switches.  He  also  developed 
network  management  system  for  a  packet  network. 

on  to  investing,  John  chairs  the  annual  Next  Generation  Networks 
nd  NGN  Ventures  conferences.  This  work  brings  McQuillan  Ventures 
ct  with  a  range  of  traditional  as  well  as  emerging  companies  and 
refreshes  the  firm's  store  of  industry  knowledge. 


:  Roger  McNamee  of  Integral  Capital  Partners  and  Tench  Coxe  of  Sutter  Hill 
engage  in  a  panel  discussion  with  John  McQuillan  at  NGN  Ventures  99. 


OCULAR  NETWORKS 

FOUNDERS:  Ed  Kennedy,  CEO  (right) 

and  Ron  Fang,  CIO  (left) 
JJDED:1999  EMPLOYEES:  55+ 

I  KET  NICHE:  Optical  Access 

|)N:  The  firm  is  positioned  to  become  a  leader  in  broadband  access  tech- 
y  by  redefining  the  access  layer  for  the  upcoming  broadband  migration, 
twork  traffic  with  its  multimedia  component  becomes  increasingly  band- 
intensive,  high-speed  delivery  to  the  distribution  access' network  is 
ative.  All  Optical  POP™  (Point  of  Presence)  brings  legacy  networks  onto 
broadband  optical  networks. 

IE  PROPOSITION:The  firm's  Metro  Business  Access™  (MBA)  product 
'  increases  legacy  service  delivery  while  migrating  to  broadband  service. 
1BA  portfolio  reduces  operational  costs,  increases  rapid-service  delivery 
lenerates  revenue  opportunities  www.ocularnetworks.com 
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by  Dr.  John  McQuillan  and  Liza  Draper 

We  are  witnessing  a  remarkable  historic  development  as  a  thousand 
venture-backed  startups  build  the  Internet.  There  has  never  been 
anything  like  this.  Imagine  a  thousand  independent  contractors 
redesigning  and  retrofitting  every  part  of  a  jet  airplane,  without  a 
general  contractor,  and  doing  so  ivhile  the  plane  is  flying  at  supersonic 
speeds.  That  is  how  the  Net  is  being  built.  A  fertile  combination  of 
developments  in  four  sectors  —  technology,  business,  regulation,  and 
finance  —  is  making  this  revolutionary  undertaking  possible. 

A  COMBINATION  OF  DEVELOPMENTS 

First,  the  technology  of  the  Net  is  evolving  through  an  accel- 
erated, decentralized,  almost  organic  process.  The  Net  evalu- 
ates and  adopts  evolutionary  improvements  in  technology  on 
a  continuous  basis.  Second,  the  Net  favors  a  highly  fragment- 
ed industry  structure,  with  ever-increasing  specialization  and 
focus,  opening  up  niches  for  hundreds  of  new  vendors  each 
month.  Third,  in  the  U.S.  and  around  the  world,  the  liberalization 
of  telecom  regulations  has  led  to  an  extraordinary  prolifera- 
tion of  new  service  providers  in  dozens  of  different  categories 
that  did  not  exist  just  four  years  ago.  Finally,  the  public  capi- 
tal markets  have  embraced  the  Net  to  such  an  extent  that 
late-stage  venture  financing  is  now -available  on  the  NASDAQ. 

TECHNOLOGY'S  ORGANIC  GROWTH 

Tremendous  technology  change  is  occurring  at  virtually  every 
level  of  the  Net's  distributed  infrastructure.  It  is  a  patchwork 
quilt  of  technologies,  all  experiencing  evolution  at  their  own 
rate.  For  example,  new  advances  in  network  chips  enable  sys- 
tems vendors  to  deliver  complex  functionality  in  half  the  time 
using  off-the-shelf  silicon.  Time  to  market  is  everything  in 

continued  on  p.  4 
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Silicon  Spice 


SILICON  SPICE 

CEO:  Vinod  Dham 
FOUNDED:  1998 
EMPLOYEES:  125 

MARKET  NICHE:  WAN-Edge  Silicon-level  Systems 
VISION:  Demand  for  WAN -edge  Access  solutions  is  exploding  as 
converged  multi-service  networks  enable  voice,  data  and  wireless  access 
any  time,  anywhere  -  with  unprecedented  cost  and  usage  models. 
Silicon  Spice  will  enable  and  accelerate  this  trend. 
VALUE  PROPOSITION:  Silicon  Spice's  solutions  deliver  the  higher- 
density,  scalability,  flexibility  and  unprecedented  completeness  of  solution 
through  the  new  paradigm  of  Silicon-level  Systems.  Our  custoners,  the 
world's  leading  networking  and  telecom  equipment  compar  es,  will  define 
the  leading  edge  of  WAN  Access,  www.silicon-spice.com 
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ASTRAL  POINT  COMMUNICATIONS,  INC. 

CEO:  Raj  Shanmugaraj 
FOUNDED:  September  1998 
EMPLOYEES:  100 

MARKET  NICHE:  Optical  Networking 

VISION:  Astral  Point's  mission  is  to  solve  carrier  bandwidth 

problems  by  building  highly  scalable  ring  or  mesh  networks  with  DWDM 

and  multi-service  capabilities. 

VALUE  PROPOSITION:  Astral  Point's  ON  5000  Optical  Services  Node  integrates 

SONET  ADM,  OADM,  DCS  and  frame/cell  switching  network  functions  to 

lower  costs,  increase  capacity  and  enable  fast  delivery  of  new  services. 

www.astralpoint.com 
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BROADBAND 
ACCESS 
SYSTEMS,  INC 


BROADBAND  ACCESS  SYSTEMS.  INC. 

CEO:  Dave  Paolino 


FOUNDED:  February  1998 
EMPLOYEES:  100 

MARKET  NICHE:  Carrier-Class  Broadband  Access 
VISION:  To  provide  the  first  true  carrier-class  platform  supporting  cable  services. 
VALUE  PROPOSITION:  Broadband  Access  Systems,  Inc.  recognizes  the  need 
for  high-performance,  carrier-class,  scalable  and  integrated  broadband  access 
solutions  to  maximize  revenue  potential  for  cable  operators.  Broadband  Access 
Systems'  award-winning  next-generation  platform,  the  Cuda  12000  IP  Access 
Switch,  will  enable  cable  operators  to  successfully  deliver  high-speed  data,  voice 
and  video  services  to  very  high  numbers  of  subscribers,  www.basystems.com 


CAMPIO 

Communications 

CAMPIO  COMMUNICATIONS,  INC. 

EXECUTIVE  VICE  PRESIDENT,  MARKETING:  Shekar  Rao 
FOUNDED:  November  1998 
EMPLOYEES:  60 

MARKET  NICHE:  Optically-enabled  Solutions  for  IP 

Service  Management  and  Delivery 
VISION:  To  be  the  premier  provider  of  cost-effective,  high-capacity, 
scalable  broadband  IP  service  solutions  for  the  carrier  marketplace. 
VALUE  PROPOSITION:  Offer  highly  scalable,  multi-gigabit,  intelligent  IP 
service  solutions,  featuring  application-aware  routing  at  wire-speed  and  the 
ability  to  control  VPN  provisioning,  guality  of  service,  security,  bandwidth 
management,  and  content  filtering  economically  to  thousands  of  customers 
for  business-to-business  e-commerce.  Campio'sTMN-ready  management 
framework  enables  service  providers  to  provision  and  manage  IP-differentiat- 
ed subscriber  services  with  ease  and  flexibility,  www.campio.com 
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the  Net.  The  recent  acquisitions  of  Agere,  Growth  Netwoi 
C-Port,  and  Extreme  Packet  Devices,  by  Lucent,  Cisco, 
Motorola  and  PMC-Sierra,  respectively,  totaled  $1.6B.  All 
four  startups  have  yet  to  ship  product,  and  each  has  fewer 
than  100  employees.  Why  did  four  industry  giants  decide 
pay  so  much  for  such  tiny,  pre-revenue  companies?  The 
answer  is  that  chips  from  these  startups  give  network  systei 
vendors  a  chance  to  build  evermore  powerful,  denser  plat- 
forms -  and  in  much  less  time  than  ever  before.  New  chip 
for  handling  high-speed  circuits,  as  well  as  network  proces 
sors  and  highly  scalable  switching  fabrics,  will  enable  net- 
work switches,  routers  and  integrated  access  devices  capabl 
of  handling  gigabits  per  second  or  even  terabits  per  seconc 

COMPOUND  EFFECT 

Why  would  carriers  need  so  much  horsepower?  In  less  thar 
five  years,  the  industry  has  gone  from  putting  eight  colors 
light  onto  a  single  fiber  (with  the  introduction  of  Wave 
Division  Multiplexing  or  WDM)  to  building  Ultra-Dense 
WDM  prototypes  capable  of  supporting  1,000  wavelength 
per  fiber.  Researchers  claim  that  15,000  channel-carrying 
capacity  can  be  achieved  within  the  next  several  years.  This 
phenomenal  progress  in  photonics  from  the  stuff  of  science 
fiction  to  everyday  engineering  has  given  rise  to  a  slew  of 
new  venture-backed  optical  networking  companies.  Their 
products  promise  to  boost  speed,  lower  costs  and  enable  ne 
services  in  the  access  and  metro  areas,  as  well  as  across  the 
backbone  of  the  Net. 
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You  might  think  that  by  squeezing  so  much  more  capacity 
from  their  installed  optical  fibers  that  carriers  would  not 
need  to  install  any  more.  Hardly.  In  2000,  North  American 
long  distance  carriers  will  deploy  1 1M  kilometers'of  fiber 
four  times  the  deployment  that  took  place  in  1997.  Even 
more  remarkable  deployments  are  underway  in  metropolitai 
areas.  The  compound  effect  of  more  fiber  and  more 
bits/second  per  fiber  is  staggering,  leading  to  dramatic  price 
decreases  for  broadband  networking. 
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VIRTUOUS  CYCLES  Idem 

Technology  is  not  just  fueling  the  supply  side  of  the  equatiomf the  whtji 
it  is  also  driving  demand.  Smaller  businesses  and  individual  Lnc 
consumers  can  afford  to  use  the  Net  intensively  now.  PCs  ice  that  a 
under  $1000  now  represent  75%  of  sales.  Next  will  come  th 
introduction  of  a  variety  of  compact  "information  appliances  Slmp™cs 
with  easy  access  to  the  Net.  The  growing  presence  of  higher  ect  by  redi 
speed  access  alternatives  and  cheap  storage  are  enabling  new  doming , 
application  service  providers  to  outsource  virtually  every 
Net-related  activity. 

Does  your  organization  have  a  Web  site?  Has  someone  posted  nr 
pictures  of  your  latest  family  reunion  on  a  personal  Web  site  1 1 
vet?  Did  vou  shop  online  this  past  holiday  season?  There  is  „„ 
abundant  evidence  that  more  and  more  or  us  are  answering  y<  , 
to  such  questions.  Domain  name  registrar  Network  Solution 
registered  4.7  million  new  domains  last  year.  Two  million  najj. 


ustomer 
when  the) 


out  Cl 


pages  are  created  every  day.  Consumers  spent  $2.8  billion  or 
the  Net  in  January,  more  than  half  of  total  spending  in  the 
holiday  season.  Mounting  usage  of  newly  popular  application 
like  MP3  audio  and  streaming  video  reinforces  the  call  for 
still  more  bandwidth.  Increased  traffic  is  simultaneously 
being  enabled  by  and  encouraging  the  growth  of  the  Net. 

continued  on  p. 
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ie  Qwest  For  Security  Is  Over 


7  managen 
mmunkations  International, 
d  as  ,i  marketpL 

re,  public  network  environment. 

now,  security  has  been  the  biggest  obstacle  to  overcome 
nsitioning  from  private  to  public  networks.  Making 
pted  services  readily  available  to  customers  gives  the 
entum  needed  to  both  push  and  drive  new  services, 
lears  the  way  for  customers  to  realize  next  generation 
j  ess  practices  such  as  flattened  supply  chains,  JIT 
\  tory  and  order  capacity  driven  forecasting. 

1  alize  this  vision,  this  next  generation  broadband  service 
1  der  plans  to  deploy  the  Shasta  5000  Broadband  Service 
\  '  (BSN),  a  universal  broadband  aggregation  platform, 
t  ing  delivery  of  enhanced  services  such  as  network-based 
i  ills  and  Virtual  Private  Networks  (VPNs)  in  its  network. 

it  BANDWIDTH  NETWORK  SIMPLIFIES  DEPLOYMENT 

If  difference  has  to  do  with  whether  you  see  bandwidth  as  a 
■  or  plentiful  resource,"  says  Rick  Weston,  Senior  Vice 
« lent,  Qwest  Internet  Solutions.  "Because  Qwest  provides 
ii  t  the  world's  most  advanced  and  extensive  broadband 
jC  let  networks,  we  see  bandwidth  as  a  readily  available 
slirce  that  can  benefit  our  customers." 

hi  simplifies  the  environment  into  which  customers  must 
if  :li  by  reducing  the  number  of  devices  and  standards 
,a  ncoming  and  outgoing  traffic  must  navigate. 

D   customers  typically  have  only  a  single  device  to  deal 
it  when  they  connect  to  our  service.  It  introduces  a  level 
:<;  tplicity  that  makes  the  Internet  a  better  tool.  It  allows 
I    tell  our  customers:  '11  your  business  is  making  shoes, 
>i  Titrate  on  making  shoes  and  not  on  running  a  global 
•t}  >rk.  We'll  do  thai.  " 

10 

ii  implicitv  doesn't  mean  customers  receive  a  bare  bones 

I  he  Shasta  5000  BSN  technology  has  the  processing 
>i  i  to  otlci  network-based  firewalls  on  each  subscriber  line 

ir1  gh  the  network.  Main   industry  analysts  believe  that 

IS  services  will  not  be  widel)  adopted  unless  subscribers 

.1'  e  their  computers  and  networks  will  he  protected  from 
it  sion  while  linked  to  an  'always  on'  1XS1   line. 


Busmen  W.-„k 


'We  see  bandwidth  as  a 
readily  available  resource  that 
can  benefit  our  customers? 

Rick  Weston,  Senior  Vice  President,  Qwest  Internet  Solutions 


HARNESSING  THE  POTENTIAL  OF  THE  INTERNET 

Qwest  believes  this  broadband  technology  will  enable  the 
company  to  offer  cost-efficient  and  powerful  services  that  take 
full  advantage  of  the  Internet.  "We  think  it  does  so  many  things 
for  enabling  the  promise  of  rhe  Internet  which  is  broad  reach, 
lower  cost  of  ownership,  and  the  creation  of  new  relationships 
that  will  flatten  supply  chains,  and  make  businesses  more 
effecrive.  With  the  Shasta  deployment  we  can  deliver  on  this 
promise  in  a  secure  environment,"  says  Weston. 


NORTEL 

NETWORKS 


NORTEL  NETWORKS 

Anthony  Alles,  President  &  General  Manager, 
IP  Services  Business  Unit,  Nortel  Networks 

Nortel  Networks'  Shasta  5000  Broadband  Service  Node  is  a 
key  building  block  for  networks  seeking  to  bring  DSL 
(Digital  Subscriber  Line)  and  VPN  (Virtual  Private  Network) 
services  to  market.  The  BSN  supports  multiple  access 
methods,  including  dial,  cable,  DSL,  ATM/Frame  Relay  and 
wireless  access,  among  others.  Each  node  can  support  up  to 
about  32,000  active  subscribers  at  any  point  in  time. 

The  Shasta  5000  BSN  node  is  a  product  of  the  IP  Services 
business  unit  of  Nortel's  Service  Provider  and  Carrier 
Group.  The  business  unit  was  formerly  Shasta  Networks,  a 
Silicon  Valley  startup  company  acquired  by  Nortel  in  April  1 999. 


For  more  information  check  out: 
www.nortelnetworks.com/ipservices 
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The  Home  Depot: 
Networking  to  Build 
Better  Customer  Service 


Any  well-built  organization  kno  \th  the  right  tools,  you  can 

build  a  better  customer  relationship.  Retail  is  no  exception  -  in 
it  may  be  the  rule.  To  maintain  and  nter- 

lers  need  to  connect  branch  stores  for  . 
meal  functions,  including  credit  card  authorizations  and 
ntory  management.  The  Home  Depot,  the  world's  largest  ho 
improvement  retailer,  is  doing  just  that,  usil  that 

combines  voice  and  data  integration  with  dynamic  bandwidth, 
result  -  lower  costs,  improved  network  response  times  and  an 

"In  our  business,  customer  service  is  everything,"  said  Dave 
Ellis,  vice  president  of  Information  Services  for  The  Home 
Depot.  "We  need  to  provide  the  sales  associate  with  all  of  the 
tools  necessary  to  provide  superior  service...  and  meet  the 
customer's  need." 

Founded  in  1978,  The  Home  Depot  operates  more  than  950 
stores  in  the  United  States,  Canada,  Puerto  Rico  and  Chile, 
and  plans  to  double  that  figure  by  2003.  The  stores  handle 
products  from  11,000  vendors,  with  50,000  SKUs  per  store 
and  another  half-million  specialty-item  SKUs  sold  regionally. 
The  numbers  are  staggering  and  communications  needs 
continue  to  grow  at  a  phenomenal  pace. 

The  challenge  facing  the  company  was  how  to  supply  more 
bandwidth  to  the  stores,  provide  employees  with  access  to 
existing  information,  and  facilitate  the  introduction  of  new 
tools  and  resources  while  keeping  costs  under  control. 
The  solution  was  found  in  AT&T's  Integrated  Network 
Connection  Service. 

"We  are  now  positioned  to  use  100%  of  our  bandwidth  24 
hours  a  day  in  the  most  leveraged  way  possible,"  explains 
Ellis.  "The  AT&T  Integrated  Network  Connection  Service 
infrastructure  provides  the  means,  distributing  information 
from  our  store  support  center  to  the  associate.  And  once  you 
get  the  information  in  a  format  that's  readily  available,  you 
see  an  exponential  increase  in  the  use  of  it." 

AT&T  Integrated  Network  Connection  Service  has  become 
the  core  fabric  for  communications  to  Home  Depot's  U.S. 
locations,  with  nearly  all  applications  converged  over  the 
network,  allowing  Home  Depot  to  enhance  network  perfor- 
mance, simplify  operations  and  reduce  communications  costs. 

"With  AT&T  providing  the  equipment  on  our  premises, 
we've  been  able  to  forget  about  the  technology  piece  of  it  and 


Dan  Haumann  (left)  and  Dave  Ellis  (right)  of  Home  Depot. 


Business  Week 


really  focus  on  the  business  benefit,"  said  Dan  Haumann,  s 
manager,  Information  Services,  The  Home  Depot.  "The  ty 
applications  that  we're  going  to  be  able  to  put  in  the  store  t 
ronment  over  the  next  couple  of  years  is  just  mind-boggling 

Home  Depot's  new  sales  training  process  is  just  one  exampl 
how  the  company  has  reacted  to  the  service.  Image-rich  ap| 
tions  include  product  pictures  and  specifications,  multiple  a 
information,  and  electronic  catalogs.  Sales  associates  can  no 
quickly  and  easily  place  special  orders  or  include  special  ins 
tions  that  require  communications  with  suppliers,  such  as  c 
tacting  an  outside  source  for  carpet  installation. 

Another  key  example  is  Home  Depot's  Special  Services  Syst 
which  handles  special  orders  for  products  outside  a  particul 
store.  According  to  Haumann,  99.5%  of  special-order  infor 
tion  used  to  be  in-store.  Now,  nearly  the  opposite  is  true 

"At  the  store,  you  enter  customer  information  once  and  it  ft 
through  every  step  of  the  transaction,"  said  Haumann.  "Th< 
fore,  the  transaction  goes  much  faster.  The  customer  is  mon 
satisfied,  and  you  can  take  care  of  more  orders.  The  lines  arc 
long  and  it's  a  better  use  of  people,  which  affects  product  pr 
With  Integrated  Network  Connection  Service,  technology  1 1(j, 
time  out  of  the  process." 
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AT&T  is  a  leading  provider  of 
ATjpTI"  and  IP  services,  offering  pr 
line,  frame  relay,  ISDN,  ATM  ai 
services  to  more  than  160  cou 
worldwide.  AT&T  serves  more  than  80  million  custo 
including  consumers,  businesses,  and  government.  The 
pany  has  annual  revenues  of  more  than  $64  billion 
151,000  employees. 

AT&T  runs  the  world's  largest,  most  sophisticated  comrr 
cations  network  and  is  the  leading  provider  of  long-disi 
data  transport  and  wireless  services. 
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dible.com  -  On  a 
?ar  Internet,  You 
n  Hear  Forever 


is  built  on 

to 
network. 

But 
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arcing  does  not  mean  abdicating  your  management 
bilities,"  says  the  company's  CFO,  Andy  Kaplan.  "In  fact, 
m  paying  the  bill  -  I  feel  like  I'm  more  in  control." 

ique  venture  to  spring  up  on  the  Web,  Wayne, 
>ed  Audible  Inc.  packages  and  delivers  audio  content 
1 1  the  Internet.  Aifdible's  books,  news  stories,  radio 
I  iming  and  a  growing  amount  of  original  audible 
»-such  as  a  weekly  program  by  actor/ comedian  Robin 
f  is  (RobinWilliams@audible.com)— can  be  downloaded 
J  around  the  world,  as  well  as  by  a  new  class  of 
\  -Ready  portable  digital  audio  devices.  Subscribers  can 
•  from  about  20,000  hours  of  contents  via  its  Web  site, 
fidible.com. 

1WG  AN  INTERNET  BUSINESS 

■  •  its  business  is  built  on  the  Internet,  Audible  has 
J;  standards  for  Internet  service.  These  requirements  led 
Inch  horn  a  small  Internet  Service  Provider  (ISP)  to  one 
Jirgest  -  AT&T  -  as  it  sought  better  network  perfor- 
a  reliability  and  customer  support.  As  an  added  bonus, 
a  came  in  as  the  lowest-cost  provider  when  Audible  scut 
1  RFPs  (requests  for  proposal)  for  its  network. 

cci  content  to  its  Subscribers,  Audible  needed  a  high- 
i lance  IP-based  network  and  network  support  service 
is  available  around  the  clock,  365  days  a  year,  explains 

tevens,  director  oi  operations  at  Audible,  [wo  other 
Jtients  were  that  the  network  had  to  be  scalable  and 
the  using  the  latest  and  most  sophisticated  technology. 


I  W.'i'k 


While  Audible  had  been  operating  through  another  ISP  prior 
to  selecting  AT&T,  concerns  about  reliability  and  customer  service 
led  Audible  to  look  for  more  of  an  industrial-strength  provider. 

A  GOOD  ISP  MEANS  A  GOOD  NIGHT'S  SLEEP 

"It  used  to  be  that  I  or  one  of  my  colleagues  could  count  on 
getting  paged  in  the  middle  of  the  night  three  or  four  times  a 
week  with  problems  on  the  network,"  Stevens  says.  "I  can't 
remember  the  last  time  I  got  paged  with  an  AT&T  issue." 

Time  wasted  is  money  lost  in  the  Internet  business,  and  the 
AT&T  network  also  has  helped  Audible  service  its  customers 
more  quickly,  because  Audible's  network  equipment, 
co-located  in  an  AT&T  data  center,  is  literally  50  feet  from 
the  entrance  to  AT&T's  national  OC48/OC192  (2.5  Gbps- 
lOGbps)  Internet  backbone. 

"With  our  other  ISP,  we  needed  about  seven  or  eight  hops 
before  you  got  on  the  Internet,"  he  says.  Additional  hops  add 
delay  and  increase  the  chance  of  things  going  wrong. 

This  smooth  integration  between  front-  and  back-end 
systems,  says  Stevens,  has  been  a  major  benefit  of  the  decision 
to  go  with  AT&T.  "In  short,  we  seem  to  be  getting  all  of  the 
benefits  of  working  with  an  innovative  high-growth  Internet 
Service  Provider  but  without  any  of  the  growing  pains. " 


For  more  information  on  AT&T's  IP  capabilities, 
check  out:  www.att.com/ipservices 
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lpverse 


■    'JtM  IPVERSE 

^^^|     PRESIDENT  AND  CEO:  ArThi.r  r  lein 
^f     ^^\     I     FOUNDED:  September  1998 

I   ♦  '  ^  I     EMPLOYEES:  90+ 
MARKET  NICHE:  Next-Generation  Software-based  Switches 
VISION:  ipVerse  empowers  telecom  service  providers  worldwide  to 
rapidly  deploy  new  and  existing,  revenue-generating,  integrated  voice-data 
communications  services  that  will  define  the  new  public  network. 
VALUE  PROPOSITION:  ipVerse  ControlSwitch,  a  software-based  switch, 
bridges  existing  voice  networks  with  next-generation  data  networks; 
accelerates  entry  into  new  geographic  markets  without  mainframe-style  switches; 
empowers  users  with  customized,  personal  call  control  and  creates  freedom  of 
choice  via  open,  multi-protocol  system. 
www.ipverse.com 


LuxN 


^^^r  LUXN 

#l  PRESIDENT  AND  CEO:  Tom  Alexander 

DATE  FOUNDED:  June  1998 
EMPLOYEES:  146+ 

MARKET  NICHE:  Optical  Networking  Access  Platforms 
VISION:  LuxN  is  committed  at  every  level  to  be  the  leading  provider  of  the 
highest  quality  optical  networking  solutions. 

VALUE  PROPOSITION:  By  listening  to  the  needs  of  service  providers,  LuxN's 
WavSystem  can  simultaneously  support  high-bandwidth  data,  storage  and 
traditional  voice  services,  utilizing  an  all-fiber  infrastructure.  The  result  is  a 
versatile,  affordable,  reliable  and  easy-to-manage  network  that  supports  a 
multitude  of  services  for  end-users. 
www.luxn.com 
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MERLOT  COMMUNICATIONS 

PRESIDENT  AND  CEO:  George  Conant 
FOUNDERS:  Michael  Centrella,  Board  Member  (seated); 
Ron  Keenan,  Chief  Technology  Officer  (I);  Michael  McGarry,  VP  of  Operations  (r) 
FOUNDED:  October  1 997  EMPLOYEES:  65 

MARKET  NICHE:  Converged  Voice  and  Data  Solutions 
VISION:  To  enable  service  providers  to  create  new  revenue  streams, 
increase  margins  and  build  customer  loyalty  by  using  a  premises-based 
platform  to  deliver  enhanced  applications  and  integrated  services  to 
small-  to  mid-size  enterprises. 

VALUE  PROPOSITION:  The  Merlot  MAGNUM™  Applications  and  Services 
Platform  (ASP)  supports  the  total  communication  needs  of  a  small-  to  mid- 
sized business.  It  is  a  fully  converged  voice/data  solution  that  combines  a 
full-featured  digital  hybrid  key/PBX,  a  fast  Ethernet  switching  fabric,  and  a 
high-speed,  secure  Internet/WAN  access  router/firewall  -  all  easily  man- 
aged via  a  Web  browser,  www.merlotcom.com 


Business  Week 


In  VC  terms,  this  amounts  to  a  'virtuous  cycle'  as  both 
demand  and  supply  spiral  upward. 


ate 


RICH  NICHES  I  FRAGMENTED  INDUSTRY  STRUCTUR 

IP  rules.  Because  it  is  based  on  the  premise  of  open, 
interoperable  systems,  no  one  vendor  or  even  a  set  of  v 
controls  the  Net.  As  Bill  Gates  put  it,  "The  Net  change 
everything."  Indeed,  it  has  already  spawned  whole  new 
industries  and  turned  existing  ones,  including  consume 
retailing,  auctioning  and  marketing  upside  down.  FinaA 
services,  insurance,  healthcare,  grocery  shopping,  car  b 
industrial  chemical/part  supply  (and  your  business  - 
whatever  it  may  be)  could  be  next. 

Clearly,  anarchy  and  its  better  half,  opportunity,  reign.  A  vi 
explosion  of  new  players  is  taking  place.  It's  been  estim; 
that  more  than  250  different  companies  are  now  focused 
providing  "customer  relationship  management"  -  info  s 
for  Net-based  marketing,  customer  service  and  sales  managi 
—  a  field  that  didn't  exist  five  years  ago.  Similarly,  hundr 
companies  have  sprung  up  to  offer  Web  development  se 
various  forms  of  Net  analysis  and  performance  measurei 
tools.  Dozens  of  others  now  specialize  in  application-aw 
switching  and  load  balancing  as  well  as  new  techniques 
content  replication  and  distribution  -  all  relatively  recef 
innovations.  Some  of  the  latest  high-voltage  announcen 
have  been  in  the  personal  communications  portal  space 
another  area  unheard  of  before  now. 


New  venture  creation  and  the  speed  with  which 
existing  businesses  are  being  forced  to 
reinvent  themselves  show  no 
signs  of  slowing.  If  anything, 
the  pace  and  scope  of  Net- 
driven  structural  changes 
would  appear  to  be  quicken- 
ing. The  effects  on  established 
business  are  nothing  short  of 
remarkable.  In  1999,  IBM 
announced  that  it  would  stop  selling  PCs 
through  retailers  in  the  U.S.  and  would  sell 
PCs  only  over  the  Web.  Encyclopedia  Britannica  placed 
encyclopedia  for  free  on  the  Internet,  swapping  two  cent  as 
of  book  sales  for  an  online  advertising  strategy. 
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POLICY  TRENDS  FAVOR  COMPETITION 

Momentum  for  deregulation  is  building  domestically  an(  (|. 
abroad.  Since  divestiture,  the  U.S.  telecommunications  m 
has  seen  competition  swell  in  the  long  distance  services, 
customer  premise  and  carrier  equipment  markets.  In  the 
of  the  Telecom  Act  of  1 996,  the  local  scene  is  finally  heat 
up  too.  There  are  now  literally  thousands  of  Internet  Ser 
Providers  (ISPs)  and  the  number  and  type  of  competitive 
Exchange  Carriers  (CLECs  or  even  xLECs)  continue  to  mc 
Thousands  of  new  carriers  are  emerging,  emboldened  by 
ready  availability  of  capital  to  fuel  network  build-out  and 
customer  acquisition  and  their  ability  to  exploit  recent  te  ne 
nology  developments.  In  this  booming  market,  specializa  itn 
and  differentiation  are  leading  to  the  definition  of  doze 
new  kinds  of  service  providers  that  did  not  exist  a  few  yi 
ago  —  application  service  providers,  integrated  communi 
providers,  wholesale  optical  carriers,  and  metropolitan 
Ethernet  service  providers,  to  name  a  few. 

continued  on 
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icatel  USA 


iovation@Work/USWest 


running-bt  help  be  gets  from  Urn 

true  of  successful 
foe  Hannan,  Director  of  Network  Planning  for 
ulo..  knows  what  it  is  like  to  be 
telecommunications  world. 

)OWN 

er  Bowl  was  the  Olympic-style  Telecom  show  held  in 
Switzerland  ever)'  four  years.  At  Telecom'99  last 
,  US  West  Wireless  won  the  Financial  Times  Global 
s  Award  for  "Best  Enhanced  Use  of  Intelligent 
c."  Hannan  is  quick  to  thank  the  team  behind  the 
hich  provided  the  expertise  to  make  it  possible. 

'ORK 

tf  JS A  and  a  multi-vendor  group*  formed  the  core  team 
the  first  multi-vendor  wireless  infrastructure.  The 
(PCS  Access  Network)  is  actually  a  new  architecture 

■  drives  cost  out  of  the  business. 

■  ie  plan  was  to  roll  out  a  system  cost  effective  enough 
u  markets,  and  that  continued  to  support  the  integra- 
B/oice  and  data  services.  This  was  accomplished 

lit  the  combination  of  a  traditional  telephony  signaling 
t\  ailed  SS7  with  the  leading  Internet  data  protocol 
vfis  IP. 

to  main  contribution  was  a  centralized  HLR  (Home 
.tl  Register),  a  database  used  to  identify  a  subscriber  and 
tf  the  features  available  to  that  subscriber.  Since  the 
also  based  on  IP,  it  could  be  easily  updated  to 


new  services. 


1lE  CLOCK 

had  from  October  1998  to  November  1999  to 
test  and  deliver  the  system.  "That's  like  having  your 
dice  and  your  first  game  the  same  day,"  he  says.  Yet  it 
and  US  West  was  a  big  winner  due  to  the  revenue 
nunts  and  cost  reductions  they  achieved. 

ie  to  market  advantage  is  facilitated  by  Alcatel's  open 
r  iming  architecture,  Because  the  Alcatel  'Intelligent 
s   technology  is  based  on  ll1.  it  provides  US  west  with 
bility  to  develop  and  deploy  new  value-added  services 

i  isu'i  and  lor  less  cost  th.m  evei  before.  "As  a  result,  we 

iwei  cost  position  than  anyone  else  in  the  market," 

;\  i  s.ns. 


<1e  quipment  manufacturers  involved  in  this  project  included  Tekelec, 
-.s  i,  Nortel  and  Cisco. 
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'We  have  a  lower  cost  position 
than  anyone  else  in  the  market. 

Joe  Hannan,  Director  of  Network  Planning, 
US  West  Wireless 


» 


POST  SEASON  PLAY 

When  did  Hannan  know  he  would  pull  it  off?  "The  most  telling 
moment  was  when  we  got  Alcatel  and  Tekelec  to  test  together  in 
Alcatel's  Dallas  lab.  They  are  fierce  competitors  and  you  never  let 
the  competition  into  your  lab." 

Thanks  to  their  combined  foresight  and  teamwork,  Alcatel  and 
US  West  have  established  themselves  as  the  team  to  beat  in  the 
wireless  arena. 


"Our  IN  platform  is  supporting 
the  first  totally  IP-based 
wireless  network. " 

Mark  Peterson 


ALCATEL 


Q&A  with  Mark  Peterson, 

Vice  President,  General  Manager 

for  Intelligent  Networks  at  Alcatel  USA 

Q.  What  differentiates  your  IN  products? 

US  West  Wireless'  deployment  of  Alcatel  IN  across  a  completely  IP- 
based  network  demonstrates  that  our  solution  is  optimal  for  both  data 
and  voice  networks.  We  have  been  working  on  IP-based  Intelligent 
Networks  for  10  years.  In  fact,  Alcatel  already  offers  what  other 
vendors  are  still  promising  —  a  next-generation  IN  platform  that  can 
integrate  SS7  signaling  technology  with  an  IP  network. 

Q.  What  is  different  about  your  version  of  the  HLR? 

The  Home  Locator  Registry  (HLR)  is  a  common  feature  of  wireless 
networks.  Usually  this  capability  is  hard-coded  into  the  switches. 
Alcatel  developed  a  completely  centralized  HLR  software  database 
which  can  be  quickly  and  easily  updated. 

Q.  Why  is  your  technology  based  on  an  'open'  system? 

Our  non-proprietary,  open  programmable  platform  allows  the  service 
provider  to  easily  create  new  services  themselves.  Our  system  and  the 
network  itself  are  now  opened  to  third-party  software  developers  who 
will  drive  future  applications.  One  company  just  can't  do  it  all  anymore. 


For  more  information  on  Alcatel 
check  out:  www.alcatel.com 
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ORESIS  COMMUNICATIONS.  INC. 

PRESIDENT  &  CEO:  Ali  R.  Sarabi  (2nd  from  L) 
FOUNDERS:  (L  to  R)  Andrew  Alleman 
(Chief  Architect),  George  Shenoda 
(CTO),  Chris  Shaver  (VP  Engineering) 
FOUNDED:  May  1998 
EMPLOYEES:  124 
MARKET  NICHE:  Multiservice  Edge  Switching 
VISION:  "Simplifying  Global  Internetworking"  is  the  focus  of  Oresis 
Communications,  Inc.,  a  developer  of  state-of-the-art  switching  products  for 
the  global  telecommunications  industry.  The  company's  mission  is  to  develop 
the  industry's  first  OmniService™  ,  carrier-class  switching  platform  that  sets 
new  standards  of  performance,  density,  scalability,  and  ease  of  use  while 
delivering  fully  integrated  interworking  between  ATM,  ISDN,  IP  and  SS7 
networks  and  signaling  protocols. 

VALUE  PROPOSITION:  ISIS-700™  ,  the  company's  flagship  product, 
enables  carriers  and  service  providers  to  migrate  circuit  and  packet  switched 
networks  to  a  single  backbone  in  an  economical  manner  without  compromising 
features,  reliability,  or  embedded  investments  in  their  existing  networks. 
www.oresis.com 


SANTERA 

— 


SANTERA  SYSTEMS 

CEO:  David  Heard 

FOUNDED:  March  1999 

EMPLOYEES:120 

MARKET  NICHE:  Superclass  Switching 
VISION:  Santera  Systems  is  the  pioneer  of  Superclass  switching  products  for 
the  global  communications  market.  Santera  has  created  this  new  model  for 
integrated  voice  and  data  switching  called  "Superclass"  to  accelerate  the 
industry's  migration  from  circuit-  to  packet-based  networks  through  the  delivery 
of  dramatic  capital  and  operational  savings  for  service  providers  worldwide. 
VALUE  PROPOSITION:  Santera  is  targeting  the  enhanced  Class  5 
market  with  a  hyper-dense,  data-centric  switch  architecture  supporting 
both  voice  and  data  services  on  a  common  platform.  This  combination 
will  reduce  cost,  increase  efficiency,  expand  services  and  create  a  new 
class  of  competitive  carriers. 
www.santera.com 


sharemedia 


SHAREMEDIA 

PRESIDENT  AND  CEO:  Thomas  Chen 
FOUNDED:  1995 
EMPLOYEES:  53 

MARKET  NICHE:  IP-based  Universal  Messaging 

VISION:  To  spearhead  the  convergence  of  telephony  and  Internet 

communications,  offering  integrated  messaging  services. 

VALUE  PROPOSITION:  ShareMedia,  Inc.  is  the  leading  ASP/outsourcer  of 

Internet-based  messaging  services,  bringing  converged  applications  to  both 

computers  &  telephony.  Telcos  and  ISPs  can  offer  their  customers 

ShareMedia's  innovative  messaging  service  integrating  voice,  fax,  e-mail, 

wireless  and  personal  information  management. 

www.sharemedia.com 


Business  Week 


io 


Each  new,  cash-flush  service  provider  moving  forward  \ 
aggressive  deployment  plans  represents  a  potential  custo 
the  brand  new  venture-backed  technology  suppliers  we 
on  earlier.  Previously,  such  companies'  opportunities  wt 
generally  restricted  to  a  few  regional  or  national  accoun 
large  embedded  bases,  entrenched  vendors  and  long,  an   - 
procurement  cycles.  In  the  new  world  of  proliferating 
praviders,  purchasing  decisions  can  be  arrived  at  much 
quickly  —  and  the  dollars  involved  in  a  single  order  car 
company-making.  The  new  competitive  environment  b 
about  through  policy  reform  is  thus  doing  its  part  to 
contribute  to  the  current  virtuous  cycle.' 


dry 
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THE  BULL  MARKET 

The  fourth  accelerating  factor  is  the  public  capital  mark 

decision  to  embrace  high-tech  entrepreneurship.  Net-rel 

•       •    u  •  i     j  l  r        xt  i    ■      m 

innovation  is  being  valued  as  never  before.  Not  only  is  i 

pouring  into  startups  from  venture  funds  -  $48  billion 

1999,  including  $15  billion  in  the  last  quarter  alone  — 

these  startups  are  going  public  at  unprecedented  valuatii  igvofo 

Two  hundred  and  eighty  nine  (289)  Internet-related  IP(  jacarchii; 
raised  $24.66  billion  in  1999,  compared  to  42  Internet-  tn; 
IPOs  raising  $1.96  billion  in  1998.  Internet-related  IPC 
resented  60%  of  the  total  number  of  IPOs  in  1999,  con  « 
to  14%  of  IPOs  in  1998.  The  average  Internet-related  I 
ended  the  year  266%  above  its  offering  price,  compared 
average  appreciation  during  1999  for  non-Internet  relate 
IPOs  of  only  59%.  The  average  Internet-related  IPO  clo 
90%  above  its  offering  price  on  its  opening  day.  Of  the 
largest  first-day  gains  in  IPO  history,  29  occurred  during 
and  nearly  all  were  Internet-related  IPOs. 
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Internet  IPO  Revenues 


(in  billions) 


$24.66 


$1.96 


1998 


The  market's  willingness  to  accept  and  reward  risk  is  ama 
even  incredible,  to  many  seasoned  investors.  As  of  this  wi  %topu 
the  NASDAQ  has  posted  new  highs  1 5  times  since  the  b  ^ 
ning  of  2000.  As  long  as  the  bull  market  continues,  expe<(0t,, 
burgeoning  VC  investment  in  sectors  like  optical  networl  ,t|il, 
next  generation  telephony  and  many  more  business-to-bii  mtll|] 
Web  plays. 

Whatever  your  role  in  the  current  Net  drama,  whether  , 
buyer,  seller,  user,  or  investor,  you  need  to  monitor  the  rot^,, 
trends  outlined  here.  They  have  the  potential  to  change  ymt, 
business  and  your  life.  Understanding  and  exploiting  wha 
happening  on  the  Net  will  be  central  for  years  to  come.    | 
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LIZA  DRAPER  is  an  associate  in  McQuillan  Ventures' 
investment  practice  and  Manager  of  the  annual  Next  Ge 
Networks  and  NGN  Ventures'  conferences.  During  her ' 
in  the  networking  field,  Liza  has  been  Program  Director 
Gartner  Group  and  held  senior  marketing,  product,  and  | 
management  positions  at  several  network  concerns. 
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mdry  Networks 


e  and  Wireless  Speeds  Up  the  Internet 


y  upgrading  with  a>:  eye  to  the  fun 

I  months,  I'm  pushing  something  to  the  side  that  had  been  in  the  core 
[work,"  says  JeffYoung,  vice  president  of  global  engineering  for  C&W. 

>  FOR  GIGABITS 

t  big  build-out  is  to  upgrade  the  company's  data  centers, 
ouse  the  all-important  Web  servers,  with  the  latest  and  fastest 
)gy  available  -  Gigabit  Ethernet.  While  Young  concedes  the 
's  legacy  ATM  (Asynchronous  Transfer  Mode)  has  been  a 
katform,  the  new  gigabit  (that's  one  billion  bits)  per  second 
pgy  offers  an  unbeatable  price/performance  curve. 

v  iig  a  careful  evaluation  of  the  leading  products,  C&W  selected 
(  ;nt  from  Foundry  Networks.  "We  required  something  very 
l<  vith  high  availability.  We  are  on  a  path  to  migrate  all  of  our 

i  the  gigabit  equipment,"  Young  continues.  As  for  the  expected 
>;    in  terms  of  price/performance,  "our  rule  of  thumb  on  any 
<  >loyment  is  it  has  to  be  twice  as  dense  and  cost  half  as  much." 


NOTHING  BUT  THE  BEST 

Young  sees  his  job  as  an  in-house  systems  integrator,  selecting  the 
'best-of-breed'  in  every  category  and  then  getting  all  of  the  equip- 
ment to  play  together.  He  tested  Foundry  and  found  it  superior  for 
Gigabit  Ethernet  and  related  networking  applications.  "I  use  prod- 
ucts for  what  they  are  best  at  and  for  what  they  specialize  in,"  he 
explained.  "I'm  simply  interested  in  reliability  and  best-of-breed. 
Foundry  came  out  the  clear  performance  winner." 


Foundry  Networks,  Inc.  (NASDAQ:  FDRY)  is  a  leader  in  high  performance 
end-to-end  switching  and  routing  solutions  including  Internet  routers,  Layer  3 
switches  and  Internet  Traffic  Management  systems  for  Layer  4-7  switching. 
With  more  than  2,000  customers  as  of  March  2000,  Foundry  products  are 
installed  in  the  world's  largest  ISPs,  enterprise,  entertainment,  pharmaceutical 
and  manufacturing  companies  as  well  as  search  engines,  e-commerce  sites, 
universities  and  government  organizations.  Foundry  launched  a  successful 
IPO  in  September  1999  setting  a  NASDAQ  single  day  market  capitalization 
gain  record. 


For  information  on  Foundry  Networks 
check  out:  www.foundrynet.com 
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Cignal  Communications 
Makes  the  Net  Scream 


*\d  in  1997,  Cignal  Communications  is  a  global  communicai 
tmy  with  a  difference —  this  startup  promises  to  make  the  Into 
tiA  literally.  (  '  pent  the  past  three  years  designing  and 

ilAng  ai.  rial  broadband  network  that  can  support  real-time 

including'  id  other  dear, 

cut. 

51  co-founders  Mark  Land  and  Andrew  Perlrnan  saw  an  opportunity 
e  hev  realized  that  the  Internet  was  too  unreliable  for  real-time 
unications.  They  set  out  to  do  what  the  Internet  could  not,  by 
g  their  own  network  using  ATM  (Asynchronous  Transfer  Mode) 
logy  to  provide  international  managed  Internet  services. 

*  Vetitive  advantage 

'i   lompetitive  advantage  is  based  on  the  fact  that  because  our  first 
tion  was  voice,  we  had  to  design  the  network  to  support 
nc  Quality  of  Service  (QoS),  and  we  had  to  build  it  efficiently 
it  was  cost-competitive  with  existing  services,"  said  Land. 

turned  to  General  DataComm  (GDC)  to  supply  the  broad- 
witches  thai  would  torm  the  core  ot  the  network.  As  Land 
led,  "looking  at  all  the  major  players,  a  couple  of  things 
id  us  io  G1X'.  First,  they  are  a  leading  supplier  ot  ATM 
es  t<>  carriers  around  the  world.  We  also  came  to  realize  that 
is  way  alu-.nl  ot  the  pack  with  regard  to  advanced  voice  and 
.•(working." 

g  w  uli  .in  initial  seed  funding  ol  |usi  $  I  million,  1  and  and 
n  were  able  to  demonstrate  thai  'toll-quality  voice  over  packet' 
ISlble,   IIkv  were  then  able  to  raise  $21.  5  million  to  begin 


construction.  Cignal  now  has  facilities  in  12  countries  from  Europe 
to  Asia,  and  will  grow  to  26  countries  during  2000. 

"We  can  support  mission-critical  applications  with  guaranteed  data 
delivery,  guaranteed  SLAs  (Service  Level  Agreements)  and  bill  on  a 
usage  basis,"  Land  continued.  "People  have  been  waiting  for  this 
type  of  service  for  a  long  time,  and  GDC  was  instrumental  in 
helping  us  build  it."  For  more  information,  visit  Cignal's  Web  site 
at  www.cignal.com. 


m 


-■General  DataComm 


GDC  (NYSE:  GDC)  designs, 
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develops  and  manufactures 
packet  voice/data  gateways  and  switches  for  next-generation 
telecommunications  providers.  The  world's  largest  converged  network 
operators  rely  on  technologies  embedded  in  General  DataComm's  NexEra™ 
and  GDC  APEX®  broadband  platforms  to  seize  their  competitive  advantage. 
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Redback  Networks 


GTE  Internetworking  Is  Riding 

the  Broadband  Wave 


9  the 


Whet) 

stud 

going  back  unci  7  the 

ofBurlingto 

•  and  the 
■■■>  ofdiM  traffic  coursing  through  the  A  \pany 

knows  it  is  riding  on  the  leading  edge  of  the  Internet  wave  and  u 
to  do  everything  it  can  to  help  its  customers  stay  ahead  of  the  curve. 
And  these  customers  include  some  of  the  largest  ISPs  in  the  conn 

THE  BROADBAND  TSUNAMI 

The  recent  popularity  of  broadband  access  technologies  like 
DSL  (Digital  Subscriber  Line)  promises  to  send  a  tidal  wave 
of  new  services  and  applications  flooding  across  the  Internet. 
The  challenge  for  companies  like  GTEI  is  to  find  an  econom- 
ical, highly  scalable  way  to  handle  broadband  traffic,  as  well 
as  to  enable  the  next  generation  of  Internet-based  services  for 
consumers  and  businesses. 

Unlike  traditional  dial-up  Internet  users,  DSL  and  other 
broadband  subscribers  have  a  quasi-dedicated  link  into  their 
networks.  That  creates  a  problem  for  service  providers' 
routers,  which  sort  Internet  messages  and  send  them  along  to 
the  correct  destination.  While  these  pieces  of  equipment  can 
parse  millions  of  data  packets  per  second,  they  weren't 
designed  to  handle  the  large  number  of  dedicated  DSL 
subscribers  that  GTE  Internetworking  was  forecasting  in  its 
business  model. 

To  meet  this  challenge,  GTE  Internetworking  turned  to  its 
technology  partners  for  the  solution.  Redback  Networks  had 
the  right  answer.  Redback  pioneered  a  new  market  category 
called  Subscriber  Management  Systems™  (SMSs),  which 
were  sophisticated  pieces  of  network  equipment  designed  to 
process  thousands  of  DSL  or  other  broadband  subscribers 
simultaneously.  The  result  for  GTE  Internetworking  was  the 
ability  to  create  a  much  more  economical  and  scalable 
network  architecture,  as  well  as  the  opportunity  to  enter  the 
market  far  more  rapidly.  In  short,  the  equipment  was  a  key 
component  for  GTEI  at  the  critical  starting  point  of  the 
company's  rollout. 


Business  Week 


'Their  SMS  system  contrib\ 
significantly  in  cutting  the 
time  required  for  our  initic 
market  entry!' 

-Mike  Shumway,  Director  of  Broadband  Services 


STAYING  ON  TOP 

Since  that  initial  rollout,  GTE  Internetworking's  service  co' 
has  grown  greatly.  GTEI  expects  to  double  the  number  of 
it  serves  this  year,  expanding  in  both  GTE's  widespread  ter: 
now  augmented  by  merger  partner  Bell  Atlantic  and  new  ti 
not  part  of  the  GTE/Bell  Atlantic  footprint.  Twelve  montrd 
now,  Shumway  expects  to  be  dealing  with  international  depl 
ment  and  new  value-added  Internet  services.  "Our  people 
figured  out  the  process  [to  provide  widely  available  high-sp< 
access].  Now  we  need  to  work  on  the  value-added  applicati 
take  advantage  of  the  broadband  capability  we  offer,  and  wi 
Redback  as  a  key  partner  in  that  effort,"  he  concludes. 


12 


Recfcact 


REDBACK  NETWORKS 
Dennis  Barsema 
WS^^S^BXW  to  1   Chief  Executive  Officer 

Redback  Networks  Inc.  of  Sunnyvale,  Calif,  designs,  develops,  and 
markets  advanced  communications  systems  to  increase  profitability 
manageability  of  broadband  networks  and  services.  The  company's 
market-leading  Subscriber  Management  Systems  (SMSs)  connect  ancj 
manage  large  numbers  of  subscribers  using  any  of  the  major  broadb 
access  technologies  such  as  Digital  Subscriber  Line  (DSL),  cable,  and  ' 
wireless.  To  deliver  integrated  transport  solutions  for  metropolitan  opt! 
networks,  Redback's  SmartEdge™  multi-service  platforms  leverage 
powerful  advances  in  Application-Specific  Integrated  Circuit  (ASIC),  IP, 
and  optical  technology.  With  this  product  portfolio,  Redback  Network 
the  first  equipment  supplier  focused  exclusively  on  developing  integn 
solutions  for  the  New  Access  Network. 
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For  more  information  on  Redback  Netwoi 
check  out:  www.redback.com 
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COMMENTARY:  STADIUM  FINANCE 


By  Jay  Weiner 


THINKING  OUT  OF  THE  BATTERS  BOX 


BELL  PARK:  Sail  Francisco's  stadium  is  one  of  the  few  new  ballparks  to  be  privately  financed 


E 

■  iami,  watch  out.  Philadelphia, 
oBbe  careful.  Boston,  get  smart. 
1  '(St.  I  Amis,  stay  alert.  New 
I  York,  you're  not  immune, 
aington,  D.C.,  as  much  as  you 
!  a  team,  look  beyond  the  Belt- 
to  see  what's  coming.  It's  base- 
season  again,  and  in  these  cities, 
Jso  "We  gotta  get  us  one  of 
?  newfangled  stadiums"  season. 
ist  always  with  public  dollars 
limited  payback  to  taxpayers. 
Minnesota,  where  the  once- 
Ttul  Twins  are  doomed  to  lan- 
l  in  the  American  League  cellar, 
i  itionary  tale  has  unfolded  over 
i  last  five  years — a  stadium  saga 
with  political  intrigue,  divisive- 
,  and  hard  feelings.  As  the  popu- 
has  rebelled  against  subsidizing 
i  v\  park  for  billionaire  owner  Carl 

ad,  Minnesota  has  become  the 

(t  child  for  fans  and  citizens  na- 
\ide  who  have  been  shouting  out 


against  the  high  costs  of  publicly 
built  pro  sports  facilities.  Not  that 
their  campaign  seems  to  have  had 
much  sway.  In  fact,  Minnesotans, 
with  their  quirky  blend  of  antitax/so- 
cial  welfare  populism,  have  become 
the  odd  folks  out. 

From  Houston  to 
Detroit,  from  Seattle 
to  Pittsburgh,  taxpay- 
ers, pushed  by  elected 
officials,  have  been 
footing  ballpark  bills. 
Only  in  San  Francisco, 
where  voters  repeated- 
ly shot  down  funding 
plans,  did  Pacific  Bell 
Park,  built  with  private 
money  in  one  of  the  na- 
tion's most  prosperous 
markets,  buck  this 
trend.  We  should  cross 
our  lingers  and  hope  that 
this  newly  opened  Giants 


MICROCOSM:  /. 

ingfrom  Minnesota? 


stadium  nourishes  as  nicely  as  pub- 
licly funded  parks  in  Raltimore, 
Cleveland,  Dallas-Fort  Worth,  and 
Phoenix.  But  one  stadium  can't  turn 
back  the  tide.  That's  why  it's  time 
for  more  creative  thinking  in  ball- 
park finance. 
jiiij  "OUR  TEAM."  In  Minnesota, 

we've  experienced  how  a  com- 
munity and  its  team  can  drift 
apart,  divided  by  stadium 
games,  buffeted  by  baseball's 
lack  of  revenue-sharing,  and 
disillusioned  with  the  dollar 
cost  of  retaining  a  team. 
Fifty  years  ago,  Minnesotans 
embraced  pro  sports.  With 
affordable  $500  revenue 
bonds  purchased  by  wait- 
r.  BSes,  oar  dealers,  and 
union  locals,  a  grass-roots 
effort — along  with  limited 
public  finance — helped  to 
build  a  stadium.  Business 
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John  W.  Sidgmore 

Vice  Chairman, 

MCI  WorldCom; 

Chairman,  UUNET 


Charles  S.  Feld 

CIO 

Delta  Air  Lines,  Inc. 


e-Networks:  Communications  Strategies 
for  the  e-Business  Economy 


MAY  9,  2000  ■  SHERATON  NEW  YORK  •  NEW  YORK  CITY 


What  decisions  will  you  need  to  make  to  survive 
in  the  next  generation  of  e-business7  How  do  you 
integrate  voice,  data  and  Internet  communications 
into  the  most  effective  global  network7  What  are 
the  most  successful  strategies  and  business  models 
today?  And  even  more  important,  what  will  those 
strategies  be  tomorrow? 

Find  out  at  The  2nd  Annual  Business  Week 
Technology  Leadership  Summit  in  New  York.  On 
May  9,  you'll  learn  why  the  right  technological 
advantage  is  the  best  strategic  advantage. 

You'll  also  hear  real-world  solutions  and  insights 
from  pacesetters  in  the  e-business  economy  including: 

■  Peter  A.  Jacobson,  Chief  Technology  Officer 
and  Senior  Vice  President,  United  States 
Postal  Service 

■  Michael  A.  Vartis,  Director  of  National 
Infrastructure  Protection  Center,  FBI 

■  Jay  Rolls,  Vice  President,  Engineering, 
Excite@Home 

■  Thomas  A.  Lesica,  Senior  Vice  President 
and  CIO,  J. Crew  Group,  Inc. 

■  Mark  H.  Goldstein,  President  and  CEO, 
BlueLight.com 

among  others 

To  guarantee  that  this  conference  is  a  valuable 
experience  for  each  executive,  reservations  are  ex- 
tremely limited.  To  reserve  your  place  at  this  strate- 
gic, hands-on  conference  for  top-level  executives: 
Go  to:   www.conferences. 
businessweek.com/ 
2000/enetworks/ 
e-mail:    enetworks@businessweek.com 
phone:    1-800-682-6007 
fax  on  demand:    1-800-682-6007  document  #150 
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Sports  Business 


leaders  eagerly  stole  the 
lowly  Senators  from 
Washington,  D.  C,  and 
the  arrival  in  1961  of 
Major  League  Baseball 
to  Minneapolis-St.  Paul 
helped  put  an  out-of-the- 
way  metropolitan  area 
on  the  nation's  cultural 
map.  The  team  and  the 
ballpark  were  "ours." 
The  players  lived  among 
us.  Even  the  original 
owner,  Calvin  Griffith, 
wasn't  much  richer  than 
the  rest  of  us. 

Years  passed.  Anoth- 
er Twin  Cities  stadi- 
um— the  Metrodome — 
opened  in  1982,  financed 
by  public  bonds. 
Salaries  soared.  Players 
struck.  Owners  locked 
out.  And  now,  without 
an  even  newer  stadium 
and  without  adjust- 
ments in  baseball's  eco- 
nomic system,  the 
Twins,  who  won  the 
World  Series  in  1987 
and  1991,  can't  compete. 
Bottom  line:  a  recent 
poll  in  the  Minneapolis 
Star  Tribune  showed 
that  only  13%  of  Min- 
nesotans  call  themselves 
baseball  fans. 

A  dagger  painfully 
slicing  the  affection  be- 
tween team  and  commu- 
nity has  been  the  pro- 
tracted stadium  battle, 
begun  in  1996.  History 
shows  a  former  gover- 
nor's chief  of  staff  urged 
the  Twins  to  threaten  to 
sell  the  team  to  an  out- 
of-state  buyer  in  hopes 
of  pressuring  the  legisla- 
ture to  vote  for  a  ball- 
park. The  team  pursued  a  transparent 
deal  to  move  the  club  to  the  Greens- 
boro (N.C.)  area,  which  had  no  chance 
of  supporting  a  big-league  franchise. 
But  the  ruse  didn't  work.  When  the 
legislature  held  a  special  session  to 
consider  public  financing  for  a  new 
stadium,  citizens  clogged  the  capitol's 
phone  lines  to  make  sure  their  repre- 
sentatives voted  "No!"  Last  year,  a 
revived  referendum  failed.  And  there 
is  no  appetite  for  stadium  debating 
again  this  season. 

But  there  are  lessons  that  Min- 


Some  $135  million  in  public  money 
helped  build  The  Ballpark  at  Arlington. 
Shouldn't  taxpayers  have  gotten  a 
cut  when  Bush  &  Co.  cashed  out? 

GEORGE  W.,  IN  1994,  THE  YEAR  HE  RAN  FOR  GOVERNOR 

nesota  can  offer  to  other  regions  en- 
gaged in  their  own  ballpark  wars.  The 
biggest  one?  Don't  let  your  owners 
grow  up  to  get  windfalls.  Presidential 
candidate  George  W.  Bush  is  a  perfect 
example.  According  to  First  Son  by 
Bill  Minutaglio,  George  W  invested 
$606,000  in  1989  in  the  Texas 
Rangers.  A  few  years  later,  the 
Rangers  built  The  Ballpark  at  Arling- 
ton with  the  help  of  $135  million  in 
public  financing.  When  the  team  was 
sold,  the  value  of  the  investment  by 
Bush  and  his  partners  had  grown  by 


more  than  300%  in  1(] 
years,  and  George  W. 
walked  away  with  ov< 
$14  million.  Did  the  fa 
payers  who  built  the 
lington  stadium  share 
any  of  that  increased 
franchise  value?  Of 
course  not.  That's  wh 
any  city  or  state  that 
builds  a  stadium  in  a 
called  "private-public 
partnership"  with  a  te 
must  capture  some  of 
the  upside  of  a  fran- 
chise's value,  either  w 
an  equity  stake  or  by 
sharing  in  the  profits 
when  the  team  is  sold 
ART  GALLERIES.  What 
else?  Open  your  mind; 
Think  outside  the  bat- 
ter's box.  What  shoul 
your  city  get  if  it  buil 
a  team  a  stadium? 
Shouldn't  teams  be  n 
quired  to  make,  say,  1 
of  their  tickets  no  mo: 
expensive  than  the  pri 
of  a  movie?  Shouldn't 
stadium  employees  be 
paid  livable  wages?  He 
about  demanding  that 
team's  finances  be  opei 
to  the  public?  How  ab( 
setting  aside  a  slice  of 
new  revenues  for  youtl 
programs,  especially  fo 
girls,  who  rarely  benefi 
from  these  guy-centric 
sports  palaces.  And  wil 
baseball  lagging  in  fron 
office  minority  hiring, 
why  not  reduce  the  rer 
if  a  team  strives  for  a 
strong  equal-opportunit 
record?  Ballparks  must 
also  be  reinvented  so 
they  can  be  used  for 
more  than  just  81  gam< 
Why  not  put  ymcas,  police  stations, 
art  galleries,  or  day-care  centers  in 
these  publicly  funded  facilities?  Mak 
them  ours  for  the  other  284  days  of 
the  year. 

For  $300  million  to  $500  million 
tax  money,  it  only  seems  fair.  And 
we're  big  on  fairness  in  Minnesota.  I 
That's  why  we  don't  have  a  new  ball 
park.  Yet. 


M 


'A 


Weiner  is  tfie  autJwr  of  Stadium 
Games:  Fifty  Years  of  Big  League 
Greed  and  Bush  League  Boondoggk- 
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/\s  the  nation's  largest  recLjcler; 

of  course  we  believe 
what  goes  around  comes  around. 


Each  year  at  Nucor,  we  keep  fO  million  tons  oj  scrap  steel  out  of  America's  landfills  and  off  oj  her 


mdscapes.  And  we  turn  that  scrap  into  new  steel  jor  everything  from  appliances  to  office  buildings.  All  the  while, 
l  neighbors  near  our  steel  recycling  plants  are  impressed  with  how  we 


% 


]t's  our  |\|ature.~ 
iserve  wetlands,  enhance  natural  habitats  and  meet  or  exceed  environmental  requirements.  From  our  well-known 

'.ployee  incentives  to  the  support  we  provide  our  communities,  we've  always  believed  in  sharing  our  success  with 

ose  around  us,  including  generations  yet  to  come  Its  nisi  our  nature 

Nikoi   2100  Rexford  Road  <■  lutlmu-  North  Carolina 28211  Phom  >kh>  Fax  704  )62   i  ms  www.nucor.com 


TOP-PLIGHT 

GARS:  WHAT  DO 

YOU  GET  FOR  ALL 

THAT  MONEY? 


Luxury  Cars  Get  Ev 

And  price  tags  go  up  accordingly.  Here  are  autos  that  mill  dra  $$i 


BY  DAVID  WELCH 

In  the  booming  New  Economy,  even  $90,000 
Porsches  may  no  longer  measure  up  as  status 
symbols.  "You  drive  to  South  Beach  [Fla.]  and 
Southern  California,  and  you  see  Porsches  all 
over  the  place,"  says  Mark  Yamout,  owner  of  a 
construction-adhesives  business  in 
Clifton,  N.  J.  So  Yamout,  42,  is  plan- 
ning to  lay  out  some  $130,000  for  BMW's 
sleek  new  Z8  roadster,  although  he  can't 
buy  it  right  away.  BMW  plans  to  make 
only  400  of  the  coupes  this  year,  and 
demand  is  so  strong  that  Yamout  won't 
be  able  to  take  delivery  until  2002 
To  satisfy  a  growing  number  . 
of  affluent  customers  who  want 
more  and  more  performance, 
luxury,  and  cutting-edge  tech- 
nology, auto  makers  such  as  BMW, 
DaimlerChrysler's  Mercedes-Benz, 


and  even  Volkswagen  are  offering  a  panoj  up  r;;i . 
premium  vehicles.  Some,  priced  from  $80,0  th.^ 
as  much  as  $250,000,  are  new  models.  Other  st  • 
bigger  or  sportier  versions  of  existing  top-enc  f(ir 


ler  or  a      upscale 

GARS 


$ , 


(page  182).  Carmakers  are  also  equipping 
upscale  rides  with  lots  of  high-tech  luxuries,  su 
voice-activated  controls  and  We 
cess.  And  some  will  even  cust< 
paint  and  upholstery  to  match,  sa; 
color  of  a  buyer's  favorite  swea 
this  "makes  the  '80s  look  like  Pikei 
says  Art  Spinella,  vice-president  ol 
Marketing/Research  in  Bandon, 
You'd  think  the  rising  demani 
luxury  cars  would  be  pus' 

JAGUAR  XKR  Even 

$76,000-plus  th< 

can't  make  enout 


Price  fa 


roti 
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«?  glances  you  could  want 


■X  jp,  right?  Think  again.  With  Mercedes-Benz 
W  th  America  holding  the  line  on  pricing  over 
i  it  three  years  to  boost  its  market  share, 
tii'or  existing  models  have  remained  flat.  Over 
I  st  five  years,  the  average  premium  car's 
k    price  has  risen  just  6%,  to  $56,900.  That 


BMW  Z8  The  company  will  make  only  100  of 

the  coupes  this  year,  and  they  have  already 
been  snapped  up,  at  $128,000  each 

compares  with  the  7%  increase  posted  by  mid- 
price  cars,  says  Spinella. 

To  get  more  money  from  luxury  buyers,  "you  ei- 
ther have  to  build  a  whole  new  product  or  suffi- 
ciently improve  an  existing  car,"  he  says.  So  BMW, 
for  one,  dreamed  up  the  Z8,  a  performance  road- 
ster reminiscent  of  its  curvaceous  507 
sports  car  of  the  1950s,  which  some  fans 
call  the  original  ultimate  driving  machine. 
With  deliveries  beginning  in  May,  BMW  is 
taking  orders  for  the  394-horsepower,  all- 
aluminum  two-seater,  with  a  sticker  price 
of  $128,000.  Some 
dealers  say  the 
Z8  is  com- 
manding pre- 
miums of 
$100,000 
above  sticker 
because  of  the  limit 
ed  supply,  although  BMW  has 
asked  dealers  to  stop  the  practice. 
FALLING  BEHIND.  If  British  luxury  is  more  your 
taste,  Ford's  Jaguar  last  year  began  selling  the 
XKR,  a  performance  version  of 
the  XK8  sports  coupe  and  con- 
vertible. Despite  its  $76,800  price 
tag— $10,600  above  the  XK8— 
Jaguar  can't  make  enough  XKRs, 
says  Mike  O'Driscoll,  president 
of  Jaguar  Cars  North  America.  If 
you  want  the  convertible,  you'll 
shell  out  an  additional  $5,000. 

Others  are  also  taking  the  new-product  road. 
Volkswagen  showed  in  Frankfurt  last  fall  its  Dl 
concept,  a  10-cylinder,  300-horsepower  sedan.  The 
model,  to  be  priced  close  to  $70,000,  should  hit 
dealerships  in  three  years.  Even  General  Motors' 
Cadillac  division,  which  these  days  has  all  the 
panache  of  a  pinky  ring,  is  going  upscale  with 
plans  to  build  its  $80,000  Evoq  roadster  off  the 
Chevrolet  Corvette  chassis.  "You  have  to  have 
something  at  the  top  of  the  fleet  with  cars  that  are 
exclusive  and  hard  to  get,"  says  James  Taylor,  a  se- 
nior GM  engineer.  Meanwhile,  Mercedes  plans  in 
two  or  three  years  to  launch  the  Maybach,  a  super 
saloon  on  par  with  a  Bentley  that  could  sell  for  as 
much  as  $250,000. 

Among  higher-volume  upscale  cars,  auto 
makers   are   one-upping   each   other   with 


fc  LEXUS  The  LS 
430  has  mas- 
sagers  in  rear 
seats.  Even 
Acura  (below) 
goes  up  a  notch  with 
its  Type  S  CL  coupe 


Riding  High— and  Paying  for  It 


l  CL  TYPES  $30,330  3.2-liter  V6,  260  hp  Powerful  VTEC  engine  boosts  Acura's  sports-luxury  image 

11118*  68,425  4.2-liter  V8,  300  hp  Stretched  A8  gives  driver  and  passengers  more  room 

i\li  128,570  3.2-liter  V8,  394  hp  A  super-luxury  car  that  takes  BMW  into  the  realm  of  elite  buyer? 

iQlRXKR**         81,800  4-liter  V8,  370  hp  Tight  and  fast  performance  version  of  its  stylish  twin,  the  XK8 

EIEDESS500       77,850  5-liter  V8.  302  hp 
iinse  "Convertible 


Lots  of  new  interior  gadgets  and  the  industry's  best  ride  an  1  handling 
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Luxury  cars 


AUDI  A8  The  sedan 
goes  upmarket  and 
gets  even  longer. 
Priced  at  $72,000 


features.  This  fall, i  you  can  buy  the  Lexus  LS 
430  with  an  optional  "ultra-luxury"  package  for 
more  than  $60,000.  It  features  ventilated  front 
seats,  electric  sun  shades, 
reclining  rear  seats  with  vi- 
brating lumbar  massagers, 
and  audio  and  air  condition- 
ing controls  for  rear  seats. 

Some  of  Lexus'  German  ri- 
vals, meanwhile,  are  going  the 
bigger-is-better  route.  Audi 
has  pushed  its  biggest  sedan 
upmarket  with  a  longer, 
$72,000  version  of  the  A8 
sedan.  Mercedes,  meanwhile,  has  made  its  flag- 
ship S-Class  sedan  more  exclusive  by  dropping 
the  cheaper  S320  from  its  lineup,  leaving  only  the 
S430  and  S500,  starting  at  $69,700  and  $77,850, 
respectively.  Moving  further  upmarket,  Mercedes 
will  begin  selling  a  12-cylinder  S600  later  this  year 
for  just  a  tad  more  than  $100,000. 

Carmakers  also  are  creating  high-end  per- 
formance versions  of  mainstream  luxury  models. 


Mercedes  added  the  $64,900  ML55,  a  A 
sion  of  its  M-Class  sport  utility  vehicle, 
offers  the  E55,  a  sportier,  $69,800  version! 
$52,450  E-Class  sedan  that  kicks  out  349 
power.  Lexus,  meanwirile,  is  cashing  in  vJ 
so-called  "L-Tuned"  sports  packages  tr 
elude  tighter  performance  handling.  The  pj 
comes  with  the  GS  300  and  GS  400  sedan^ 
will  be  available  soon  for  RX  300  suvs 
400  sedans. 

Even  Acura  is  nosing  into  the  luxury  eld 
$88,000  nsx  super  sports  car  was  recently  joij 
a  250-horsepower  Type  S  version  of  its  CL  | 
Acura  will  move  up  a  notch  with  its  next-: 
tion  RL  full-size  luxury  sedan,  scheduled  foij 
"These  cars  are  more  performance-orientej 
more  upscale  as  far  as  luxury  features  anq 
nology,"  says  Thomas  Elliott,  executive  vice 
dent  of  American  Honda  Motor.  As  long 
good  times  roll  on,  car  buyers  will  be  mor^ 
happy  to  go  for  such  features — even  if  it 
waiting  a  while  to  get  them. 

With  Larry  Ar 


LOADS  OF  MUSCLE,  PLENTY  OF  CUSS 


BY  WILLIAM  GLASGALL 

Norm  Crowe,  a  car  enthusiast  in 
Cleveland  Heights,  Ohio, 
recently  traded  his 
1999  Corvette  C5 
convertible  for  a 
2000  Saab  9-5  Aero. 
He  hasn't  regretted  it 
for  a  minute.  That's  be- 
cause Saab's  top-of- 
the-line  sedan  is  one 
versatile  machine.  While 
the  Aero's  turbocharged  acceleration  and 
solid  handling  provide  thrills  aplenty,  its 
well-appointed  cabin,  cavernous  trunk, 
and  smooth  ride  make  it  perfect  for 
hauling  groceries  around  town.  "It's 
made  for  speed,  but  when  you  get  into 
the  city,  it's  so  docile  and  refined,"  says 
Crowe,  32.  "It's  awesome." 

I  agree.  My  weeklong  test  of  the 
front-wheel-drive,  $40,175  Aero,  the 
upscale  version  of  Saab's  9-5  model, 
took  me  easily  from  the  hilly  back 
roads  of  rural  New  Jersey  to  the  pot- 
holed  avenues  of  Manhattan.  At 
times,  I  could  have  sworn  I  was  pilot- 
ing a  BMW  5  series  sport  sedan  cost- 
ing several  thousand  dollars  more.  I 
was  also  zipping  about  in  one  of  the 
safest  cars  on  the  street:  Euro  ncap, 
the  European  Union's  car  safety 
agency,  gave  the  9-5  the  top  crash- 
worthiness  rating  in  its  group,  tying 
the  5  series  and  outpacing  the  Audi 


Saab  9-5  Aero 


A6,  Mercedes-Benz 
E-Class,  and  Volvo 
S70,  among  others. 
The  Aero  shares 
the  9-5's  bodywork 
and  interior,  including 
comfy  leather  seats 
(heated  and  ventilat- 
ed ones  are  options), 
a  nine-speaker  CD 
sound  system,  and 
stylistic  quirks — the 
ignition  switch  is  in 
the  center  console, 
below  your  right 

thigh,  and  the  cup  holder  unfolds  from 
the  dash  at  the  flick  of  a  finger. 
KICK  IT  UP.  My  model  came  with  On- 
Star  ($895),  the  satellite  and  cell-phone 
network  that  provides  driving  instruc- 
tions and  emergency  assistance.  For 
forty  grand,  you  deserve  such  atten- 
tion. You  also  deserve  fun,  and  the 


MSRP 

$40,175 

ENGINE 

230  hp, 
2.3-liter  turbo  4 

TRANSMISSION 

5-speed  manual* 

0-60  MPH 

6.6  seconds 

TOP  SPEED 

127  mph** 

EPA  FUEL 
ECONOMY 

20  mpg  city; 
28  mpg  highway 

*4-speed  automatic,  $1,200 
"Electronically  limited 


Aero  delivers.  Like  its  smaller  high- 
performance  cousin,  the  9-3  Viggen, 
the  Aero  is  powered  by  a  souped-u] 
2.3-liter  turbo  4  pumping  put  230 
horsepower.  The  engine  is  at  its  b 
when  you're  passing  another  vehi 
Its  "overboost"  feature  virtually  eli 
nates  the  lag  you  get  with  many  ti 
bocharged  engines  between  the  timj 
you  step  on  the  gas 
and  the  time  you 
shoot  ahead.  It  lets 
you  kick  the  Aero  uj 
to  240  HP  for  short 
bursts  of  power  and 
pass  semis  at  70  m] 
without  having  to 
downshift  the  five- 
speed  manual  tran 
mission.  (A  four-spe< 
automatic  costs  $1,21 
more.) 

To  improve  nan 
dling,  Saab  gave  thi 
Aero  17-inch  alloy 
wheels  and  heavy- 
duty  front  brakes, 
stiffened  the  springs  and  shock  ab- 
sorbers, and  lowered  the  body  four- 
tenths  of  an  inch.  This  makes  for  a 
firm  ride,  but  lets  you  breeze  aro 
curves  without  feeling  you're  losin 
control.  In  late  April,  Saab  is  brin 
out  an  Aero  wagon.  Just  the  ticket 
for  a  road  rally — or  car  pool. 
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9  LEASES, 

iCH  PLAYS, 
EJHANGE- 
I IED  FUNDS 


Leases:  Dings  to  Watch 

How  to  avoid  unpleasant  surprises  when  you  turn  your  car  in 


BY  LARRY  ARMSTRONG 

Your  lease  is  up,  and  it's  time  to 
turn  in  that  three-year-old  Lexus. 
But  when  the  leasing  company's 
inspector  has  a  look  at  your  car, 
you  get  an  unpleasant  surprise. 
Your  car  is  one  of  the  nearly  30% 
of  leased  vehicles  that  are  returned  with 
dings,  dents,  scratches,  and  other  faults  that  leas- 
ing companies  deem  excessive  for  the  age  of  the 
car.  The  average  bill  for  such  "excess  wear  and 
use"  comes  to  more  than  $1,600 — and  you'll  have 
to  pay.  Or  maybe  you  drove  more  than  the  lease 
allowed.  Get  ready  to  shell  out  as  much  as  25<?  for 
every  mile  beyond  the  permitted 
distance. 

Of  course,  there  is  a  way  out  of 
this  dilemma:  You  have  the  right 
to  buy  your  car  from  the  lessor.  If  the  mileage  is- 
n't too  high  and  the  dents  not  too  severe,  this 
might  be  a  good  deal.  And  if  you  do  buy  the  car, 
you  can  forget  about. any  penalties.  Remember, 
though:  You  already  agreed  on  a  buyback  price — 
called  the  "residual  value" — three  years  ago 
when  you  signed  the  contract  Is  it  a  bargain  to- 
day or  way  above  the  ear's  true  market  value? 
To  figure  out  what  kind  of  penalties  you  may 
face  and  whether  it's  wise  to  buy  your  car,  pull 


Leasing 


out  your  contract  and  see  what  you 
agreed  to  when  you  signed  on  the  dot- 
ted line.  Or  at  least  open  your  mail. 
Many  leasing  companies,  especially 
those  owned  by  car  manufacturers 
who  want  you  to  to  be  a  repeat  cus- 
tomer, send  out  hints  on  how  to  mini- 
mize those  nagging  end-of-lease  charges.  At  the 
very  least,  you'll  get  a  better  idea  of  what  you 
might  be  penalized  for. 

If  your  finance  company  offers  free  inspec- 
tions, take  the  offer.  You  can  always  fix  any 
damages  and  come  back  for  a  second  inspection. 
If  you're  worried  about  a  rip  in  the  upholstery  or 
chip  on  the  windshield,  hire  an 
independent  appraiser  for  $40  or 
$50  to  establish  the  actual  damage 
to  the  car.  You  can  find  certified 
appraisers  by  calling  your  insurance  company, 
or  you  can  find  them  at  glass  repairers,  auto- 
body  shops,  or  auto  centers. 

Many  leasing  companies  will  accept  an  ap- 
praiser's estimate  in  lieu  of  their  own.  And  be 
sure  to  take  your  jalopy  to  the  car  v  ash  before 
the  inspector  shows  up.  It's  worth  paying  extra 
to  have  the  carpets  and  upholstery  scrubbed.  If 
the  inspector  turns  up  a  lot  of  damage,  you  may 
be  able  to  get  your  insurance  company  to  pay  for 
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What  You'll  Get 
Charged  For ... 


•  Scratches  that  break  the  paint, 
longer  than  1-1/2  inches 

•  Windshield  cracks,  or  chips  with 
"spider  legs" 

•  Mismatched  tires  or  those  with 
less  than  1/8-inch  tread 

•  Upholstery  and  carpet  burns  that 
go  through  to  the  backing 

•  Missing  routine  maintenance 


Leasing 


•  Scratches  that  can  be  buffed  out 

•  Windshield  chips  and  scratches  ' 
outside  the  driver's  line  of  sight 

•  Cosmetic  scrapes  shorter  than 
2  inches  on  tires 

•  Upholstery  and  carpet  singes,  two 
or  fewer 


DATA:  NISSAN  MOTOR  ACCEPTANCE  CORP.;  OTHER  LESSORS'  TERMS 
MAY  BE  MORE  OR  LESS  RESTRICTIVE 


some  of  it.  Replacing  a  windshield  with  a  crack 
or  "stars"  is  almost  always  covered  without  an 
adverse  impact  on  your  premiums.  Other  fixes 
will  be  cheaper  if  you  have  them  done  yourself, 
such  as  pulling  out  dents  that  don't  require  re- 
painting. Pay  particular  attention  to  tires:  Vir- 
tually every  lease  requires  a  matched  set  and 


will  bill  you  manufacturer's  list  price  for 
At  this  late  date,  there's  not  much  you 
about  any  excess  mileage  except  minim: 
driving  for  the  remainder  of  the  lease, 
lucky,  your  lessor  is  one  of  the  few  that  d( 
exact  a  heavy  penalty.  Toyota  Financial  S 
and  Wells  Fargo,  for  example,  charge  a  r 
able  10(2  a  mile.  Some  luxury-car  lessors 
as  much  as  25<2. 

If  you  really  love  that  Lexus  and  you're 
ing  of  buying  it,  ignore  the  extra  charges 
up  your  car's  market  value  in  the  Kellei 
Book  (www.kbb.com)  and  compare  it  wi 
residual  value  in  the  contract.  If  there's  a  1: 
ference,  you  can  use  it  to  dicker  with  the  1 
company.  Let's  say  that  your  bank  is  facei 
taking  back  a  $25,000  car  that's  wort! 
$22,000  on  the  open  market.  You  wouldn't 
at  $25,000.  But  the  bank  might  be  willing 
you  a  deal  on  the  purchase  price  if  you  ta 
a  car  loan  at  the  same  time.  Or  it  may  € 
your  lease  on  more  favorable  terms.  An 
next  time  you  lease  a  car,  treat  it  as 
owned  it.  In  the  end,  you'll  be  paying  for  i 
you  did. 


Biotechs:  Catch  a  Risky  Wave 

With  some  stocks  as  much  as  60%  off  their  highs,  the  sector  abounds  with  buys 


BY  ELLEN 
LICKING 
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Stocks 


If  the  time  to  jump  into 
a  hot  stock  group  is  af- 
ter a  steep  correction,' 
biotechnology    shares 
couldn't  be  more  tempt- 
ing. The  biotech  group  tripled  in 
four  months.  Then,  in  mid-March,  Pres- 
ident Clinton  and  British  Prime  Minis- 
ter Tony   Blair  issued  a  statement  that 
see n ied    to    endanger   the    patent    rights    of 
biotechs.  The  sector  took  a  big  hit  and  promptly 


gave  back  half  those  gains.  Big-name  s 
slid  as  much  as  30%.  Smaller,  earlier-stage 
panies  were  down  as  much  as  60%. 
biotech's  perking  up  again.  But  there  are 
bargains  to  be  had.  Says  Matthew  Geller,  an 
lyst  with  cibc  World  Markets  in  New  York: ' 
is  the  time  to  buy." 

Yes — but  what,  exactly?  Sifting  througl 
more  than  350  publicly  traded  biotech  comp 
isn't  easy.  Roughly  a  dozen — including  An 
Biogen,  Genentech,  and  Chii 
have  enough  products,  profits 
potential  in  their  pipelines  t 
considered  the  industry's 
chips.  After  that  come  the  growth  stories,  you 
companies  that  stand  a  chance  of  becoming 
next  blue  chips,  including  Cephalon,  Celgene, 
ilex  Oncology.  They're  riskier,  but  they  have 
ceeded  in  getting  products  on  the  market  or 
late-stage  human  trials.  They  might  post  e 
ings  in  a  year  or  two. 

But  most  biotechs  are  still  at  an  earlier  st 
struggling  to  move  potentially  novel  compot 
out  of  the  lab.  They're  most  likely  to  require 
ther  capital  infusions,  and  their  efforts  are  in  (| 
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Maybe  you  can't  afford  an 
:ntire  team  of  Web  experts. 
I  But  you  can  rent  ours. 


Now  you  don't  have  to  be  dependent  on  part-time  workers  for  your  full-time  business.  Even  if  your 
business  is  just  getting  off  the  ground,  you  can  have  a  group  of  Internet  experts  on  staff.  Just  call 
Interland,  the  only  true  Web  solutions  provider  offering  everything  from  site  design  and  hosting  to  secure 
e-commerce  and  dedicated  servers.  So  why  count  on  one  person  when  you  can  have  an  entire  team 
of  Webmasters  dedicated  to  your  business  with  Interland?  One  call  and  they'll  start  working  for  you. 

Increase  revenue.  Expand  your  business.  Reach  more  customers. 


@  Affordable  hourly  pricing 

@  Web  hosting,  co-located  and  dedicated 

@  Build  a  Web  site  from  scratch 

services  available 

@  Get  a  Web  site  makeover 

@  On-staff  engineers  include  MCSP,  CCIE,  Red  Hat 

@  Quick  solutions  in  as  little  as  one  week 

and  more 

@  24/7/365  state-of-the-art  Network  Operations  Center 

@  On-staff  experts  in  Oracle,  SQL,  Real  Media, 

@  Professional  marketing  sevices  available 

Windows  Media  and  SANS 

redM.n 


Microsoft 


Certified 


interland 

We  make  the  Web  work  for  your 


'all  Today  800.303.2476  www.interland.com  •  404.586.9999  •  sales@interland. 


com 
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Supply-chain  strategies  for  a  customer-driven  enterf 


SMART  ENTERPRISE: 

INTEGRATING  SUfTLY  AND  DEMAND  CHAINS 

MAY  v,  2000  ■  GRAND  HYATT  ATLANTA  IN  BUCKhEAD  ■  ATLANTA,  QA 


In  the  new  economy,  customers  call  the  shots,  and  getting  close  to  them 
requires  revolutionary  supply  chain  strategies.  The  goal  is  a  smart  enterprise  - 
one  that  combines  supply  and  demand-chain  technologies  with  innovative 
business-model  design  to  integrate  product  development,  manufacturing,  sales 

and  distribution  seamlessly. 


SERIES 


Mark  T.  Hogan 

group  vice-president, 

General  Motors  Corporation; 

president,  e-GM 


Ronald  L  Dick, 

section  chief,  computer 

investigation  and  operations, 

national  infrastructure 

protection  center,  FBI 


Joseph  J.  Kennedy 

president  &  COO, 

E-Loan,  Inc. 


David  P.  Perry 

president,  CEO 

&  co-founder, 

Chemdex  Corporation 


Mark  A.  Rhoney 
president,  eVentures, 
United  Parcel  Service 


A.R.  Mullinax 
senior  vice-president  & 
chief  eBusiness  officer, 
Duke  Energy  Corporation 


Business  Week's  Smart  Enterprise,  a  Digital  Economy 
Conference,  will  explore  the  ground-breaking  business  models 
and  technological  tools  for  achieving  that  goal.  On  May  17th, 
you'll  meet  the  leaders  who  are  already  anticipating  and 
delivering  to  customer  demands.  Strategize  with  industry 
visionaries,  including: 

■  George  T.  Shaheen,  president  and  CEO,  Webvan  Group,  Inc. 

■  Ronald  L.  Dick,  section  chief,  computer  investigation  and 
operations,  National  Infrastructure  Protection  Center,  FBI 

■  David  Allen,  vice-president,  worldwide  operations,  Dell 
Computer  Corporation 

■  Mack  D.  Murrell,  global  director,  Customer  Interface 
Initiative,  The  Dow  Chemical  Company 

■  Mark  Schar,  vice-president,  Global  iVentures, 
The  Procter  &  Gamble  Company 

Only  a  limited  number  of  professionals  will  be  able  to 
take  part  in  this  event.  Conference  registration  is 
complimentary  for  qualifying  senior  executives.  For  more 
information,  or  to  register: 

Go  to:      www.conferences.businessweek.com/ 
2000/enterprise 

e-mail:  smart_enterprise@businessweek.com 

phone:  1-888-239-6878 

fax  on  demand:  1-888-239-6878,  document  #160 
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Stocks 


greatest  jeopardy  of  being  outmoded 
by  new  techniques.  Among  the  em- 
bryonic companies  are  the  high-fly- 
ing genomics  outfits,  which  are  mining 
the  human  genome  for  information 
that  will  be  the  stalling  point  for  fu- 
ture medicines.  One  such  company, 
Celera  Genomics  Group,  announced 
Apr.  6  that  it  had  finished  decoding  all 
the  dna  molecules  for  a  single  human  being  way 
ahead  of  schedule,  and  would  combine  them  into  a 
full  genome  in  a  mere  three  to  six  weeks. 

Science  such  as  this  is  breathtaking.  But  most 
securities  analysts  are  leery  of  genomics  shares; 
products  and  profits  are  too  many  years  off.  The 
safer  way  to  invest,  they  argue,  is  to  stick  with 
the  blue  chips,  which  have  demonstrated  an  abili- 
ty to  survive  the  12  to  15  years  it  takes  to  bring  a 
drug  to  market.  Take  Medlmmune,  which  markets 
a  successful  antibody  drug  for  cancer.  It  was  trad- 
ing as  high  as  228  a  few  weeks  ago.  As  the 
biotech  group  faded,  Medlmmune  has  come  down 
to  a  more  reasonable  168,  with  a  price-earnings  ra- 
tio of  94.  Genentech,  meanwhile,  is  down  28% 
from  its  high,  to  148,  which  still  is  a  rich  133 
times  this  year's  estimated  earnings.  "It  has  one  of 
the  best  pipelines  in  all  of  biotechnology,  is  highly 


Smart  Biotech  Buys 


The  volatile  market  has  made  these  stocks  look  cheap — at  least 
for  investors  with  long  time  horizons. 


COMPANY/SYMBOL 


PRODUCT 


FDA 

APPROVAL 


STOCK 
PRICE* 


AVIRON  AVIR 

Mountain  View,  Calif. 

FluMist 
for  flu 

Expected 
2001 

$26.50 

$54.40 

-54% 

CELGENE  CELG 

Warren,  N.J. 

Thalomide 
for  cancer 

Approved 

|   92.20 

187.00 

-54% 

CEPHALON  CEPH 

West  Chester,  Pa. 

Provigil  for 
sleep  disorders 

Approved 

40.80 

74.40 

-47% 

ILEX  ONCOLOGY  ILXO 

San  Antonio 

Campath 
for  cancer 

Expected 
summer  2000 

j    35.10 

54.10 

-41% 

QLT  PHOTOTHER.  QLTI 

Vancouver,  B.C. 

Visudyne 
for  macular 
degeneration 

Expected 
:  spring  2000 

1    58.50 

85.75 

-34% 

*As  of  April  7 


profitable,  and  has  incredible  growth  opportuni- 
ties," says  Kurt  von  Emster,  who  manages  the 
Franklin  Biotechnology  Discovery  fund. 

Some  smaller  up-and-comers  could  be  even 
more  promising.  But  beware  of  companies  that 
have  no  products  yet,  says  Michael  Becker,  editor 
of  Beck  on  Biotech,  a  monthly  newsletter 
(www.beckonbiotech.com).  Moving  a  drug  out  of 
the  lab  and  into  the  clinic  takes  so  long  and  is  so 
expensive  that  holding  shares  in  such  companies 
"is  a  perilous  task,"  he  says. 

Instead,  look  for  companies  that  have  good 
managements  and  appear  to  be  on  the  cusp  of 
profitability,  with  solid  drugs  in  late-stage  clinical 
tiials  and  maybe  even  a  product  on  the  market  al- 


You  can  evaluate  young  biotech  outfit 
by  the  company  they  keep:  Look  for 
startups  in  collaboration  with  big  nai 


ready.  Becker's  picks  include  Amylin  Pharr 
ticals  and  Organogenesis.  Amylin  is  wrapp: 
studies  on  its  potential  blockbuster  diabetes 
Symlin.  Its  stock  is  down  23%,  to  13.  Orgai 
esis  already  has  a  product  on  the  market,  A[ 
that  promotes  wound  healing.  Organogensis 
have  slid  36%,  to  around  12. 

Other  potential  winners  include  Celgene, 

markets  thalidomide,  a  powerful  cancer  dm 

ter  known  for  its  propensity  to  cause  birth  d 

and  QLT  Phototherapeutics,  which  expects 

to  start  marketing  Visudyne,  a  treatment  foi 

ular  degeneration  that  CIBC's  Geller  forecasi 

produce  more  than  $1  billion  in  sales.  C< 

looks  like  a  steal,  says  Peter  Ginsburg,  a  b 

analyst  with  U.  S.  Bancorp  Piper  Jaffray.  S< 

analysts  are  partial  to  Enzon,  which  is  deve 

a  hepatitis  C  drug;  Cephalon,  which  ma 

Provigil  for  sleep  disorders;  an 

iron,  which  is  at  work  on  a 

flu  vaccine. 

You   can   also    evaluate 
biotechs  by  the  company  they 
Just  as  a  partnership  with  In 
Microsoft  validates  a  rising 
net  outfit,  collaborations  wit 
tier  pharmaceutical  makers  si 
that  a  biotech  startup's  proa] 
are  real.  "It's  a  good  bet  that 
ck  or  Bristol  Myers-Squibb 
there  must  be  something 
technology,"  says  Becker.  Two 
examples  are  Abgenix,  of  Frei 
Calif.,  and  Medarex,  in  Ann; 
N.J.  Abgenix  has  signed  at  le; 
deals  to  develop  antibody  pr< 
for  major  drug  companies, 
Medarex  has  signed  15  deals, 

Instead  of  buying  into  geni 
companies,  Faraz  Naqvi,  mai 
of  Dresdner  rcm  Biotechnology 
prefers  those  that  make  picl 
shovels  for  the  genomic  gold  rush.  Among 
vorites  are  pe  Biosystems  Group  and  Invito 
PE  Biosystems  markets  high-powered  sequel 
and  other  technologies  that  will  be  essentj 
making  drugs  once  the  sequencing  project  is 
pleted.  Invitrogen  supplies  researchers  with 
ical  kits  to  help  automate  the  laborious  tests  r 
ed  to  decode  the  human  genome. 

The  biotech  sector  will  no  doubt  continue  t 
volatile.  But  despite  sharp  downturns,  analC 
are  certain  that  biotechnology  is  going  to  ti 
form  medicine.  Tomorrow's  blockbuster 
they  say,  will  help  people  live  happier,  more 
lives.  Investing  in  the  makers  of  these  medij 
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could  make  your  portfolio  healthier,  too. 
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They're  the  biggest. 
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Everything  they  do  is  big. 


Too  Big. 


Especially  for  you. 


The  internet  is  swifter. 


Your  business  is  too  important. 


TO  GET  STUCK  IN  THE  SAND. 


3    S    P    R    E    Y 

M  i  g  i   a  I  i   n  g      Ill/mil 


|8  77-662-5540 


Delivering  customer-centered  E-business  solutions  to  enterprises  seeking 
a  strategic  consulting  partner  with  a  proven  approach  to  the  Internet. 
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SHOP 


Ok,  so       *^ 
we  can't 
imprint 
everything  ..M 

But  we  can  put  your      *»"^^ 
message  on  100,000  products 
Log  on  to  Prom  o  Mart  corn/bw 
to  buy  im printable  business  gifts, 
promotional  products,  treebies ... 
well,  you  get  the  picture. 

PROMOMART 

www.promomart  c  om/b  w 

We  put  your  logo  on  everything. 
A  almoit 
Enter  to  win  $1000  in  gifts! 


Corporate  Gifts 


1000  Tattoos 
for  $99 

t  1-1/2"  x  1-1/; 

f     -  {image  area 

'»*,•»'  1-1/4"  X1-1/4") 

500  Temporary  Tattoos,  Your  Logo, 

Only   $79    plus   shipping   (&   tax   if  CA) 

CALICO 

800/225-4269       Fax:  707/446- 

8273 

E-Mail:   CalicoUSA@Yahoo.com 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 

INTO  MILLIONS  OF  MAIL 

ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 

Direct  To  Catalogs,  Inc. 
23  W  Walnut  St,  Hanover  PA  17331 

717-633-1850 


Legal  Services 


Asset  Protection 


Corporations.  Ltd.  Partnerships.  LLCs 

Offshore  Trusts,  Corps..  Private  Banking 

Best  Jurisdictions  availahle  for 

Maximum  privacy  and  tax  savings 

Professional  -  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Industrial  Design 


Research  &  Development 
Services 


'  Concept  Brainstorming 
'  Production  Ready  Samples 
'  Cost  Analysis 
"Licensing  Services 


Call  our  award  winning  firm  today: 

1-800-677-6382 

www.inventegrationworks.com 


Franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


I  Franchise  it.  | 

CALL  1  •■00-373-6344 

Talk  to  us  first.  Because  nobody  has  franchisee! 


more  businesses  than  Francorp. 

The  leader  in  franchise  development 

and  consulting.  Worldwide. 
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Telecommunications 


& 


SPEAKERPHONE 
WITH  SMARTS 


t;One 

•Full  Duplex  Audio 
•Telephone  Handset-Like  Quality 
•Voiee  Tracking  Microphones 
•PC  Connectivity 
•Tape  Recorder  Jack 


INTELLIGENT 
SPEAKERPHONE 


"MOST  SIGNIFICANT  ADVANCE 
IN  AUDIO  TELECONFERENCISO" 

-Telecon  98 


CONTACT  US  TO  LEARN  MORE  ABOUT  CLEARONE 

PRODUCTSJECHNOLOGIES.DISTRIBUTION 
PROGRAMS.  OEM  &  LICENSING  OPPORTUNITIES  AT: 


www.clearon' 


888.305.3885 


781.970.0600 
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Call  For  Full  Details 
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Computer  Equipment 


_  _ 

Ted  Dasher  Inc. 

Hewlett-Packard 


•  Buy«SelUTrade  ■ 

LaserJet  •  ColorPro  •  Draft/Waste,  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatii  Plotters 

'  9000/3000  Workstations  &  Personal  Computers 
Demo  &  Refurbished  Equipment 

800-638-4833 

Email  sales@dasher  com 


Inventions/Patents 


I  N  P  EX 

World's  Largest 
Invention  Show! 

1600  exhibits  expected  from  35  countries. 

Invention/technology/licensing/ 

sales  opportunities!  May  17-21,  2000 

Attend/Exhibit! 

1-800-422-0871 


Health/Fitness 


Swim  or  exercise  against  a  smooth 
current  adjustable  to  any  speed  or 
ability.  Idea!  for  swimming,  water 
aerobics,  rehabilitation  and  fun.  The 
8'xl5'  Endless  Pool'1  is  simple  to 
maintain,  economical  to  run,  and 
easy  to  install  inside  or  outdoors. 

For  Free  Video  Call 

(800)233-0741,  Ext  984 

Visit  www.endlesspools.com 

or  write  Endless  Pools,  Inc. 

200  E  Outton  Mill  Rd.  Dept  984     _Q<g^ 

Aston,  PA  19014  r.Zr^TZX'-. 


Investment  Servk 


RAINMAKER  WA1 

Seasoned  Consulting  organizat 
"RAINMAKER"  -  retired  or  well 
businessman  skilled  in  acquiring) 
engagements  -  Economics.  Re; 
Banking.  IP.  Finance.  Healthcare  and 
Support  -  on  a  generous  commiss 
Phone  (713)  972-7912;  Fax  (713) 
or  e-mail  drken@lehecoserv.com 


Business  Service  ness 


Sales  Gener? 

*  Current  Databas 

CALL  NOW:  1-888-329- 

Broadcast  Fax  Servi 

is  also  available! 


tan 


The  fastest  way  to  generate  sale 
Ideal  for  increasing  hits  to  your  w  : : 

www.faxmate.corr  If}®? 


INCORPORAT 


•  FREE  Information 

•  All  U.S.  States  and  Offsrl 

•  Attorney  owned  and  opef 


www.corpcreations.i 


1-800-672-91JU 


TRADEMARK 


-2l4lUi 


NeedaLogC 


WdGof* 


Visa/MC/Amcx 

Toll -Free:  1 


Get  a 

Custom  D< 

LOGO  TC 


888-869- 


IETENTRI 

'  Home 


www.  1 800mylogo.c] 


Ott-B 


m 


OFF&HOR 


Companies  from  $2 


•  Ready  made  companies 

•  Lowest  first  year  and  annuali 

•  Banking  and  investment 

•  Mail  and  Fax  forwarding  ser] 

•  Offshore  credit  cards 

•  Asset  protection  Trusts 

•  Nominee  service 

Tol.:  +353-1-679-0600  Fax:+353-1-1 
E-mail:  offshore@fmcgate.eo 


Funds  lYC)  Expre 

Ridge  House,  1  Conyngham  Road,  Dublin 


'Ha 


or  Ad  Rates  and  Information 
Phone:  (312)  464-0500  Fax:  (312)  464-0512 


Education/Instruction 


raduateBusiness.com 

nier  website  of  graduate 
nagement  programs 

|?d  in  cooperation  with  AACSB 
luernational  Association  for 
'anagement  Education 


Cam  a  maslei  s  degree 
from  on  accredited  business 
school  with  more  than  70 
yeais  ot  experience  in 
distance  education. 


cM, 


'rrf,e 


fmertcan 
i  XXLJJSGE 

I  gradschool@amercoll.edu 


ess  Opportunities 

:shore  Bank 

FORSALL 

"FREE  report" 

800-733-2191 


R  L  D  W   I   D  E 

.  H S S    CONSULTANT S 


FSHORE 


■nies  Fax  o«i  Demand 

,e  (800)551-9105 

ards        foI 

y 

1-2141  Universal 

XMtPOBxn  in  p  bs 

'Amex         www.ucservlces.com 


ET ENTREPRENEURS 

r  #\  Home  Based  Oppty 
j>|)nsulting  /  Billion  $  Biz! 
>ney.  On-going  Training 

.860netspace.com 
JD-NETSPACE 

m«i  638-77221 


» 


CE  MONEY  AS  A 
INESS  FINANCE 
CONSULTANT 


e  >m  $1  000  to  $10  million  No  lh- 
et  Work  ilinitlv  with  National 
V    Unlimited  earnings  potential  and 

l<J  il  mm- 

'II    i  minute 
*i     in. mm  and 
'it  lion  packet 

\i  1-800-336-3933 


WEI 


: 


MBA 


Rushmore 
University 

International  MBA  by  Distance 

Learning.  Flexible  curriculum 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste  250,  Dakota  Dunes 

SD  57049  US,  Phone:  605-232-6039 
Fax:  605-232-6011  bw@distancemba  com 

www.distancemba.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Travel 


Island's  10  Mile  Beach, 
Free  28-Page  Guide 
1-800-845-3911      I 


Education/Instruction 


Become  Tomorrow's  eStrategist 

Re-create  yourself  by  earning  your  graduate  degree  online.  Get  your  MS  in 
Information  Technology,  MS  in  Information  Management,  or  MBA.  Log  on 
and  you're  there.  Network  with  respected  technology  leaders  and  fellow 
professionals  from  around  the  globe. 

Join  us  at  www.isim.edu,  the  award-winning,  accredited  online  university. 
Applications  are  now  being  accepted  for  the  Summer,  Fall  and  Winter  terms. 
Apply  online  or  call  our  admissions  mentor  Robin,  at:  303.333.4224  ext.  177 
or  Toll-free  at  1 .800.441 .4746  ext.  177.  ly. 

|  isim  university 


Denver,  Colorado 
Accredited  Member  DETC 


eCreate  Yourself 


Men's  Footwear 


MEN'S  WIDE  SHOES 


EEE-EEEEEE  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55D  Hingham,  MA  02043 
1-800-992-wide   www.wideshoes.com 


MEN:    BE  TALLER!! 


Tired  of  being 
Short?  Try  our 
quality  'ootwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 


HEELS!  Will  make 
vou  T-T  TALLER  Oeoendno  on  style  OVER  100  STYLES  AVAILABLE. 
Extremely  comfortaWe  Sizes  5-12  Widths  B-EEE.  In  business 
over  55  years  MONEY -BACK  GUARANTEE.  Call  or  write  lor 
FREE  color  catalog 

ELEVATORS^    Q 

HICHLEE  SHOE  COMPANY.  DEPT  BW04 
PO  BOX  3566  FREDERICK,  MD  21705 


1 -800-290-TALL 


Aviation/Fractional  Ownership 


ITU  SAY  SOMETHING 


www,  flpxjpt.  ram 


TO  YOUR  COMPETITION, 
LIKE  "MOVE  OVER" 


Air  traffic  isn't  a  problem  when  you're  5,000 
feet  above  it.    And  competition  isn't  a  prob- 
lem, when  you're  light  years  ahead  of  it.   The 
Learjet  31A-  is  simply  tfoebest  business  jet  in 
its  class,  but  you'd  expectrf^hing  less  from 
the  leaders  in  business  aviation/We.  btiild  and 
service  all  our  aircraft,  and  make  sureieach  is 
among  the  newest  in  the  sky.  Honestly,  our 
competition  can't  compete.     And  a  Learjet" 
31A  will  start  making  you  feel  the  same  about 
yours.  For  information  about  the  many  afford- 
able benefits  of  Flexjet  fractional  ownership 
call  1-800FLEXJET 

BOMBARDIER 

AEROSPACE 


FLEXJET 

we  build  the  aircraft 
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Funds  That 
Trade  Like  Stocks 

Flexible  ETFs  can  be  bought  on  margin  or  sold  short 


BY  JEFFREY 
M.  LADERMAN 


it  21! 


lili.. 
itiilii  33' 

500-stock  index  as  well  as  nine  index  comj 
and  "Diamonds,"  which  follow  the  Dow  Jo 
dustrials,  are  some  of  the  hottest  inve 
products  on  Wall  Street.  Known  generic 
exchange-traded  funds  (etfs),  they  mar 
simplicity  and  efficiency  of  index  investiiv 
the  flexibility  of  stocks.  Their  expenses  ar  rCtntre  MO 
petitive  with  index  mutual  funds.  But  unlilj 
tual  funds,  you  can  trade  them  all  day  Ion, 
Of  course,  these  are  not  the  only  funr 
trade  like  stocks.  Closed-end  funds,  m 
which  trade  on  the  New  York  Stock  Exc 
have  been  around  for  decades.  The  main  p 
with     closed-ends 
when    investors    wa 
cash  out.  The  price 
get  is  usually  differei 
ten  lower — than  the 
of  the  fund's  portfolio 
These  newer  etfs 
that    problem    effec 
Most  are  either  index 
or  baskets  of  stocks 
once  selected,  don't  cl 
This     factor — along 
marketmakers'    abili 
create  and  redeem 
to  meet  investor  dem 
allows  the  market  p: 
the   funds   to   trade 
closely  to  the  net  ass< 
ue  of  the  underlying 
lio.  You  can  choose 
some  37  etfs,  which  h 
more  narrowly  define* 
tor  funds  and  countr 


SPIDERS'  LAIR:  These 
are  some  of  the  hotte, 
products  on  Wall  Stn 


David  Soltis  is  an  active  technology  investor 
in  Doylestown,  Ohio,  whose  stocks  can  move 
50%  or  60%  in  a  few  days.  To  smooth  out 
some  of  that  volatility,  Soltis  last  fall  moved 
a  portion  of  his  portfolio  into  Cubes,  shares 
of  a  Nasdaq  100  index  fund  that  trades  on  the 
American  Stock  Exchange  under  the  symbol 
QQQ.  Even  after 
the  Nasdaq's  recent 
bungee-jump  gyrations, 
Soltis,  21,  still  sees  the 
Nasdaq  100  as  the 
best  broad  play  on  the 
New  Economy — and  a 
better  deal  than  con- 
ventional mutual  funds. 
With  Cubes,  he  says, 
"I  can  do  everything  I 
can  do  with  a  stock, 
like  buy  them  on  mar- 
gin or  sell  them  short." 
Cubes  and  similar 
funds  such  as  spdrs,  or 
"Spiders,"  which  track 
the  Standard  &  Poor's 


cific  portfolios  known  as  World  Equity  Bjfyn 
mark  Shares  (webs).  Though  etfs  have  - 
around  since  the  1993  birth  of  the  Sp: 
they've  only  really  caught  on  in  the  pas'  L 
years,  benefiting  from  the  popularization  of  ^ 
investing  and  rock-bottom  brokerage  cor  - 
sions.  The  total  assets  in  the  s&P  500  ET[|[j 


Exchange-Traded  Funds 


Qn  jrjnpQ    The  most  actively  traded 
OpiUol  0   in  this  series  is  the  S&P 
500  fund,  ticker  symbol  SPY  Newer 
spin-offs  include  an  S&P  400  MidCap 
fund  (MDY)  and  nine  sector  Spiders 
ranging  from  Technology  to  Utilities. 

PllhoQ  ^e  Nasdaq 100,  ticker 
UUUOO  qqq,  focuses  on  the  100 
largest  and  most  tradable  of  those 
stocks,  which  account  for  most  of  the 
index's  returns. 


Diamonds 


An  ETF  based 
Dow  Jones  indust 

average.  It  gets  its  name  from  tr 

ticker  symbol  DIA. 

WpflQ  World  Equity  Benchmar 
IIUUO  Shares  let  you  play  1 
markets.  There  are  17  WEBS,  eac| 
tracking  a  single  country  index,  h} 
three  use  letter  ticker  symbols  SB 
ing  with  EW. 

DATA;  BW 
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n    R A  FULL  RANGE 

*r  it  Centre  332 

|  ital  image  quality     >' 
!  paper  trays 
ifprint,  scan,  lax 

I  copies/montl 
;  onth  complete 
J  trade  tn 


it  Centre  340 

l|ital  image  quality 
I  paper  trays 


print,  scan,  fax 
,3  copies/month 
ionth  complete 
I  trade-in 


it  Centre  265 

ital  image  quality 


'an  while  printing 
10  copies/month 


ORKABLE 


j^9  A  MONTH 

L  ICLUDED 

HlO.000  cupif 


Xerox  gives  you  everything  you've  been  asking  for.  Including  new  low  prices  for  the  most  advanced  digital  copiers: 
The  Xerox  Document  Centre  family  of  products.  They're  fully  networkable,  upgradable  and  backed  by  the  Xerox 
Total  Satisfaction  Guarantee.  One  monthly  price  includes  lease,  service,  supplies  and  10,000  copies  per  month 
(25,000  copies  for  Document  Centre  265).  Xerox.  The 
name  says  everything.  And  now  the  price  includes  it. 


Get  up  to  $4000*  for  your  analog  copier. 


i 


HE^rJCOiftiNT  COMPAN1 

XEROX 


Call  today  to  speak  with  a  Xerox  Representative. 

1800  ASK  XEROX  ext.  606 

(275-9376) 
For  an  online  demonstration,  visit  www  xerox.com/doc 


I 


)  month  IMM  Your  bill  will  com*  in  one  or  iwo  parts  Document  Centre  332.  actual  cost  will  vary  up  ot  down  based  on  usage  Document  Centre  340  and  265.  actual  ost  will  vary  above  the  copy 
a  payments  art  my  applicable  sales  taxes  and  do  not  include  paper  Amounts  quoted  m  U  S  dollars  The  total  monthly  payment  will  be  confumea  by  Xerox,  subiect  to  credit 

ity  Applicable  lease  terms  may  be  subiect  to  change  without  notice  These  models  may  contain  some  recycled  components  that  are  reconditioned  XERCv '  The  Document  Company*  the 

id  Document  Centre*  ate  trademarks  ol  XEROX  CORPORATION  'Restrictions  apply  Call  I  800  ASK  XEROX  for  details  on  ti 
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S&P  500 


S&P  MIDCAP  400 


now  $17  billion,  and  the  entire 
etf  universe  is  less  than  $40 
billion,  while  the  Vanguard  500 
Index  Fund  alone  stands  at 
$100  billion.  But  the  number 
of  ETF  offerings  could  swell  lat- 
er this  year  when  Barclays 
Global  Investors  gets  regula- 
tors' O.K.  to  launch  some  62 
new  funds.  Some  will  track  market  sectors  such 
as  the  Internet  and  real  estate  operating  com- 
panies, while  others  will  track  a  variety  of  value 
and  growth  indexes. 

Even  more  etfs  are  in  the  works.  John  Nu- 
veen  Co.,  a  major  player  in  closed-end  bond 
funds,  recently  hired  Gary  L.  Gastineau,  who 
developed  etfs  for  the  American  Stock 
Exchange.  His  mission:  develop  etfs 
for  Nuveen.  The  Street  is  abuzz  with 
talk  that  Fidelity  Investments  is  work- 
ing on  an  etf  clone  of  one  of  its  big 
funds.  If  so,  it  would  be  the  first  ac- 
tively managed  etf. 

Because  ETFs  are  very  liquid,  "they 
are  a  great  way  to 
ride  the  market's  mo- 
mentum," says  Ken 
Wolff,  who  runs  a 
day-trading  Web  site, 
Mtrader.com.  Wolff 
likes  to  trade  Inter- 
net holdrs — ticker 
symbol  HHH — a  prod- 
uct from  Merrill 
Lynch  &  Co.  that  is 
based  on  a  basket  of 
19  Internet  stocks, 
from  giant  Yahoo!  to 
tiny  EarthLink.  "Ya- 
hoo, eBay,  and  Ama- 
zon.com will  jump 
quickly,"  says  Wolff. 
But  because  HHH  is 
a  portfolio  of  compa- 
nies and  doesn't 
move  as  much,  "you 
still  have  time  to  buy 
the  HOLDRS."  Wolff 
also  trades  the 
Biotech  holdrs  (tick- 
er symbol  BBH). 

Funds  such  as 
holdrs  will  never 
perform  as  well  as  its 
best  stocks.  But  they 


ETFs  are  not  just  for  quick  trades.  Some 
long-term  investors  use  them  to  keep  tl 
cash  busy  while  hunting  for  individual  st( 


Inside  an  ETF  Portfolio 


Investment  manager  Thomas  Mench  has  built  a 
basic  portfolio  of  exchange-traded  funds  that  he 
says  is  suitable  for  investors  aged  35  to  55  who  are 
willing  to  take  moderate  risks.  It  embraces  the 
largest  U.  S.  companies  plus  representation  in 
Europe,  Asia,  and  Latin  America.  He  overweights 
some  industries  by  adding  funds. 
Assuming  $500,000  to  invest, 
$48,000  would  go  into  each  of  the 
model's  10 ETFs,  with  $20,000 
left  earlier  in  cash.  A  version  of 
this  portfolio  gained  23.8%  last 
year  after  fees. 

TICKER         SHARES        PRICE 


U.S.  DIVERSIFIED 


SPY 
MDY 


320 
530 


151% 
90 


U.S.  SECTORS 

S&P  CONSUMER  SERVICES   XLV 

1560 

3049/64 

S&P  ENERGY 

XLE 

1660 

2855/64 

S&P  FINANCIAL 

XLF 

2000 

24 

S&P  INDUSTRIAL 

XLI 

1620 

293'/64 

S&P  TECHNOLOGY 

XLK 

790 

609/6 

FOREIGN 

WEBS  KERMANY 

EWG 

1810 

269/16 

WEBS  JAPAN 

EWJ 

3010 

1515/6 

WEBS  MEXICO 

EWW 

2530 

19 

DATA.  MENCH  FINANCIAL,  BLOOMBERG  FINANCIAL  MARKETS 

have  some  advantages,  especially  compare 
playing  specific  stocks  in  such  high-risk  sec 
the  Internet  and  biotechnology.  With  etfs 
adds,  "you  don't  have  to  worry  that  one  c  'f' 
companies  is  going  to  blow  its  earnings  i 
the  stock  will  halt  trading  and  open  down 

ETFs    are    not   just    for    the    quick 
Gastineau  says  longer-term  investors — inc 
institutions — are  starting  to  use  them 
cash  to  work  while  they  hunt  for  indi 
stocks.  For  example,  in  the  mid-1990s,  i 
ment  manager  Thomas  S.  Mench  of  Men 
nancial  in  Cincinnati  began  using  etfs 
portfolios  he  runs  for  individuals  and  sm 
stitutions.  As  the  menu  of  ETFs  expand* 
has  largely  moved  to  using  all- etf  portfol 
the  $130  million  he  now  manages.  "About  { 
95%  of  what  you  earn  is  determined  by  as; 
location,  not  stock  selection,"  says  Mench. 
are  all  about  asset  allocation — U.S.,  fo: 
large-cap,  small-cap." 

Just  look  at  Mench's  sample  portfolio  (1 
It's  one  he  might  use  for  an  investor  aged 
55  and  willing  to  take  on  moderate  risk 
$500,000  portfolio,  he  allocates  (approxin 
$48,000  each  to  10  etfs,  leaving  a  4%  cash 
ion.  For  the  U.S.  diversified  portion,  he 
the  s&p  500  and  s&p  400  MidCap  Spiders, 
used  Cubes  in  the  past,  but  I  think  the  Na 
valuation  is  too  high  now,"  says  Mench. 
BALANCING  ACT.  He's  not  afraid  of  techn 
though.  Instead  of  the  Cubes,  he's  invest 
the  more  moderately  valued  s&P  Techn 
Spider,  as  well  as  Spiders  tracking  four 
sectors — consumer  services,  energy,  flna 
and  industrials.  Sector  Spiders,  all  bast 
components  of  the  s&P  500,  allow  him  \ 
crease  bets  on  areas  of  the  market  he  ex 
to  outperform.  For  overseas  exposure,  9 
uses  webs  for  Germany,  Japan,  and  Mexk 
cause  they  look  attractively  valued  and 
vide  regional  balance. 

In  assembling  an  etf  portfolio,  it's  dii 
to  start  with  exactly  equal  allocations, 
because  unlike  mutual  funds,  there  are  no 
tional  shares.  For  ease  of  execution,  Mencl 
rounds  out  his  ETF  trades  to  multiples 
So  in  this  portfolio,  he  has  320  Spiders  in 
of  317.  holdrs,  however,  trade  only  in  mul 
of  100.  The  reason  Mench  doesn't  use  j 
is  that  he  prefers  etfs  that  track  standar 
indexes. 

One  attraction  of  Spiders,  Diamonds,  and  Cj 
is  that  they're  based  on  some  of  the  world's 
widely  followed  indexes.  Glance  at  cable  TV 
or  most  news  Web  sites,  and  you  know  e^ 
how  your  investments  are  doing. 


KM ;.  '  ■ 
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ON  A  CLEAR  DAY,  YOU  CAN  SEE 

THE  FUTURE  OF  YOUR  BUSINESS. 


Consulting  Services 

Financial  Planning 

ormance  Management 

Technology  Services 

\  International  Services 

Information  Integrity 

Assurance  Services 


Yen  i  doii' i  need  a  ci  ystal  ball  to  see  the  future  of  your  business.  You  jusi 

need  a  CPA.  With  their  insight,  knowledge  and  foresight,  CPAs  can  help 
you  achieve  top  performance  in  a  rapidly  changing  business  environment. 
They  see  the  openings  others  overlook.  They  see  the  ones  to  avoid. 
So  you  can  clearly  see  what's  ahead  for  your  business. 
The  CPA.  Sever  underestimate  the  value.™ 


BusinessWeek  Investor 


The  Barker  Portfolio 


E*TRADE'S  SHORTCUT 
TO  TECH  INVESTING 

Call  me  crazy,  but  if  you  liked  technology 
stocks  in  March,  you'd  better  adore  them"  in 
April.  Since  the  tech  world's  days  of  doubt 
and  pain,  the  stocks  are  cheaper,  some  of  them  a 
lot  cheaper.  Microsoft  is  off  more  than  25%.  The 
same  goes  for  such  leaders  as  Lucent  Technologies, 
JDS-Uniphase,  and  Yahoo! 

The  problem  is,  can  you  bear  to  choose 
among  them  when  the  likes  of 
Cisco    Systems    can   plunge 
more  than  10%  and  then 
cover  in  a  day?  If  not,  you 
may  have  a  lot  in  com 
mon  with  Phil  Dauter 
man.     A     34-year-ok 
pathologist    in    Guam, 
he's  an  avid  amateur  in- 
vestor intent  on  specu- 
lating in  tech,  but  smart 
enough  to  know  his  lim- 
itations. "I'm  really  a 
long-term  investor,"  he 
says,  "but  tech  is  a  sec- 
tor  I   wanted   to   buy 
speculatively."  Recently, 
he  hit  on  what  he  sees 
as  a  safer,  surer  way  to 
play  tech   stocks,   the 

E*Trade  Technology  Index  Fund. 

That  shook  me  up.  Fairly  or  not,  safe  and  sure 
aren't  words  that  spring  to  mind  with  E*Trade, 
the  epicenter  of  so  much  day-trading.  But  I  think 
Dauterman  is  on  to  something.  The  no-load  fund, 
opened  last  August  and  one  of 
seven  that  E*Trade  offers  exclu- 
sively to  its  clients,  is  simple  and 
relatively  cheap  (table).  The  few 
other  tech  index  funds  are  either 
expensive  or  narrowly  focused 
on  the  Internet.  There  are  scores 
of  actively  run  funds,  but  few 
low-cost  ones  with  seasoned 
stock-pickers.  Of  62  actively-man- 
aged tech  funds  in  Morningstar's 
database,  just  nine  have  man- 
agers with  over  four  years' 
tenure.  Just  four  of  those  have 
no  load.  Only  one,  T.  Rowe  Price 
Science  &  Technology,  has  an  ex- 
pense ratio  under  1%. 

E*Trade  itself  has  little  fund 
experience,  but  it  hired  some 
good  help.  Barclays  Global  In- 
vestors, the  world's  first  and 
largest  manager  of  index  funds, 
runs  the  fund  day-to-day.  Its 
goal:  to  track  the  Goldman  Sachs 


BY  ROBERT  BARKER 

Its  no-load  tech 
index  fund  has 
veteran  managers 
and  tracks  highly 
diverse  stocks 


No-Work  Option 

E*Trade  Technology  Index  Fund  tracks 

the  Goldman  Sachs  Technology  Index. 

Here  are  its  vital  stats: 

ASSETS*  $45  million 

TOTAL  RETURN,  YEAR  TC  DATE**  17.2% 

TOP  FIVE  HOLDINGS  Cisco  Systems,  Mi- 
crosoft, Intel,  Lucent  Technologies,  IBM 

ES  CHARGE  None  (1%  redemption 
r  shares  sold  within  six  months) 

E  RATIO  0.85% 

T1CM       ^BOLETTIX 

PHONE  800  786-2575 

WEB  ADD.;:      www.etrade.com 

*  As  of  Dec.  31, 1999  **  As  of  Apr.7,  2000 

DATA:  FUND  REPORTS,  M0RNINGSTAR  INC. 


Technology  Index,  a  185-stock  list  with 
names  you  know,  such  as  Intel,  and  son 
don't,  such  as  Net-consultant  iXL  Enterpri, 
How  do  these  companies  find  their  way  o 
list?  Many  indexes,  including  the  Dow  Jor 
dustrials  and  Standard  &  Poor's  500-stock 
(which,  like  business  week,  is  a  product 
McGraw-Hill  Companies),  are  built  along  g 
guidelines  aimed  at  making  the  lists  refle 
leading  companies  in  the  economy  and  the 
market,  and  at  ensuring  that  the  stocks  trad 
plenty  of  liquidity.  Ultimately,  however,  wbi 
stock  gets  on  the  list  is  up  to  the  subjectiv(  (, 
ment  of  committees.  Other  indexes  follow  i 
nounced  quantitative  rules  that  are  a 
mechanically. 

IMPERFECT.  That's 
Joldman  does  wit 
tech  index.  Its  rul 
i  for  Goldman  eacl 
uary  and  Jul 
devise  a  universe 
stocks  from  six 
areas:  hardware 
ware,  netwo: 
chips,  services,  ai 
ternet.  It  jet 
> those  that  trad 
rarely,  those  wi 
enough  freely  fl( 
shares,  and  thos( 
'  are  too  small  (cu 
minimum:  $2.5 
in  market  value)] 
stock  makes  the 
is  added  to  the  index;  once  in,  it  stays,  u 
drifts  far  from  the  criteria.  Each  is  weigh 
its  market  value,  so  big  caps  such  as  Intel 
the  index's  moves  more  than  little  iXL 
index  is  the  most  diversified,  comprehe 
way  to  invest  in  technology,"  says  Goli 
Managing  Director  Mark  Zurack. 

No  index  is  perfect,  naturally.  Gus  Saute 
Vanguard  Group  managing  director  whq 
more  than  $221  billion  in  stock-index  funds, 
Goldman's  "is  reasonably  put  together."  Bi 
also  notes  that  its  mandatory  semiannual  r» 
position  means  the  E*Trade  fund,  to  stay  on 
will  have  to  sell  some  stocks  twice  a  year, 
raising  costs  and  tax  bills.  Sauter  also  says  th 
vesting  in  a  sector  fund  is  a  bad  bet.  "Then 
extraordinary  degree  of  risk  in  going  afte 
sector,"  he  says.  "The  urge  is  to  chase  [sectoi 
have]  been  hot." 

He's  right  about  that,  and  doubly  right 
case  of  tech  stocks.  But  for  thousands  of  invj 
like  Dauterman,  who  want  to  put  a  few  era 
tech  despite  the  risk,  the  E*Trade  fund  is  af 
efficient  way  to  play. 


HE 


S 


BusinessWeek  'ONLINE, 


For  barker.online,  go  to  www.businessweek.com/inv 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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NonStop 


DOVEBID  LIVE  WEBCAST  BUSINESS  AUCTION 


Introducing  live  business -to -business  Webcast  auctions, 
from  Dovebid.  Now,  for  the  first  time,  you  can  participate 
in  or  just  observe  hundreds  of  our  on-site  auctions  without 
having  to  be  on-site.  DoveBid's  unique  live  broadcasting 
allows  you  to  hear  the  auction  in  real-time  with  real 
audio  and  even  closely  examine  and  bid  on  assets  without  ever 
getting  up  out  of  your  chair.  Whether  that  chair  happens  to 
be  around  the  block  from  the  auction,  or  around  the  world. 

www.dovebid.com 


Check  website  for  upcoming  Webcast  aucti 
featuring  these  and  other  leading  compani* 

•  Teledyne 

•  NEC  Packard  Bell 

•  Raytheon 

•  Northrup  Grumman 

•  Fisher  Scientific 

•  Kobe 


DoveBid.  DoveBid.com  and  the  DoveBid  logo  are  trademarks  of  DoveBid.  Inc.  California  Bond  Number  57BSBAI7624 


DOVEBI! 

Business  Auctions  World!- 
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VEL  8:  HEADING  UP? 
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THE  PLATEAU  MAY 
BE  TEMPORARY 
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Level  8  Systems  (LVEL)  Chairman  and  CEO 
Arik  Kilman  nearly  sold  the  company  two 
years  ago  to  an  ardent  suitor.  But  the  stock, 
then  trading  at  12,  got  hit  in  a  downdraft  and 
tumbled  to  8.  So  Kilman  scrapped  the  idea  of 
selling  and  opted  to  go  solo  in  getting  the  com- 
pany growing  as  fast  as  possible. 

Today,  Level  8,  a  provider  of  business-integra- 
tion software  for  e-commerce,  is  trading  at  29%. 
And  sales  have  mushroomed,  from  $10  million  in 
1998  to  $52  million  in  1999.  This  year,  Kilman 
sees  sales  hitting  $82  million  to  $84  million. 

But  in  spite  of  having  faster  sales  growth 
than  its  peers,  Level  8's 
stock  price  has  trailed  ri- 
vals' climb.  Trading  at  five 
times  estimated  2000  rev- 
enues, Level  8  is  selling  at 
a  big  discount  compared 
with  its  rivals,  such  as 
New  Era  of  Networks  and 
Active  Software.  These 
competitors  trade  at  an  av- 
erage of  GO  times  earnings, 
notes  Rick  Scocozza,  an  an- 
alyst at  Bear  Stearns.  Despite  the  big  sell-off  in 
tech  stocks,  his  price  target  for  Level  8  is  60  a 
share,  which  works  out  to  eight  times  his  esti- 
mated 2001  sales  of  $135  million. 

Level  8  "competes  favorably  in  integration  in- 
frastructure software,"  says  Scocozza.  It  has 
pacts  with  both  Microsoft  and  Hewlett-Packard, 
having  worked  with  Microsoft  since  1996  to  de- 
velop Geneva  Message  Queuing  (gmq),  which  lets 
Microsoft's  Windows  interact  with  thousands  of 
other  applications  and  operating  systems.  Mi- 
crosoft recommends  GMq  to  its  customers.  In 
F  ebruary,  Level  8  signed  an  alliance  with 
Hewlett-Packard  to  co-market  GMQ  to  customers 
of  HPe3000.  Overall,  Level  8  products  are  in  use 
by  more  than  400  enterprises  worldwide.  Sco- 
cozza expects  Level  8  to  be  in  the  black  this 
year,  with  earnings  of  2(2  a  share.  In  2001,  he 
sees  earnings  of  65(2. 

4  STIFF  BREEZE 
BEHIND  MARINEMAX 


Sales  of  pleasure  boats  are  surg- 
ing, hut  you  wouldn't  know  it  from 
the  behavior  of  the  stock  of 
MarineMax  (ll/.o),  the  nation's  largest 
recreational  boat  dealer,  with  53  outlets 
in  15  states.  Its  shares  have  bounced 
between  8  and  11  in  1  he  past  10 
months.  "The  shares  have  drifted  to 

a  significantly  undervalued  level,"  ar- 
gues analyst  Annie  Krncr  of  Salomon 
Smith  Barney,  who  rates  the  stock  a 
buy.  Now  at  9   ,  Marinemax  is  trading 


at  six  times  Elmer's  2000  earnings  estimate  of 

$1.45  a   -han-.  She  thinks  it  is  worth   19,  or   13 
times  estimated  2000  earnings. 

The  -lock  could  hit  the  target,  based  on  a 
boost  in  sales  that  could  come  from  23  acquisi- 
tions in  MarineMax's  pipeline.  The  acquisition.-. 
adding  70  sales  locations,  would  boost  sales  by 
$480  million  a  year,  figures  Erner.  One  dealership 
deal  ready  to  be  signed  should  add  $15  million  in 
annual  sales  in  "the  lucrative  New  Jersey  and 
New  York  markets,"  says  one  money  manager, 
who  has  been  buying  shares. 

Several  factors  are  helping  buoy  MarineMax 
sales,  says  Scott  Barry,  an  analyst  at  Raymond 
James  &  Associates  in  St.  Petersburg,  wrhere 
MarineMax  is  based.  Consumer  confidence  is 
near  historic  high  levels,  he  says,  consumer 
spending  continues  to  be  strong,  and,  until  re- 
cently, the  stock  market  has  been  ebullient.  And 
management's  service-oriented  approach,  such 
as  training  sessions  for  boat  buyers,  "emphasize 
a  positive  boating  experience,"  says  Barry,  who 
also  rates  the  stock  a  "strong  buy." 

THE  NET  IS  HUNGRY 
FOR  DATARAM  MEMORY 

The  tech  meltdown  may  be  creating  com- 
pelling buys.  Companies  whose  products 
benefit  from  the  growth  of  the  Internet 
and  its  widening  applications  have  not  been  im- 
mune to  the  market's  dive.  Take  Dataram 
(DRAM),  which  slid  from  28  on  Mar.  14  to  16%  on 
Apr.  12.  As  a  lowr-cost  •  maker  of  gigabyte-size, 
printed-circuit  memory  products,  Dataram  feeds 
on  the  proliferation  of  e-commerce  and  of  In- 
ternet-based transactions  and  corporate  intranets. 

"Several  tech  factors  are  driving  Dataram's 
positive  outlook,"  says  Steve  Loewengart  of  in- 
vestment bank  BlueStone  Capital  Partners,  wTho 
thinks  the  stock  is  way  undervalued.  Memory- 
gobbling  Internet  usage  is 
doubling  every  95  days,  2 
million  Web  pages  are  be- 
ing added  daily,  and  3-D 
graphics  are  becoming 
standard,  says  Loewengart. 

As  a  supplier  of  high- 
performing  memory  for 
workstations  and  servers, 
big  customers  include 
America  Online  and  other 
Net  service  providers. 
Computer  makers  also  are  customers,  including 
Compaq  Computer,  Dell  Computer,  and  IBM. 

Loewengart  has  an  intermediate  price  target 
of  32  and  a  long-term  goal  of  39,  based  on  his 
earnings  estimate  of  $1.43  for  the  year  ending 
April,  2002. 
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Watch  for  Martial's  Inside  Wall  Street  Online 

column  every  Tuesday  afternoon 

at  www.businessweek.coni/today.htm 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Apr.  12 


%  change 
Year  to    Last  12 
Week      date        months 


%  chanx 


GLOBAL  MARKETS 


Apr.  12 


Year  to 
Week      date 


S&P  500 

Apr.  Oct.  Apr.  Apr.  6-12 

1570, i       1540 


14851 1 
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COMMENTARY 

The  Nasdaq  Composite  index 
took  it  on  the  chin  again, 
shedding  677  points,  or  15.2%, 
on  Apr.  10,  11,  and  12.  The 
once-hightlying  Nasdaq  is  now 
down  25%  in  a  month's  time 
and  7.4%  year-to-date.  Much 
of  the  money  rushing  out  of 
the  Nasdaq's  tech  sector  is  go- 
ing to  Old  Economy  blue-chips. 
The  Dow  industrials  eked  out  a 
0.8%  gain,  while  the  S&P  500 
lost  1.4%  for  the  week. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1467.2  -1.4 

Dow  Jones  Industrials  11,125.1  0.8 

Nasdaq  Composite  3769.2  -9.6 

S&P  MidCap  400  466.2  -2.0 

S&P  SmallCap  600  198.6  -2.4 

Wilshire  5000  13,586.3  -2.6 

SECTORS 

Business  Week  50*  1248.1  -4.0 

BusinessWeek  Info  Tech  100**    952.4  -6.9 

S&P/BARRA  Growth  874.9  -3.5 

S&P/BARRA  Value  618.8  1.1 

S&P  Energy  849.0  1.3 

S&P  Financials  139.7  3.2 

S&P  REIT  76.9  3.8 

S&P  Transportation  605.4  1.7 

S&P  Utilities  251.3  3.5 

GSTI  Internet  492.7  -13.8 

PSE  Technology  1033.8  -7.9 
•Mar  19.  1999=  1000       "Feb.  7,  2000=  1000 


-0.1 

-3.2 

-7.4 

4.8 

0.4 

0.4 

-4.1 
NA 

-1.4 
1.3 
1.7 
5.0 
4.5 
1.4 

10.6 

-30.8 

6.4 


8.0 
7.6 
45.0 
25.9 
22.9 
10.2 

17.3 

NA 

11.1 

4.0 

7.7 

-6.8 

-2.2 

-16.7 

4.5 

-25.4 

100.5 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


1499.2 
6350.8 
6238.7 
7443.1 
20,833.2 
16,577.1 
9047.7 
7016.7 


0.3 

-0.4 

3.3 

1.5 

1.8 

1.6 

-1.9 

-3.5 


-0.8 

-8.4 

4.7 
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10.0 

-2.3 

7.5 

-1.6 


Apr.  11        Wk.  ago 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Surprise* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 


1.12% 
31.7 
24.7 
8.19% 


1.12% 
31.7 
24.6 
12.78% 


Apr.  11       Wk.  ago      I 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1382.6  1378.2 

39.0%  35.0% 

0.48  0.43 

0.79  0.80 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 
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Shoes  64.5 

Food  Chains  40.9 

Property-Casual.  Insurers  39.5 

Multiline  Insurers  39.5 

Insurance  Brokers  36.5 


Instrumentation 
Defense  Electronics 
Semiconductors 
Communications  Equip. 
Oil  &  Gas  Drilling 


199.5 

116.2 

114.2 

82.2 

72.4 


Instrumentation 
Defense  Electronics 
Computer  Software 
Communications  Equip. 
Long-Dist.  Telecomms. 


-28.1 
-17.3 
-14.9 
-10.5 
-10.3 


Pollution  Control 

Toys 

Office  Equip.  &  Supplies 

Life  Insurance 

Hotels  &  Motels 


■  MUTUAL  FUNDS 

■i  S&P 500*   Ml  US  Diversified 
4-week  total  return 


I  All  Equity  Weekending  Apr  11 

52-week  total  return 


%         3        6        9        12       15       18 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


12       18      24       30      36 
•Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return  % 

Financial  16.6 

Large-cap  Value  12.7 

Mid-cap  Value  10.8 

Real  Estate  8.6 

Large-cap  Blend  8.2 

Leaders 

52-week  total  return 


Laggards 

Four-week  total  return 


% 


Technology 
Small-cap  Growth 
Mid-cap  Growth 
Communications 
Europe 
Laggards 


%  52-week  total  return 


-17.1 
-15.3 
-12.6 
-10.1 
-6.2 

% 


Technology 
Small-cap  Growth 
Mid-cap  Growth 
Diversified  Pacific/Asia 
Japan 


101.0 
72.4 
64.7 
60.7 
59.8 


Financial 
Precious  Metals 
Large-cap  Value 
Real  Estate 
Domestic  Hybrid 


-7.7 

-7.5 

4.4 

6.7 

7.5 


INTEREST  RATES 


KEY  RATES 


Week 
Apr.  12      ago 


Year 
ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


5.58%    5.58%   4.46% 
5.83       5.86      4.30 


BLOOMBERG  MUNI  YIELD  EQUIVAI 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 

municipal  bonds,  assuming  a  31%  federal  tax 

10-yr.  bond    30-yr 


1-YEAR  TREASURY  BILLS  6.13  6.15  4.65 

10-YEAR  TREASURY  NOTES  5.93  5.90  5.13 

30-YEAR  TREASURY  BONDS  5.81  5.81  5.51 

30-YEAR  FIXED  MORTGAGEt  8.18  8.11  6.95 


GENERAL  OBLIGATIONS  4.98% 

TAXABLE  EQUIVALENT  7.22 

INSURED  REVENUE  BONDS  '5.14 

TAXABLE  EQuivALENT  7.45 

f  BanxQuote,  Inc. 
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■  BW  PRODUCTION  INDEX 

Change  from  last  week:  0.7% 

Change  from  last  year:  12% 

INDUSTRIAL  OUTPUT                                f^^^ 

160           Apr.  1  =  164.9 

1992=100            ^^^ 
155 -^ ^ 

The  index  is  a  4-week 

moving  average 

Apr.                             Aug. 
1999                          1999 

Dec.                     Apr. 
1999                   2000 

Information  on  each  of  the  index  components  is  at  wwwbusinessweek.com. 
BW  production  index  Copyright  2000  by  The  McGraw-Hill  Companies 


The  production  index  continued  to  cli 
did  the  unaveraged  index,  which  soared  ti 
from  165.2  in  the  week  ended  Apr.  1.  The 
ly  index  increased  1.4%  in  March,  to 
from  162.0  in  February.  In  the  latest  wedl 
production  was  up  5.6%,  with  the  m 
creased  weekly  output  in  the  states  o 
homa,  Illinois,  and  Louisiana.  Rail-freigl 
fie  rose  2.7%,  and  was  up  2.3%  for  the 
of  March.  All  other  components  increased 
for  lumber,  which  fell  0.5%. 
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P  THE  WEEK  AHEAD 
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I ,     SING  STARTS  Tuesday,  Apr.  18,  8:30 
a.rr:    cdt*  Housing  starts  probably  fell  to 
an  an   ual  rate  of  1.73  million  in  March, 
says  the  median  forecast  of  economists 
surveyed  by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Companies.  Starts 
increased  by  1.3%  in  February,  to  a  1.78 
million  pace.  Even  with  the  expected 
March  dec     e,  starts  for  the  first  quarter 
stood  well  i      ve  their  average  of  the  fourth 
quarter,  suggesting  that  residential  con- 
struction contributed  significantly  to  last 
quarter's  growth  in  real  gross  domestic 
product.  The  interest-sensitive  housing  sec- 
tor will  be  the  first  to  respond  to  tighter 
Federal  Reserve  policy. 


INTERNATIONAL  TRADE  Wednesday,  Apr.  19, 
8:30  a.m.  edt>  The  U.S.  foreign  trade 
deficit  was  likely  little  changed  in  February, 
says  the  s&p  mms  survey,  remaining  near 
January's  record  gap  of  $28  billion.  Exports 
and  imports  are  each  expected  to  post  an 
increase  of  about  $1  billion.  However,  the 
leap  in  oil  prices  indicates  that  imports 
may,  once  again,  rise  by  more  than  exports. 
This  would  further  widen  the  trade  deficit, 
which  is  not  adjusted  for  price  changes.  In 
January,  exports  fell  1.8%,  while  imports 
gained  1.7%.  The  widening  trade  gap  sub- 
tracted substantially  from  economic  growth 
in  1999,  and  the  latest  data  suggest  contin- 
ued widening  in  early  2000. 


TREASURY  BUDGET  Thursday,  Apr.  20,  2  j 
edt>  The  s&p  mms  survey  forecasts  that 
U.  S.  Treasury  will  report  a  budget  deficil 
about  $19  billion  in  March.  That's  slightl 
less  than  the  $22.4  billion  gap  in  March 
1999.  Even  so,  the  federal  budget  rema 
on  track  to  post  a  surplus  of  $180  billic 
for  fiscal  2000  which  ends  in  Septembe 
1999,  Washington's  surplus  totalled  $12 
billion. 
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Editorials 


WHAT'S  BEHIND  THE  GLOBAL  BACKLASH 


In  an  era  of  unprecedented  prosperity,  why  is  there  a 
growing  backlash  in  America  against  globalization?  The 
benefits  of  free  trade  may  appear  obvious  to  CEOs,  policy- 
makers, and  pundits,  but  denial  of  a  rising  wave  of  public 
anger  against  trade  could  prove  dangerous.  Those  who 
marched  in  Seattle  and  Washington,  D.  C,  reflect  a  disparate 
but  real  collection  of  grievances  that  simply  will  not  go  away. 
That  they  are  joined  by  growing  numbers  of  protesters  in  Eu- 
rope makes  their  cause  all  the  more  powerful.  Champions  of 
free  trade  must  begin  to  understand  the  underlying  reasons 
behind  the  protest,  and  craft  creative  solutions  to  maintain  the 
momentum  of  globalization.  Unless  measures  are  taken  now, 
with  the  world  economy  in  a  strong  upswing,  the  backlash 
will  become  much,  much  worse  once  the  economic  cycle  begins 
to  turn  down.  Denial  is  not  an  effective  strategy. 

A  new  business  week  poll  highlights  the  fragility  of  pub- 
lic support  for  globalization  in  the  U.S.  (page  44).  Forty- 
seven  percent  of  the  people  believe  that  expanded  trade 
leads  to  a  decrease  in  jobs;  68%  think  trade  with  Mexico  and 
other  low-wage  countries  lowers  wages  in  America;  and  37% 
describe  themselves  as  protectionists — only  10%  say  they 
are  free  traders.  And  79%  say  Congress  should  give  China 
permanent  access  to  U.S.  markets  only  when  it  agrees  to 
meet  human-rights  and  labor  standards.  These  are  startling 
figures  to  those,  including  business  week's  editors,  who  are 
convinced  that  free  trade  incontrovertibly  generates  growth, 
competitiveness,  jobs,  and  wealth  for  all  involved. 

There  are  five  factors  driving  the  backlash: 

■  Insecurity.  Despite  a  3%  unemployment  rate  for  American 
adults,  hundreds  of  thousands  of  people  are  still  being  fired 
every  year.  As  companies  restructure  and  adapt  to  the  New 
Economy,  they  are  churning  their  workforces.  Many  opera- 
tions are  being  sent  overseas.  Globalization  gets  the  blame,  es- 
pecially from  unions  representing  older  workers  in  Old  Econ- 
omy companies,  who  face  the  difficult  task  of  reengineering 
themselves.  In  the  '80s,  only  blue-collar  workers  faced  this 
problem.  In  the  '00s,  white-collar  employees  are  watching 
their  jobs  migrate  to  India  and  Ireland. 

■  Mistrust.  Big,  multilateral  institutions  are  losing  their  cred- 
ibility. Secret  decisions  made  behind  the  closed  doors  of  the 
International  Monetary  Fund,  the  World  Bank,  or  the  World 
Trade  Organization  aren't  acceptable  to  Americans  accus- 
tomed to  transparent,  democratic  institutions.  Interest  groups 
used  to  being  heard  in  Congress  demand  that  their  views  be 
heard  in  global  institutions  as  well. 

■  Policy.  Long-held  IMF  prescriptions  for  solving  internation- 
al financial  crises  are  losing  support.  Bailing  out  private 
banks  while  depressing  growth  and  forcing  unemployment 
higher — a  strategy  the  IMF  initially  pursued  in  Asia — is  no 
longer  acceptable  as  the  sole  remedy  to  financial  troubles 
overseas.  Nor  is  the  World  Bank's  traditional  focus  on  pro- 
moting Third  World  development  by  financing  huge  steel 
mills  or  enormous  dams. 


the  In 


■  Priorities.  Like  it  or  not,  the  environment  is  a  key 
among  students  and  the  young  in  America.  It  is  a  gi  f|0f  Q( 
movement  with  growing  support,  especially  among  big 
workers  in  the  New  Economy.  The  greens  and  the  unk 
the  Seattle  and  Washington  protests.  The  environmer 
new  issue  on  the  global  agenda,  and  it  won't  go  away, 
wise,  labor  standards  overseas  will  not  disappear  as  an 

■  Technophobia.  The  battle  against  genetically  modified  1 
the  most  visible  manifestation  of  a  growing  reaction1  a 
the  modern  dot-com  world.  In  the  U.S.  and  especu 
Europe,  science  and  innovation  are  seen  by  many  as  tr 
not  solutions.  Progress  is  considered  a  charade,  gra 
harmful,  and  the  preservation  of  traditional,  national ' 
most  important.  Globalization  is  the  enemy. 

How  can  the  public  consensus  about  globalization 
constructed?  The  easiest  step  is  to  open  up  the  de< 
making  process  at  the  IMF,  WTO,  and  World  Bank.  Endii 
secrecy  would  give  labor  and  environmental  interest  gn 
chance  to  join  in  the  global  conversation  over  policy.  It  1 1 
open  the  doors  to  Asian,  African,  and  Latin  American  p 
omists,  who  often  have  a  much  better  feel  for  the  <  , 
quences  of  IMF  actions.  And  it  would  provide  the  Id  L 
fresh  insight  that  might  prevent  the  cloistered  IMF  ; 
making  serious  mistakes  in  applying  cookie-cutter  pre 
tions  to  new  situations.  , 

Corporations,  for  their  part,  should  begin  to  take  dire 
sponsibility  for  the  working  conditions  in  their  open 
overseas,  especially  in  Third  World  countries.  Relyii 
middlemen  to  supply  goods  and  turning  a  blind  eye  t  | 
way  they  are  produced  is  no  longer  acceptable.  Ove: 
U.  S.  factories  are  often  the  best-paying,  cleanest,  and  ; 
facilities.  But  not  always.  Recent  campus  protests  high 
ed  the  use  of  prison  labor,  child  labor,  and  horrible  wo 
conditions  for  women.  Multinational  corporations  are 
onymous  with  globalization  in  the  public  eye.  They 
free  trade  when  they  do  not  behave  responsibly. 

There  are  no  easy  solutions  when  it  comes  to  he 
Americans  adapt  to  globalization.  Constantly  improving 
cation  and  skills  is  the  only  real  answer.  Education  savinj 
counts  for  community  college  training,  college  degre 
even  advanced  professional  training  is  one  solution. 
New  Economy,  lifelong  learning  is  essential.  Labor 
could  also  take  direct  responsibility  for  improving  their] 
bers'  abilities.  There  are  even  insurance  schemes  to  pr 
the  wages  of  workers  displaced  by  globalization.  It's  til 
try  them.' 

The  pro-  and  anti-globalization  divide  is  fast  becomij  I 
new  post-cold-war  line  of  sociopolitical  disjunction, 
backlash  is  met  with  denial,  there  is  a  significant  risk  th 
free  flow  of  ideas,  people,  capital,  goods,  and  services  wil 
down  or  come  to  an  end.  There  is  a  strong  case  to  be, 
for  the  benefits  of  globalization.  Now  is  the  time  to  mak( 
and  to  initiate  the  reforms  that  are  needed. 
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>tner  or  later  someone  in  your  industry  will  figure  out  how  to 
;c  the  Internet  to  ■  _^-« 

send  profits 
I  through  the  roof 
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I  be  you. 


Most  companies  find  that  the  Internet  can  help  them 
reach  new  customers  or  cut  costs. 

But  the  truly  forward-looking  companies  are  trying  to  do 
even  more. 

They're  looking  for  ways  to  transform  their  business  or 
even  their  industry.  That  means  fundamentally  rethinking 
how  things  are  currently  done  and  creating  new  business 
models  that  rewrite  the  rules  of  competition. 

ZEFER  works  with  its  clients  to  create  these  breakthrough 
business  models  -  not  just  Internet  capabilities.  We'll  help 
you  explore  your  strategic  options  and  build  a  dynamic 
e-business  that  creates  value  in  new  ways.  And  positions 
you  for  the  future. 

Why  shouldn't  you  be  the  one  to  reinvent  your  industry? 
The  sky's  the  limit. 


ZEF3R 
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